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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. 
	
1. Answer the following questions:
i. How would you define a contract?

A contract is usually a written agreement between two or more competent parties which is intended to be enforceable by law as a binding legal agreement. It is usually related to employment, sales, or tenancy. 

ii. What are the essential elements of a contract?

First of all, every contract should have the name of the parties (full names and addresses). The contracts are in two parts:
Part 1 – The arrangements for the work
A. The work to be done
B. Planning permissions, building regulations and party walls
C. Using facilities on the premises 
D. Price
E. Payment
F. The working period
G. Product guarantees
H. Insurances – before the work starts
I. Working hours
J. Occupation and security of premises
K. Disputes 
Part 2 – The condition cover
A. Contractor’s responsibilities 
B. Customer’s responsibilities 
C. Health & Safety
D. Changing the work details 
E. Extending the working period
F. Payment
G. Contractor’s continuing responsibility
H. Bringing the contract to an end
I. Insolvency
J. Other rights and remedies
K. Law of the contract

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

It is called a lump sum contract because the contractor is required to submit a total and global price instead of bidding on individual items. It is normally used in the construction industry to reduce design and contract administration costs. It is a great contract agreement to be used if the requested work is well-defined and construction drawings are completed.
Lump sum contract can have many advantages as:
· It can be seen to reduce client risks as the price is fixed 
· It is widely accepted and understood as a method of contracting 
· Change orders are minimized 
· The management required by the client is reduced
· The contractor will maximize its production and performance
· Owner supervision is reduced when compared to Time & Material Contract 
· Bidding analysis and selection process is relatively easy
It also has its disadvantages such as:
· Preparing the tender may be more expensive for the contractor
· It can be seen as more adversarial form of contracting than some more collaborative forms.
· Changes are difficult to quantify 
· It presents the highest risk for the contractor
· The contractor will select its own means and methods
· The owner might reject change order requests 

iv. What is the cost, plus percentage of cost contract?

A “cost plus percentage of cost” contract is a contract where the contractor’s overhead costs are covered by payments made by the client as an additional amount of money, expressed as a percentage. If the client is paid as a predetermined profit, the client will usually require a strict accounting of expenses.

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

Probably I would take a decision based on my past experience or based on advice. Selecting both the right procurement route and the right form of contract is vital to the smooth and trouble-free running of the project. I think it is important for the parties to understand their respective rights and obligations and more importantly, to understand how risks are allocated between them. I would also have a look on websites like JTC Ltd first, which offer standard contract forms to get a clear personal opinion and ease my decision, considering the exact situation with all the risks involved. 

vi. What are insurance contracts?

Insurance contracts are usually an insuring agreement between an insurance company and the insured, which specifies the risks that are covered, the limits of the policy and the term of the policy. It should also specify the conditions, limitations and exclusions. 

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

In construction industry, every site is different and every final product (construction) is different even same design is used, due to the fact that the placement of the construction can’t be exactly the same. The environment and the nature have a great impact on the construction process. Therefor every project has its own particularities. There should be a suitable contract between the contractor and client. That’s why “A particular type of contract is normally suitable for a particular situation”.
Before signing a contract, one should look at what the procurement process intends to achieve and the time and costs involved. 
One should also identify a contract that will minimize risk for a procuring and disposing entity. For example, you should choose a lump sum contract if you anticipate the project to take long, to avoid the risk of failure to complete or breach of contract in case you fail to pay in future.
Signing a lump sum contract ensures effective completion of the project since all the requirements are completed at once.
Another type of contract that can be used is the time-based contract. Under this, payment is based on agreed hourly, daily, weekly or monthly fees for nominated personnel or certain type or grade of personnel and reimbursable items using actual expenses or agreed unit prices. 
Payment rates for personnel include salary, social cost, fee or profit and special allowances. A time-based contract includes a maximum amount of total payments to be made including any contingency allowance for unforeseen work and duration. 
For suppliers that can be divided or split, the procuring entity or supply may opt for an admeasurement contract where supplies can be split into various items and the quantity of each item needed to complete the project is estimated and indicated in the bidding document.
A bidder can price each work item by indicating a unit rate for each in the bill of quantities.
Other types include frame work contracts, percentage-based contracts, retainer contracts, costs reimbursable contract and success fee contracts. 
Construction contract types are usually defined by the way the disbursement is going to be made and details other specific terms, like duration, quality, specifications and several other items.
The major types can have many variations and can be customized to meet specific needs of the product or the project.
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