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Abstract 
Construction profit is said to be mythical, plausible, 

irreplicable, imaginary and volatile. These assertions 

were variously made by most construction contract 

analysts who had followed the trend of construction 

contract activities over the years in Nigeria. This 

research work was therefore carried out to examine the 

veracity of these claims. It attempted to review and 

analyze the determinants of construction contract profit 

and how our construction exposure has impacted on 

profit since the post war oil-boom era, characterized by 

explosion in the provision of social and economic 

infrastructure, to the current times of tight public fiscal 

activities. It identified the lapses in policies, standard 

forms, the actions and inactions of Government, 

consultants and contractors and their impact on achieving 

planned contract profit. It crafted and recommended the 

positive steps that must be implemented by the project 

actors to protect and improve contract profit. 

Keywords: Construction, Contract, Risk, Profit, 

Myth, Control.   

 

1.0 Introduction  
 

The mythical nature of construction profit had 

variously been claimed. The profit story of 

construction industry in Nigeria was told in the 

early 1970s, during the post-war reconstruction and 

state creation periods. During that time, our oil 

revenue was at its maximum to finance surplus 

budget. Explosion in volume of economic activity 

created emergency in provision of social 

infrastructure which fuelled demand pressure on 

the productive capacity of the construction 

industry. Professionals in the industry enjoyed 

unparalleled profits. The disturbance of the 

“business – profit – equilibrium”, pulled foreign 

contractors and other professionals: lawyers, 

doctors, accountants etc. into contracting business. 

Contracts were then let in a hurry and feasibility 

studies were ill-packaged for project execution in 

Nigeria. Consequently building was not viewed in 

its ecological setting, but rather as a profession that 

is not based on basic environmental and scientific 

principles and which requires no technology. Of 

course, payments were generous and many made 

their millions. The legacy of the construction 

malaise, irreplicable and mythical profit of that 

period is still seen around us today in the form of 

abandoned and collapsed projects. Presently the 

nation is witnessing a down-turn in the economy 

and the profit tale has transformed into a realistic 

loss, conditioned by the sensitivities of the 

determinants of profit. Many construction firms 

have gone into liquidation and huge capital has had 

its flight from the industry. This informed the 

development of this research. It was structured to 

identify the determinants of construction profit and 

craft sound profit planning and control strategies 

that would redress the mythical profit of the past. 

  

2.0 Literature 
 

2.1 Determinants of Profit 
 

Construction business by its nature is fraught with 

risk. In consequence, contractors all over the world 

seek commensurate profit as compensation for 

risks undertaken. Risk is defined in Standard 

Learner’s Dictionary as possibility of meeting 

danger, suffering loss, injury etc. In business 

parlance risk results from impacts of economic 

conditions; inflation, deflation or recession, high 

interest or foreign exchange rate, change in 

Government monetary and fiscal policies, political 

instability etc.     All firms face such risks which 

are universal and which tend to reduce or negate 

profit. At industry level, further risks which are 

non-systematic equally exist. These include, over 

capacity and competition within the industry, 
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emergence of substitute/complementary goods, 

technology or service; outright ban or imposition of 

high tariff on major input factors, industrial relation 

problems etc. For construction industry, yet 

additional peculiar risks exist in the form of; one 

off nature of projects, transient nature of labour 

recruited on adhoc basis, dispersed sites, ever-

changing weather, diverse activities of a 

construction firm, sub-contracts and supplies and 

their attendant co-ordination, communication and 

management problems, delay and non-payment of 

certificates and attendant finance costs. Profit, on 

the other hand is compensation for the risk 

undertaken. It may be a reward for enterprise which 

accrues to the contractor or entrepreneur who 

manages a one man contracting business. Or the 

return on net worth of a firm in the case of public 

limited liability construction company (see Table 1, 

Accounting statement of income and Table 2, 

Accounting balance sheet)[1]. 

 

Table 1: Accounting Statement of Income 

Income Statement for the year ended December 31 20…… 

Gross project revenue $7,200,000 

  

Direct project costs on contracts  5,500,000 

Depreciation of Equipments  200,000 

Estimating 150,000 

Administrative and other expenses  650,000 

Subtotal of cost and expenses  6,500,000 

  

Operating Income (Before Interest and Tax) 700,000 

Interest expense 150,000 

Net Income before taxes  550,000 

Income tax 220,000 

Net income after tax 330,000 

Cash dividends  100,000 

Retained earnings current year 230,000 

Retained earnings at beginning of year 650,000 

Retained earnings at end of year $880,000 

Return on equity (net worth)     330,000 

                                                1,700,000 

19.4% 

 Source: Adapted from [1] 

Table 2: Accounting Balance Sheet 

Balance Sheet December 31, 20….. 

Assets Amount ($) 

Cash $ 150,000 

Payments Receivable 750,000 

Work in progress, not claimed  700,000 

Work (certified retention) 200,000 

Equipment at cost less accumulated Depreciation 1,400,000 

Total Assets $ 3,200,000 

Liabilities and Equity  

Liabilities   

Accounts payable $ 950,000 

Other items payable (taxes, wages etc) 50,000 

Long term debts 500,000 

Subtotal 1,500,000 

Shareholders Funds   

40000 shares of common stock/paid-in capital 820,000 

Retained Earnings 880,000 

Subtotal of shareholders funds (Net worth) 1,700,000 

Total Liabilities and Equity $3,200,000 

Source: Adapted from [1] 
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Profit in this case becomes 19.4% or the charge for 

use of ownership money as shown in Table 1, 

applying shareholder funds or net worth of 

$1,700,000 from Table 2.  Construction like other 

businesses rate profitability very high among their 

long-term objectives because it is an important 

indicator of business efficiency, and upon which 

the survival and growth of the business depend. 

Profit is a residual. It is the amount of money added 

to the total estimated cost of labour, material, plant, 

subcontractor and overheads of a project (i.e. the 

direct project cost plus project/office overhead and 

salaries).  Profit may be classified as Accounting or 

Economic profit. Accounting profit is the book-

profit, net income after all production costs are met 

and depend on the accounting standard installed 

(e.g. current prudential guidelines). Economic 

profit is what remains after the opportunity costs of 

all productive inputs (capital, land, labour etc) have 

been paid. Hence profit can be positive (gain) or 

negative (loss). The economic profits of most 

building contracts in Nigeria are negative.     

Following the inter-sector integration effects of 

construction contracts [2, 3 and 4]; incomes of 

other productive sectors associated with 

construction are counted as costs to the 

construction firms. Also wages, interests and rents 

etc are contractual costs often agreed in advance 

between firms and their receivers, subject of course 

to official revisions. But profit may not be 

contracted in advance to any degree of accuracy 

because it is a dependent variable, sensitive to 

changes in other explanatory/risk variables 

highlighted above. The greater this sensitivity or 

risk the higher the profit (yield) to be demanded as 

trade-off or inducement for risk. Construction 

industry is a dynamic one; hence innovators in the 

industry who revolutionize or modernize existing 

methods or techniques of production through value 

engineering application [5] enjoy economic profit. 

Overtime, imitators of the new technique emerge to 

compete away the super profit. Also super-normal 

profit are earned as a consequence of market 

imperfection characterized by monopoly/oligopoly 

exploitation, as was perpetrated by expatriate firms 

in package deals, turnkey and Aid-tied projects in 

the oil boom era in Nigeria [6 and 4]. Profit is 

therefore seen as mythical, precisely irreplicable, 

imaginary or fictitious. 

  

  

  

 

 

 

 

 

 

 

 

 

  

figure 1: contractor’s planned cum. Cost versus0 receipts          figure 2: retention/hidden retention  

                                                                                                            increasing contractor’s finance cost  

                                                                                                      

 

 

 

 

 

 

 

 

 

 

 

 

figure 3: contractor’s extra financing enlarges due to retentions and delayed certificate payments 

Source: Author(s) [7] 
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Table 3: Contractor’s Cash outflow and inflow chart for simple foundation project. 

Showing periods of deficits and surplus (N000) 

Weeks  
Operation/weeks 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 

Foundations:                     

Labour  200 200 200 200 200 200 200 200            

Plant         500 500 500 500 500 500 500 500     

Materials              100 100 100 100 100 100 100 100 
Subcontractor     300 300 300 300 300 300 300 300         

Total wkly 

payments 

 200 200 200 500 500 500 500 1000 800 800 800 600 600 600 600 100 100 100 100 

                     

Certified 
Receipts  

    4400    4400            

                     

Net Cashflows 

Cumulative  

 -

200 

-

400 

-

600 

3300 2800 2300 1800 5200 4400 3600 2800 2200 1600 1000 400 300 200 100 - 

Source: Authors Survey 2014 

 

2.2 Contractor’s Profit as provided by Joint 

Contract Tribunal (JCT) Conditions of 

contract. 

 
The J.C.T conditions of contract (1963/77 edition 

including updates) recognize the relevance of 

construction profit and provides for contractor’s 

inclusion of profit or margin percentage for general 

overhead and profit on builder’s work and General 

and special attendances and profit for nominated 

works. It provides for non-assignment of 

contractor’s work [not tagged Prime cost, PC; 

clause 17 (1)]. This is intended to secure the 

contracted profit. It further provides for 

contractor’s compliance, clause 2(2),   with 

Architect’s Instructions including; variation orders 

11(1) and his authority to instruct/direct the 

expenditure of prime cost and provisional sum 

11(3). The pricing of variations 11(4) and 

compensation for loss and expense 11(6) and 24(1) 

not recoverable through pricing mechanisms of 

clause 11(4). It also allows for stage or monthly 

payments for executed works including claims 

30(1) and percentage retention of monies due to 

contractor 30(3), until practical completion [3, 8 

and 9]. 

 

2.3 Margin (Profit) Forecast 
 

One of the important methods used by contractors 

to arrive at the price (value) of a project is cost 

estimation. In construction contracts accurate cost 

estimating is the corner-stone for management 

price adjudication because the value of contract is 

its prime cost plus a mark-up. The latter is a 

percentage allowance for overhead, profit and risk. 

The decision on suitable percentage (margin) is the 

responsibility of senior management and is made in 

full consideration of researched information about 

the project; type of contract, client, consultants and 

level of competition. Number and values of 

potential/on-going contracts and their stages of 

completion. Additional managerial, technical, 

financial requirements and value of proposed 

project, current/future economic climate, and the 

industry average profit (margin) etc. The 

percentage is further fine-tuned by qualitative 

considerations aimed at evolving a rational profit 

which will:- 

 

(1) Not price the firm out-of-business, or 

precipitate labour pressures for increased 

wages. 

(2) Not attract influx of competitors or public 

focus on the industry e.g. High profits 

caused proliferation of banks and the 

introduction of (now abrogated) 15% 

excess profit tax. 

(3) Sustain Goodwill with customers, workers 

and clients 

(4) Enhance corporate image through 

provision of social and welfare services to 

the community, e.g sponsor seminars, 

researches on industry related matters. 

 

3. Impact of Application of 

Contractual Provisions on Profit 

Motive of Construction Business    
 

As earlier exposed the primary objective of 

construction business is to optimize profit, even 

though it may not be the only goal especially in 

Agency projects. 
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Construction firms require profit for growth and 

expansion and as compensation for the numerous 

risks earlier outlined.  Dismal implementation of 

the provisions of the conditions of contract by 

client, contractor and the consultant team has 

exacerbated the sensitivity of the contractor’s profit 

margin and cash budget culminating in what the 

critique call the “flaws of the conditions of 

contract”. 

 

3.1 Plausible Weakness of the 

Conditions of Contract: 

 
(1) The conditions of contract allow for 

fluctuation claims (in fluctuation-term 

contracts) but exclude claims in respect of 

labour “price-hike”, not arising from 

known National/Local wage negotiations. 

These unrecovered costs reduce 

contractor’s planned profit. 

(2) Inflation rate may well be in excess of 

“firm price” risk adjustment factor (for 

firm price contracts) thereby lowering 

planned profit. 

(3) Excessive variation instructions and the 

inevitable loss/expense not fully 

recovered, reduce ultimate profit. 

(4) Accelerated retention provision holds back 

sizeable proportion of monies due to 

contractor thereby increasing the finance 

costs and lowering profit (see Fig. 1 and 

2). 

(5) Inaccurate valuation for interim certificate 

payments following the concept of 

“payment on-account” introduces hidden 

retention which goes to reduce ultimate 

profit. 

(6) Violation of assignment/subletting 

provisions by client 17(1), and Architect 

under 11(3) reduce contractor’s profit and 

consequently ultimate profit. 

(7) Delay or non-payment of certificates 

cause capital lock-up and create 

disincentive, lower productivity, increase 

finance costs and reduce profit (see Fig. 1, 

2 and 3). 

 

The list is by no means exhaustive. Items (1) to (7) 

above are contractual and preventable risks or 

claims, yet their impact on contractor’s planned 

profit are daunting. Word is lacking to explain the 

traumatic effect on final profit when the extra-

contractual or uncontrollable risks of high interest 

rates, foreign exchange costs, inflation, depression 

and industrial actions etc are additionally 

considered. Hence, inspite of the underlying 

philosophy of the conditions of contract for 

equitable, fair and sensible allocation of risks and 

definition of duties to be performed of risks and 

actions to be taken by parties to the contract, 

disputes and differences still abound in relation to:- 

 Whether or not work is to the specified 

standard  

 Whether work is or is not a variation  

 Method for pricing of variations 

 Whether Architect instructions are adequate 

or late, or whether contractor has abided by 

the provisions of giving prompt notices. 

 Whether a valuation or financial certificate is 

adequate or late. 

 Whether completion is likely to be delayed  

 Whether regular progress is being disrupted  

 Accurate or inaccurate ascertainment of loss 

and/or expense. 

 Changes in ground conditions etc 

 

Indeed some of these disputes are unavoidable 

giving the nature of construction process and serve 

as litmus-test of the effectiveness of construction 

management and contract administration. 

 

3.2 Effect of Other Universal Factors on 

Contractor’s Profit  

 

3.2.1 Inflation/market Interest Rates: 
In times of economic uncertainty, the fluctuations 

in inflation rates and market interest rates affect 

profit significantly. In periods of high inflation, the 

contractor’s profits are particularly vulnerable to 

delays caused by uncontrollable events for which 

owner will not be responsible. The payment by 

owner (in lump sum or firm price contracts) remain 

as contracted while the contractor’s expenses 

increases with inflation e.g. overdraft financing 

resulting from work stoppage at period of inflation 

not recovered from variation payments provisions 

of related JCT 1963 clauses (11(6) and 24(1). 

 

 Exchanges Rate Fluctuation: 

Contracting firms engaged in international 

practice also face financial issues associated 

with exchange rate fluctuations. Firms are 

typically paid in local currencies, which may 

lose value relative to the contractor’s home 

currency. This creates increases in cost for 

input factor/components purchased in the 

expatriate contractor’s home currency, 

leading to erosion in contract profit.   

 

4. Control of Construction Profit 
 

Profit control usually starts with setting-up of profit 

policy by the senior management of contracting 

organization. This would then be followed with the 

charting of ideal management structure and 

apportionment of profit responsibilities to senior 

executives of the company. The stage is then set for 
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the application of various profit control measures 

discussed below: 

  

4.1 Weekly Costing/Monthly Cost-Value 

Comparison: 
 

The profit figures provide the key for setting target 

cost levels which in turn will form the basis for 

cost control. Firms with sophisticated management 

structure are best suited for weekly costing system 

which review operational costs over shorter 

periods, identify variances and effect prompt 

remedial measures. Alternatively, firms with less 

adequate managerial acumen may implement 

monthly cost-value reconciliation. The methods if 

religiously applied will narrow the gap between 

planned and actual profits. For individual projects, 

profit control would begin at analytical tendering 

stage with accurate estimating, based on fully 

researched project information and up-dated price 

data. Pricing of preliminaries should be detailed 

item by item to build-in the early expenditures on 

plants etc. this will ensure full cost recovery at the 

earliest possible time. 

 

4.2 Marginal Costing 
 

Marginal costing is used for break-even pricing. It 

must not be permanentised, but are applied with 

caution in inclement competitive climate when 

need arises to secure contract and merely recover 

fixed costs and keep afloat. It also assists in 

identifying sections of the firm that is responsible 

for a given profit or loss situations.   

 

4.3 Cash Budget 
 

Cash budget is indispensable in the management 

and control of cash [10]. It is therefore an 

instrument of profit control and offers numerous 

advantages such as:- 

 Ensures that sufficient cash is made available 

when required  

 Reveals the need for additional cash 

requirements in good time so that action can be 

taken to secure loans/overdrafts (see Table 3) 

 Indicates availability of surplus cash which can 

be put into short-time easily realizable 

investment (Table. 3) 

 

4.4 Debt Management 
 

The essential steps required in debt management 

are: to ensure regular accurate valuation and 

certification of all works for which contractor has 

expended costs. A positive adjustment would be 

made in the valuation to allow for items which at 

the date of valuation are yet unresolved. Examples 

include; the assessment of claims, re-measured 

work sections yet to be agreed, variation works, 

fluctuations in labour/materials, completed day 

works yet to be agreed, materials on site and 

preliminaries for capital costs expended but yet 

unrecovered. These will eliminate incidence of 

hidden retention. Next is to present and chase 

payments, in order to minimize delay in payment 

receipts which exacerbates contractor’s cash crises. 

Most Government payments are made in 

promissory notes (having C.B.N guarantee) 

discounted at commercial/merchant banks at above 

normal interest rates. This extra interest costs 

which represent loss to contractor should be built 

into the unit rates during pricing [11]. 

 

4.5 Inventory Management 
 

Inventory in construction projects is comprised of 

stock of materials and work-in-progress. The object 

of stock control is to avoid uneconomic 

warehousing of stocks. It saves capital lockup, 

stock piling/warehousing costs and storage wastes. 

These gains of course will be weighed against risks 

of stock-out and increased purchasing overheads 

and price escalations. The resultant reduction in 

working capital requirements will improve 

profitability. 

 

4.6 Credit Management  
 

Trade creditors are short-term financiers of 

projects. In construction contracts, nominated 

subcontractors/suppliers as well as other creditors 

part-finance the contract. Advantage should be 

taken of this financial service up to the limiting 

value. Two and halve percent (2½%) and five 

percent (5%) cash discounts will improve profit if 

the contractor makes payment to nominated 

subcontractor/supplier within two weeks and one 

month from end of month of supply respectively. 

     Extended creditors often set credit term of 

2%/10-30 days, i.e. 2% cash discount is granted if 

contractor pays in 10 days or full payment in 30 

days. This facility should be availed where possible 

as it represents good return which cost could be 

uneconomic if avoided. In the above example, if 

contractor fails to pay in 10 days, he forfeits 2% 

every 20 days (i.e. 30 – 10 days). Hence in a year 

of 360 days, he will be losing 360 x 2% or 36% of 

the credit offered. 20 If he tries to over delay in 

order to reduce costs, he may destroy the credit 

rating with his customers [10] 

 

5.0 Control Measures from Key 

Members of the Project Team: 
 

Inevitability of disputes in construction project has 

been highlighted notwithstanding the provisions of 

the conditions of contract in use. Below are some 
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professional roles of key project participants that 

would quickly resolve differences to reduce 

excessive loss of contract profit [12, 13, 14, 15, 16 

and 17]. 

 

5.1 The Builder 
 

An experienced methodical builder should observe 

the following steps, starting with setting up 

informed profit margin to averting or quickly 

resolving contract disputes to protect profit. 

 

(1) Since projected profit is the amount of 

money added to the estimated direct cost 

of project, the builder should add a 

percentage of profit to the total cost of 

material, labour, equipment, and overhead. 

Use higher percentage for small jobs and 

lower percentage for big jobs taking into 

account project risks, clarity of drawings 

and specifications, the accuracy of the 

takeoff, project consultants and pricing 

procedure used in the estimate, in full 

consideration of the competitors, and their 

pricing strategies. He must not neglect 

project risks, even in breakeven/marginal 

costing as this could portend disaster and 

make firm worse off, but should always 

aim for reasonable profit. 

(2) Re-examine all pre-contract letters, and 

carefully recheck all signed documents 

concerned prior to the execution of 

contract. 

(3) Examine all pre-contract photographs of 

the site and/or adjacent properties and 

make sure that actual site corresponds to 

the drawings and levels shown on the 

contract drawings or agree and correct any 

errors before the work commences in the 

case of difference. 

(4) Photograph site on the day of possession, 

if necessary to reveal fly-tipping, refuse 

dumping, flooding and any other items 

over which there may be subsequent 

argument. 

(5) During progress, constantly compare work 

being executed with the itemized works in 

the bills to ascertain conformity in 

condition and/or character. 

(6) Make certain that all depths to drainage 

and foundation works have been 

corroborated before concreting and that all 

extra digging for isolated soft sports and 

any excavation below contract datum has 

been agreed in writing and included in the 

correct nomenclature of the S.M.M. 

(7) Keep records of materials used for filling 

soft spots 

(8) Maintain records of hours spent on 

pumping out water in foundations. 

(9) Keep records of all “breaking out” of 

block work, masonry, timber, concrete, 

reinforced concrete and steel piling etc, 

making certain that the records were 

signed and agreed by both parties to the 

contract. 

(10) Re-measure all provisional quantities and 

obtain all signed records necessary for 

evidence and agreement. 

(11) Maintain records of original and revised 

drawings to prove facts concerning any 

later items of possible disputes. 

(12) Make all notifications for claiming star 

rates and star items in accordance with 

clause 11(4), on time. 

(13) Similarly for claims under clause(s) 1(2), 

7, 11(6), 12, 21, 23, 24, 26, 27, 28, 29, 32, 

33, 34 and for arbitration 35 etc. 

(14) Make weekly or daily returns of all labour, 

sub-contractors, specialist plants and 

materials involved for cost records or day 

works. 

(15) Keep records of all Architect certificates, 

instructions and variations and prompt for 

variation orders when the need arises. 

(16) Obtain authority for day works and 

similarly overtime works. 

(17) Confirm all Architect’s oral instructions in 

writing 

(18) Attend site meetings, maintain and read 

records of resolutions and other 

correspondences arising during work 

progress. 

(19) Back all claims with appropriate claim 

clauses and maintain up-to-date price 

fluctuation records. 

(20) Claim against nominated 

subcontractors/suppliers for loss/expense 

caused through their delay and other 

contra-charges.      

(21) Give notices providing details as soon as 

actual or likely delay to progress is 

reasonably apparent; indicate what can be 

done to avoid/alleviate the delay. Notify 

subcontractors etc. 

Builders/contractors should not resort to frivolous 

claims as means of achieving desired profit for 

such is not only naive but illusive. The much such 

negative claims where possible, could contribute is 

extension of time, without any financial benefits. 

Examples include submission of claims for his:- 

 Failure to conceive the full financial 

implications of the contract documents 

 Inability to determine the proper cost or 

contractual rates. 

 Lack of recruitment of operatives due to labour 

problems in the geographical area of the 

contract. 

 Poor quality site agent or supervisory staff. 
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 Improper economic choice of site operations 

e.g. work suited for dry season undertaken in 

the rainy season. 

 Lack of proper programming of the contract 

 Poor inventory management or inadequate 

ordering of materials thus causing undue 

delays. 

 Failure to utilize the skills of experts such as 

work study engineers, site accountant quantity 

surveyors, bonus surveyor and plant engineers. 

The contractor should in addition, implement 

prudent debt management earlier exposed. 

He should not protract disagreement on rates for 

valuation to stem delay in settlement and payments. 

And should present and chase payment certificates 

to achieve quick releases and should promptly 

discount and translate I.O.Us/promissory notes into 

receipts as well as synchronize his cash inflow and 

outflows at all times to remain operationally and 

financially solvent. He should at all times seek to 

avail the 2½ percent and 5 percent cash discounts 

for prompt payments to nominated 

subcontractors/suppliers respectively and also cash 

discounts for payment within the credit terms of 

trade creditors, as these provide good returns on the 

business. 

 

5.2 The Quantity Surveyor  
 

In addition to his traditional functions, the Quantity 

surveyor, inherits the role of making proper 

preparation for the execution of contract and should 

ensure:- 

 That only drawings on which the tender is 

based form part of the contract with 

endorsements certifying them as drawings on 

which the bills of quantities are based: 

 Similar check should be extended on all other 

contract documents e.g. articles of agreement 

are fully filled as well as the appendix. Ensure 

that deletions/omissions/alterations to the 

standard condition are minimized and all 

amendments fully signed by both parties. 

 Avoid over or under measurement of billed 

works and at all times comply strictly with the 

rules of the S.M.M. 

 That bills of quantities reflect all agreed 

amendments to rates with any agreed 

percentage adjustment endorsed by the parties 

before a witness(es). 

 That prescribed copies of the contract 

documents are issued to the contractor. 

 During post award management, maintain 

comprehensive records that will facilitate 

smooth, speedy interim valuation, valuation of 

variations, claims, fluctuations and preparation 

of final accounts. 

 

 

5.3 The Architect 
 

The Architect should maintain a log of what is 

going on, what is present on site and the apparent 

effect of any unusual occurrences and delays etc. 

As a key player in the design team, should play 

useful role of improving the overall level of project 

management effectiveness by:- 

 Obtaining better understanding of 

manufacturers’ dimensions, current range of 

components, fixing details and the site 

problems of tolerances, handling and fixing. 

 Become more aware of site practices, 

construction sequencing, continuity problems 

and the influence of the site environment on 

design and cost. 

 Effect closer consultation with site 

management and operatives involved in 

construction. Provide explanatory notes, 

component details and promptly issue 

instructions as and when the need arises. 

 Make use of feedback information and avoid 

over optimistic and spuriously short 

programmes sensitive to time and cost over 

runs. 

 

5.4 Controlling Foreign Exchange Problems 

of Contract Profit 

  

5.4.1 Currency Forecasting and Monitoring  

 

There should be currency monitoring for large 

domestic and foreign construction which use 

worldwide purchasing for major equipment and 

engineering system: 

 Cost engineers and Quantity surveyors should 

apply researched projections of currency 

exchange rates provided by various 

commercial and academic institutions, to 

place bid on comparable basis, forecast 

impact of exchange rate trends and report 

actual impact as incurred. 

 Contractors should purchase “futures” 

contracts at guaranteed exchange rate with 

option to avoid the futures’ contract if 

exchange does not change or changes in 

favourable direction. 

 Stem inflation impact on foreign currency by 

borrowing funds in local currencies and to 

immediately exchange the expected profit and 

pay-off the borrowing using eventual 

payments from the owner. 

 Pool expenses and incomes from multiple 

projects to reduce the amount of currency 

exchanged. 

 Maintain separate files in cost accounting 

system for each currency, where all; 

payments and commitments for each currency 
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will be entered; as well as commitments made 

in project base rates. 

 The difference between the US dollar value 

of paid invoices and of the commitment 

estimated cost is the currency impact which 

should be recorded against the individual 

project currency file for prompt settlement. 

 

6. Conclusion and Recommendation  
 

This research has attempted to review the mythical 

features and determinants of profit and the various 

ways of controlling volatility of construction profit. 

It posits that profit is the primary goal of any 

construction business even though it may not be the 

only goal. Any firm which is making consistent 

loss will in time liquidate. Hence the survival of the 

industry depends on the ability of contracting firms 

to maintain and sustain economic profit, to finance 

growth and expansion. It discussed the various 

provisions of the conditions of contract aimed at 

protecting construction profit, and exposed its weak 

points exploited by project actors to erode contract 

profit. It prescribed the remedial actions to be 

implemented by the project actors to safeguard 

contact profit. It exposed the exchange rate 

problems of international and national mega 

projects and recommended various currency 

forecasting and monitoring measures to be put in 

place to reduce currency impact and protect profit. 

It posits that failing to forecast and monitor 

currency impact in purchasing goods and services 

in several currencies translate into unfunded cost 

overrun. It recommends the implementation of 

optimal purchasing strategies, as cost of currency 

forecasting is far less compared with size of saving 

in currency impact. 

 

References  

 
[1] C. Hendrickson, Cost control, monitoring and 

accounting; in Project Management for 

Construction, Department of Civil and 

Environmental Engineering, Mellon University 

Pittsburgh 2003. 

[2]  A. A. Husseini, Construction in an ailing 

economy, NIQS Journal, Vol. 2, 1991, 20 – 22 

[3] U.O. Ajator, The conditions of contract – The 

Builder’s View, Presented paper at the 

N.I.Q.S., Anambra/Enugu State Chapter 3 – 

Day Workshop on Conditions of Construction 

Contracts in Nigeria, Held at Modotel Hotel 

Enugu on 28
th

 – 30
th

 1993. 

[4]  U.O. Ajator, Development projects appraisal – 

a practical feasibility/viability studies guide 

(Ezu Books Ltd Nigeria 2012) 

[5]  E. Isiadinso, Value Engineering Application 

for Construction Projects, N.I.Q.S. Journal, 

Vol. 2, 1991,26 – 27. 

[6]  Report of the Ministerial  Committee on the 

causes of high price of Government Contracts, 

to the President of Nigeria, Government 

Printing Office Lagos, 1981. 

[7]  U.O. Ajator, Project cost control fundamentals, 

(Rojoint Communication Services BNEN 

006710 Enugu, Nigeria, 2012) 

[8] Joint Contract Tribunal (J.C.T. 1963/77) 

Standard Form of Building Contracts, Private 

Edition with Quantities. 

[9] J. Murdoch and W. Hughes, Construction 

contracts, law and management (3
rd

 Ed) (Spon 

Press, Taylor/Francis Group 2001) 

[10]  B.C. Ikejiaku, Working Capital Management 

in Construction Industry, Construction Journal, 

Vol. 3, 1989. 

[11]  U.O. Ajator, Construction profit – A Myth or 

Reality, Presented Paper at the Professional 

Practice Forum of P.T.F Project Consultants 

and Desk Officers Held at the Nikelake Hotel 

Enugu, 1999. 

[12]  D. Turner, Building Contracts – A Practical 

Guide (George Godwin Publishers Ltd 1975, 

London, W.C. 2) 

[13] R.D. Wood, Builder’s Claims Under the J.C.T. 

Forms of contract – Occasional Paper on 

Construction Contracts, 1976. 

[14]  The New Condition of Building and Housing 

Contracts in Nigeria Published Under the 

Auspices of F.M.W and Housing Nigeria, 

1990. 

[15] Australian Federation of Construction 

Contracts (A.F.C.C) – Strategies for the 

resolution of claims and disputes in the 

construction industry – Research Report 

Sydney, 1988. 

[16] P.R. Hibberd, Variations in construction 

contracts, MSC Thesis, University of 

Manchester Institute of Technology 1980. 

[17] A. Ashworth, Cost studies of buildings, (5
th

 

ed.) (Prentice Hall, Pearson Education Limited 

2010) 

 


