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1. 

i. How-do you define a contract?

A contract is a voluntary arrangement between the signed parties that is legally binding  The contract will highlight the specific terms of the agreement the parties have entered into and as it’s arrangement whether the parties are providing a service or  a product,it must be real (known as ‘Consideration’).It must be clearly defined,it may include acceptance of liability,a non disclosure clause to safe guard the organisation)Although any illegal transaction or pricing fix’s must not be entered into.

ii. What are the essential elements of a contract?

A contract is defined as an ‘Offer & Acceptance’ for ‘Consideration’ that has ‘Capacity’ and must comply to the legal statute of Law to perform it’s duties otherwise the contract is void.(anything illegal,such as arms dealings etc).The parties named  on the contract must be ‘Competent Parties’ (contract is ‘Made in good faith’,be of eligible age,and not be under the influence of drink and drugs or a part having a mental illness) before entering into the agreement.The agreement can not be offset against third parties unless they a part of the contractual agreement,and must be performed by the Legal Titles of the signatories.The’ consideration’ must not be ambiguous or implied and there is no allowance for ‘Acts of God’ otherwise they are not enforceable by law.

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

The Lump sum contract basis has a fixed sum (an amount)assigned  for works agreed before the work begins. This can be paid monthly or on phase completion.However, it allows fluctuations due to variations (only if approved and inspected ),adverse weather and price fluctuations from inflation on contracts that have a longer time scale and therefore it is not a guaranteed price contract.But an amount agreed at the offset that is mostly in used in the construction industry. The amount is normally associated to tenders where the contractor is able to price the works they are being asked to carry out.For a contractor he has the advantage of not only winning a tender with a lump sum agreement but able to regulate and control personnel and the cost of inspection.

Lump sum can be unsuitable as there is more risk to the contractor then other forms of contract as there are fewer opportunities to allow them to vary the price which makes the tender process slower to accurately record the bill of quantities which should be identical to the specification of the contract .It will allow some omitting and additions if quantified with approval and will have to be inspected.Some works will be difficult to ascertain a cost like ground works which can be difficult to work (rock,flood areas etc)that will cause some delays and additional equipment that may not be accepted by the contractor .Remedial works that come from site errors all add towards the disadvantage of a lump sum agreement for the contractor however it will benefit the client.

iv. What is a cost plus percentage of cost contract?

A Cost plus Percentage of a cost contract allows the contractor to apply an agreed mark up based on the cost. This can be expensive to the client as the cost could be inflated to to boost the subcontractors profit. Some clients avoid using this method and normally refer to the National Schedule of Rates and allow a plus 1 or 2 percent on the schedule base rate. Local councils operate in this way for Capital,Void and Remedial works.

Other forms of cost plus percentage such as Cost plus Bonus contract which allows a share in the benefices where the  construction has been completed before time.This is normally in the form of a bonus and it’s aims to prevent over runs.however there will be a penalty for everyday the project over runs.

A Cost plus Sharing is very similar where the cost of the project at a ‘Fixed Price’ has made savings that does not impact on the quality of the project will be shared by contractor.

Fixed Rate Contract or Guaranteed Price Contract sets the limits at the offset and will not allow any additional charges to be added. The contractor will bear any additional costs above the ceiling.This could be disadvantages to the client as some events could dramatically effect the risks to the subcontractor financially that could hinder the project.

v. How will you select the type of contract for a construction work?

Weighing up the pros’ and con’s of the various contract agreement on prices and my previous work experience in this field I would normally base the contract on the National Schedule of rates -1 percentage for the estimated cost( Cost plus Percentage) I would add a  bonus and penalty clauses.I would avoid any Fixed Sums or Cost plus sharing contracts as one is to restricted and the other could detriment the project. I would prefer the savings to be recognised in the original cost calculation as once again numbers could bump up the estimate then only to be adjusted making performance show an unreal achievement. This contract will also allow me to budget the cost of the profit and the expected margins. A provision can be allowed for on some items not addressed in the schedule that may appear on the job spec. But without knowing all the facts of what the project specification and requirements are it would be more diligent to access the best options avoiding any ambiguity or traits that could lead to arbitration cases being enforced.

vi. What are insurance contracts?

This type of contract stipulates the responsibility and liability of the insured contractor and it’s exceptions.It specifies the risks that are covered and it’s limitations in premiums pay outs.This document will incorporate Employee Liability,damage to property but will not cover negligence. It may cater for a ‘rider’ as an amendment or addition to the basic policy that allows customizing the policy to meet individual situations and would be carried out by the underwriters.

Once again this is a biding contract and would start with ‘Offer & Acceptance’,Consideration and ‘Competent Parties’ it would normally be effective from date of application it’s signatories and when the policy has been paid for.

It’s main purpose is to cover the insured contractor for any loss (indemnity) up to the policy limit.

2. “A particular type of contract is normally suitable for a particular situation.” comment and

describe with suitable examples?

Procurement Contract is for a particular situation and that is to procure the Service or Goods from a supplier which is a necessity for any organization. There is a requirement to obtain these services  procured at the best price in terms of quality and quantity,time and location that can be negotiated and specified to fit the needs of the project ,it’s budget and bottom line.It could be applied to a specific piece of equipment that has to be be manufactured and endorsed with the safe guard of holding the supplier to a contract agreement that prevents competitors from using, allowing excludability. Other Contracts like;

 Management Contract offer a particular service with no financial gain there main task is to oversee,supervise and manager projects, sites and act as an agent or consultant ensuring that the appropriate analysis ,financial performance,operational performance that reduces financial risk for the organization by reducing cost and increasing performance. 

Architect-Engineering Management Contract  are normally associated with hiring or awarding  a single contractor to perform a specific task in a particular situation.
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