Contract Strategy
il Lol

Contract Strategy

Contract strategy means:

selecting organizational and contractual policies

required for executing a specific project
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Contract Strategy

Project Objectives
1. Time 2. Cost
3. Performance 4. Other Objectives
Time

> If the top-rank owner objective is to start the project as early
as possible to maximize the profit or for political reasons, then
a contracting strategy that allows speedy project delivery, such

as overlapping design and construction, may become desirable
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Contract Strategy
Project Objectives
1. Time 2. Cost
3. Performance 4. Other Objectives

Cost

> There may be a need for minimum project cost to ensure
adequate economic return. The selected contract strategy,
therefore, should be flexible to the owner’s cost requirements

while also maintaining the other objectives desirable



Contract Strategy

Project Objectives
1. Time 2. Cost
3. Performance 4. Other Objectives
Performance

> If the performance of the work at top-rank to the owner then a
contracting strategy that accommodates changes to achieve a

better performance and a teamwork approach may be desirable
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Contract Strategy
Project Objectives
1. Time 2. Cost
3. Performance 4. Other Objectives
Other Objectives

> Risk sharing between the owner and the contractor
> Staff training or transfer of technology

> Involving the contractor in the design

» Use of local material and resources

» Choice of labor-intensive construction

» Protection of the environment



Contract Strategy

The Contract
What is a contract?

> Legally binding document that describes the
responsibilities and rights of the parties
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Contract Strategy

The Contract

How are contracts formed?
» Owner issues Invitation for Bids (IFB)
» Contractor prepares and submits bid
> Owner reviews and accepts bid

» A contract document is developed, reviewed, and agreed upon
by parties
» The contract is signed by parties



Contract Strategy

The Contract
Contracts documents

(osadl daews) LBLESYE Y

» Contract agreement

- General conditions ol da g ol 5 daladl dagpldl .Y
> Special conditions clawslsll T
» Bills of quantities (Jlea ¥l unlie) Siliasall @338 35 .8
» Drawings £ gl fpuaidl ilagu it L0
> Specifications £ gkl 2aai) a3l Jpamdl
- Plans ST E0ke B T ples wlias LY
» Others (Change orders, Warranty,..)
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Contract Strategy

Contracting Stages
When do contracting stages start?
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Contract Strategy

Contracting Stages

Bidding documents
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Contract Strategy

Contracting Stages

Contractor selection
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Contract Strategy

The Contract

Contract agreement

> Usually includes names of parties, contract price, project
duration, and scope of work
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Contract Strategy

Contracting Stages

The agreement
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Contract Strategy

The Contract
General conditions
(pasad! < J5lall i) g5 8l ple Canpes @
~ Responsibilities of each party Ll Sheas @
> Project Duration el 5 U5l 5 I Sl iine § Gain @
~ Establishes the payment £ayill panl el eyl @
process UL g Jolall fno paadl i5p,Le - @
» Warranty period and process LA ).; g culiselll @
Special condiitions
Describe unigue requirements of the project
> Unusual work hours
>~ Site access restrictions
> Owner-furnished items
>~ Other special requirements
13/01/2002 Emad Elbeltagi 2

Contract Strategy

Organizational Structure (Project
delivery methods)
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. Traditional (General) Approach — (sadsil of ole/lidled] désb)
> Separate Approach (_LasioJl 1éleil désb)

> Direct labor force (In-house) (s L3I/ dusiill] éé,,b)

-~ Turnkey approach (e lsol ouliwss ééypb)

> Construction Management (vaascoll 18led] dé,,b)



Contract Strategy

Organizational Structure

Traditional approach
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Contract Strategy

Organizational Structure

Traditional approach advantages

» Price competition
Total cost is known before construction starts

>

> Well documented approach used in most governmental

projects
Traditional approach disadvantages
» Takes a long time

> Desjgner does not benefit from contractor experience

> Conlfiicts between owner & contractor and A/E & contractor

> Changes may lead to disputes and claims



Contract Strategy

Organizational Structure
Separate contracting method
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Contract Strategy

Organizational Structure

Separate contract method advantages
» Price competition

> Total cost is known before construction starts

> The owner can save profit that goes to the general contractor
» Suitable for projects that need specialized contractors
Separate approach disadvantages

» Needs a qualified project manager

» The owner may be subjected to high risk

» Confiicts between contractors



Contract Strategy

Organizational Structure

Direct labor
> Used by large authorities
» The owner performs both the design and the construction
> May use consultants for some specialized designs
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Contract Strategy

Organizational Structure

Direct labor
> Most suitable for small projects
» Can be used when expertise are available
> Low risk projects
> Inadequate scope definition
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Contract Strategy

Organizational Structure
Turnkey approach (Design-build)

» Used mostly for repetitive typical work
» The contractor performs design and construction
» The owner appoints project manager
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Contract Strategy

Organizational Structure

Turnkey contract advantages
> The contractor share or perform the design

> Used for fast-track contracts, construction can start with the
design

Turnkey disadvantages

> Design changes are limited
Example

> Franchise projects



Contract Strategy

Organizational Structure

Construction management
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Contract Strategy
Types of Contracts

Contracts are classified according to the method of

pa, yment to the contractor
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Contract Strategy

Type of Contracts

What is the difference between cost & price?
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[ Indirect cost M Direct cost ]

Site overhead ~ Labor
Office overhead Material

Equipment
Subcontractors
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Contract Strategy
Type of Contracts
1. Unit Price r. Cost Plus
2. Lump Sum 4. Target Cost

Factors favoring the use of a specific contract
- Providing incentive for efficient performance  anall Luiill il clac)
- Introducing changes during construction 1ail) &) juaill e 3 0l
- Allocation of risk between owner & J gaal) M) HhlAall &y ) 53

contractor



Contract Strategy

Type of Contracts
1. Unit Price r. Cost Plus
2. Lump Sum 4. Target Cost

Unit price (52> 4l (< 28c) or Admeasurement contract (Lwlia/ aic)
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Contract Strategy
Type of Contracts
1. Unit Price r. Cost Plus
2. Lump Sum 4. Target Cost
Unit price contract
alies fpa ol JoLaL Laslaels asds cilagles alies pn ol UL Lasiiels asls sleslen
ALe ! \_‘ sl PR s gl il
e () casali ol pasl Jlae
‘e (em==) plp ghesm]l T
Yo (a) cnssdl al Laladl Dilew il Jleal

- A g aiaall duwdigdl Cile g pia g dutaail) Cile g piall 8 dnlia) die adiiun
- 54 S 4 g A 3 2 A o -
JLiS) axe Ala 8 53 5ane Gl o dul) Ui Cdlaed sl ) juad G gas
g s die (O e Gl



Contract Strategy

Type of Contracts

1. Unit Price r. Cost Plus
2. Lump Sum 4. Target Cost

Unit price contract 450 Juan
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Contract Strategy

Loading of Rates ~ (leow VI Juo=)
Balanced Bid ujio w0
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Contract Strategy

Loading of Rates  (lew VI Juoxs)
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Contract Strategy
Type of Contracts
1. Unit Price r. Cost Plus
2. Lump Sum 4. Target Cost
Lump Sum (e shiol 2ic)
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Contract Strategy

Type of Contracts
1. Unit Price r. Cost Plus
2. Lump Sum 4. Target Cost
Lump Sum (e shiol 2ic)
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Contract Strategy
Type of Contracts
1. Unit Price r. Cost Plus
2. Lump Sum 4. Target Cost
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Contract Strategy

Type of Contracts .
Cost-Plus ="
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Contract Strategy
Type of Contracts
1. Unit Price r. Cost Plus
2. Lump Sum 4. Target Cost
Target Cost (8¢t 4dlSi)ic )
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Contract Strategy

Type of Contracts
1. Unit Price r. Cost Plus
2. Lump Sum 4. Target Cost
Target Cost (gt 4dlSi)ic )
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Contract Strategy

Type of Contracts

Target Cost
43} Jiaa

1 ALaYL cost-plus <l jaen (gudi e

dalil) Judasl jala Jglaall (gal m

Cargiuall e il 13) A8l e e e Janty J gliall

DAL el Al e 5 Sl el il dilaly g g piall (g e ) (S
X -t

Shbie i J il Jead pae




Contract Strategy

Type of Contracts: Target Cost

Example: In on of the projects, the owner and the
contractor agreed to use the Target Cost contract under the

following conditions:
> Project target cost = LE 750,000

> Contractor fee = LE 90,000
> The contractor will pay 50% of any additional cost

> The contractor will get 50% of any saving
What are the total project price and the contractor profit if:

> a. Actual cost = LE 750,000
> b, Actual cost = LE 900,000
> C Actual cost = LE 650,000
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Contract Strategy
Type of Contracts: Target Cost
Case Target cost | Actual cost| Contractor income | Total project price
(LE) (LE) (LE) (LE)
a 750,000 750,000 90,000 840,000
750,000 900,000 15,000 915,000
c 750,000 650,000 140,000 790,000
b. 90,000 + (750,000 — 900,000) * 0.5 = LE 15,000

¢. 90,000 + (750,000 — 650,000) * 0.5

Project price = 900,000 + 15,000 = LE 915,000

= LF 140,000

Project price = 650,000 + 140,000 = LE 790,000




Contract Strategy

Type of Contracts
1. Unit Price r. Cost Plus
2. Lump Sum 4. Target Cost
Risk sharing between owner & contractor
0% Turnkey 7 100%
Lump sum
Unit price
Cost plus
100% L | Owner direct force 0%

Owner risk Contractor risk
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