Project and Construction Management

Lecture #19

Pre-Construction Operations
- Setting up Operations at the Field Office
- Bid Advertising Date (Notice I nviting Bids)
- Bid Opening Date
- Bid Award Date
- Signing of the Agreement
- Notice to Proceed
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| ntroduction.

Oneof thefirst tasks of the RPR (RE) isto prepare a project organizational diagram
that shows:

1) The names of the principal peopleinvolved, and their titles,

2) Clearly definethe levels of responsibilitiesand authority;

3) Show the contractual relationships between memberswith lines, etc;
4) Providetelephone numbers/ E-mail addresses/ assistant’s name, etc;

This organizational chart should be posted at the field office and sent to all the project
member s off-site. These memberswill be involved in the five phases of the pre-
construction operations:

1. Advertise and award. Thisincludesthe pre-bid meeting and the site visitation;
2. Establish the field office. Administration and quality assurance for the owner;
3. Planning. Performed from thefield office;

4. Construction surveillance and inspection. Thisincludes CQC programs,

5. Pre-Construction Conference.




Constructahility Analysis.

Constructability means that the design islocally constructible.

Thismay surprise many, but designers may be unfamiliar with the difficulties of the
jobsite. Thisisespecially truein the traditional project, wherethe design phaseis
separ ated from the construction phase. Theideal constructability model isthe
design-build (DB) and even better, in design-build-operate (DBO) projects, because
the contractor and the designersare working in concert.

If the RPR (RE) isinvolved before design begins, they should try to bring
construction expertise into full participation in the design process and into the entire
project planning.

The project team now becomes a constructability team, which is activein an
integrated planning phase and in the design development. During the initial process,
all alter nativesto each aspect of the project can be discussed and jointly evaluated.
Many in the design team will learn of the constraints of a jobsite, and tailor the
drawingsto more practical solutions. The construction expertswill learn from the
designer s of the code requirements, the compromises required between the different
disciplines, etc.




The Advertise and Award Phase,

The second task of the RPR (RE) isto very carefully read the contract documents.
At this stage, any discrepancies discovered can be rectified by the designerswithout
affecting the construction phase. The errorsand omissions found can be fixed
through the issuance of an addendum to the specifications prior to the bid opening
date.

| ssuing the Bid Documents.

1.When advertising (newspapers, E-mail construction reports, etc) keep alog (list)
of all the sets of contract documentsissued (see the next dide); thislog iskept by a
field office clerk, who also collectsthe fees and issues the numbered sets of contract
documents.

2. The sets of addenda to the bid documents should also be numbered and sent to
the purchasers of documentsvia certified mail with a*“return receipt requested” to
the bidder’saddress (and not a post office box).

3. All project documents must be prepared asreproducible setsthat become an
original bid record set. If later changes are made, the originals can still be copied as
the official bid set.







Prequalification of Bidders.

M ost gover nment projectsrequire that the biddershad previousy been approved by
the project issuing agency and placed on a prequalification list. The bidderson the
list have been checked for competency, sufficient per manent employees, insurance
coverage, bonding capacity, etc.

The prequalification of biddersisthe basis of the “ competitive bidding statute” [see
Modern Continental Construction Co. versus City of Lowell, 465 N.E.2d 1173 (M ass.
1984)].




Bid Bonds.

A Bid Bond isa security that the owner receives against the financial disadvantages
incurred if the bidder later refusesto honor the bid, or if the bidder waslater
unableto sign an Agreement (due to many causes).

Most ownersrequire a minimum of 5% of the bid price (but usually 10%). This
amount is submitted during the bid as a bid bond, a certified check, a cashier’s check,
and sometimes negotiable securities.

Bid bonds must be of the “forfeiture” type, that givesthe owner a direct right of
action under the bond.

After the bids are opened, and a specific bidder isselected asthe winner, all the
other bid bonds and securitiesarereturned to their bidders (except for the next two
biddersin price). If the selected bidder can not later sign the Agreement, that
bidder’sbid bond isforfeited (that is“lost to him”). Then the award goesto the next
selected bidder, etc.

Thebid bond isissued by a surety company who char gesthe contractor a nominal
fee (usually 2% of the value of the bond for qualified, but low experience
contractors). Most surety companiesthat issue a bid bond are quitelikely to later
also issue the perfor mance and payment bonds.




Performance and Payment Bonds.

After the award of the contract to the selected contractor, the latter must provide both
performance and payment bonds.

A performance bond isissued by a surety company to the owner, to cover any additional
coststo complete the contract dueto the contractor’s failureto comply with its
contract requirements (for example, hisinsolvency). For that reason, the surety
company checksthe contractor’sfinancial condition beforeissuing a perfor mance
bond. Both the contractor’sfinancial and work experience play a major rolein having
“bonding capacity”. The surety company will only risk a small amount above the
contractor’s previous bonding capacity. A small contractor starting with a $1 million
contract may take 20 yearsto reach a $ 20 million bonding capacity!

A payment bond isissued by a surety company to the owner to cover all legitimate labor
and materialsin the contract that resulted from additional coststhat the contractor
hasfailed to pay (for the same reasons discussed above).

These bonds areissued as 100% on performance and 50% on payment, although the
trend it also to increase the payment bond to 100% of the contract amount.

Some prime contractor s demand the same bonds from their subcontractors.



The Time of Submittal of the Bonds.

The diagram below show when each of the three bonds need to be submitted by the
contractor to the owner (Bid Bond on #2, and Perfor mance + Payment Bonds on #4).



(1) Liability Forms of | nsurance.

The Comprehensive General (Public) Liability |nsuranceisissued to the contractor to
protect against liability to the public. Although there are many forms, the one
recommended in construction is called Broad Form Comprehensive Liability Policy.
All theliabilities are combined in one contract, which include the following:

1. Premises — operations. protects against the legal liability for bodily injury to
persons other than the employees, and damage to the property of othersthat isnot in
the contractor’scare, custody or control. Check the exclusions x, c and u.

2. Personal injury: protectsagainst legal liability for claimsarising from false arrest,
libel, wrongful entry and eviction, and related wrongs against a per son.

3. | ndependent contractors — protective liability: protects against legal liability that
may arise from acts or operations of a subcontractor or its employees and damage to
property of othersif that property isnot in the care, custody or control of the
contractor. Certificates of Insurance must be received from all subcontractorsbefore
they are allowed to enter thejobsite and perform work.




4. Contractural or assumed liability: protects against assuming thelegal liability of
someone elsetowardsthird parties; thistypeis commonly recognized by the words
“hold harmless’ and “indemnify”. Contractors and subcontractor s should have
blanket contractual liabilities automatically covered.

5. Umbrella excess liability: thisinsurance coversagainst claimsin excess of the limits
of liability afforded by other policies, such as hazards nor mally excluded in the
underlying policies. Typically they have large deductibles, such as $25,000 per
occurrence, and isa way to protect against claimsthat arise from disastrous
OCCUr r ences.

6. Automobile: thisinsurance coversliability from the operation of any owned or
hired vehicles. It should automatically provide cover age of newly purchased
equipment. Note that a special endor sement isnheeded if employeesor their families
will use the company car.

7. Automobile medical payments: this may be added to the above policy if required.

8. Automobile physical damage: covers damageto property of othersand may also be
endor sed to include comprehensive and collision coverage of company owned
vehicles (usually has a deductible of $500 or more).




(2) Standard Builder’s Risk | nsurance.

Thistype of insurance protects against physical damage to the insured property
during construction.

The cover age providesreimbursement based on the actual loss. The amounts of
coverage determine the premium of the insurance:

1) Completed Value. This method assumesthat the value of a project increasesat a
constant rate during the cour se of construction. The policy iswritten for the value
of the completed project, but the premium is based upon the actual value of the
completed work and stored materialsat any given time. The contractor advisesthe
carrier periodically of theincreasein value of a project. Coverage and premiums
are based upon thereported value.

2) Automatic Builder’s Risk. This policy givesthe contractor temporary protection
pending the issuance of a specific policy for each project.

3) Ordinary Builder’s Risk. Thisisafixed value insurance, and its coverage may be
increased by endorsement at therequest of theinsured. Seldom used by contractors.




(3) Multiple-Peril (All-Risk) Builder’'s Risk | nsurance.

Thisisa non-standard type of policy that provides a broader coveragethan the
Standard Builder’s Risk discussed in Item (2) before.

Because it covers so many perils, thispolicy doesnot list what isdirectly covered, but
rather, liststhe exceptions. Usually, thistype of policy isrecommended for
contractors, written on a completed-value basis. It isa better coverage provided the
contractor readsthe policy with care (aterribletask!) to make surethat all the
desirable coverageisincluded.

The next few dides show the contract documentation that must be shown at the same
timethat the perfor mance and payment bonds are submitted.












Opening, Accepting and Documenting the Bids.

The opening of bids followsrulesthat minimize the challenge by those contractors
who have lost the bid. These rulesinclude:

1. Receipt of sealed bids at a designated place and time;
2. Confirmation that all the bids were responsive;
3. Acceptance and logging of each bidder’s name and the bid amount;

4. summary of all theline-item pricesfor all unit-price bids of responsive bidders.

Preventing Bid Shopping.

Subcontractors must be protected against bid shopping (“ bid peddling”) by the
Prime Contractor after being bidding and being selected. Some GCsmay usethis
opportunity to increase their profit by replacing some of the winning bid
subcontractorswith lower priced subcontractors.



Bids Must be Responsive.

A Bid isconsidered to beresponsive if it meetsall therequirementslisted in the
Notice Inviting Bids, and its attached | nstructions to Bidders.

Thetypical requirements of the Bids may include:

- Submitted on time, and at the correctly designated place;

- Includes all the required documents;

- All the forms are completely and properly filled out;

- The Bid issigned and dated by a responsible cor por ate officer;

- The Bid Bond issubmitted with the correct amount and isforfeitable;
- If the bid isbased on unit-prices, all thelineitemsarefilled out;

- No alterations of any of the documents are per mitted;

- All of the Contract Addenda are acknowledged in the Bid.



Acceptance and Recording of Bids: Responsive and Responsible.

The RPR (RE) will prepare a check list ssimilar to the one on the previous dide, to be
used during the Bid Opening. If a particular bid showsthat all the items have been
checked off, then that bid is considered responsive.

Biddersare also evaluated to seeif they are also responsible. Thisqualification is
much more difficult to ascertain, because it involvesjudging the ability of the
contractor to perform the work on time and within budget. For example, alarge
contractor, who isnormally responsiblein performing work, bids at a time when all
of hisother projects have been delayed and the company is overextended financially.
That contractor could be considered not to be responsible at the time of Bid Opening.

Asthebids are opened, the RPR (RE) reads each bidder’s name and thetotal bid
pricesaloud to the assembled bidders. Then the biddersare entered intoalog called
the Bid Opening Report (an exampleis shown on the next page).

After all the non-responsive bidders are eliminated, the RPR will identify the
“apparent” low bidder. The documents need to be evaluated with care beforethe
awar d takes place. (Give examples of the conflictsthat ensue when minor mistakes
are challenged and the second-lowest bidder threatensto sue).




Date of Bid Opening
|dentifiesthe project \

Engineer’sestimate \
Bidders \

Bidders bid prices —

Should be signed by the RPR

Copiessent to all present
and the Owner.



Summary of Bids for Evaluation.

During the days following the Bid Opening date, each of the bids are tabulated,
carefully evaluated, and the contractor s are checked for financial responsibility.

Each document is carefully checked before they are all compared.

All of thisinformation isentered into a Summary of Proposals Received form. An
exampleisshown on the next slide.







The Cost breakdown of Lump-Sum Bids.

A Schedule of Values, also known as a Cost breakdown of Lump-Sumsisa good
basisfor allocating portions of the total contract priceto variations of individual
activitiesthat need to be paid on a monthly basis.

M ost contractors do not want to givetheir closely guarded company secrets (their
prices). These prices may be used later by the owner to increase (or decrease) the
size of the contract. If these pricesarenot accurate, the contractor may lose
substantial amounts of money with these unit prices.

An example of an Allocation of Total Contract Priceis shown on the next slide.







The |l nspection and Testing Manual.

The project’s specification requirements can be also shown in tabular form. Some
examples of these are:

1. Proofs of compliance of the different sections of the specifications;

2. The qualificationsrequired of a good geotechnical and materialsfirms;
3. Therequired geotechnical and materialstests,

4. Thereportsrequired from thetesting firms selected;

5. The approved methods of excavations,

6. The approval of concretetesting and inspection services.

Before the inspections are performed, prepare an | nspection Plan:

1. Establish a detailed inspection procedure;

2. Establish an acceptance or rejection procedure (example on the next dide);

3. Prepare achart with all thetestsrequired; when required; number of samples,
what istested; and who isresponsible to collect samples and perform thetests;

4. Who callsthetesting firm (the RE’s inspector or the contractor)?

5. Who physically preparesthe samples?

6. Rules of thetimerequired to provide results, how should they bereported, and
how isthe contractor expected to take corrective action?







The Pre-Construction Conference.

Therules of relationship between the RPR and the contractor must be clearly and
firmly established from the very beginning. The requirements of the specifications and
the plans must be firmly administered, and these administrative procedures are best
clearly established during the Pre-Construction Conference.

Everybody involved in the project must be present at the conference. Responsibilities
and authority linesare clearly established at that time. How isthe documentation
handled: scheduled contractor submittals, surveys, testing, inspections, payment
requests, claims, disputes, unforeseen job conditions, change order requests, etc. The
contractor must bring up every doubt he has and openly solve any foreseen difficulty.
The RPR must discuss all the important documents need from the contractor before
an NOPisissued, such as,

- Building per mits, street closures, MOT, environmental, trash removal, etc;
- Insurances; bonds (perfor mance and payment);

- A target schedule for all the activities, and their periodic adjustments;

- The timing of management meetings, and who must be present.

A careful record of the Conference should be distributed (see the next dide).









Listing of Emergency | nformation.

Thelist shown here collects all the
emer gency telephone numbersand
the names of the people to contact.
It should be posted at the
contractor’sand the RPR trailers.

The Key Dates Calendar.

The RPR should prepare a calendar
with all the significant dates of the
project, such as meetings, tests,
milestones, major material delivery
dates, etc.



Starting the Project.

The official beginning of the
project iswhen the owner officially
selectsthe lowest responsive and
responsible bidder. Thisisdone
through the issuance of a document
called the Notice of Award.

However, the Notice of Award does
not authorize the contractor to
begin construction.






Notice to Proceed.

Following the issuance of the Notice of Award (NOA), the contractor isinvited to sign
the Agreement. After the contractor signsthe Agreement, it is signed by the owner.

|f the contract followsthe EJCDC General Conditions, the contract time will begin
running on the 30th day after the owner signsand deliversthe Agreement. In
contrast, the AlA General Conditions consider that the contract time begins on the
date the owner signed the Agreement.

However, the owner may choose to start the contract sooner than the 30-day period
by issuing a Notice to Proceed (NTP).
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