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• There are several categories of construction contracts 
that cover the spectrum of available approaches, all of 
which may be integrated with the foregoing 
construction delivery methods.

• Some categories of contract formats may be better 
suited to particular delivery methods.

• The more frequently used formats are lumpsum 
contracting, GMP, GMP with cost-savings sharing, and 
cost-reimbursable contracts (cost-plus).
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• The popular forms of contacts are: 

• Fixed Lump-Sum Price

• Fixed Unit Prices

• Cost Plus a Fee

• Guaranteed Maximum Price
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• Fixed lump sum price 

• The contractor receives a fixed sum for completion of 
the contract. This fixed sum may be adjusted for such 
things as owner changes in the work, differing site 
conditions, suspensions or delays, defective 
specifications, and so on.

• Unit price

• The contractor receives a fixed sum for each unit of 
work completed. Because the units are not fixed, 
contracts may provide for renegotiation of the unit-price 
for substantial variations in unit quantities from 
estimated quantities.
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Advantages from the owner’s position include the following:

1. These systems are accepted and historically supported

with well-established legal and contractual precedent.

2. The lump-sum type permits overall cost to be determined

before the construction contract is awarded (except for

scope changes or changed conditions).

3. The unit price type permits variable amounts of work to

be paid for in a fair and equitable manner.

4. Minimal involvement of the owner is required in the

construction process.

5. The owner may benefit from price competition in a

competitive situation.
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6. The contractor takes all of the construction risk in the 

absence of changed or impacts unforeseen by either 

party.

7. Contractor incentives and disincentives may improve 

performance (bonus and liquidated damages).

Disadvantages from the owner’s viewpoint are as follows:

1. Design usually does not benefit from construction

expertise through value engineering or constructibility

analysis prior to contract award.

2. Overall design- construct time is usually the longest.

3. The owner is often in an adversary position with the

general contractor.
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4. The designer is often in an adversary position with the
general contractor, and the owner may be required to be
the referee.

5. Changes to the work or unforeseen difficulties will often

end in disputes and litigation that can drive up costs in

spite of the fixed-price concept.

6. The owner has minimal control over performance of the

work.

7. The unit price type requires a substantial expense to

measure pay quantities.

8. Contractor pressures to submit the lowest bid may result

in use of marginal subcontractors.
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Advantages from the contractor’s standpoint include:

1. The contractor can name his own price for the work as

well as his profit objective in his bid.

2. There is minimum involvement of the owner or

architect/engineer in the details of the building process

other than for quality, schedule and change control.

3. The innovative contractor may obtain an opportunity to

maximize profits through innovation.

4. Administrative requirements are based upon applicable

law, the contract and the contractor’s own determination.

5. The contractor may pass on much of the risk to lower-tier

specialty contractors when feasible.
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Disadvantages from the contractor’s standpoint include:

1. To be competitive the builder must often use marginal

subcontractors who may have problems performing the

work.

2. On many contracts too many bidders may make it difficult

to obtain the work for a fair price and in weak markets the

cumulative cost of preparing the proposal by all contractors

may exceed the profit potential of the successful bidder.

3. The owner controls the funding on disputed extra work or

changed conditions, and the contractor must often resort to

expensive arbitration or litigation with no assurance that it

will recover for the additional costs.
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4. The contractor usually bears the economic risk of unusual

weather, conditions, strikes, or other external factors that

influence a contractor’s cost but which may not be directly

under its control.

5. Last minute telephone quotations may contribute to

misunderstandings with material suppliers and

subcontractors.
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Cost Plus
• Cost-plus contracts:

• are appropriate where the scope of work does not have to be 
clearly defined, where technology is not well-defined or needs to 
be confidential. 

• Minimum time schedules are generally obtained, but the 
owner/client needs to provide extensive engineering supervision 
and cost-control.

• Cost-plus with GMP usually involves at least preliminary drawings 
and general specifications.

• Fast time schedules are possible at the expense of high contract 
prices, due to the contractor’s risk exposure. 

• Cost-plus with guaranteed maximum and incentive leads to fast 
schedules and higher prices than fixed-price contracts, but 
encourages the contractor to pursue savings as they are shared 
between both parties.
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Cost Plus a Fee
• The contractor receives its actual “cost of the work plus a fee for 

overhead and profit.”

• Definitions of cost include the contractor’s direct jobsite costs.

• Agreement on cost definitions is essential to avoid disputes over 
allocation of items to reimbursable cost or to fee.

• Since an open “cost-plus” arrangement is in effect a blank check, 
cost controls, and audits are essential. 

• Fees may be negotiated either as a fixed lump-sum or as a 
percentage of cost. The latter encourages the contractor to spend 
more to increase its fee.
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• Cost-plus with a guaranteed maximum and provision for escalation 

• is generally used  for long time schedules, where prices may 
increase substantially, and project definition is preliminary. 

• Tight owner cost-control is needed. 

• Time and materials contracts that are based on a general scope of 
work assure the contractor of a reasonable profit, reduce the scope 
definition/proposal time needed, but require extensive client 
supervision.

• Bonus/penalty, time, and completion clauses are used when timely 
completion is highly critical to the owner. 

• The level of project definition provided greatly affects contract 
prices. The involved penalties impose high risk on the contractor, 
and quality is often reduced to meet time schedules. Bonus/penalty, 
operation, and performance contracts are typically used in process 
plant construction to guarantee successful plant operation.
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Cost Plus
• Advantages from the Owner’s point of view include the 

following:

1. These contract systems are also accepted and historically 

supported.

2. They permit reduction of design-construct time by utilizing 

phased construction.

3. This approach enables the contractor to react quickly to major 

design changes and unforeseen conditions, and, in part, 

minimizes the adversary position.

4. There is an opportunity to utilize contractor expertise during 

the design phase to help minimize overall costs.

5. The owner pays for the actual cost of the work plus a 

negotiated fee which may result in savings in periods of high 

demand for construction work. 
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6. The owner and the general contractor can still subcontract

a substantial portion of the work to prequalified

subcontractors, thus achieving the advantage of

eliminating marginal subcontractors as well as achieving

fixed prices for specialty work.

7. The owner may participate fully in the management and

control of the project to the extent that he has qualified

personnel and may exercise control of expenditures in

advance, may participate in major decisions, or actually

supply certain services or materials to the contractor.

8. Under the guaranteed maximum price option, the owner

may pass on some portion of the construction risk to the

contractor.
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Cost Plus

Disadvantages from the owner’s position are the following:

1. Cost plus a fixed fee may not be the most economical alternative in a

competitive market.

2. Disreputable, unskilled, or unknowledgeable contractors can abuse

this arrangement if the owner is not careful in selection.

3. The guaranteed maximum, while theoretically setting a ceiling, may not

stand up in the event of poor initial scope, changed conditions, price

increases, design delays, or major design changes which may result in

numerous change orders.

4. Owner involvement (or that of the designer) is increased over the lump-

sum method in view of the necessity for controls on expenditures,

audits, approvals, and other administrative requirements that are

considered good practice when this form of contract is employed.
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5. Definition of reimbursable items of cost, particularly those for
contractor tools and equipment, contractor home office
expense and other items that directly affect contractor profit,
may be the subject of overruns, disputes and foster
adversarial relationships.

6. Under the guaranteed-maximum-cost option, design and
scope changes may negate the advantages of the
guarantee.
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Cost Plus:

Advantages to the contractor will include:

1. The contractor has eliminated the risk inherent in fixed
price contracting as a trad-off for a lower guaranteed fee.

2. The contractor is generally paid for the preparation if his
initial planning including development of cost estimates,
schedules and other work plan items which he must absorb
in the preparation of a fixed-price bid.

3. The contractor has an opportunity to obtain future work
from the owner with minimal or no competition if the
program objectives can be achieved in a harmonious
relationship.

4. The jobsite can be staffed to provide most of the required
services on a reimbursable basis, thus minimizing the
contractor’s home office overhead.

5. The contractor can profit from equipment and tool rental in
excess of amounts usually included in fixed-price
quotations. ◼18◼CM 4



Cost Pus :

Disadvantages from the contractor’s standpoint include:

1. Fees may be minimal in comparison to profit potential in areas
of known performance with a favorable risk/reward ratio.

2. Contractor supervision and management may resent major
decisions being made or questioned by the client in areas
where they would normally have full responsibility.

3. Planning and control functions and assignment of personnel
aremade increasingly difficult because of the simultaneous
nature of construction and design. Numerous changes may
foster a hip-shooting response that may not be the best
training ground for young managers.

4. The contractor’s reputation may suffer in the event of significant
delays, cost overruns, or compatibility or personal clashes with
owner personnel.

5. Under the guaranteed-maximum-price option, the contractor
may bear risks for items not under his control. The owner may
resent amounts paid to contractor in event of a large under run.◼19◼CM 4


