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A contract is a legally binding document for both client and contractor agreeing to all term and conditions which must clearly be stated.  Certain elements need to be included in the contract to deem the contract non-void. The contract must be agreed by all parties who sign the document. The contract states how the project will be completed, specific materials which the client would like to be used, any bonds, bonus and insurance which have been agreed. 
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The essential elements to a contract are; agreements to terms and conditions. The contract must not contravene any rule of law or public policy. Valid consideration should also be included in the contract and everyone who signs the contract must be competent at the time of signing. 

[image: ]
A lump sum contract involves a provision of a fixed amount for the duration of the construction project. This can be paid in instalments or agreed to be paid when a phase has been completed. This type of contract is suitable for standardize construction projects. The advantages of this type of contract is no extra personnel would be required for inspecting work and determining the monthly rate of material consumption. The disadvantage of a lump sum contract is all bills of quantities must be identical when they are submitted, and you need to know the scope and all the risks very well. 
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A cost-plus percentage of cost contract is a payment method when an additional sum of money, shown as a percentage is paid by the client to over the contractor’s overhead costs. 
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The type of contract that you decide to use, is based on the type of project it is for and the information you have regarding the project, such as the type of building, the location of the project and who is involved in completing the project. Clients may have a particular contract they prefer which includes the bonus clause and the contractor may prefer contracts which are based on profit sharing clauses. Negotiation is the key to the correct type of contract with all parties agree too. 
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Insurance contract is the section in the contract when the responsibility of employer’s liability, damage to properties and workers compensation are determined whether it’s the client or the contractor. This contract doesn’t cover liabilities for negligence or oversight by the contractor and claims can’t exceed cost of damages or loss. However is does determine acceptance of responsibility to damages and loss during course of the project. 
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The type of contract which is used is decided based on the type of project the contract is in relation too and how the client and contractor agree for payment to be made. The best suited contract can then be tweaked to include any specific information requested by the client or by the contractor so, everyone is happy with the terms and conditions before signing. 
If the scope for the project is unclear or undefined a time and material contract would best suit as this is established on hourly or daily rate. The unit pricing contract is more commonly used by builders, this type of contract is suitable for projects when the scope is likely to change during the process. The cost-plus contract involves payment of actual costs, overheads and profit information needs to be calculated and included in the contract, this contract is suitable for projects when the scope of the project has not been clearly defined. The lump sum contract is when a fixed price is given for all related activities, this contract is preferred when the scope of a project is clear. 
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How would you define a contract?
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ii. What are the essential elements of a contract?
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iii. What are lump sum contracts? Where is a lump sum unsuitable? What are the
advantages and disadvantages of a lump sum contract?
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iv. What is a cost plus percentage of cost contract?
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v. How would you select the type of contract for a piece of construction work?




image8.png
vi. What are insurance contracts?
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2. "Anparticular type of contract is normally suitable for a particular situation." Comment and
describe with suitable examples. (6)
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1. Answer the following questions: (24)




