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Today’s Presentation Outline

* Revisit previous lecture
* Payment method
* Priced based

e Cost Based
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Revisit previous lecture

* Contract strategies/ delivery methods Cont’d
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The Payment Method

Payment can be based either on PRICES submitted by or agreed

with the contractor or on the ACTUAL COST which the contractor

incurs.
> Priced based:
o Lump sum

o Measure & Value-Bill of Quantities/Schedule of Rates

» Cost based:
o Target cost

o Cost-Reimbursable
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Lump Sum

Normally used for design-build, and turnkey projects.
Contract final price is fixed & known at tender time.
Limited flexibility for design changes.

Higher risk to contractor.
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Measure & Value-Bill of Quantities/Schedule of Rates
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Target Cost

* The owner and the contractor share the saved money.
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Cost-Reimbursable

* The owner shares the risk by reimbursing the contractor for

his/her actual cost plus a specified fee for overhead and profit

 Flexibility for design changes
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Characteristics of Different Payment Methods
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The Payment Method Cont’'d

The main factors influencing the choice are:
* The degree of certainty about the quantities

* The flexibility required to cope with design change likely to be
encountered during the contract (and whether it can be
systematically and equitably evaluated).

* The incentive for efficient performance by contractor, matched
by incentive for the client to provide the contractor with timely
information and decisions

* The extent of risk likely to be encountered during the contract
and the most cost and time efficient way of allocating it.
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summary
v'Payment method

v'Priced based

v'Cost Based
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Any Questions??
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