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Use this section to specify a contingency allowance in a construction contract where policy permits, i.e. where the contract is not subject to Treasury Board Directive 02/2005. Do not use this Section to specify cash allowances in a construction contract.

Refer to Data Sheets for more information, including the department's policy on specifying cash allowances and contingency allowances in building construction contracts.

This Master Specification Section contains:

.1
This Section Cover Page

.2
Specification Section Text:

1.
Definitions

2. Contingency Allowance Amount

3. Valuation of Contingent Work

3.
Performance of Contingent Work

4.
Invoicing for Contingent Work

5.
Adjustment of Contingency Allowance Amount
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Cash Allowances and Contingency Allowances – What's the Difference?

As commonly used and understood in the Canadian design and construction industry, the terms cash allowance and contingency allowance mean different things – they are not synonymous. A cash allowance and a contingency allowance, when specified in a contract (at the Owner's discretion) are both sums of money that the Contractor is required to carry in the Contract Price, but the differences are as follows:

· A cash allowance is for materials or work that is known to definitely be required, but which cannot be specified with adequate detail to permit accurate pricing by the Contractor at the time of the bid call. Such materials or work are describable in general terms and their cost can be estimated. This estimated cost is the specified amount of the cash allowance. When more information subsequently becomes available to permit the materials or work to be more accurately priced, the Owner approves expenditure of the cash allowance amount. A cash allowance excludes any amounts for the Contractor's overhead and profit on the cash allowance item, which the Contractor is required to carry separately in the Contract Price.

· A contingency allowance is for additional unforeseen work or costs that may, or may not, ultimately be required. Expenditures from a contingency allowance are administered the same as extra cost change orders under the contract, except that the Contract Price is not increased as long as unexpended monies remain in the contingency allowance. A contingency allowance includes the Contractor's overhead and profit on expenditures from the contingency allowance. 

A contingency allowance in a construction contract, as described above, should not be confused with a contingency amount or contingency allowance carried, for budget or cost management purposes, as part of the total project cost (TPC) but outside of the construction contract.

The term "PC sum" (PC stands for prime cost) derives from the UK and is sometimes used in common parlance as a synonym for "allowance". However, a PC sum could be either a cash allowance or a contingency allowance.  Use of this term is not recommended.

Treasury Board Directive 02/2005 – Construction Contracts Directive

This Treasury Board Directive (the TB Directive) requires certain types of construction contract increases to be publicly disclosed by publishing them in the Alberta Gazette.

The definition of a "contingency allowance" contained in the TB Directive is consistent with the above stated definition of a contingency allowance. However, the TB Directive effectively considers a contingency allowance expenditure to be an increase to the construction contract, no different than a change order increase. It requires "construction contract" increases that exceed the greater of  $100,000 or 10% of the "net amount" of the contract, that is, excluding the contingency allowance in the contract, to be published. 

The TB Directive does not define a cash allowance but, under the above stated definition, a cash allowance does not fall within the TB Directive's definition of a contingency allowance.
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The TB Directive only applies to contracts that fall within the following definition:

"construction contract means an agreement for capital investment work to erect or alter a structure which includes but is not limited to a building, bridge, highway, road, airstrip, or railway, but excluding an agreement for work to maintain such structures where the work is considered as an operating expense;"

This definition is narrower than what might otherwise be considered to be a construction contract. For example, contracts for things like re-paving, re-roofing, carpet replacement, re-painting, etc., typically use the same forms of contract (general conditions) and specifications similar to those used for new construction. However, if the work is considered an "operating expense", as it often would be for work similar to these examples, it is not subject to the TB Directive, regardless of its value. In effect, accounting considerations determine whether a contract falls within the definition of a "construction contract" and whether the TB Directive applies.

It is important to note that this definition of "construction contract" is for the purpose of the TB Directive only. It does not apply with respect to the department's Expenditure Officer Authority Guidelines (which define construction contracts differently) and it does not determine the form of contract to be used.
Policy on Specifying Allowances in Building Construction Contracts

The terms cash allowance and contingency allowance have the meanings described on page 01. 

Cash allowances may be specified in any contract where considered necessary and appropriate. Obtain the Project Manager's approval for each cash allowance to be specified in the contract. Specify each required cash allowance in this Master Specification Section.

Do not specify a contingency allowance in a contract to which the TB Directive applies. Although the TB Directive does not prohibit specifying contingency allowances, there is no benefit in doing so. This is because, to ensure compliance with the TB Directive, contingency allowance expenditures would need to be tracked and published exactly the same as change orders. 

A contingency allowance may be specified in any contract to which the TB Directive does not apply. Typically, this would be small contracts for which the Small Project Master Specification is used. However, this Section may also be used when the Basic Master Specification is used, if the TB Directive does not apply to the contract.

The text of this Master Specification Section does not provide for specifying cash allowances. If a cash allowance is considered necessary and appropriate, use BMS Section 01 21 13 from the Basic Master Specification, in addition to this Section. 

END OF DATA SHEETS

1.
DEFINITIONS

.1
The following terms, when used in this Section, have the following meanings:

.1
"Contingency Allowance" means a sum of money that is included in the Contract Price to cover the cost of Contingent Work.

.2 
"Contingent Work" means the provision of labour, equipment or material in addition to those specified in the Contract. This labour, equipment or material may or may not be required and that the Minister may or may not request the Contractor to provide it. 

2.
Contingency allowance amount

.1
Include in the Contract Price a Contingency Allowance in the amount of [$                     ].

3.
Valuation of CONTINGENT Work

.1
If the Minister requires the Contractor to perform Contingent Work, the Minister may select either the "fixed price method" or the "cost reimbursement method" for valuing the cost of the Contingent Work, as follows: 

.2
Fixed Price Method:

.1
The Minister may request and accept a lump sum or unit price quotation from the Contractor for an agreed scope of Contingent Work, or the parties may negotiate a mutually acceptable lump sum amount or unit rate(s), before the Minister authorizes the Contractor to perform the Contingent Work.

.2
If requested by the Minister, the Contractor shall submit substantiating data for its lump sum or unit price quotation including, where applicable, a breakdown of the Contractor's own forces labour and equipment rates, subcontractor and supplier quotations, estimated material costs, and the Contractor's mark-up.

.3
Where a lump sum or unit price quotation includes labour or equipment by the Contractor's own forces, the rate(s) may not exceed any applicable rate(s) specified in the Contract.

.4
Lump sum or unit price quotations must include all costs to perform the agreed scope of Contingent Work and are not subject to any increase or additional mark-up, regardless of the Contractor's actual costs incurred in performing the Contingent Work.

.3
Cost reimbursement method:

.1
The Minister may authorize and direct Contingent Work to be performed on a cost reimbursement basis, without prior agreement by the parties on cost, in which case the Contractor is entitled to be paid based on:

.1
actual cost of subcontracts that the Contractor enters into or amends for performance of Contingent Work, less GST, plus a 10% mark-up,

.2
actual cost of materials that the Contractor purchases for Contingent Work, less GST, plus a 10% mark-up, and

.3
actual cost of labour and equipment that the Contractor performs with its own forces for Contingent Work, at actual payroll costs for labour plus a reasonable mark-up, and at equipment rates reasonably consistent with local market rates, subject to:

.1
such costs not exceeding any applicable rates that may be stipulated in the Contract, with no further mark-up, and

.2
if no applicable rates are stipulated in the Contract, such costs not exceeding any applicable rates previously accepted by the Minister for Contingent Work performed by the Contractor, with no further mark-up.

.2
Subcontractor and supplier trade discounts and refunds must be credited to the Minister, except for cash discounts for accounts paid before the due date, which may be retained by the Contractor.

4.
PERFORMANCE OF CONTINGENT WORK
.1
The Minister may request quotations for the performance of Contingent Work from the Contractor, from other contractors, or both. Where the Minister contracts with another contractor for the performance of Contingent Work, the cost of such Contingent Work is not payable from the Contingency Allowance.

.2
The Contractor shall perform Contingent Work only with the prior authorization of the Minister. If the Minister authorizes the Contractor to perform Contingent Work without prior agreement on a lump sum or unit price(s), the cost reimbursement method of valuation applies by default.

.3
The Contractor's responsibilities related to the performance of Contingent Work are the same as for all other Work performed under the Contract.

5.
INVOICING FOR CONTINGENT WORK
.1
Any invoices claiming payment for Contingent Work, in whole or in part, must clearly identify the nature of the Contingent Work and the amount to be paid from the Contingency Allowance.

.2
For Minister authorized Contingent Work valued by the fixed price method, amount(s) invoiced must reflect the lump sum amount(s) or unit rate(s) previously agreed by the parties. Where unit rates apply, the invoice must indicate both the quantity and the agreed unit rate.

.3
For Minister authorized Contingent Work valued by the cost reimbursement method, the Contractor's invoice must be accompanied, where applicable, by:

.1
proof of purchase for all subcontracted work and materials exceeding $250.00, in the form of originals or photocopies of subcontractors' and suppliers' invoices,

.2
a breakdown of the Contractor's own forces labour and equipments costs, indicating unit rates and amount of time charged, and

.3
upon request, proof of actual payroll costs, where no applicable labour rates were stipulated in the Contract or previously accepted by the Minister. 

6.
ADJUSTMENT Of CONTINGENCY ALLOWANCE AMOUNT

.1
If, during the term of the Contract, the Minister determines that Contingent Work whose cost exceeds the unexpended balance of the Contingency Allowance are or may be required, the Minister may amend the Contract to increase the amount of the Contingency Allowance, in accordance with the General Conditions of the Contract.
.2
If, at the end of the term of the Contract, there remains any unexpended balance in the Contingency Allowance, that balance is considered cancelled and credited to the Minister. The Contractor is not entitled to all or any part of the unexpended balance of the Contingency Allowance.
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