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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. 
	Please insert your completed assignment ( in word format)  here:
1i. Definition of a contract is any agreement entered into by two or more parties that is enforced by law. A contract forms a legally binding agreement between the parties. A contract doesn’t have to be written.

1ii. There are various essential elements of a contract. Without the elements the contract can be declared void and not recognized by law. Elements of a valid contract are;
Agreement - A contract requires both parties to agree to the terms and conditions. Contracts should be simple and clear. An agreement is reached when all parties sign the contract.
Lawful subject matter – No contract must break the law or policies of local governing bodies. If this occurs it is declared an illegal subject matter. Examples of illegal contracts include involving fraud, arms, collusion, gambling and speculation. Contracts are binding on people who have signed blindly without understanding the content of the contract.
Valid consideration – Consideration means undertaking reciprocating actions by parties who have signed a contract. Considerations have to be real, valid and valuable for the contract to be legal. The law protects all considerations and does not judge if the contract is fair.
Competent parties – Only persons who are of sane mind can legally sign a binding contract. However this does not apply to minors. As a rule contracts that entered into by competent persons are valid and enforceable.

1iii. A lump sum contract is probably the most common in the construction industry. This is where a contractor puts a fixed price on all works for the project duration. The contractor offers to undertake the work and cover all risks  accepted by the contractor under the contract. The lump sum can be paid in installments or tied to completion of works in each phase.
A lump sum contract is unsuitable when dealing with difficult foundation works. Also works which are difficult to estimate due to the difficult conditions of the soil structure and/or excavation costs. And when alterations or additions have to be included in the work. Finally when extreme weather conditions exist at the site.
A disadvantage of a lump sum contract is that the fixed price is not necessarily the final price. As you may enter into extra items or works and these would have to be agreed by the client.
The contractor may price a contingency element into the fixed price to allow for profit.
An advantage of a lump sum contract is that the scope of works can be quite vague and works priced as provisional sums. A value can be placed on the works once completed and replace the provisional sum and an accurate cost gained without penalty to the contractor.

1iv. A cost plus percentage of cost contract is when the client agrees to pay the contractor the cost of the works plus a percentage of all costs incurred to cover overheads and profit. The cost plus contract guarantee the contractor a fair return. It ensures a contractor will be paid for overhead costs. It’s a way of providing estimated costs for works in case of anticipated changes or unforeseen circumstances that require additional work and increased job costs.

1v. The owner with the help of the project engineer will select the most suitable type of contract. The choice between a negotiated and competitive bid are based on which one gives a comparative advantage. Competitive contracts are suitable when the owner has time and detailed plans are available, the owner has more control with this contract. 
Negotiated contracts are suitable for projects requiring fast completion, where partial drawings and specifications are available.
Lump sum or unit price contracts may be chosen depending on type of construction, though a cost plus contract may suffice.
All these types of contract must be carefully analysed and factors to consider when deciding upon a contract is the nature of the project and the reputation of the contractor.

1vi. Insurance contracts form part of the main contract between the owner and the contractor. It covers all aspects of the construction project including employer’s liability, damages to properties, workers compensation and general liabilities. The type of contract will determine whether the owner or the contractor assume responsibility for the property insurance. The policy does not cover liabilities due to negligence or oversight by the contractor.

2. Though there are various contract types available. Each will favor particular circumstances/ projects.
The cost plus contracts are a favored contract when the scope of works are uncertain or unknown. Also labor, materials and equipment quantities are uncertain. Where the scope of works is reasonably well detailed and items identified, the unit price contract would be the better option. This type of contract is based on estimated quantities and the unit prices. The final price is the quantities needed to carry out the work. An example of a unit price contract would be for a highways contract. Where the client would pay the contractor a set unit price for each mile of road constructed over a specified area or terrain. 
The lump sum contract can work when the schedule and scope of works are sufficiently defined to allow the contractor to fully estimate costs. This is the most simple and easiest contract to put together. Once agreed the client and the contractor can benefit. As the client knows the cost and the contractor aims to keep costs below their estimates. This could result in a higher profit margin. The lump sum price will require less accounting and create less overheads on site. Types of project that would be good under a lump sum contract are bridge projects, domestic design and builds, lighting and fencing.
[bookmark: _GoBack]The cost plus contract can sometimes be an open book process where bills from the contractor include all material costs, invoices for subcontractors, work hours, and billing rates for labor supplied. When clients are concerned that job costs will spiral out of control, some contractors will have to provide a guaranteed maximum price. When the project comes in under the maximum price the client and contractor could share any saving. So the contractor has incentive to deliver below the maximum price. 
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