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2. Yellow Book : For use on Mechanical & Electrical process
plant Confracts.
- The design of Mechanical & Electrical process
works is designed mainly by the contracor.

3. Silver Book : For use on International major turnkey projects.
- The design of major turnkey projects works is
by the confractor who shall also be responsible
for the accuracy and completeness of the
Emp\oyer's Requirements, with some limited
exceptions.

The NEC3 Engineering and Construction Works Contract
provides for the following options:

Priced confract with activity schedule - the confractor takes the
bulk of the financial risk while the employer carries some risk
through the compensation event procedure.

Priced contract with bill of quantifies - fransfers a little more of the
risk fo the employer who fakes a risk of his quantity assessment
being changed in final consfruction.

Target contract with activity schedule - allows for a spread of risk
between the priced and cost reimbursable exremes. Adjusfing
the target share between the employer and the contractor wil
vary the risk between one principally carried by the employer
fo one principally carried by the contractor.

Target contract with bill of quantiies — same as above.

Cost reimbursable contract - the employer takes the bulk of the
risk but has complete flexibility. The contractor does, however,
carry some risk as he has to allow for the “disallowed costs”.
Management confract - a cost reimbursable contract as the
contractor is paid costs plus a percentage fee; the cost being
the cost of works subcontracted to others and the fees for his
management services.

For more information about the nedp and contract pricing strategy by
the client, contact: ci- b Enferprise Development Unit

(Growth and Contractor Development Programme);

Tel: 012 482 7241, or visit our website www.ci b.org.za, or
Provincial Construction Contact Centres:

Gauteng CCC

SABS Campus,

Blocks N & R

No 2 Dr Lategan Road
Groenkloof, Pretoria, 0001
Tel: 0861 428 222,

Fax: 0866 808 569

Eastern Cape CCC
Dept of Public Works
Qhasana Building
Independent Avenue,
Bisho, 2485

Tel: 0861 222 327,
Fax: 0866 742 908

Free State CCC

Dept of Public Works

Medfontein Building, Ground Floor
St. Andrews St, Bloemfontein, 2300
Tel: 0861 377 222,

Fax: 0865 571 832

KZN ccCC

Dept of Public Works
428 Blink Bonnie Road
Mayville, Durban, 4000
Tel: 0861 596 222,
Fax: 0866 854 024

Limpopo CCC
Dept of Public Works
Works Towers Building
43 Church Street,
Polokwane, 0700

Tel: 015 293 9626/7
or 015 293 9658/9

Mpumalanga CCC
Nelcity Building

Office No G15,

Corner Samora Machel
& Paul Kruger,

Nelspruit, 1200

Tel: 0861 678 222,
Fax: 0866 856 733

North West CCC
Dept of Public Works
Old Parliament Building
Modiri Molema Rd
Gate House, Mmabatho
Tel: 018 387 2435

Northern Cape CCC
Dept of Roads and

Public Works

45 Schmidtsdrift Road
Kimberley, 8301

Tel: 053 861 9632,

Fax: 0866 Q06 295

Western Cape CCC
140 Long Street

Corner long and Dorp Street,
Cape Town, 8000

Tel: 0861 927 222,

Fax: 0866 740 914
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Contractor Tips & Advice:
CONTRACT PRICING STRATEGY BY THE CLIENT
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INTRODUCTION

The pricing strategy is the method which the client uses to obtain
a price for construction works and fo pay the contractor for work
completed. There are a number of different pricing strategies.

The client or his professional team usually decide on which
pricing strategy fo use for a partficular project. The procurement
documentation will sfate the pricing strafegy fo be used.

The contract sets out the client's and the contractor’s risks. The
contractor prices for all his risks and is entifled fo claim costs
associated with events that are the employer’s risk.

THE DIFFERENT PRICING STRATEGIES PLACE MORE OR
LESS RISK ON THE CONTRACTOR, DEPENDING ON HOW

INVOLVED THE CLENT IS IN THE MANAGEMENT AND
EXECUTION OF THE PROJECT.

Bill of quantities

Bill of quantities is the most common form of a pricing strategy
where the contractor underfakes construction on the basis of full
designs issued by the employer. The employer arranges for the
bill of quantities to be prepared, usually in accordance with a
standard system of measurement. This bill of quantities break
the work down info a number of items which the contfractor is
required fo price. The confractor is paid an amount for work
completed based on the rate in the bill of quantities multiplied by
the quantity of work completed.

Schedules of rates

Schedules of rates are used where employers are unsure of the
exact quantities that will be required during the contract. Schedules
of rates identify the items which will probably be constructed. The
contractor is required fo submit rates only for each ifem and is paid
an amount for work complefed based on the rate in the schedule
of rates multiplied by the quantity of work completed.

PRICES MAY BE FIXED OR BE SUBJECT TO PRICE ADJUSTMENT
TO TAKE ACCOUNT OF FLUCTUATIONS IN THE COST OF

LABOUR, EQUIPMENT, FUEL AND MATERIALS

Lump sum prices

Lump sum prices are used where the employer pays the contractor
a lump sum upon the completion of the contract. (Interim payments
are often provided for based on a reasonable estimate of the
value of the work complefed.)

Activity schedules

Activity schedules are used where the employer or the confractor
identifies particular activities that are to be performed during the
confract, based on a construction programme and the scope of
the work. These activities are captured in an activity schedule. The
contractor submits a price for each activity and is paid the amount
for an activity when the activity has been completed. (The total of
the activity prices is the tofal price for the contract work.)

Cost reimbursable contract

In a cost reimbursable contract the contractor is paid an agreed
percentage fee to cover his overheads and profit and is reimbursed
at market related rates for predefined cost items.

Target cost contract

In a target cost contract, the contractor is paid his costs as defined
in the contfract based on his tendered cost parameters and af the
end of the contfract. The Contractor is paid (or pays) his share
of the difference between the agreed target cost and his cost
according fo an agreed formula. If the final cost is less than the
target cost, the contractor is paid his share of the saving. If the
final cost is greater than the target cost, the contractor pays his
share of the difference. This motivates the contractor to control
COsfs.

The target price is usually agreed at the time that the contract
is concluded.

PRICING STRATEGIES BASED ON FORM OF
CONTRACT FOR MAIN CONTRACTOR

A. The Joint Building Contracts Committee (JBCC)

Used for the building sector - works are designed and
adminisfered by agents of the employer who are co-ordinated
by a principal agent. Here the Confractor is not responsible
for the design of the permanent works. However nominated
and selecfed subcontractors do carry design responsibility
which is ceded by the confractor to the employer.

B. The General Conditions of Contract for Construction Works

(GCQ)

This contract allow for any pricing strategy which is described
in the pricing data. It contains standard provisions for bills
of quantities and the measurement of variations in a similar
manner fo the JBCC agreements. Where work is not covered
by the rates, payment may be made in terms of day works
rafes and a percentage allowance for overheads and profit
tendered and accepted by the contractor.

C. FIDIC (French acronym for the International Federation of
Consulting Engineers)

With Fidic Contracts, the obligations by the parties, rather

than the nature of the work, determine which contract is to
be used. It provides for use of separate contracts for three
main strategies:

1. Red Book : For use on Building and Civil Engineering
contracts

: The design of Building and Engineering
works is designed mainly by the employer.



