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Abstract

Contractors’ Costs of Design Services and Claim Preparation due to Changed Work

Change orders, construction change directives and requested proposals for changes typically
lead to increased costs for additional planning services and claim preparation efforts by the
contractor. Attempts to recover these costs often give rise to disputes and lead to inevitable
and costly negotiations in order to reach a settlement. While these causes of conflict within
construction projects are well known, there are currently no usable guidelines in most contract
conditions for appropriately charging for the additional costs of claim preparation.

Although a wide range of views on the eligibility of additional payment to cover the costs of
claim preparation have been published, research evaluating the increased involvement of con-
tractors in preparing these additional claims and executing the additional demands has been
limited. The relevant court decisions in Germany give only little insight into the necessary
requirements for ensuring and stating an entitlement for extra compensation due to the costs
of claim preparation. Since no schedules for determination of a conventional or any other
appropriate compensation exist, claims made by contractors for the costs of preparation and
planning cannot be readily evaluated by the employer or the responsible project manager.

This research aims to identify the necessary requirements for a precise change process inclu-
ding the handling of the incurred transaction costs. Additionally, practical steps for an assess-
ment of adequate contractor’s compensation for claim preparation will be illustrated and dis-
cussed. A detailed description of the typical change processes in the construction industry and
the subsequent identification of sub-processes as parts of claim preparation will be the basic
outline of further research. Upon the established framework, an extensive analysis of the legal
and the business conditions for the compensation of claim preparation will be conducted. It
will become apparent that the financial burden of preparing claims cannot generally be con-
sidered as part of the head office overheads. Also, efforts made in the planning and estimating
of changed work are not part of the on-site overheads either.

Eight construction projects are being reviewed to identify contractors’ typical claim methodo-
logies and to quantify the claims for design services and claim preparation due to changed
work. The average percentage of these costs relative to the sum of claims per project ranges
from 0.94 % to 25.07 %. Furthermore, in practice, many different approaches have been
applied to state additional claims. This often leads to incomprehensible results that complicate
the process of reaching an agreement.

In conclusion, unless adequate guidelines are put in place, contractors can only attempt to re-
cover actual incurred costs. This implies a ‘moral hazard’ whenever the employer is unable to
supervise the contractor’s actions. The most favorable option is an overall reduction of trans-
action costs incurred by changes in the work. Employers need to focus on diligent project pre-
paration and planning in order for the contract parties to identify essential project risks and
allocate these adequately.
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