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Dedication

This book is dedicated to the Almighty God whose name is the “I AM THAT I AM” (Exod. 3:14 KJV Bible) for his love, wisdom, knowledge and strength that he gave to us freely while writing this book.

Table of Contents

Introduction

Chapter 1


Setting up and Operation of a Company


Chapter 2

Contract Execution Flow Processes

Chapter 3

Guide to Accurate Costing


Road to Realistic Job Pricing

What is Working Drawing and Site Made Sketches?

Overpricing Or Underpricing


Chapter 4

Cost Calculations and Pricing


Pricing Strategies

Job Costing and Pricing Guides for Practicing


Chapter 5

Material Quantity Determination and Cost Accumulation


Challenges that Cause Financial Losses to Contractors

What then is Product or Service Quality?

Specific Formulae and Material Quantities Calculations


Chapter 6

Painting and Paint Consumption


Paint Consumption with Loss and Dead Volume factor


Chapter 7

Labor Tracking and Time Utilization


Contract Works Scheduling


Conclusion

GLOSSARY

Appendix

	[image: ]
	 	[image: ]


[image: ]

​


Introduction
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In view of personal industrial experience, it has been observed that running a private business as contractor in the execution of either building, engineering or any other contracts is a quite a good venture. However, operating as a private contractor requires adequate knowledge, competence, experience in job costing, pricing and price negotiation as well as human intelligence and wisdom before operational success can be achieved. Contractors must carefully assess and understand the client’s payment terms before generating a quotation for the project. The contractor having won the contract without having created any cushioning room for client’s late payments, especially if the contractor had pre-financed the project from start to finish, then the contractor may end up paying more interest than expected to financial credit providers. The contractor must not rush to take up a contract by just merely looking at the colossal contract sum without carrying out the due diligence of the contract payment terms, payment promise reliability and credibility of the client. There are cases where loan providers, especially banking institutions call for the contractor’s motor vehicle together with its documents or building property with its documents to be deposited as security with the loan provider before the loan can be assessed. The contractor is also made to open a joint account in the same bank with the loan provider as a tight means of security against default payment. Depending on the project type, the contractor can choose to state any of the following payment terms in the quotation or tender thus:

• 50% deposit payment and 50% remaining balance payment after completion.

• 100% contractor’s full pre-financing with loan interest payable by client.

• Delay payment by client instead of the agreed date by both parties (client and contractor) a percentage interest shall be added for payment.

Contract pre-financing is a serious business, therefore contractors must not joke with it at all. Contractors are business-to-business service providers to their clients and other potential clients and needs to be paid as quickly as possible in order to pay materials suppliers and workers especially soon after completing the project. As a result, contractors need to adopt strategies that shall ensure payment after completion as agreed by both parties (client and contractor).
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Chapter 1
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Engineering service contracts that contractors can be engaged on are roads repairs and construction, bridges repairs and construction, buildings construction, water systems maintenance, ship repairs, electrical installations, steel structure construction and erection, process designs, construction and installation, offshore petroleum production sector among others. Many contractors do not know how to properly determine Costs and Prices through calculations for services to be executed. Many of these contractors believe that they can always make lower prices than their competitors in order to win contracts and end up borrowing money to completely pay off labour charges to their contract workers after the contract is ended. It even becomes very difficult for these contractors to recover monies that had been injected into the operations of these contracts. It is clearly known by experience that contracts cannot also be won when service charges are made to be too high than that of the competing contractors. However, contracts can be won and profit assured when service charges are realistically and competitively made. The successful running of every Business depends on proper return on the money invested in the execution of every contract. Pricing therefore is the Backbone of every business survival and therefore requires thorough disciplined approach for contractors to be able to make competitive prices always to clients. Undeniably, businesses are established and operated for revenue generation with profits. When business revenue generation begins to dwindle, the business therefore begins to exhibit signs of collapse. The business can be revived by  business operations management guru. 
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THIS BOOK FOCUSES MORE on engineering contracts pricing giving guiding principles to contractors on how to realistically accumulate costs to generate prices for contract services for quotations development. Every job or product which is to be priced shall require direct technical services and the supporting functions of accounting and marketing to get the job done when awarded. Payment for these services which cannot be ruled out must have their cost elements included in the determination of final price for each job or product.  It is therefore required that In order to be able to price a job or product correctly for profit to be made after paying all expenses at the end of the contract, the contractor must therefore understand the job scope and the supporting functions of its accounting and marketing team for indirect cost factor development before pricing is commenced.
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Setting up and Operation of a Company
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Any engineer or other technical expert with the right industrial experience can establish and operate a company as an independent contractor. Return on investment (ROI) into this company depends largely on proper job costing and pricing, successful job execution and also good business management. Mainly, contractors (an independent contractor or partners) set up companies for the provision of services to other companies that require their services. Contractors as well as the service hiring companies operate to generate revenue and to make profit for the sustenance of their businesses. The contractors’ companies operate with the functions of Finance, Marketing and Contract Services and the production of goods. These three functions thus the Finance, Marketing and Contract Services are very major and overlap each other as shown in figure 1. 

There are a host of other supporting functions which interface with the Finance, Marketing and Contract Services and these are also illustrated in figure 2. These interfacing services are, maintenance (maintain the contracting company’s machines, vehicles and equipment), Health & Safety (provide safety training and monitor workmen on the job), industrial operations (technical men providing the contract services), Accounting (provide job costing, pricing and personnel wages payment), Human resource (hiring personnel) and purchasing (materials procurement).
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Figure 1: Three overlapping major functions of contractors’ companies
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Figure 2. Contract Services interfaced with other supporting functions 

Making a Price

Figure 3 shows the Elements that contribute to make a Price thus: 

Product Price = Material + Service + Labour + Overhead + Profit
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FIGURE 3

Composition of activities that constitute the Elements in Figure 3 are: 

1. Service 








	Drilling

	Grinding

	Forming (fabrication)

	Welding (whichever process is used)

	Helping 

	Electrical service to machines 

	Painting/spraying 

	Works supervision 








	Rent for office and workshop 

	Gas, electricity and water

	General insurance of building and plant

	Professional insurance

	Telephones

	Office stationery

	Motor vehicle tax, insurance and running costs

	Depreciation of buildings, plants/equipment

	Salaries of directors/management.
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