    *  
Hand tools & Miscellaneous, included in Overhead


*  
Renting/Leasing is recommended when,

(a) Limit utilization of equipment

(b) Remote Location (transportation cost high)


*  
Cost of equipment:



a)  Ownership costs:

· costs of owing the equipment and fixed with level of production, e.g. Depreciation (purchase-salvage) interest, license, insurance, storage expressed $/operating hour.



b)  Operating cost:




Oil, fuel, tire, repairs & expressed $/Operating hour.



c)   Use rate = a + b ($/Operating Hour)


*
For cost estimating:



1-
Determine production rate (output/op. hour)





.   Manufacture
:  optimistic





.   Past experience
:  allow for delay & interruption



2-
Equipment cost/production unit = Use Rate ( Production rate
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10$/Hr. ( 20 Cu.Yrd./Hr = 0.5$/Cu.Yrd.

4.
Subcontracted item costs





Use Sub bids.

5.
Project Overheads :


*  Costs not associated with a work item but needed for the project


*  5-25% of total project cost


*  Depends on the nature of the project


Examples :
  *  Salaries of project staff




  *  Field Office, utilities




  *  Small tools, storage, transportation, etc.

6.
Office Overheads :


*  Cost of doing business - not identified with a project


*  5-10% of business volume



Examples :  
Office rent/utilities





Marketing costs





Executive salaries & office employees


*  It is added as a separate item or included in the Markup.

7.
Markup (Margin) :


*  Added at the end of estimating as % of cost


*  Include either profit or Profit + Overheads


*  Objective : Maximum profit & low bidder


*  Factors affecting markup




Risk:
Project complexity & size





Wording of contract (protection of owner)




Business conditions


*  May use different markup % for subcontracted items.

Unbalanced Bid
-
Used in unit price bid

-
Balanced bid :
A bid where each bid item has its fair share of cost and mark-up.

-
Unbalanced bid:
Bid items have more or less of their proportionate share.  Total price is same.

Purpose:

1.
Contractor wants to maximize early progress payments more than the cost of work he has done to minimize his financial requirement (Front and loading)

2.
Increase his profit (when A/E quantity is expected to be wrong)

Example (1):

STRAIGHT BID

	Item
	Est. Quantity
	Unit Price-$
	Item Price-$

	Excavation
	      100,000 M3
	0.90
	90,000-

	Base Course
	        90,000 Ton
	5.00
	450,000-

	Concrete Pavement
	      100,000 M2
	           10.00
	       1,000,000-











Bid Price   :
1,540,000-

Schedule:

                                                  1                2                 3              4               5            month


Excavation               ==============


Base Course                         ========================


Concrete Pavement                                                   ================
UNBALANCED BID

	Item
	Est. Quantity
	Unit Price-$
	Item Price-$

	Excavation
	      100,000 M3
	1.20
	120,000-

	Base Course
	        90,000 Ton
	8.00
	720,000-

	Concrete Pavement
	      100,000 M2
	7.00
	700,000-











Bid Price   :
1,540,000-

BUSINESS  METHOD

Financial Records :


They are important to maintain and serve a variety of business and management purposes such as :

a- Law requirement satisfaction for taxes.

b- They provide source material for obtaining facilities from banks & for qualification and others.

c- Provide information to assist management in controlling, cooperation and utilizing its available capital to the optimum advantages.

d- They give proper accurate cost for estimation of a project.

Accounting Methods :

Is to help the contractor to determine his income and expenses from each of his individual construction project.

Types of accounting methods (Procedure) :

*
For short-term construction project, i.e.  ( 1 year) two methods for recognizing Revenue & Expenses

1.
Cash Method
Where revenue (income) is taken into account only when cash is actually received, and expense is taken into account only when cash is actually spent.

It is used for,

a- Small business men

b- Non-profit organizations

c- Personal records.

(  It is applicable only to very small construction companies and is not often used because income statement does not present a realistic indication of Profit or Loss.

2.
Accrual Method
It is the most acceptable method, where income is taken into account in the financial period during when it is earned regardless of whether payment is actually received.  Same for expenses whether actually paid out during the period or not.

This method is used for the short-term contracts, i.e. ( 1 Year. 


-  Two Situations :


1-
Short-term Contract :


*  Short and finishes in the fiscal year



*  Use the straight accrual method (above)


2-
Long-term contract :



*  Last for more than one fiscal year



*  Use the following type :

a) Percentage-of-Completion method

b) Completion-contract method


(
a)
Percentage-of-Completion method
It is a method that recognizes job income as the work advances.  Where the profit is distributed over the fiscal year during which the construction is underway.

-
Expenses are recorded as incurred in fiscal year.

-
Income for a given fiscal year


-  % of total anticipated profit earned to date
 = 
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                                + any change order.

-
Advantage :

It recognizes income periodically

-
Disadvantage :

Accuracy to estimate of the cost to complete the work is not certain which makes the % of profit earned inaccurate.

b)
Completed-Contract method
Revenue (income) and expenses are recognized when the project is completed substantially.


Advantage:



Income is reported after final results are known.


Disadvantage :

It does not reflect the current performance for long-term projects.
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