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What we will learn?

 Section Objectives

 Contracts
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 Modifying Contracts
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EJCDC contract documents for CM
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EJCDC contract documents for CM
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EJCDC contract documents for CM
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EJCDC contract documents for CM
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EJCDC contract documents for CM
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EJCDC contract documents for CM
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EJCDC contract documents for CM
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EJCDC contract documents for CM
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ConsensusDocs contract documents for CM
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ConsensusDocs contract documents for CM



Modifying Contracts
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Modifying contracts

 Pre-printed forms have become standard in the construction industry.

 The provisions of each form are interrelated with the provisions of other forms in

“families” of standardized documents.

 It is beyond the scope of this manual to suggest areas where forms can be modified.

 The following is an outline of considerations when modifying a standard form

contract.
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Modifying contracts



موافقت نامه و شرایط عمومی همسان قراردادهاي 
خدمات مدیریت طرح

105/735-54/201شماره 
1380/1/28تاریخ 

24121نشریه 
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طرحمدیریتخدماتقراردادهايهمسانعمومیشرایطوموافقت نامه



موافقت نامه و شرایط عمومی همسان قراردادهاي 
خدمات مشاوره

1401/476645شماره 
1401/09/07تاریخ 
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مشاورهخدماتقراردادهايهمسانعمومیشرایطوموافقت نامه



طرح در صنعت نفتشرح خدمات مدیریت 

005نشریه 
1380تاریخ 
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005نشریه–طرحمدیریتخدماتشرح
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005نشریه–طرحمدیریتخدماتشرح



موافقت نامه و شرایط عمومی همسان قراردادهاي 
خدمات مدیریت طرح در صنعت نفت

28/1001167شماره 
1383/05/19تاریخ 
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005نشریه–طرحمدیریتخدماتشرح
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What we will learn?

 Section Objectives

 Procurement

 Methods of Selection

 Compensation For CMs

 Factors For Determining Compensation

طرحمدیریتخدماتواحدهايباقراردادانعقادوکارارجاعدستورالعمل



Section Objectives
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Section objectives

 Review the advantages and disadvantages of each method of selection used to

assemble the project team.

 Understand the components of

1. The selection process,

2. The selection committee,

3. Price vs. Qualifications-based selection, and

4. The cm selection process.

 Explore

1. The various methods for compensating a construction manager and

2. The factors that may apply.



Procurement
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Introduction

 Procurement is the process of evaluating and selecting

1. Goods and

2. Services.

 This process should be carefully managed to ensure that the appropriate selections

are made based on factors such as quality, speed, cost, and risk.

 It’s also helpful to understand

how the owner uses a procurement process to select the CM.

 Then, depending on when the CM joins a project,

the CM may be involved in the various procurement processes.



Methods of Selection
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Introduction

 Early in the process,

the owner must decide which approach would be most appropriate for the project:

the traditional three-party (owner-designer-contractor), a D-B, a construction

management method, or some combination.

 The owner’s selection of a project delivery system sets the framework for

the roles and responsibilities of

1. The various members of the project team and

2. The related terms and conditions of their respective contracts.

 In general, the project requirements and crucial characteristics should determine the

delivery system.
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Owner criteria for the project team

 As the owner selects a desired project delivery system,

it establishes criteria for

1. The different members of the project team,

2. Setting the framework for the selection process.
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Owner criteria for the project team

 The owner considers the following criteria:

 Project goals

 Owner’s organization and structure

 Legal requirements (licenses, qualification to do business)

 Financial/budget

 Bid vs. negotiation issues

 Professional services issues

 Methods of compensation (lump sum, cost plus, or other)

 Risk allocation and insurance
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Owner criteria for the project team

 Once selected,

the CM can have a significant impact on

1. The final structure of the project team and

2. The actual project delivery systems used

by providing information to the owner regarding the criteria.
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Owner selection process

 The actual process used by the owner for the selection and procurement of

professional services will be determined by

1. The owner’s criteria and

2. Related legal and organizational issues.
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Owner selection process

 The owner will need to decide:

 Whether to advertise the need for CM services.

 Whether to require interested CMs to pre-qualify by furnishing information

concerning their qualifications and experience.

1. The format of the RFP and

2. The required content and

3. Time constraints for the proposals.

 Whether to hold interviews with the most qualified CM candidates.

 To develop selection criteria for decision-making
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The selection committee

 A CM selection committee should be formed from the owner’s staff early in the

selection process

so that the committee can learn as much as possible about the project and the

owner’s expectations of the CM.

 The committee will be comparing

1. The approaches offered by several firms,

2. Their skill levels, and the experience of their personnel,

3. With the expectations and needs of the project and the owner’s organization.

 The committee should include the individual on the owner’s staff who will be

responsible for the project.
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The selection committee

 While it is not necessary that all members of the committee be familiar with the

design and construction process,

it is highly recommended to ensure proper selection.

 If the owner does not have an individual on its staff that can provide this

expertise,

it may be appropriate to retain a consultant for the selection

process.

 Individuals such as senior members of the engineering or architectural community

can be used for this purpose.

 It is also important that the committee be free from any conflict of interest in the

selection of a CM.
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Price vs. qualifications-based selection (QBS)

 In some instances, due to the owner’s preference or statutory requirements,

CMs may be asked to submit competitive bids in response to

1. an RFP or

2. advertisement.

 This is not a preferred method of procuring construction management

services and

 CMs have been actively involved in changing such statutory

requirements as well as through litigation to establish that

 construction management services are professional services

akin to those of architects and engineers,

thus should be selected by competitive negotiation

procedures.
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Price vs. qualifications-based selection (QBS)

 For all federal government projects,

The Brooks Act of 1972 established that the professional services of

architects and engineers

must be competitively negotiated rather than bid.

This is also referred to as a QBS.
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Price vs. qualifications-based selection (QBS)

 The reasons are:

 The required level and nature of services

cannot be accurately defined in order to provide the basis for a

competitive bid.

 The level of quality can vary from firm to firm.

 Owners select their professional advisors (architects, engineers, and CMs) based

on subjective criteria such as trust, confidence, and loyalty.
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Price vs. qualifications-based selection (QBS)

 This is further complicated by the fact that many RFPs for construction

management services issued by owners are

incomplete and fail to take into consideration entire categories of services that

CMs may furnish,

but of which owners are unaware.

 The result is an RFP that is defined in broad-based, sometimes

ambiguous, terms.

 Consequently, qualifications-based negotiated selection is

most appropriate for construction management services.
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The CM selection process

 Laws and regulations usually govern the process of selection for public work, and

practices will vary among the states.

 The process, however, may generally follow three (3) steps:

1. A statement of qualifications,

2. A technical proposal, and

3. A price proposal and fee negotiation.

Then, Final Selection!
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The CM selection process - A statement of qualifications

 One way that owners reach the CM community is to advertise a request for quotes

(RFQ) to invite interested parties to submit quotes for a project.

 Interested parties then submit a statement of qualifications (SOQ) that

describes, in general, the qualifications of a firm (or team of firms) to

perform the required services.
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The CM selection process - A statement of qualifications

 The SOQ often includes the following types of information:

 Firm name and address

 Types of services usually offered

 Names of principals

 Capability—The number of staff personnel organized by discipline

 Experience—Description of similar work completed including date, size, and

owner contact

 Annual volume, backlog, and capacity

 Past performance

 Record of performance, i.e., cost control, quality, schedule, and safety
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The CM selection process - A statement of qualifications

 Federal Standard Form SF330 Architect-Engineer Qualifications

contains substantially this same type of information and is maintained by

most firms doing federal projects.
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The CM selection process - A statement of qualifications

 The selection committee evaluates the firms’ submissions and

makes a judgment as to which firms appear qualified to perform the services.

 This will reduce the number of competing firms to what is commonly

known as a “shortlist.”



By: Alavipour, PhD, PMP, CMIT www.dralavipour.com .ذکر مطالب فوق تنها در صورت ذکر منبع بلامانع است

)CMAAبر اساس سند مهمی از (حرفه مدیریت ساخت 
استراتژي هاي تدارکات، مناقصه و پرداخت در مدیریت ساخت: بخش سوم

25

The CM selection process - A statement of qualifications

 Criteria for short-listing
 Overall/specialized experience

 Scheduling
 Cost estimating
 Inspection
 Value engineering
 Design
 Construction
 Etc.

 Depth of organization
 Present workload
 Available personnel
 Key personnel
 Recruiting requirements
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The CM selection process - A statement of qualifications

 Criteria for short-listing
 References/reputation

 Current clients
 Past clients

 Services offered
 Financial stability

 Overall financial strength
 Financial adequacy for the project 
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The CM selection process – Technical proposal

 Those that are judged to be qualified may then be sent an RFP.

 The RFP provides prospective respondents with a detailed description of the project

including

 Project budget,

 Major constraints,

 Unusual services that may be required,

 Specific goals of the owner, and

 Information regarding the method of compensation.
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The CM selection process – Technical proposal

 Interested parties will submit a technical proposal that

provides information about a firm’s qualifications and intentions to perform the

services desired.

 The technical proposals are usually written for a specific project.
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 Technical Proposal content

 Feasibility studies
 Preliminary drawings
 Preliminary design criteria
 Preliminary specifications
 Owner’s operating requirements
 Owner’s contracting requirements
 Design schedules
 Completion requirements
 Location of jobsite
 Appropriation estimate
 Any other owner requirement

The CM selection process – Technical proposal
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 Technical Proposal content

 Description of overall approach 
 Services in field office
 Services in head office
 Proposed contract package
 Preliminary construction schedule
 Preliminary procurement schedule
 Proposed value engineering program
 Cost and progress control system
 Proposed project organization
 Resumés of key personnel

The CM selection process – Technical proposal
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The CM selection process – Technical proposal
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The CM selection process - Price proposal and fee negotiation

 The price proposal and fee preparation stages are an essential part of the technical

proposal that demands that

the preparer understand

1. All the elements of the contract and

2. The type of contract vehicle to be utilized by the parties.
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The CM selection process - Price proposal and fee negotiation

 In preparing a comprehensive and competitive price proposal,

the CM must understand all the elements of the contract scope and prepare a

proposal that includes

1. All direct labor costs;

2. All indirect cost rates (such as fringe benefits, labor overhead, material

overhead, G&A, etc.;

3. All applicable cost proposals from each subcontractor/sub-awards/consultants;

4. All travel, material, equipment, supplies, and other direct costs; and

5. The profit or fee percentage proposed and the base to which the rate applies).
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The CM selection process - Price proposal and fee negotiation

 In many instances,

the owner will want each proposal

1. Broken down by cost and

2. Be prepared for each major task along with

3. A supporting rationale.

 In addition to the cost items of the proposal, it is essential that

the narrative prepared as part of the proposal address

1. All the critical issues required by the owner and

2. All the contract requirements.
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 Criteria for final selection

 Understanding of owner’s goals

 Understanding of project requirements

 Understanding of site conditions

 Understanding of special features

 Anticipation of potential problems

 Staff

 Names and backgrounds of key personnel

 Prior experience of key personnel

 Familiarity with locality

 Local regulations

 Availability of local materials, labor, equipment

The CM selection process – Criteria for final selection
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The CM selection process – Criteria for final selection

 Criteria for final selection

 Specific management approach

 Overall approach

 Preliminary schedules

 Proposed organization

 Specific services provided

 Specific services not provided

 Fees and compensation

 Fee

 Reimbursable costs

 Non-reimbursable costs

 Other arrangements



Compensation For CMs
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Compensation for CMs

 There are no accepted industry-wide standards or guidelines for determining

reasonable and fair compensation for CM services.

 CM costs are typically driven by the level and types of services

requested/required.

 They are largely labor and therefore, are

directly proportional to the number of hours and level of experience spent on

the project.

 Like many other items involved in a construction project, CM costs can be

benchmarked as a percentage of construction.

 However, these costs vary widely on a percentage-of-construction basis by

project type, size, and level of service.
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Compensation for CMs
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Compensation for CMs

 Industry surveys have shown that the cost of such services will typically range from

3%-10% of the total estimated cost of construction.

 Generally, the larger the total cost of construction,

the lower the percentage;

however, project complexity is also a contributing factor.

 These costs should be considered part of the normal expected

cost for

o planning,

o implementing, and

o constructing

a successful project, not an additional expense to the

expected project budget.
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Compensation for CMs

 The cost of CM services for a specific project will depend on the following factors:

 Form of CM contract (agency or at-risk)

 A point in the project timeline when the CM is hired

 Scope of services to be provided

 Relationship of the CM to other project participants

 Risks and authority assumed by the CM

 Skills and number of staff resources required

 Cost of labor, overhead, allowance for profit, and direct expenses to be paid by

the owner

 Project scope and complexity

 Estimated construction costs

 Expected duration on the project
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Compensation for CMs

 Several methods are recognized and commonly used in the compensation of firms for

professional construction management services:

1. Cost Reimbursement

2. Fixed Fee

3. Cost Plus Fixed Fee

4. The fee as Percentage of Construction Costs

5. GMP
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Compensation for CMs

 The compensation method is determined through negotiation between the owner and

the CM as to

the proper level of staffing for the specific tasks that

constitute the CM’s scope of services.
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Cost reimbursement

 This method of compensation is one of the most used forms of compensation
associated with agency CM, particularly for projects in the public sector.

 This method is based on the CM preparing an estimate of
1. Its labor costs and
2. Direct expenses, and
3. The application of one or more multipliers to the estimated cost of various labor

classifications for overhead and profit.
 Regarding the definition of labor costs, the multiplier can be applied to

labor only, or to total payroll costs (labor plus payroll taxes and insurance).
 In some cases, the CM’s profit margin may be included in the multiplier

or separately identified by another multiple.
 However, the CM’s profit is sometimes separately identified as a

fixed percentage.
See the Cost Plus Fixed Fee section.
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Cost reimbursement

 Reimbursable expenses normally include reasonable actual expenditures made by
the CM, its employees, or its professional consultants

in the interest of the project.
 The CM normally develops its cost estimate for reimbursable expenses based on

1. The understanding it has with the owner,
2. Services to be provided,
3. Its project plan and
4. Staffing requirements.

 The CM should include these as part of its proposal prior to formal contracting.
 In some cases, it is not unusual for the estimated reimbursable expenses to be

capped with the understanding that
increases may only be granted for circumstances beyond the control of
the CM.
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Cost reimbursement

 Some contracts allow a separate fee,

usually in the range of 5%-10%, to be applied to the cost of reimbursable

expenses in order to

cover the CM’s cost of handling the administration of such expenses.

 Examples of common reimbursable expenses recognized during the construction

phase include

travel and living expenses, relocation costs, subsistence to key employees,

communications, computer equipment, computer software, vehicles, fees,

permits, reproduction and mailing, professional liability insurance and other

insurance costs for coverage beyond the normal limits carried by the CM,

general conditions (including labor costs), and other reasonable field office-

related expenses.
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Cost reimbursement

 As part of the contract, projects may set an overall cost limitation for the CM’s

services for each project phase.

 Cost limitations may also be established for specific services or tasks.

 Such limitations of cost are usually increased only when

1. The scope of CM services changes or

2. The project duration is extended for reasons beyond the control of

the CM.
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Cost reimbursement

 Payments under this method of CM compensation are usually based on

1. The actual labor hours and

2. Direct expenses

1. Expended by the CM staff and

2. As authorized by the contract terms and conditions.

 Depending on statutory requirements, reasonable retention of 5%-10% may be

withheld by the owner until substantial completion of the project is achieved.

 Thereafter, the retention is substantially reduced and paid in full when

the project is considered to have reached final completion, as

defined by the contract documents.



By: Alavipour, PhD, PMP, CMIT www.dralavipour.com .ذکر مطالب فوق تنها در صورت ذکر منبع بلامانع است

)CMAAبر اساس سند مهمی از (حرفه مدیریت ساخت 
استراتژي هاي تدارکات، مناقصه و پرداخت در مدیریت ساخت: بخش سوم

49

Cost reimbursement

 Payments are usually based on

1. Salary Times Multiplier Plus Direct Expenses

2. Billing rates
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Cost reimbursement – Salary Times MultiplierPlus Direct Expenses

 A typical cost-reimbursement approach is based on

a CM’s direct salaries (actual salaries of the individuals working on the project)

times a multiplier.

 The multiplier is a number that is derived from the sum of

1. The CM’s indirect salary costs (such as FICA, unemployment

insurance, and salary benefits) and

2. Overhead costs (general and administrative office and other indirect

costs)

divided by the total salaries paid.

 This ratio is used by the CM to recover these costs.
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Cost reimbursement – Salary Times MultiplierPlus Direct Expenses

 An agreed profit rate is then applied to the product of the direct salary

times the multiplier.

 Direct project expenses (necessary and ordinary expenses, e.g. paper

and pens, automobiles, travel, separate offices, furniture, computers,

software, etc.)

are paid separately.

 Frequently, an administrative or handling charge may be made on

the direct expense.
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Cost reimbursement – Salary Times MultiplierPlus Direct Expenses

 The CM’s compensation schedule

1. Can cover the entire project period, or

2. May be divided into two separate phases,

pre-construction and construction.

 The objective in separating the costs is to

1. Enable the parties to better control the CM’s costs and

2. Account for differences in the overhead expenses associated with the

CM’s permanent base of operation, versus its field activities.

 During the pre-construction phase, the CM’s staff resources are usually corporate,

branch, or home office base supplied.

 The multiplier allowed for such staff is often greater than it is for staff

permanently assigned to the field.
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Cost reimbursement – Salary Times MultiplierPlus Direct Expenses

 Certain field construction office costs associated with an assignment are usually

recognized as reimbursable expenses.

 In some cases, part or all these costs may be avoided by the CM when the

owner provides field office space, equipment, utilities, supplies, etc. directly

and at no cost to the CM.

 On occasion, the owner may require that the construction contractor

provide field office support services for the CM’s field operations, as part

of a general-conditions requirement.

o Such requirements would obviously

1. Reduce the CM’s normal expected field overhead cost and therefore,

2. Reduce any multiplier applied to the cm’s field labor cost for the

construction phase.
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Cost reimbursement – Salary Times MultiplierPlus Direct Expenses

 The multiplier for hourly labor costs actually used will most likely depend on

 The size and duration of the project,

 The scope of CM services,

 The complexity of the project, and

 Whether or not payroll expenses, fee margin, overhead, direct expenses, and

other costs are to be

1. included in the multiplier or

2. identified separately.

 The owner may require that the multiplier be supported by

 Financial statements and/or

 An audit of the CM’s operations.
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Cost reimbursement – Billing rates

 An alternative to the use of salary times multiplier is the use of classified billing
rates.
 These rates are typically based on average salaries for a specified range of

employee skills, experience, and education.
 An amount of money is added based on the CM’s overhead and profit multiplier

and
the resultant sum is used for all individuals in that classification.
 The classifications should be carefully defined to avoid confusion.
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Cost reimbursement – Billing rates

 The CM may also incur “reimbursable costs” which are costs and expenses that are
charged direct to the project.

 The contract should clearly indicate
1. Allowable reimbursable costs and
2. Allowable reimbursable fees
3. How reimbursement should be submitted.
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Fixed fee

 A fixed fee approach can be used when the scope of the CM’s services is clearly
defined and understood by the parties.
 When this method is employed,

1. A fixed fee is usually established for services during the pre-construction
phase and

2. A separate fixed fee is usually established for services during construction.
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Fixed fee

 Increases to the fixed fees are normally recognized for services that extend beyond
the anticipated completion date, for

1. Circumstances or delays beyond the control of the CM, and
2. Increases in the scope of services that were not anticipated when the contract

was signed.
 Appropriate terms and conditions should be included in the CM

agreement to cover these situations.
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Fixed fee

 When the GMP form of contract is used, there may be a fixed fee for the pre-

construction phase.

 The fixed fee is intended to cover the cost of CM services for the period prior to

the CM preparing and rendering a GMP to the owner through the pre-

construction period.

 The fixed fee includes all the CM’s costs including

1. Payroll costs,

2. Direct expenses,

3. Overhead,

4. Profit, and

5. Any other project-related costs expended by the CM.
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Fixed fee

 The fixed fee approach can adversely affect the parties involved.

 For example, unexpected problems can require a CM to expend more cost

than budgeted for staff to perform certain tasks, or to resolve problems.

 The CM could also be required to provide a greater level of effort than

originally anticipated.

 Such factors can have a serious impact on CM’s fixed fee budget.

 Conversely, some owners believe that temptation always exists for the CM

to put forth less effort

than anticipated or required in order to maximize the CM’s profit.
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Fixed fee

 Progress payments to the CM under the fixed fee method of compensation are

usually paid in accordance with

1. A pre-determined schedule of monthly progress payments for the pre-

construction phase, and

2. The reported aggregate percentage of construction work completed by

the trade contractors during construction.

 If the CM’s contract has a retainage clause, retention of 5%-10% is

considered reasonable through substantial completion of the project.

 Thereafter, the retention is usually reduced and paid in full when the

project is considered to have reached final completion as defined by the

contract documents.
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Cost plus fixed fee

 In this method, the CM is paid

1. An actual salary times a multiplier to cover all overhead costs and

2. A separate lump sum, or fixed fee, as profit.

 It fixes the amount of fee (profit) that the CM will be paid to a lump sum and

often spells out how and in what increments the fee will be paid.
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Cost plus fixed fee

 The fixed fee portion under this method of compensation will generally range from

1. 2%-4% of construction costs or

2. 8%-12% of the CM labor costs.

 Factors having a bearing on the amount of fixed fee include

size, complexity, duration, the services to be provided, and the terms and

conditions agreed to by the parties for direct reimbursable costs.

 In addition, the use of multipliers applied to certain costs can also

have a bearing on the amount of fixed fee agreed to by the parties.
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Cost plus fixed fee

 The cost-plus-fixed-fee method of compensation can also be divided into two

separate phases.
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Cost plus fixed fee

 For the pre-construction phase,

1. A fee may be established with

2. Certain direct expenses recognized by the parties as reimbursable.

3. Another compensation option sometimes used for the pre-construction phase is

a lump sum.

 The pre-construction phase may end at

1. The time of the award of the first construction contract or

2. As established by the contract.
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Cost plus fixed fee

 During the construction phase,

1. A separate fixed fee is established, and

2. All project-related costs are usually reimbursed, as per the terms and

conditions of the contract.
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Cost plus fixed fee

 The fixed fee usually includes the cost of

 Officers,

 Principals, and

 Home office support staff not directly assigned to the construction site,

 All costs not directly related to site operations, and

 Costs not identified as reimbursable under the terms and conditions of the

contract.
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Cost plus fixed fee

 Examples of costs that are not normally a part of the reimbursable expenses

include

 Home office overhead,

 Recruitment costs for the job site and

 Home office personnel, and

 Profit.
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Cost plus fixed fee

 Reimbursable expenses generally include the costs of

all job site personnel, staff relocation costs, travel and living expenses,

subsistence to key field employees, consultants, the cost of all job site material,

equipment, communications, vehicles, project-related fees paid, reproduction,

postage, computer, and any other field office-related expenses.

 Other reimbursable expenses may include

the use of consultant’s home office personnel who may be involved in

purchasing, expediting, scheduling and estimating, and any other specific

functions or tasks that are usually part-time and project or field support

service related.
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Cost plus fixed fee

 Further, the cost of

1. General condition items and

2. Any field labor associated with the performance of general conditions

would be considered reimbursable expenses in a cost-plus-fixed-fee

arrangement.

 The parties should clearly identify and agree on what is, and what is not included as

part of the fixed fee and identify such items in the contract before a fixed fee is

established.

 In addition, the contract should also be clear in its definition of

1. Reimbursable costs and

2. How the fixed fee and reimbursable costs will be paid.
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Cost plus fixed fee

 Progress payments are usually made based on

1. A percentage of the fixed fee in terms of actual construction progress

achieved, plus

2. Actual labor costs and

3. The actual allowable reimbursable expenses incurred by the CM to date.

 Retention, if held, may range from 5%-10% through substantial

completion.

 Thereafter, it may be reduced and then paid upon final completion, as

defined by contract terms and conditions.
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Cost plus fixed fee

 Increases in compensation limits may be allowed when

1. Scope changes,

2. Additional CM services are required, or

3. Delays beyond the control of the CM are encountered.

 In some cases, the parties may agree that the fixed fee never increases.

 In other situations, the CM contract may be silent on these issues;

however, such silence can be a source of disagreement when these

circumstances arise.
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Fee as a percentage of construction cost

 Under this method of compensation,

the CM usually begins by providing CM services during the preconstruction

phase on

a fixed fee or lump sum basis.

 CM services rendered during the construction phase are based on

a fixed percentage of the estimated or actual construction cost.
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Fee as a percentage of construction cost

 If the estimated or actual construction costs (based on contract award values) are

increased due to

approved changes,

the amount of CM compensation may be increased based on

a pre-determined percentage of the costs of such changes.

 The fee percentage applied to additional work may sometimes be

based on a sliding scale (usually decreasing),

depending on the size of the increase of construction cost.
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Fee as a percentage of construction cost

 Progress payments are usually made to the CM based on the reported percentage of

actual construction work completed,

with reasonable terms for retention of the fee until the final payment is made

to the CM.
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Fee as a percentage of construction cost

 This form of compensation is not recommended,

as it is arbitrary and

not related to the effort that may be required.

 For example, a greater effort may be required for

a smaller dollar value project due to

1. Technical complexity or

2. Schedule compression.
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Guaranteed maximum price

 The GMP pricing format is typically associated with a CM at-risk delivery method,

whereby the CMAR usually offers a price based on preliminary design-stage

drawings.

 The design (working drawings) may be in

 The range of 50%-60% complete and

 The technical specifications approximately 80% complete.
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Guaranteed maximum price

 The GMP may include

 The estimated and/or bid cost of certain trade contracts,

 Purchases from suppliers and vendors,

 General condition items,

 The CM’s fee,

 Reimbursable expenses, and

 Sometimes a contingency to protect the CM from unforeseen costs at the time

the GMP is prepared.



By: Alavipour, PhD, PMP, CMIT www.dralavipour.com .ذکر مطالب فوق تنها در صورت ذکر منبع بلامانع است

)CMAAبر اساس سند مهمی از (حرفه مدیریت ساخت 
استراتژي هاي تدارکات، مناقصه و پرداخت در مدیریت ساخت: بخش سوم

79

Guaranteed maximum price

 A contingency is established to pay for

1. Any unknown conditions that arise,

2. Errors and omissions in documents.

 The contingency is either with

1. Each line item or

2. As a separate category.

 The amount is normally about 5-10% of the total budget.
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Guaranteed maximum price

 It is not unusual for certain costs of specific items to be identified

1. Separately or even

2. Capped as part of the GMP.

 For example, the CM’s fee, the cost of general conditions and the CM’s

contingency may be identified

separately as part of the overall GMP,

but any costs exceeding such allowances are usually paid on a

cost-reimbursable basis.

 The use of specific allowances for unknowns should be kept

to a minimum.
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Guaranteed maximum price

 It is important the term Guaranteed Maximum Price be clearly defined in the contract

as to what it includes and specifically excludes.

 When an agreement on a GMP is reached with the owner subsequent to signing

the initial contract, an amendment to the original agreement is usually

required.

 Some believe that a new contract should be established since the principles,

terms, and conditions change.
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Guaranteed maximum price

 If for some reason the GMP for the cost of construction cannot be agreed upon,

the CM may continue at the owner’s option to perform CM services during

the construction phase as an agent of the owner.

 Usually, the owner also maintains the option to terminate the contract.

 It is important to clearly define the status of the agency relationship

between the owner and the CM when

a GMP bid is submitted in order to

ensure both parties’ understanding of legal obligations

with respect to the CM’s changing role.
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Guaranteed maximum price

 Under a GMP arrangement, the CM’s compensation is normally broken into two

phases and identified separately for the pre-construction and construction phases.

 During the pre-construction phase,

1. The CM will usually be compensated on a fixed fee, lump sum, or cost-

reimbursable basis and paid in monthly portions.

2. Another option is to compensate the CM on

 Labor times a multiplier for overhead and profit,

with a not-to-exceed cost limitation.
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Guaranteed maximum price

 Once the construction phase begins,

the CM is usually compensated for

1. The costs of doing the job plus

2. An additional profit up to a pre-determined amount.

Typically, the CM must

1. Absorb any cost overruns and

2. Reimburse cost underruns.
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Guaranteed maximum price

 Once a GMP for construction cost is established,

the CM takes on the risk of completing the project.

 Trade and specialty contracts are

bid, negotiated, awarded, and usually held by the CM.

 It is the responsibility of the CM to stay within

 Its estimated costs and

 Contingency allowances.
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Guaranteed maximum price

 On some GMP projects, the owner may reserve the right to

approve all trade and purchase contracts.

 Under such conditions, the CM contract should be clear as to which party

pays the difference between

1. The estimated trade contract cost and

2. The actual trade contract award value

when the award value approved by the owner is

greater than the estimated cost element included in

the GMP.



By: Alavipour, PhD, PMP, CMIT www.dralavipour.com .ذکر مطالب فوق تنها در صورت ذکر منبع بلامانع است

)CMAAبر اساس سند مهمی از (حرفه مدیریت ساخت 
استراتژي هاي تدارکات، مناقصه و پرداخت در مدیریت ساخت: بخش سوم

87

Guaranteed maximum price

 There may be situations where the owner only wants to

pay the actual cost of completing the project,

assuming the actual construction costs could be

less than the GMP established for construction costs.

 In such cases, the contract should be clear as to who derives the

benefit of any cost savings.

 This is best achieved by a shared incentive savings clause

included in the contract.
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Guaranteed maximum price

 As in most contracts, the owner retains the right to make changes.

 Accordingly, the contract should be clear as to how the GMP will be equitably

adjusted for both added and deleted work.

 In some contracts, there may be no adjustment in fee for changes.

 The CM is only compensated for the cost of the work under the terms for

reimbursable costs.

o If the project is extended beyond the scheduled completion date for

reasons beyond the control of the CM,

1. A time extension and

2. An increase in the CM’s compensation may be required.
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Guaranteed maximum price

 It is also important that the terms “construction costs” and “project costs” be clearly
defined.
 The definition of construction costs is usually stated as the cost of all work

required to complete construction as defined in the construction contract
documents.

 Project costs include such items as land costs, professional service costs, or the
cost of movable equipment, furniture, etc.

 In addition, definitions should be provided for reimbursable and non-reimbursable
costs.

 Public sector clients often have audit requirements for any cost reimbursable, GMP
type contract.

 This audit requirement adds to the administrative burden of the project for both the
owner and the CM.
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Guaranteed maximum price

 Payments to the CM during the construction phase are usually made on a monthly

basis and in proportion to

1. The cost incurred and

2. The construction work completed.

 If retainage is required by the owner, a range of 5%-10% of the CM’s

earnings is reasonable.

 Two payment issues requiring attention include

1. The potential for overpayment and

2. Calculating any sharing of cost savings if made part of the contract

requirements.
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Guaranteed maximum price

 If for some reason the GMP is exceeded,

1. the CM will be responsible for the additional costs

unless the owner is determined to be partially or totally responsible.

2. If the owner is found to bear responsibility,

the CM may be entitled to a cost adjustment and possibly a time

extension.
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Guaranteed maximum price

 There are two points that are sometimes not understood by owners or not properly

addressed in some GMP agreements.

 Both points are common causes of compensation disputes between owners and

CMs under GMP contracts.

1. The first is who owns the savings or the contingency that is sometimes

created in the actual buy-out of the trade contracts and purchases

after the GMP has been agreed to by the parties.

2. The second is who benefits if the actual construction costs are less than

the established GMP.

 Unless the contract specifically provides otherwise,

the answer to both questions is the CM,

since the CM is the party taking the risk.
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General condition items

 On some projects, a CM may be responsible for providing general condition items.

 General condition items may include the following:

 Site security, scaffolding, hoists, signs, safety barricades, cleaning, dirt chutes,

cranes, shanties, preparation for ceremonies including minor necessary

construction activity, temporary toilets, fencing, sidewalk, bridges, first aid

station, trucking, temporary elevators, special equipment, winter protection,

temporary heat, water and electricity, temporary protective enclosures.
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General condition items

 On some projects, a CM may be responsible for providing general condition items.

 General condition items may include the following:

 Also, field office and its related costs such as equipment, furnishings and office

supplies, progress photographs, messenger service, installation of owner

furnished items, post and planking, general maintenance, subsoil exploration,

refuse disposal, field and laboratory tests of concrete, steel, and soils, surveys,

benchmarks, and monuments, storage on-site and off-site of long lead

procurement items, and miscellaneous minor construction work.
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General condition items

 The cost of general condition items, including related labor costs expended by a CM,

may be paid when such costs are actually incurred.

 An alternative is to establish a maximum cost of performance for the general

condition items for the project.

 This can be achieved by

a lump sum, cost not to exceed the limit, or even a GMP.
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General condition items

 When a CM performs under a GMP, the general condition items can be

1. Part of the overall GMP for the cost of construction or

2. Separately identified as a GMP established for general condition items

within, or

3. Separate from, the GMP established for total construction costs.
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Creating the desired owner-CM relationship

 The creation of the desired legal relationship between the CM and the owner

requires careful consideration during contract negotiation and drafting.

 The CM’s method of compensation should be consistent with the form of

construction management being sought by the owner.

 A method of compensation that creates a potential for conflict between the

owner’s interests and the CM’s interests indicates

a non-agency relationship and could put the CM into jeopardy when a

fiduciary relationship exists.
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Compensation for CMs

 Several methods are recognized and commonly used in the compensation of firms for

professional construction management services:

1. Cost Reimbursement

2. Fixed Fee

3. Cost Plus Fixed Fee

4. The fee as Percentage of Construction Costs

5. GMP
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Creating the desired owner-CM relationship

 Of the alternatives presented above, the first three are most consistent with the

agency relationship

because the calculation of the CM’s compensation does not conflict with the

protection of the owner’s interests.

 However, using the percentage of construction cost as the CM

compensation determinant presents an inherent conflict.

 Where the CM fails to deliver the project at the lowest possible cost,

the CM’s compensation will be greater than if cost

containment had been achieved.

o The CM is rewarded for the higher construction cost.

o This alternative is inconsistent with an agency relationship.
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Creating the desired owner-CM relationship

 A CM contract with a GMP is also inconsistent with an agency relationship.

 Because costs exceeding the GMP may be paid out of the CM’s fee,

the CM has an incentive to keep costs within the GMP.

 The CM may keep construction costs from overrunning the GMP by

1. Performing the work and

2. Cutting corners to save money, time, or costs.

o Much like a GC,

the CM has some incentive to put its own interests

above those of the owner.



Factors For Determining Compensation
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Creating the desired owner-CM relationship

 There are several factors to be considered for establishing fair and reasonable

compensation for CM services:

 The owner and the CM should agree on

1. A scope of services and

2. The use of a form of CM agreement

prior to the CM submitting its cost proposal.
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Creating the desired owner-CM relationship

 There are several factors to be considered for establishing fair and reasonable

compensation for CM services:

 The owner should consider the cost of CM services only after

1. The establishment of the technical requirements and

2. Careful consideration of the CM’s qualifications,

3. Related experience, and

4. Proposed staffing plan.
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Creating the desired owner-CM relationship

 There are several factors to be considered for establishing fair and reasonable

compensation for CM services:

 The CM contract proposed to be used by the parties should clearly define

1. the risks and

2. authority assumed by the CM,

as distinguished from those retained by the owner.

 Keep in mind that the use of any standard form agreement usually requires some

changes in order to be tailored to a project.

 Legal counsel should always be involved.
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Creating the desired owner-CM relationship

 The owner and the CM should establish a clear understanding of
1. What is included, and
2. What is excluded

in any fee arrangement and the cost of the work or services.
 This especially includes definitions for such terms as
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Creating the desired owner-CM relationship

 This especially includes definitions for such terms as
 GMP,
 cost of the work or cost of construction,
 project costs,
 base services,
 allowances,
 contingencies,
 reimbursable costs,
 non-reimbursable costs,
 fixed fee,
 multiplier,
 etc.,
 as may be appropriate for the particular form of CM contract to be used.
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Creating the desired owner-CM relationship

 There are other important considerations:

 When applicable, the owner and the CM should establish a reasonable

overhead allowance based on

an audit of allowable and reasonable costs.

 Contract provisions should address

1. How changes in scope and

2. Additional CM services

will be handled.
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Creating the desired owner-CM relationship

 There are other important considerations:

 When a GMP is used, it should be based on

the total estimated cost of construction and

not on individual line items within the total estimated cost.

 For GMP contracts, the owner and the CM should establish a clear

understanding of the type and use of any contingency funds.

 A CM contingency (ranging from 1% to 3%) for

1. Errors in estimating or

2. Covering unforeseen costs relating to construction

is reasonable.

 Such contingency is identified separately and

paid based on documented evidence of expenditures by the CM.
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Creating the desired owner-CM relationship

 There are other important considerations:

 Consideration should be given to using a shared savings clause that provides

an incentive for the CM to achieve performance under the GMP

approach.

 Contract provisions should address

extended CM service costs for any project extension caused by reasons

beyond the control of the CM.
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