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Construction Contracts and Types of Construction Contracts  

A construction contract is a mutual or legally 

binding agreement between two parties based on policies and conditions 

recorded in document form. The two parties involved are one or more 

property owners and one or more contractors. The owner, often referred to 

as the 'employer' or the 'client', has full authority to decide what type of 

contract should be used for a specific development to be constructed and 

to set out the legally-binding terms and conditions in a contractual 

agreement. A construction contract is an important document as it outlines 

the scope of work, risks, duties and legal rights of both the contractor and 

the owner. The contract should have described the following bellow. 

 

 

 

 

 

 

 

Notes: Ensure that you have read the entire contract and understand the 

terms and conditions contained therein before signing. The figure below 

shows the contract form. 

 

 

The contract 

should 

describe the 

following 

1- What will be done 

2- How long it will take to complete 

3- How much it will cost and the payment 

terms 

4- What will be done if either party defaults. 

5- The extent to which the common law, 

which would usually apply, is adhered to. 

 

https://en.wikipedia.org/wiki/Contract
https://en.wikipedia.org/wiki/Owner
https://en.wikipedia.org/wiki/General_contractor
https://en.wikipedia.org/wiki/Contractual_agreement
https://en.wikipedia.org/wiki/Contractual_agreement
https://en.wikipedia.org/wiki/Legal_rights
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Generally, contracts are classified by two principles methods of 

classification, which as follows: 

a- Method of award        b- method of pricing 

 

Method of awarding and implementing projects in Iraq 

There are methods followed by the concerned authorities in Iraq: 

1- The general contract method where all interested and qualified 

contractors asked to submit bids through one or two stages, and 

also through inviting one specialized or the only qualified 

contractor. 

2- Departmental or direct implementation by the owner staff and 

personal. 

Types of construction contract: 

a- Competitive contract      b- negotiated contract    c- Combination 
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A-Types of competitive contract  

a- Unit price contract 

b- Lump sum contract 

c- Turnkey or design-build contract. 
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a- Unit price competitive contract  

A pricing mechanism in construction contracts based on a series of 

line items identifying discrete tasks or scopes of work. Under a unit 

price contract, a contractor is paid for the actual quantity of each line 

item performed as measured in the field during construction. Each 

unit price includes all labor, material, equipment, overhead, and 

profit attributable to that scope of work. 

Unit price contracts are commonly used on: 

 Public works projects. 

 Engineering projects. 

 Horizontal construction, such as roads 

 

 

 

Advantages 

1- It makes contractor selection easier (the person with the cheapest 

unit price is usually chosen) 

2-  It increases the speed of the project as the contractor wants to 

finish as many units of work. 
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3- It allows the client to relate the cost of his project to tangible and 

measurable results (which are the units of work). 

 

Disadvantages 

1-  The quality of the work may suffer. The faster contractor finishes 

the job, the faster he'll get paid, and that may result in sub-standard 

quality, because he just wants to finish the work fast as possible. In 

order to avoid this, strict quality standards must be enforced by the 

client. 

2- Misleading bidding. Let's say two contractors are bidding for a job, 

and each are using the same pricing units, and one of them is 

cheaper than the other. The client chooses the cheaper of the two. 

But the cheaper of the two appears to be slower, or has a lower 

quality of work, etc. 

 

b- Lump-Sum competitive contract 

This is one type of construction contract, sometimes referred to as 

stipulated-sum, where a single price is quoted for an entire project 

based on plans and specifications and covers the entire project and 

the owner knows exactly how much the work will cost in advance. 

This type of contract requires: 

1-  Full and complete set of plans and specifications  

2- Includes all the indirect costs plus the profit and the contractor 

will receive progress payments each month minus retention.  

3- The flexibility of this contract is very minimal and changes in 

design or deviation from the original plans would require a 

change order paid by the owner. 

https://en.wikipedia.org/wiki/Construction_contract
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Advantages of a Lump Sum Construction Contract 

1- The owner's risk is reduced due to the price of the contract being 

fixed and variations are not as much like other contracts.  

2- There are fewer change orders and they are reduced.  

3- The bidding and contractor selection is less complicated. 

4- Management of the contract is a lot easier for the owner. 

5-  It creates an improved communication and relationship between 

the design team, contractor, and the owner. 

Disadvantages of a Lump Sum Construction Contract 

1- A lump sum agreement presents a higher risk to a contractor. 

2- Measuring the number of changes is difficult. Such contracts 

require paperwork and records of change orders from each phase, 

and this means further documentation is needed. 

3- Building plans and drawings have to be finished in plenty of time 

before the work begins. 

4- Overall, the construction could take more time to finish than other 

contractual options. 

https://en.wikipedia.org/wiki/Change_order


 

8 
 

Course: construction Management 
Class: 3 
Lecture No. 2 
Prepared by: Assist. Prof. Dr. Faris Waleed Jawad 

 

Mustansiriya University 

Collage of Engineering /Water Recourse Dept. 

 

c- Turnkey or design-build contract. 

A Turnkey Contract is one under which the contractor is responsible 

for both the design and construction of a facility. The basic concept 

is that in a Turnkey Contract the contractor shall provide the works 

ready for use at the agreed price and by a fixed date. The reality is 

that the employer wants to be and should be actively involved in the 

project at all stages. The term is used with expressions as “package 

contract”, “design and build” or “design constructor”. 

 

 

Advantage: 

1- The turnkey option has been used for a long time, mainly in 

building civil infrastructure projects, or with public and 

governmental bids, or when the project has a high level of 

complexity and there is a well-defined scope on behalf of the 

owner. 
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2- Reduced total time during the contractual process by having 

just one process instead of two separate ones. This does not 

necessarily imply less construction time. 

3- “lower cost” when integrating “all” the elements under one 

provider. 

4- Minimizing orders of change (those of which generate more 

costs against the contractor) during the implementation of the 

project because the changes and adjustments fall under 

responsibility of the only contractor. 

Disadvantage: 

1- A higher cost is assumed due to the higher risk that comes with total 

responsibility.  

2- There is a greater disparity when comparing offers, both 

economically, because each provider has different criteria for 

assessing the risk, as technically, because of the different 

assumptions and varied criteria when presenting solutions. 

3- Usually designs are oversized due to lack of information available at 

the time when the offer is being prepared, several tolerance factors 

are taken into consideration when referring to the capacity of the 

equipment and are factored into the assumed risks, causing higher 

dimensions, because of this higher prices in the equipment are 

presented in the offer. 

B- Types of Negotiated Contracts  

It is the type in which the contract of the project is awarded to a 

construction firm after a negotiation with the owner. Most of the negotiated 

contracts are Cost-Plus types.  These types of contracts involve payment of 

the actual costs, purchases or other expenses generated directly from the 
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construction activity. Cost-Plus contracts must contain specific 

information about certain pre-negotiated amount (some percentage of the 

material and labor cost) covering contractor’s overhead and profit. Costs 

must be detailed and should be classified as direct or indirect costs. There 

are multiple variations for Cost-Plus contracts and the most common are:  

 

1- Cost-Plus percentage rate contract:  It is the method of payment to 

a contractor in which an additional amount of money, expressed as 

a percentage, is paid by the owner that is designated to cover the 

contractor's overhead costs. When paid as a predetermined profit, 

the client will usually require a strict accounting of expenses.  

 

2- Cost-Plus fixed fee contract:  it is a specific type of contract wherein 

the contractor is paid for the normal expenses for a project, plus an 

additional fixed fee for their services.  These allow the contractor to 

collect a profit on the project, and they encourage economic 

production in various industries.  

 

 

 

http://construction.about.com/od/Cost-Control/a/How-To-Reduce-Overhead-Costs.htm
http://www.businessdictionary.com/definition/method-of-payment.html
http://www.businessdictionary.com/definition/amount.html
http://www.businessdictionary.com/definition/money.html
http://www.businessdictionary.com/definition/client.html
http://www.businessdictionary.com/definition/contractor.html
http://www.businessdictionary.com/definition/overhead.html
http://www.businessdictionary.com/definition/costs.html
http://www.businessdictionary.com/definition/profit.html
http://www.businessdictionary.com/definition/expense.html
http://www.legalmatch.com/law-library/article/contract-drafting-and-review.html
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3- Cost-Plus with guaranteed maximum price contract:  This type is a 

Cost-Plus contract where the contractor is paid for actual costs plus 

a fixed fee subject to a ceiling price. The contractor is responsible 

for cost overruns, unless the contract has been increased via formal 

change order (only as a result of additional scope from the client, not 

price overruns, errors, or omissions). 

  

4- Cost-Plus variable percentage contract:  For this type of contract, 

the contractor agrees to a penalty if the actual cost exceeds the 

estimated job cost, or a reward if the actual cost is below the 

estimated job cost. In return for taking the risk on its own estimate, 

the contractor is allowed a variable percentage rate of price.   
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