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Abstract

Infrastructure projects, such as road constructions, are one of the most important
projects in Ethiopia. Growth in this sector is critical for growth in national income as it
IS among the largest sectors that generates employment within the country as well as a
key driver for economic development of Ethiopia. Ethiopia Roads authority is
administrating hundreds of road projects; however the projects completed with poor
delivery, particularly in terms of cost, time and quality. So the researcher expected that
if the contracts had been administrated effectively the projects would have been
successful with respect to cost time and quality.

Accordingly the researcher tries to assess the contract administration practice of ERA,
evaluate its effectiveness based on the parameters developed during the intensive
literature review and tries to assess and identify the challenges that impede the contract
administration process of the authority. Primary data’s are distributed and collected to
124 employees through questionnaires and interview was conducted with 22 employees
of contract administration staffs and managements of ERA and secondary data are
collected from manuals and reports of the authority. SPSS software was used for the
analyses of data collected. The result of the study indicated the contract administration
practice of ERA was not effective in the activities of following up of manuals guideline
and procedures, skilled and experienced staff, risk identification and management, well
organized filing system, quality assurance of a project and contract closing out
procedure. In addition the major challenges in the contract administration pactice are
Insufficient trainings in contract management process, Unwanted contract
changes(cost, time and scope), Lack of Organized risk assessment at early stage of
contract implementation, Poor project performance, Unethical practices, Problems in
clearing right of way(Row), Using Traditional Filing system, High Turnover staff and
absenteeism), Inappropriate scheduling of contract duration, Inconsistency in following
up Manuals and Guidelines ,Not considering factors that could affect delivery of a
project., Project Closeout procedure problem. Based on the findings the researcher
recommended Intensive trainings on contract administration practices specially to new
employees, to develop a mechanism of verification to ensure the manuals are being
followed by all employees ,to tackle the causes that contribute to cost increase and
delay of projects, Attention should be given to Right of Way issues since they are the
main cause of or projects to lag behind the schedule, Resource mobilization of
contractors should be monitored strictly, to develop a contract closeout checklist and o
have a proper modernized documentation system

Key words: Contract, ERA, Contract administration, Effective contract administration,



CHAPTER ONE
INTRODUCTION

This chapter of the study is dedicated to give an insight about the general objective
of the study or the problem leading to the study, to review some literatures about the
problem and their deficiencies in addressing the problem at hand and asserting the
significance and purpose of this particular study for Ethiopian Roads Authority and

other interested parties.

1.1Background of the study

Road, as one of the basic infrastructure plays a vital role on the development of a
country’s development and civilization by connecting rural areas to deliver products
to the nearest market and to services and products from cities to country side.
Building roads is a very costly and need highly educated man power and roads are
expected to serve longer period of time and the organization, Ethiopian Roads
Authority has been given the mandate for the restoration, expansion and
maintenance of Ethiopia’s Federal road network. Its goal is to improve transport
operating efficiency and reduce road transport costs, provide access to rural areas

and develop institutional capacity of the sector (ERA, 2012).

The construction industry is notably different from other industries. Particularly, the
industry‘s products must be custom-made to suit the problem for which a solution is
sought. Secondly, because the industry‘s products require the integration of ideas
and products of many professionals, problems do arise in managing the interface of
the different professionals as well as their products. The relationship between clients
and contractors often presents a serious management problem. In many cases,
contractors indulge in opportunistic behaviors by attempting to explore and exploit
gaps in the contract framework to increase his profits. Clients on the other hand
sometimes unreasonably expect the contractor to do extra work at the same price
(Uyinmwen & Ogbu, 2018).

According to ( ERA, 2019) Contract is defined as an agreement between two parties
to undertake a certain works for the payment a sum amount of money .A contract
legally binds the two parties to undertake the works on one hand and to pay for the

works on the other hand. In the meantime FIDIC ,(1999) defines contract as an

1



agreement of conditions, a requirements of the client, tender, specifications and

other further documents( if any) that are listed in the contract agreement.

The Ethiopian Civil code Article 2610 described a construction contract as a
contract of work and labor whereby one a party, the contractor, undertakes to
produce a given result under his responsibility and in consideration of a

remuneration that the other party (the client) undertakes to pay him.

Moreover Article 2876 explained that contract whereby one of the parties
undertakes to deliver to the other party a house, a flat or another building which does
not yet exist, is a contract of work and labor relating to immovable and not a
contract of sale. Conditions of contract define the basic rights, responsibilities, and
relationship of the parties involved or the rules by which each party must comply.
Conditions of contract mostly consist of General Conditions & supplementary
conditions. General conditions contain general clauses that establish how the project
is administered and are intended to be used unchanged for every project. It is usually
in the form of published standard document that include written principals common
to most construction contracts. Supplementary conditions are specially prepared to
modify or supplement the general conditions as needed to accommodate the unique

requirements of a specific project Surahyo, (2018, as cited in Martha, 2019).

Contract Administration is the management of the Contract, which is a part of
Project Management. It is a process of carrying out construction work in a planned
manner on behalf of the appointee. Construction work includes detailed planning;
feasibility study etc. The objective of Contract Administration is developing better
relationship between owner and contractor by reducing conflicts/arbitration.
(SHAIVAL et al 2015).

Besides A successful contract administration is reliant on an effective
communication of the parties involved. This involves establishing relationships
between the parties, defining responsibilities and determining the most appropriate
administrative procedures. The contractual parties must ensure that the lines of
communication are established and kept open throughout the contract period ( Uher
& Davenpont 2009).



As it is indicated in ERA, (2009) due to failure to administer contracts effectively,

contracts resulted to lag behind schedules and variations in contract cost and claims.

Currently ERA is administrating more than 127 projects through the regional
Directorate after the awarding of the construction of the works project to the
Contractor and the Construction supervision Consultants. ERA normally have at
least two contracts for each projects i.e. the Supervision Services Contracts and the
Works Contract. There are also other contracts besides the supervision and works
contracts that they wished to implement. Because of this they tend to be referred the
administration of contracts rather than the administration of projects. (ERA, 2009)

So the study of this research is intended to look in to the contract administration
practices of the authority, after the contracts are awarded to the
contractor/consultant, which is in the implementation process. And also it will try to
assess the challenges in the practices of the contract administration in client’s
perspective. And based on the findings of the gaps recommendations for

improvement will be followed

1.2 Statement of the problem

Accordingly Contract administration is one of the most important jobs related to
construction projects and involves numerous tasks occurring before and after
contract execution and work order issuance. All work must be administered in
accordance with the contract specifications, terms and conditions. It is the process of
increasing the probability that the project will be constructed in substantial
compliance with the contract documents. Local construction industry and local
project performance still face several contractual problems such as, delays,
litigation, and additional costs which are the consequences of disputes. Murtaja,
(2007, as cited in Hirut, 2017)

According to California department of general service, (2004) weak contract
administration can cause the project to violate terms of a contract, which can lead to
penalties, fines and potential lawsuits, make projects caught up in daily routines and
lose sight of contract renewals which makes projects operating under expired
contracts and makes projects in having poor reporting relationship with the

contractor and leads the two parties losing benefits of monitoring. Each move made



with a contracted entity should be dictated by the good contract management to
avoid the high cost of the contract penalty clause.

Tadesse, Zakari, Zoubier, (2014, as cited in Zewudu, 2016 & Mengesha 2015)
which argued that, regardless of its major role, the construction industry in Ethiopia,
like in other developing countries, faces many challenges in its practice. Some of
these challenges are project overruns, poor quality, inappropriate procurement
systems, and a failure to cope with project requirements and the inability to adopt
best practices. They further indicate that, the performance of construction projects
against what was planned can be measured and evaluated using a large number of
performance indicators that could be related to various dimensions (groups) such as
time, cost, quality, client satisfaction, business performance and safety. Besides
time, cost and quality are the three predominant performance evaluation dimensions
and they are the three basic and most important performance indicators in
construction projects. They also stated that the application of sound Project
Management and Contract Administration practices provides construction project
stakeholders with the means to meet their objectives.

Also the Ethiopian road authority (ERA) spent over 53.3 billion birr, nearly quarter
of the country’s total budget on various projects, following Ethiopian policy to put
the road sector among the top of its development priorities, (Ethiopian Construction,
2016). Macro research Ethiopia, (2019) showed that the road constitutes as the
second largest federal spending item succeeding to educational allocations. A high

priority has been given to the road construction.

According to ERA, (2012) stated that in the recent past years, contracts fail to be
administered effectively and cause the contracts to result in late delivery and to

overpriced works .

The researcher assumed that there is gap in the effectiveness of the contract
administration practice of the organization such as, in management of contract
changes, claims, resource mobilization, human resource building, risk, ethical &
professional behavior, following up the organization manuals and guidelines etc.
Therefore, this study was carried out to further assess the existence of the assumed
gap and challenges associated with the practice.



1.3 Research question

Based on the problem that has been stated the following research questions are
developed.

e What does the contract administration practices looks like in ERA?

e How effective is the contract administration practice in ERA?

e Are projects in ERA Completed with in

e What are the challenges in the contract administration practices?

1.4 Objective of the study

1.4.1General objective of the study
The general objective of the study is to assess the contract administration practice of
ERA.

1.4.2 Specific objectives of the study
a) To assess the contract administration practice in the implementation phase of the

project of the project
b) To examine the effectiveness of the contract administration practice.

C) To assess the challenges faced by the employer in the contract administration

practice.

1.5 Significance of the study

The study will help in providing clear picture of current state of the contract
administration practice. It is will also identify the challenges that hinder or slow the
effectiveness of the contract administration practices of the organization. Therefore,
the organization might be able to see the performance of the contract administration
and learn lessons and build corrective measures for the weakness based on the
recommendations. Finally, the study might have much importance for those who are
interested to conduct further study on the related issues; it may be used as an

indication.



1.6 Scope of the study

This study focuses on the assessment of contract administration practice in
Ethiopian Roads Authority. The assessed challenges are from the employer’s
perspective. Due to the nature of the study the focus of the primary data source was
on the staffs and management members who are engaged in the construction activity

and have deep knowledge regarding the contract administration practice.

1.7 Limitation of the study

A major limitation of the study was the pandemic COVID 19, due to that collection
of data from other stakeholders was a limitation so this study only focuses from the
perspective of the employer. Similarly collecting questionnaires and conducting
interviews was a big challenge in this study. Despite the aforementioned limitations,
time was also another limitation of the study since a short time schedule has been
provided for the completion of the project work.

1.8 Organization of the study

This study is divided into five main chapters. Chapter One is about the back ground
of the study which explained the back ground information of the study, the statement
of the problem which explained about the research gap and justifies the problem
areas which needs further research, the research questions, the significance, the
limitation and the organization of the study are other topics which are covered by
this chapter. Chapter two is comprised a theoretical review of the existing literatures
of contract administration. It is an evidence for the contract administration practice.
The Third Chapter focuses on the research methodology including the population,
methods of data collection and the research instruments used. Chapter Four is a
detailed analysis of data collected and presentation of information with the help of
statistical models. The final fifth chapter summary, conclusions, recommendations

and suggestions are given for further research doings recommendations.



CHAPTER TWO
REVIEW OF RELATED LITRATURE

2.1 Contract

A contract is an agreement between two parties imposing rights and obligations
which may be enforced by law (Mary charman, 2007). A contract is an exchange of
an act or promise between two or more individuals or business entities. It involves
one party (or a group of parties) offering something of value to another party (or
group) as payment for a service, item, action etc. (Ashley, 2018).

2.2Conditions of contracts

Conditions of contract define the basic rights, responsibilities, and relationship of
the parties involved or the rules by which each party must comply. Conditions of
contract mostly consist of: General Conditions & supplementary conditions. General
conditions contain general clauses that establish how the project is administered and
are intended to be used unchanged for every project. It is usually in the form of
published standard document that include written principals common to most
construction contracts. Supplementary conditions are specially prepared to modify
or supplement the general conditions as needed to accommodate the unique

requirements of a specific project (Surahyo, 2018).

2.3 Construction contracts

Construction contracts are a set of written conditions including issues related to
construction contracts i.e. progress payments, construction program, variations, etc.
Many organizations have published their own set of standard general conditions of
contract for various types of contract. Sometimes they are published with a view to
earning profits from the sale of copies and licensing of their use. They are also
published by an organization with a view to protecting the interests of its members
by assigning risks to clients of members rather than to members, or by the principal
with a view to assigning risks to contractors. General conditions of contract vary
greatly in fairness, quality of drafting and matters covered (Uher & Davenpont,
2009)



The Ethiopian Civil code Article 2610 described a construction contract as a
contract of work and labor whereby one a party, the contractor, undertakes to
produce a given result, under his responsibility, in consideration of a remuneration
that the other party, the client, undertakes to pay him. Moreover Article 2876
explained that contract whereby one of the parties undertakes to deliver to the other
party a house, a flat or another building which does not yet exist, is a contract of

work and labor relating to immovable and not a contract of sale.

In the late 1950s, the International Federation of Consulting Engineers (FIDIC)
published a form of standard conditions of contract for works of civil engineering

construction. They were designed for use in international projects

2.4 The Element of a Contract

There are seven elements for essentially to the validity of a contract (Uher &
Davenpont, 2009)

a. There must be an intention to create a legal relationship

b. There must be offer and acceptance

c. There must be valuable consideration

d. The parties must have legal capacity to contract.

e. There must be a genuine consent by the parties

f. The legality of the object of the agreement must be ensured

g. The terms of the contract must be sufficiently certain

A. Intention

Mutual intent means that the parties involved must have a meeting of minds and
decide that they agree to do the things as mentioned in the contract. For this reason,
usually a letter of intent is issued that expresses interest in proceeding with
negotiation toward a contract. Letter of intent is the informal acceptance of the
contract and does not make a binding until the formal —letter of acceptancel is
issued (Surahyo, 2018). In the majority of commercial contracts, there is a clear and
obvious intention by the parties to create a legal relationship. Indeed, the courts will

generally presume this to be so unless the agreement contains a clear statement to



the contrary, for example, including a statement that “this agreement is not intended
to be legally binding” where in such a case, the agreement will not be enforced by
law. Similarly, the agreement will not be enforced if the parties demonstrate by their
continued negotiation that they do not regard themselves as legally bounded
(Williams, 1992:-.as cited in Hirut, 2017).

B. Offer and acceptance

An offer exists when one party brings something of value that they wish to exchange
for another. Offers are the terms that make up the contract. After an offer is
presented, it can be accepted or rejected. Acceptance simply means that the offer

presented was accepted (Ashly, 2018).

C. Consideration

Consideration is something of value (it need only be a promise), which is given by
each party to the other at the time of making the contract. In other words, there must
be a benefit and detriment accruing to the party making the promise. Consideration

is also referred to as the price paid for the promise (Uher & Davenpont, 2009).

According to Ashley, (2018), Consideration is essentially the benefit both parties
receive for performing the contract (i.e. a service for money). Oftentimes,
consideration is money, but it can be a service, an object, or anything else of value.

In fact, consideration can even be a right, interest, or benefit.

D. Capacity

According to Ashley (2018), not everyone is eligible to form a contract, and
capacity means that a person has the legal ability to sign the contract. It can involve
mental capacity, as in the ability to understand the contents of the document (i.e. a
sound mind). This can include individuals with cognitive impairments, individuals
who are incapacitated and more. This does not include individuals who fail to
understand the document for no legitimate reason. For example, someone can’t
claim they did not have the capacity to sign a contract simply because they didn’t
understand a word used in the document. Capacity can also refer to someone’s
ineligibility for other reasons, such as a person’s age, declaration of bankruptcy, or

past or current incarceration.



E. Genuine consent

An underlying concept of a contract is that the parties have voluntarily consented to
make a legally binding agreement (Uher & Davenpont, 2009). Agreements must be
free  from misrepresentation, mistake, duress, and undue influence.
Misrepresentation is a false statement of an existing or past fact which was made
that misled the party to whom it was addressed and so induced that party to enter
into a contract. Mistakes of fact may arise in contracts as to the identity of the other
party, the existence of the subject matter at the date of the contract, or the quality of
the subject matter. Duress constitutes forcing a party to enter a contract as a result of
actual or threatened violence to his person but not to his goods i.e. physical pressure.
Undue influence is similar to duress but the threats or influences here comprise any
kind of improper pressure applied on a person to enter a contract. The word ,,undue*
stresses that the contract was not made voluntarily (Atkinson, 1992:- as cited in
Hirut, 2017)

F. legality of the object

Legality refers to the subject matter of the contract and whether it is legal. This
element may seem unnecessary; however, it simply prevents individuals from trying

to form contracts involving unlawful promises or consideration (Ashley, 2018)

G. Certainty

Even though parties have apparently agreed and have acted as if there is a contract,
there may be no contract because the alleged contract lacks sufficient certainty and
completeness. For example, a contract to build an office building for $1 million,
without any agreement on the size, location or anything else to identify better what
is to be built for $1 million, would be void (Uher & Davenpont 2009)

2.5 Construction contract types

According to McMullan, (2019), there are different contract types that may be
suitable for a particular project and selection of types of contracts depend on many
factors for example: simplicity of design; desire for design flexibility during
construction; availability of suitable contractors/project managers, and balance
sheets of such contractors; political considerations; budget constraints vs.

performance of completed project.
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a) Fixed price Contracts

The general process of this type of contract requires the Contractor to tender on, and
then take the risk in relation to, the price of the works. The Contractor, irrespective
of the actual cost of the works, will be entitled to be paid no more than and no less
than the Contract Sum, as agreed between the parties prior to commencing the
works. In fact, for a number of reasons which are discussed elsewhere in this and
related topics, a fixed price contract is rarely performed for exactly the amount of
the originally agreed Contract Sum. For example, if the Principal delays the
Contractor in obtaining the site, the contract would usually provide for an increase in
the Contract Sum. The critical characteristic, however, of a fixed price contract, is
that the Contractor takes the risk as to the ultimate price, and that the parties agree to
pay the Contract Sum (as adjusted pursuant to the provisions of the Contract)
(McMullan, 2019).

B) Cost plus contracts

The critical characteristic of the cost plus contract is that there is no risk, as to cost,
borne by the Contractor. The Contractor and the Principal agree, at the time entering
into the Contract, that the Contractor will perform the works, and that the Principal
will pay for those works, on the basis of the actual cost of the Works to the
Contractor, plus an agreed fee, usually an agreed percentage of that sum (or some
other agreed incentive over and above the actual cost of the works)
(McMullan, 2019).

The nature of cost-plus contracting, therefore, is that the Contractor agrees to
perform the works but that the risk as to the final cost of those works is borne by the
Principal, not the Contractor (the reverse of the position under the fixed price
contract) (McMullan, 2019).

C) Design and Construct Contracts

A design & construct contract requires the Contractor to tender on the works
described in the design brief (prepared by the Principal), tender not only for the
construction of the works described in that design brief but also for the completion
of the detailed design, consistent with that design brief. There are a number of

construction reasons which suggest that the design & construct method of
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contracting has the potential to reduce the overall cost of construction to the
Principal. The nature of this type of contract is such that the Principal is able to
enjoy the advantages of design efficiencies which Contractors, through their
contracting experience, may be able to incorporate into the design of the works,
which may have the effect of reducing construction cost (this is discussed further
below). The Principal is still required to adequately specify (in the design brief) the
works to be completed for the Contract Sum. The degree to which that works is
specified, however, is less than that which would occur under a construction only
contract. The accuracy of the design brief (which, again, is discussed further below),
is critical to the Principal being able to rely on the design & construct contract
(McMullan, 2019).

D) Build Own Operate Transfer (BOOT) / PPP Project

The basic structure of a BOOT project is that the Contractor agrees with the
Principal not only to build the project but to arrange finance for the project, and
then, using that finance, to build the project, to own the project for a limited period,
to operate the project throughout that period and then at the end of that period, to
transfer the project to the Principal. Typically, this style of structure is employed on
public infrastructure projects where, but for the intervention of private sector
financing; the project might not proceed (McMullan, 2019).

E) Construction contract management

A construction management agreement is similar in most respects to a project
management agreement except the services to be provided by the Construction
Manager are restricted to construction activities only (rather than, for example,
design activities, site acquisition, leasing activities). Accordingly, construction
management agreements are similar in structure to project management agreements.
The substantive functions to be performed by construction management include
engaging trade contractors on behalf of the Principal and potentially, the provision

of preliminaries for those trade contractors (McMullan, 2019).
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F) Turnkey contracts

A turnkey contract is one in which the Principal and the Contractor agree on a fixed
Contract Sum to be paid upon completion of the works to a particular standard
and/or performance criteria. and in relation to which the Principal does not
participate in any way in the actual performance of the works but, at the end of the
works, is invited to inspect the works and, subject to the works being adequately
constructed and performing to the requisite criteria. In a fixed price contract, by
comparison, the Contract Sum is adjusted throughout the contract period, (for the
reasons set out above). A true turnkey contract in practice is more akin to a purchase

contract than to a construction contract (McMullan, 2019).
G) Managing Contractor Contract

The Managing Contractor might be characterized as a hybrid of a project
management/cost-plus/fixed price contract. The attraction of the Managing
Contractor type of contract is its flexibility and the skills which the Managing
Contractor may be able to bring to the project, to assist the Principal (McMullan,
2019).

H) Warranted Maximum Price Contract

A Warranted Maximum Price Contract is in substance a cost-plus contract between
the Principal and the Contractor, which, in turn is subject to an upper limit (the
Warranted Maximum Price) above which, subject to certain conditions. The
Contractor will bear the risk as to costs. Under a Warranted Maximum Price
contract, the Contractor is to be paid on a cost-plus basis up to a certain limit. Over
and above that limit, the Contractor is not entitled to any further payment. That
limit, however, as in the case of the Contract Sum under a Fixed Price Contract, is
subject to adjustment in certain circumstances (for example, where the Principal
varies the works, or where the Principal causes delay and/or additional cost to the
Contractor) ((McMullan, 2019).

2.6 FIDIC Contracts

The International Federation of Consulting Engineers (FIDIC, acronym for its

French name Fédeération Internationale Des Ingénieurs-Conseils) is an international
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standards organization for the consulting engineering & construction best known for
the FIDIC family of contract templates. It was founded in 1913 by France, Belgium
and Switzerland, now with membership from over 60 countries. The first edition of
the Conditions of Contract (International) for Works of Civil Engineering
Construction was published in August 1957 having been prepared on behalf of
FIDIC and the Fédération Internationale des Batiment et des Travaux Publics,
FIBTP (the International Federation of Building and Public Works, now known as
the International European Construction Federation, FIEC) (Bunni, 2005; Glover,
2007). Ethiopian roads authority prepares its contract administration manual

assuming the contracts are based on FIDIC condition of contracts (ERA, 2019)

2.7 Challenges of the construction contracts

Provisions provided in the contract well drafted and written may not be a problem
on paper. The problem arises when these provisions are set to apply directly which
breed conflict of interest among contracting parties. One of the major problems
encountered in many cases is the interpretation of construction contract provisions.
The interpretation of contract clauses is the obvious cause of dispute between the
contracting parties. The interpretation of contracts has its own rules. Art. 17