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[bookmark: _Toc2793868]Introduction
A report that will outline the options available and series of actions that will need to be followed when a significant variation within a contract occurs, impacting on the delivery timeframe and project costs.
For this report I will assume that an NEC contract is being used.

[bookmark: _Toc2793869]NEC Form of contract
The NEC contract’s opening clause describes how parties named in a contract must do as it says and act in the spirit of mutual trust and cooperation. 
By acting in a spirit of mutual trust and corporation both the contractor and client can issue notifications relating to the contract. 
· Early warning notices to notify the other party of an event which will add time or expense to the contract (a problem) enabling decisions that may mitigate, reduce or change the quality of that phase of work. Usually this event has yet to happen, but foresight to see a potential problem has been taken with a view of avoidance or mitigation.
· A compensation event is the process of quantifying the effect to the project in terms of time, cost or quality and are time restrictive in terms of reaching an agreement between both parties in the contract. This stage takes place following the discovery of an event that will affect the contract. 

[bookmark: _Toc2793870]Time, Quality & Cost Triangle – illustration
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(Construction Futures Wales, 2017)
[bookmark: _Toc2793871]Early Warning Notice (EWN)
As part of the NEC contract both contractor and client/project manager are obliged to notify each other of any instance, event or process that may;
· Increase the time taken to complete a section of works, or 
· Increase the price of a section of works. 
These events are known as Early Warning Notices (EWN).
An early warning notice can be issued by the client and their project manager or by the contractor and is outlined below as part of the NEC form of contract clause 16. 
’16.1 The Contractor and the Project Manager give an early warning by notifying the other as soon as possible as either becomes aware of any matter which could:
· Increase the total of the price;
· Delay completion;
· Delay in making a key date or;
· Impair the performance of the works in use. ‘   (Ramskill Martin, 2016)
The process is a mature and collaborative approach to project management, where both parties recognise problems will occur.   Overcoming these problems and mitigating risk within the contract during the construction phase together rather than casting blame is beneficial. 
A risk register is developed and updated as potential risks arise with potential costings allocated to each risk. Risk reduction meetings are held regularly throughout the construction phase. 
[bookmark: _Toc2793872]The Early Warning Process - Illustration
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(Construction Futures Wales, 2017)


[bookmark: _Toc2793873]Early Warning Notice (EWN) – Flow Chart
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(Construction Futures Wales, 2017)

*In a JCT form of contract this would be called a variation that would not form part of the contract sum and may be disputed on completion of the project.

[bookmark: _Toc2793874]Compensation Event
Compensation events are an act or process that will affect the cost, quality or time to deliver a construction project that is not the fault of the contractor. These compensation events will result in a change to cost, material, technique or key dates or deadlines related to a particular project. 
Additional finances and time may be made available to compensate the contractor to accommodate the changes to programme incorporating completion deadlines and costs.  
Work omitted from the contract by the client can also be described as a compensation event even though a reduction in costs or time is incorporated.
A compensation event can be notified by the client or contractor. The contractor is required to notify the client/project manager of any events within 8 weeks to contractually have an opportunity to be compensated for time or money. Failure to comply with the 8 week rule will result in a time barred compensation event.
‘If the contractor fails to notify a compensation event within 8 weeks of becoming aware of the event, as the contractor is supposed to, then the contractor loses all rights to any such additional time and monies’ (NEC, Unknown)
Notice of a compensation event by a contractor that does not receive a response by a client/project manager is treated as accepted. From this stage, the contractor may submit quotations to recover time/money.  The client/project manager has a 2 week deadline to respond by accepting or challenging the declared cost or time increase. 


[bookmark: _Toc2793875]Contractor Compensation Event Timeline
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(Ramskill Martin, 2016)

The client/project manager has the right to see quotations for compensation events to ensure a fair and transparent project is delivered. 

As part of the NEC form of contract a programme of works is to be created and updated as events and critical paths change, delivery against this programme forms part of the contract. 







[bookmark: _Toc2793876]Compensation Event Procedure
	[image: ]



(ARCADIS, 2016)

*In the JCT form of Contract a Programme of works is required to be submitted by the contractor, but updating it and following its critical path is not contractually binding. Also, as part of any variation, the cost of staff associated with implementing the variation such as designers, engineers and quantity surveyors cost can be added to the cost. 


[bookmark: _Toc2793877]Summary
To summarise, should there be a significant variation within the contract that impacts on the cost or deadline for delivery, there is a structured set of contractual rules that need to be followed to ensure the client is informed of time and cost changes and that it is in the interest of the client to continue in the delivery of quality product that meets a mutually agreed and adjusted construction programme. 
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