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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. 
	i. How would you define a contract?

A contract is a voluntary arrangement between two or more parties that is enforceable by law as a binding legal agreement. Contract law recognizes and governs the rights and duties arising from agreements. Each party must have capacity to enter the contract and some may require formalities, such as being in writing or by deed.


ii. What are the essential elements of a contract

To create a legally binding commercial contract, the agreement must contain four essential elements:
1. Offer: An offer is a pledge by a party to another promising to enter into a contract on set terms. It has to be specific, complete and capable of being accepted. An offer has to be accepted to form a contract but offers are not open for              acceptance indefinitely and can be revoked.
2. Acceptance: Acceptance is the unequivocal agreement to the terms of the offer without any further negotiation. A contract is formed when acceptance is communicated to the offeror.
3. Consideration: Consideration is the value exchanged by each party when entering into an agreement. For example, if you purchase an item from a retailer, the consideration provided is the money you pay for the item. If there is no consideration, then there is no contract.
4. Lawful subject matter:  Unless parties intend to enter into contract, no legally binding agreement can be formed. For a contract to be valid, both parties must have the mental capacity to understand the terms of the agreement and the consequences of entering into it. 


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

1. A lump sum contract (or stipulated sum contract) is the traditional means of procuring construction, and still the most common form of construction contract. Under lump sum contract, a single lump sum price for all the works is agreed before the works begin.

2. Lump sum contracts might be less appropriate where speed is important, or where the nature of the works is not well defined. Other forms of contract that might be more appropriate in such cases include measurement contracts (used where the works can be described in reasonable detail, but the amount cannot). Cost reimbursement (used where the nature of works cannot be properly defined, and immediate start is required) etc.

3. Advantages for the owner. Clients value the predictability of a lump sum arrangement. Because the owner has agreed upon a fixed price, this limits the owner’s exposure and liability during construction.
The contractor has agreed upon a sum, and the owner is not liable for any of the contractors cost overruns.
Advantages for the contractor: The contractor can generally achieve a higher profit margin than they would using a cost-plus contract. In negotiations, the contractor presents what they feel is a fair price without justifying hourly or materials cost or using the multipliers common in cost-plus contracts.
Lump sum accounting is generally less intensive, which reduces the contractor’s overheads, and lump sum agreements allow for a steadier cash flow. 


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

There are four types of cost plus contracts by which all provide an additional profit. The cost-plus percentage of cost is a type of contract that requires the client to reimburse all legitimate project costs towards the contractor. Aside from reimbursing costs, the client also needs to pay a percentage cost as stipulated and agreed upon in the contract. This type of contractual agreement does not provide any incentive for the contractor to try and keep cost down.









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

Contract selection is based on uncertainty of scope, assignment of risk, need for predictable costs and the importance of meeting milestone dates.
The basics to understand are:
Total fixed cost is a single price where the scope is well defined.
A fixed price with incentive contract offers a reward for finishing early or under budget or penalty for being late.
A fixed price with adjustment allows for increases in cost of materials or changes in currency values.
A fixed unit price contract sets a price per unit, but the exact number of units is not known.
In a cost reimbursable contract, the project pays for costs.
A cost-plus fixed contract assures the contractor or a known fee.
A cost-plus percentage fee calculates the fee as a percentage of the cost.
A cost-plus incentive fee sets goals for the contractor to achieve, achieving these goals would result in a bonus.
A cost-plus award fee is similar, but the goals are more subjective.
Time and materials contract pay for costs plus an hourly rate for the contractor’s time.
All the above need to be considered not only by the client but also as a counter suggestion by the contractor if he feels the contract put forward by the client is not appropriate.

 

vi. What are insurance contracts?

Insurance contracts form part of the main contract between the owner and the main contractor. It covers all aspects of the construction project and outlines who is responsible for the different aspects of the construction project. The type of contract will make clear who is responsible for the property insurance component, owner or contractor. The insurer accepts responsibility for any damage or loss during the lifecycle of the project, but this does not cover liabilities due to negligence or oversight by the contractor.  



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

There are many different types of construction contracts, A construction contract is an agreement between two or more parties to execute the construction works as per certain terms and conditions. The following are the types of construction contracts generally used in construction projects:

1. Lump sum: In this type the contractor bids a single fixed price for overall activities within the project scope. The contractor is responsible for estimating project costs from drawings then adds overheads and his profit percentage to determine the price of the project. This contract is ideal when the project scope is well defined at the design stage because there is limited flexibility for modifying the design during the construction period. A lump sum contract would typically be used on a new build development of houses. All the surveys of land and designs of units would have to be in place in order for the client to get planning permission. Once permission is given the client can then put the project out to tender stipulating that a lump sum contract will be used as all the necessary boxes have been ticked.

2. Unit Price Construction Contract: The total price of the project in unit price contract is based on the price of each items unit. The contractor is paid as per the rates of items specified in the bill of quantity. The construction of the project can be started before finishing the designs, so the total cost of the project will be uncertain at the early stages of the project. This could be used on a project where for example a large disused factory is to be converted to flats, whilst work can start on insulating, weatherproofing and the appearance of the façade the design and specification of the flats themselves can be completed as and when each flat is sold.

3. Cost-based construction Contracts: A cost plus contract, also termed a cost reimbursement contract is a contract where a contractor is paid for all its allowed expenses, plus additional payment to allow for profit. This type of contract would involve the client agreeing to day/night rates for all levels of personnel required on the project. The client would also expect receipts for all materials used on the project and that all operatives attending site logged in and out. Though this type of contract would not appear to give the contractor any incentive to complete a project, it would be the only sort of contract that could be deemed fair where works could be stopped at any moment. An example of this would be working at an airport, where the need to evacuate an area at any time due to a security issue or a fire alarm activation could happen at any time and several times in any one working day. With the risk of this happening it would be impossible to implement a fixed price contract. The client could find themselves constantly paying for abortive costs.
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