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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: (24)

1)  A contract is defined as any agreement which is backed by law.  It is only the people that have signed the contract, that are bound by the conditions set in the contract. 
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2) There are a few essential elements which need to be included in the contract, otherwise it will be declared as void:
Agreement – Both partied involved in the contract need to fully agree on all terms and conditions. Everything should be detailed in simple, clear terms to avoid any confusion or conflicts over the meanings of any item included.
Lawful Subject matter- Any items include in the contract need to be lawful. Any items with contravenes any laws wil be declared iilegal. 
Competent Parties – Only people who are sane, sober and of a legal age can legally sign a contract. 

3) Lumps sum contracts is where a fixed amount has been assigned to the project. This can be paid in timed installments or at the completion of each stage. All parties need to be 100% sure of the scope of works and any risks that may occur.  This is an ideal contract for cylindrical works where the scope of works does not change, or repetition works on different projects. A lump sum contract is not ideal when carrying out works where there are hidden areas ( i.e foundation works etc)  which may lead to works previously not agreed having to be undertaken. Or where the project specification has not been 100% agreed which means change could happen as the job progress’s. 

4)   The cost-plus-percentage of a cost is a type of contract that requires the buyer to reimburse all legitimate project costs towards the seller.  Aside from reimbursing costs, the buyer also needs to pay a percentage cost as agreed in the contract.   This type of contract raises the additional fee as the cost of the contractor rises. It is rarely used by many sellers because it provides little to no motivation for them to keep the cost low. This type of contract provides longer time quality delivered by the seller and the final cost may be less than the fixed price contract agreement. However, it is important to provide additional administration in order to ensure that only the permissible costs are paid. The project manager needs to make sure that the project management activities are exercising adequate overall costs.


5) The choice of which type of contract is awarded will determine how successful the project is financially.  Competitive bids are ideal when the owner of the project has time to oversee the works.  Detailed plans etc need to be provide so that the contractor can plan the works and the costs in advance. The owner has more control of the handling of the works with this contract as they will be onsite more regularly so can carry out more quality inspections etc.   
Negotiated contracts are suitable for projects that need to be completed quickly and have limited designs and specifications. A cost -plus fixed -fee negotiated contract is an ideal contract to use on these types of projects so that the contract knows they will not be out of pocket due to lack of information etc. 

        6) The insurance contract is included in the main contract between the owner and the   contractor. Many details of the project will be included in this including:  employers liability, general liability, workers compensation, damage to property etc.  Detailed in the insurance contract it will be stated who assumes for the property insurance component, either the owner of the contractor.  The policy will not cover any damage, injuries etc caused by negligence or mistakes by the contractor or owner. 


2.                Each particular contract will only be suitable to use in a number of situations, there         isn’t 1 generic contract that will suffice for each project.  When choosing a contract type there are a number of details that need to be considered.  Are the requirements all agreed and known?  Is the scope well-defined?  Is the contractor confident that they can guarantee delivery, and wait until after delivery to receive payment?  Is profit based on the contractor’s ability to control costs?  If all the above questions are answered as “yes”, then a fixed price contract is probably the best bet.  This approach works best when the customer knows exactly what it needs, when, and how, and isn’t likely to change its requirements over the course of delivery.

If requirements are not fully known a negotiated contract might be a better option. This approach is good if the contractor cannot accurately price out the work.  This may bring on a heavier oversight burden, but this is not always the case (or it may be worth the extra work). If specific aspects of contractor performance are still a critical factor, such as cost management or timeliness of delivery, using a fee structure to encourage the contractor’s delivery could be an option. 

If the contractor’s ability to manage and control costs is important,using an incentive-fee structure, which usually ties the amount of the fee to how well the contractor manages allowable costs versus a target cost, is a good option.  The better the contractor controls cost, the greater the amount of fee it collects.  A fixed or award fee structure may also be set up to encourage delivery of either goods or services.  Incentives and awards can be used to motivate the contractor to keep costs under control and/or enhance the speed , quality, and performance of the work.
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