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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	
Answer the following questions:


1i) How do you define a contract?

A Contract is essentially an agreement between two parties, covering the terms and conditions and other relevant specifications. In the event that disputes an arbitration board may be set up to resolve them. Different types of contracts can be drawn up and each dispute can have a alternative course to resolving it.  An agreement backed by law is defined as a contract, only people why have signed a contract are bound by the terms and conditions that have been set out in it. 

The contract may or may not state the provision for third parties, as third parties should not benefit or suffer unless they are included in the contract. The laws are usually binding to that the location of the contract and the local, national or state laws. Disputes may be settled in lower court settlements. In the event of a dispute the engineer’s decision will be accepted as final, provided both parties have already agreed to the course of action. 

ii)What are the essential elements of a contract? 

The essential elements that underpin contracts are the guidelines of the agreement, the lawful subject matter, the valid consideration as well as the competent parties. The beginning stages on the contract outline that both parties are in agreement with the terms and conditions set out in the contract, this tends to be finalised by the signatures of both parties on the contract. With regards to the law no contract signed must contravene the rule of the law, state laws and public laws. Any contract that does contravene is known as a illegal contract. Examples of illegal contracts can include fraud, arms, collusion, gambling and speculation. 

Valid consideration mean undertaking reciprocating actions by parties, who have signed a contract.  Considerations are real, valid and valuable for the contract to be legal. However, the law will arbitrate in situations involving liquidated damages or debts.  All consideration must be stated in order to avoid misinterpretation. The both parties out also have to be said to be competent, they should not be drunken and not minors to be signing a legally binding contract. 


iii) What are lump sum contracts? Where is a lump sum unsuitable? What are the advantages and the disadvantages of a lump sum contract? 

A lump sum contract involves the provision of a fixed amount for the whole duration of the construction project. It can be at the instalment or the completion of each phase of the project. It assumes that the knowledge has been obtained in order to know the scope of work and all associated risks. This contract is ideal for standardised construction projects, where resources required have detailed specification and all costs are specified in the tenders. 

Its assists in helping the project in the terms of if variations on work occur, only the variations that differ would need to be re considered and not the whole project, in this way it can save time. The working conditions outlined in the type of contracts are usually pre-determined as well as the end date of the project. Another advantage would be that full drawings and specifications are provided in this type of project, the contractor may order extra item or even omit some at his discretion. 

However, there can be some pitfalls in to adopting this type of contact such as it can be difficult when dealing with foundation works, as well as some phases of work can be more difficult to estimate than others for example excavation. Some factors cannot be helped such as extreme weather conditions, which can place a hindrance on project timing and completion. 

iv)What is cost plus percentage contract? 

The cost-plus percentage contract occurs when an additional amount of money, expresses as a percentage, is paid by the client that is designated to cover the contractor’s overhead costs. When paid as a predetermined profit, the client will usually require a strict accounting of expenses. With this type of contract as the costs can be variable given the time and demands, it can be difficult to estimate the project cost. This tends to usually come with a deal of experience, in being able to cost the project. Some contractors may also face problems trying to calculate or not know how to implement a sale price as mark-up and margin profit. 

Some advantages can include having a better quality of projects, because the contractors do not have to skimp on material or labour. The contractor will face less risk taking on an unfinished design. There are some consideration to take into account such as the maximum cost guarantee and the savings clause that alter their advantages. 

V)How will you select the type on contract for a construction work?

There are different types of construction contracts and their selection is dependent on some factors. The construction contract between two or more parties would be to execute the construction works as per certain terms and conditions. In this way both parties are made aware of general and special conditions of agreement, details of construction project work, their specifications, time limits, payments and penalties for delivery delays etc. and ensures every party’s rights and obligations.

Each of the conditions would affect the choice of the contract that is drawn up between the two parties. General conditions of the contract may not be too specific, however special conditions such as quality of a certain standard, would mean that budget cuts are not possible, which could in turn lead to a higher priced contract. 

The law is also to be taken into consideration as the project objectives should meet with legal standards on the contract, the constraints of the contract are to be defined too, as this can lead to the different types of contracts being raised. The delivery method would also have to be factored in, as the relationship between the two parties involved in the project, determines how they interact with each other from initiation to project closure. 

Vi) What are insurance contracts? 

Insurance contracts form part of the main contract between the owner and the contractor. It covers all aspects of the construction project from the employer’s liability, damages to properties, worker’s compensation and general liabilities. This contract will determine whether the owner or the contractor assumes responsibility for the property insurance component. The policy does not however cover liabilities to negligence or oversight by the contractor and claims cannot exceed the cost of damage or loss. 

The claims usually set out against this form are of damages or losses to property, employees should be kept to facilitate claims from the insurer. It is usually custom for someone to be selected to take charge of all matters relating to insurance claims, policies and contractor’s certificates. Insurance contracts assume to give customers protection in dealing with complaints and keeping records to date.


2.) “A particular type of contract is normally suitable for a particular situation” Comment and describe with suitable examples

To some extent the above statement can be seen to be true as the different situations in construction could lead to different types of contracts needed to be drawn up. It can often be seen that types of contracts are combined together to offer more advantage and synergy as a whole to the project. Such as the Unit price contract and the Lump sum contract which can be combined together. This may be undertaken when it is difficult to determine the total quantity of item or work to be done. In this way when section of work can be readily calculated then the unit price method can be applied. In this way, the quantities can be calculated and them the lump sum can be applied. 

With negotiated contracts these tend be drawn up once the parties agree on the contractor meeting certain specification, this can be anything from having the right equipment and expertise to the right facility and materials. This type of contract usually requires the owner investing his own capital into the business. Here there can be different clauses in the contract such as cost plus with profit sharing, cost-plus fixed fee contract with bonus clause and cost plus sliding scale of fee contract. Each of the different type represents a different way of accounting for different situations that may occur on a project. 

Other types of contract can include joint venture contracts which combines several companies into one in order to share assets and workforce to tackle a large-scale construction project. This will also tie in with the objectives of the company and where they want to go in the long term, a company with a shorter-term objective would not enter into a joint venture contract. Guaranteed maximum cost contracts are also similar to cost-plus contracts, where the contractor is allowed to provide an accurate maximum cost contract. The bonus savings are usually shared between the contractor and the owner. This proves to be beneficial for both parties. 

The various types of contracts should be analysed carefully as most can be dependant of the nature of the project, and the reputation if the contractor to determine the best option. Other factors dependant on the choice of contract can include scope of work, expertise of staff, scale of the project, location of the project, labour force required, as well as specific or particular material needed. 
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