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1.1 [bookmark: _GoBack]A contract is defined as an agreement that is supported by law. Everyone who has signed the contract is legally bound by its terms and conditions.

1.2 Essential elements of a contract that make it law-worthy include the agreement (all parties must agree on the terms and conditions, and the contract becomes finalised when all parties have signed the contract), having a lawful subject matter (a contract won’t be legal if it violates the law), valid consideration (all considerations must be stated in the contract), and finally, all parties must be competent (only persons who are sane and of age can sign a contract). 

1.3 Lump sum contracts are when the contract details a fixed amount that will cover the project from start to finish. Lump sum contracts are unsuitable to use on works which are difficult to various factors, e.g. difficult soil structure or rock. Lump sum contracts are also unsuitable to use when working with problematic foundation works, or when additions or alterations have to be added to the work as this will not be covered in the lump sum amount.

The advantages of using a lump sum contract are that they provide ease of management and simplicity. Clients and owners value the predictability of a lump sum contract; it limits exposure and liability during the projects lifetime. When using a lump sum contract, no additional employees need to be hired for inspecting work and determining the monthly ratios of material consumption.

The disadvantages of a lump sum contract are that they are fairly inflexible, and don’t allow for external factors such as extreme weather or problematic conditions.

1.4 A cost plus percentage of cost contract, is a negotiated contract where the cost of construction is estimated and the contractor is then paid a fixed fee for completing the project. If the cost of construction increases, the fees of the contractor are reduced by a pre-determined percentage until a minimum guaranteed fee is reached. If the cost of construction decreases, the fees of the contractor are increased by a pre-determined percentage until a maximum guaranteed fee is reached. 

1.5 Selecting the type of contract for construction work is the responsibility of the owner. Firstly, the owner should pick between a negotiated contract and a competitive bid contract. Negotiated contracts should be selected for projects that need to be completed in a smaller time frame. Competitive bid contracts should be picked when there is sufficient time for detailed plans. To determine the best option for the project, the types of contract should be studied and then chosen after factoring in the nature of the project and the reputation of the contractor.

1.6 The insurance contract is written into the main contract between owner and contractor. Insurance contracts should cover employer’s liability, damages, workers compensation and general liabilities. The type of contract that the owner has selected will govern whether the owner or the contractor would undertake responsibility for the insurance element.

2 There are various types of contract, and each type supports different project environments, factors and approaches. When selecting the type of contract to use, the owner should consider the level of uncertainty of the scope of work, which party would undertake the risk of any expense increases, the significance of meeting time scales, and the requirement for predictable project costs.  

There are two main types of contract; competitive bid contracts and negotiated contracts. Both have their own sub-types. Negotiated (fixed cost) contracts should be selected for projects that need to be completed in a smaller time frame. Competitive bid contracts should be picked when there is sufficient time for detailed plans.

Fixed costs are a single price, where the scope is clear. A fixed price plus incentive contract propositions a reward, or incentive for finishing the project before the allotted time or under budget, as well as handing out penalties for being late. A fixed price with sliding scales allows for escalations in the price of materials, or fluctuations in the value of currency.

Time and materials contracts pay for expenses as well as a rate for the contractor’s time. In a cost reimbursable contract, the project covers the expenses. A cost plus fixed fee contract guarantees the contractor of a pre-determined fee at the end of the build. A cost plus percentage fee calculates the fee as a percentage of the costs. A cost plus percentage of cost contract, is a negotiated contract where the cost of construction is estimated and the contractor is then paid a fixed fee for completing the project. If the cost of construction increases, the fees of the contractor are reduced by a pre-determined percentage until a minimum guaranteed fee is reached. If the cost of construction decreases, the fees of the contractor are increased by a pre-determined percentage until a maximum guaranteed fee is reached.  A cost plus award fee is comparable, however the aims of the project are subjective.

There are different contracts to be used based upon whether the project is a joint or single venture, whether you hire a firm to execute all aspects of the project, or whether you manage the work yourself, whether the work is being conducted overseas, whether the equipment used during the build is rented or owned. Additional contracts will be required for subcontractors

In summary, when choosing a contract for your project it is important not to overlook the risks that each form of contract comes with. It is important to have a baseline understanding of the equilibrium of each contract, and the possible effect of its requirements on the outcome of the project. 
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