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SUMMARY
The purpose of a contract needs clear understanding and definition.

A check list for comtract proparation is suggested.

Different approaches in calling for quotations are recognised.
Great care is needed with terminology.

Having defined the objectives it is then necessary to consider end
define the following:-

| 4
Conditions for payment
Conditions for acceptance
Time scheduling
Future maintenance
Liabilities {or taxation and other 1lisbilities
Arbitration
Cost escalation and fluctuations in international financing
Bonus-penalty arrangements
Force-majeure

Need to identify possible low costing of immediate installation with
high future cost of maintenance. This has special reference to service
agreements and future availability of replacement parts.




A introcuc i--
[t rieeds to be nade quite cluvar when soeking new plant or aguipment
As to fust what is Loder con:ideration batween *he two parvies. What

does (he cus:iome. want? [oes he really know <has lic wants?

Then there arc tne occasions when sales represcntative are endeavouring
to soiicit custom for plant eculpmen: available on the market. It is in
the intere:tuy of the manufactursr of the plant or equipment that he

should make a ale.

It Is in the bert interms:s ¢F gund customer-vendor relationihips that
both parties :hould ‘e ratisfled.

B. Juntrart:,
- = . Sl

The laws et contract applv to t! - aves in which there needs to

he agreemeut t~twean the twe porties,

Where there fs a elgnificart ~ar ¢ morey conearned as with a new
plant or @ mafor new item of [ lart 1) 3% 2 nea team penerator
It is goot pracilee fo0 a ~pecif . agr-ement ‘o b At own i for

signature bv heth ~arela

shen sreparing Snch an a pressert hare ar: certair specific requirements
which shoulc be check-jigsred whin *he o ment i5 beins prepared. This

check -t it dactuten e ful oowing ctem s

1 Corvect rporiticat on ~f tl~ La t{er hatwer, whom the
Areczan ix helug arrarg.d

. dbiget of the  preomer -

Ohject ve 1 re achiev: 9% the notal latlee,
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for progress payments

6. Time schedule (may be included in 4 or ¥)

7. Future maintenance, ilability for costs of servicing

8. Liabilities for taxation, including customs and/ov
exise

9.  Other 1iabilities

10. Arbitration if needed

11. VWages or other cost escalations

12. Fluctuations in rates of exchange for international
dealing

13. Bonus - penalty arrangements

14,  Force-majeure -
Where small items are concerned it should be sufficient to place the

order using & form suitably headed and recognised as the official order

form of the sugar factory concernad. 1If detailed descriptive material

is required a covering letter is usually adequate for small and medium
sized items of equipment.

C. Quotations for Plant

When a feasibility study is under way and the decision has been
sade that {t should be continued then . stage will be reached when it
is necoessary to obtain specific costiug i{nformatlon.

Three general techriiques may be recognised:-

(a) calling for tenders
(b) asking suppliers for specific quotations
(¢) being a recipient of approaches from interested manufacturers.,

The options are also available for obtaining quotations in terms
of whole plant, or turn-key contract, also known as a lump-sum contract;
or for the supply of individual iteme of plant or groups of items:

Under certain circumstances it may be agreed to agree with a contractor
for installation to be effected on a cost-plus hasis. 1In such a contract
the fee for services of the contractor on installation of fixed capital




facilities jenerally appii:, only to the profit portiui of the contra-tor's

reinmburscment. The potuntial extent of lialkility shouuld be asceptained
as far as possille under these circumuranens, This type of contract
is to be avoided az far 3 rauc?tis Bov csamiecr o urise lor any

one of 3 number of reasons wheu it 13 necessary to resort to

contractiug unu~r theoe conditicis.

The most importanttirs: stage in calling for tenders or otherwise
seeking to engage in a contract is for the prospective customer to
know exactly what he wants, how and when he wants it and to be able to
phrase his requirements succinctly in non-ambiguous terms.

Where a whole plant is concerned the specifications may run imto
2 document as large as a book. Even for an individual item of equipment
such as a steam generator or even a sugar hoiling pan thc documentation
is quite extensive. Errors of omission. are the more frequent in
this type of documentation.

It is better practice just to prepars the specifications and have them
reviewed by an expert, or have them prepared by an expert or firm of
experts and then to call for tenders. 1t could be within the province of
a firm of speclalists preparing the specifications also to sulmit a tender
at the appropriats time in competition iith other possibl: interested
contractors.,

Terminology may be difflcult wheraintertational contracting is
concerned. Fven with a commonly employed language such as English there
are diftferences in meaning for example between certain American and
British usage. Also there are terma (mostly American) which are in
general use only in the country prepavring the documentation.

One such term is that of "Buttery-limit". In American usage this
refers to the manufacturing eves of a proposed plant ircluding all process
equipment. It does not include such arear 4s those provided for storage
or administration Luildings ner dues it include utilities or ¢ixiliary

facilities unless so specified. It usually excludes site preparation

«nd tnerefore may «ften be applied to the extension of existing plant.
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L. Object ives,
gl s omm—— .

The objectives to he uohieved by the installarion need to be

specified in quantitative terme  Thic may Alcn {nvalers m1{ty specifications.

The sug.r o sty hat o tiu i gy pC.4l.ar to its H>wn a tivities
and this terminologr with resvect to its correct definition needs
tc be understood by both parties.

At present there {s ro internationally accepted book of reference
or glossary of terms hence the necessity for specific mutual

understanding of the phraseology employed,

E. Condltions tor Papeut

Where large sums of momey are involved and the tremssaction is
intermational or occasionally multinational in cherecter great case
must be enercised in phrasing the conditions for payment,

An well as the items listed under gencral contract conditions there
are alsc such matters as banking Jrrangements. These include methods of
transfer of funds by letters of credit, bark cheque or other techaique.

It must also be clearly understoou by both parties in an {ntereationsl
agreement that money can legally be trensferred to the ocountry hich
the contractor specified in the smounts and at the times agresd.

There mey be occasiocns when the contractor prefers to keep all
or portios of the funds within the customer's own country {a order
to pay wages for which he [s responsible or for some other resson
corcerned with hs business activities.

The availability of intermitional currencies fluctuations in retes of
m-mnttwnmmlammtehmcuhfml
contract {s finally signed. Whe bemnefits or is penalised by interest
payments also needs cereful amticipatory thought.




". Conditions for Acceptance

This subject w!ll be conzidered 1. detail, as far ac implementation
is concerned, in the next chapter. At this stage it is necessary only

r
to draw attention to the need for great cage in drawing up these conditions.

G. Time Schedule

Where a large installation i: concerned time scheduling is of
paramount financial importance.

In the beet or cane sugar industries i+ takes on even greater importance
because of the seasonal nature of operations. The delay of a month
to coincide with the commencement of harvesting operations would be
of very serious financial consequence whereas a similar delay which
might occur 3 months before the commencement might have little
in the way of serious financial consequence.

Any penalty which might be specified for delay should be graded
in a manner appropriate to the magnitude of the estimated financial

loss.

In the case of a separate aupar refinery the csisonal {nfluence
is likely to be of far less serious consequence and penalties for

late complietion would be unrelated te Jie time of the year.
For large installations such as for a whole plant, time scheduling
should be set out in a step by step manner with payment and bonus -

prnalty arrangements agreed for each step.

H. Future Malntenance

There needs to be a clear uuderstanding between the two parties as to
tleir respective responsililities for maintenance and service once the

irstallation is ~omplete,

The -custorer nreds o he very careful in examining the requirements for

cAre Ar replacement parts. [t iz likely that certain parts can only

s




e supplied by cne contractor. Whilst they may be avallibl. a1t the *ime
the agreement {5 sipgnes the customer may well Find that twelve months
after commencement of operitiont produntion of these particular parts
has been discontinued Ly fhie ontract~ and -an -« ", Le sopplied at much

nreater vxpense than had been anticipated,

Thr genaral seli-sufficiency of sugar cane factories provides a
useful and important buffer dgainst such problems. However this is a
problem commonly experienced in many areas of present day teclnological
i society. One must anticipate as much as possible, be warmed of the

situation and be prepared to accept the consequences if and when they

arise,

The important point at this stage is to be very much aware cf any
restrictive clauses Included by the -ontractor which will make it
difficult ard expensive for the customer at such times as maintenance
will be required.

Fabrication ot replacement equipment is very common practice within
the sugar industry. Care needs to he exercised to avoid infringement
of patent rights when resorting to this practice. Many countries do not
observe patent law of other countries but there are indirect ways of
bringing pressure to bear in cases of /iilful and presis.ent infringement.

I.  Liabilities for Taxation
Every country has its own taxation laws and system of operating those
laws. When dealing with international contracts pgrea: case must be
excercised in knowing the manner in which these law: Influence payments,

There may well be spscial provisions relating to the payment of royalties
on patents and a differentiation in treatment of such payments as
compared with direct psyments for equipment or services.




when prepairing feasirility studf{es for a new plant installation
it Is necessary to take intc account the oaffer1: of the laws of the
country ©n customg or excise dutles or beth. Sugar is a - ommodity

which governmentis of all countries cons.der to bo a usefu) mource

of revenue. low this revenue !s callected varles very widely from
country tc eountvy  Hawever the tata' 1%ahility i3 of paramoun: Importance
to the owner of the sugar factory and full cognisance should be

taken of this e«ffect when estinating profitability of the enterprise.
It is net until contrace prices for equipment and manufacturing
costs are added to taxation liabilities that the full flnancial

picture can ba nbtaired,

Je Other Liabilities

When draving up o contract between customer and vendor it is
necessary to assess relative areas of liability. This is Important
from such peint of view as safety of personnel - both operating
and visitors, envirommental effects covering sight, sound and nmel!}
provision of services, transport and related facilities » housing of
stage and ccastructicn personnel, these and others of a more specialised
character ralating tn local situation.

Tnsarance cover for ucuident cewper tatlin utould be adcquate and

1iability agreed upon heforehand.

Safety codes, rerulations and restrictions should be defined. In
developing countries these too ray only be develnping and the extent o
to which an international contractor is prepared to meet safety

specifications needs careful understanding.

Socjety is becoming more tenscioun of ernvironmental influences
dlthough in developing countries theue may <*ill be only of marginal comcern.
Mere should be a eivie cons: joutiess on the part ¢f ipdusirialists and
contractors 1o cLseres the trrm, 0fF  ae i vy ir this pespect.

wha e i) o~ hean L atter 1o niractcs nan vemnia, 0t an ingtaliation?

heolar erodhe destall oo te rope LR L {3 there for dispoeal. The
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g responsibilit  shoold e clearty de’ined het ~vran’  wl! imp amente! by
whateve: party hac accepted raspotsib’ lity,

; .

{ Services, tranepcrt and relatsy faciliti s rhat ace availalle peeds
b

) \to be carefully under:trnod b the contractor and rthe liapility writtes
g in to the a.recment.

Sometime« in Jdoveloplrg countries transpart facilieie . may be
completely inadequate. A ciear understandiing should he reached with
the government and/or local authoritles concerning prowisim of such
facilitices ani whose filanancial liabllity It will be.

Ii the sugar factory owrer agiees to accept liatility for provieion
of trancport facilitics there should ne & nlear undarstanding «#ith
the government and/or lccai authorities ¢s to their availadility for
rublic or uther usc and the extent and nature cf compersation which
might be forthcoming.

The self-sufficiency o ‘he ~ugar intictryv means that lees empnas 3
is usually paid to the provislon «f wervices but the{- needs 1n he

no mistnderstarding of liabtility in this respect.

There ne«d; tn be ayrarment as to whether the wigar indusiry provide«

housiap and/nr eacinpg fac{!!ti~1 &+ araff and persons working fer
cont. acting bodin. and 'f 5o the quality, perfod of occupaney,

A

compensation axpected and other related mitters need prior agreement.

X, Arbitration

Diffizulties nut infrequently ariece when Intemreting conditioms of
acceptance atter completion of contract. In anticipatior of such difficulties
there 1s wisdom 'n making provision for appoiatment cf a mutually
agreed-upon arbitraror.

It the dicap. it related to quality measuresmsnt then *he sugar

assoclation ar appr clate nationally recongl-«<A4 csugar ‘ndy 0 f  most

competentlys act (a this way. Tn fact such » body might te 1fic in




be fir.trlace for contieting e CUTRTV. inp accentaonca trialz.
Yor mattape o legal conceps, {9 {e racmecgem. o+ o e awia?e‘:y

allfied pevcons. Th437 may v may not he ram{lent in the country
vl conLern ta

-

S Y T I A avallavnitivy o
~tharwise of suftability Nalificd legal personnel. As fu gs pessible
tood-will rhoulq presali with the a nigarce of legal declsinnz which

vild well mise the spfoit Ut the ntention 43 far as mottere nf
‘w~hnological {mportan:e ATy oncerned. A good terwmingl as well a8
rrogressive custowmer-vendor reiatl{orship s alwayr of piramount importance.

-

¢+ Cost Fecala ion
inflaticn s the COMMON ailmen: {n the firancial circies of all
countrles fn the litterhals of th, twontleth century. To es*imate
tir future effec:: of intlation on "outy of servicms and materials

v often Leyond the capablili*v ot rne most cornetent ecoromic
forecaster,

A lause needs to ha Inciuded in cortract, e, aci tily one ot najor

“Sible the effects of
T™is 1. urua'ly the 1labilfvy
+b swiaad b e L labllity of

firanc ial Consequenca, ¢ . couer ae far as pe
inflatior during ¢ Period of the corty set.
O the customer but during au, Peiids Ly pectou
the vendor,

How tc measure (npja ion 13 aleg ditticult quest;

ioh to answer |n
realtion to Evods and sersices cofcerred with 3 conge rictlor comtract. The

hasis for mes rement in aany cun'ries reters to s'rch factors as house

rentale, co<re of eusential fool ‘tems, community utilitier ani other

“temn wnich My ofily indire~'ly gttece the contractual Habiliey,

This calle e carcful thoug'r, de inition and phrasesiogy at the time of

PUeparing the contr e+t ane 8004 wil' +op “tq inter-rat. tin.

ia Pl tugt, e Y I ernge iy Hates -+

- — S e k.. s

i Sxm"»angr
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specaalist Lot tiell spon Le onsioered comp ot ty Agses the fTeement.

v Bohus-i'ena! ty Arron‘mm e

)

Time i: money, 34 mene: not being vse! dees vot fulfill its
FUnction .0 s slves .+l - REIC.sc. s wivie LU L ouly Cinancisl
common conse to writs in to anv apreement . clause covering pemalt’e-
for failure on the past of the ccntractor ¢+ fulfill his contract

or part there of on time

On the other hand it {s equally reasonable to compensste the contractor
correspondingly 1f he €imnlshes hiy contract ahead of schedule
especiaily If this enable the plant to be put intu operation st an
car'ler date. Th!s i3 most conveniently arranged in the form of bonus
payments.

Tha bonus-pecaity clzu:es may not be of a great deal of value
either way If prospective production is nout affected by rescheduling
a9 could be the case with the gseasonal nature of the sygar beet or
cane ftartory.

There {s alnn the possibility that delay Im completion of a contract
an schedule may © - the ifault of the ¢ stomer. [t shoulr be
recognised that under such circumstances paysent of pens.ty would not
be incurred by the coutrector.

C. Torce-Na 1.&

Thi= is 1+ term which i< ueed for @ ¢l usr irn conctraction contracts
which liberates the contractur from any oblipations imposed on him
because of such happeming:. as strikez, floods, catastrophes, national
emergencies and similar unpredictable eventualities. Another term which
has been used in some areas for thiz type of clause is "Act of God”,

?. General

Great care should be exert ised by customer: to examine all aspects of

contracts and Implications of the various clauser especlally with respect




to financing arringemenis o maintonan e or cervice clisyes., [ i=

not unisull for 3 contracier to cat his bese tender price to 2 vem

narrow profit margin tut wmite in finacfel and “ervice arrangements

to more tharn comprnsate.

When ca'V¥'ne tond v- th e ) 0 o 001 q Indicate that *he lowest

or any particu:ar tender nee. net ncecessarily he accepted,  There

<hould also be a requirvement of a nominal derosit or enquiry fee

{refundable  in whole or in part) to minirise {nfermation hunt ing by

persoms or organisations not seriously interested in submitting a rea)

tender.

Business principles and practices vary from country to country for

a variety of rea.oas sumet!nes related to political differences and

sometimes just to cultural background. These have in the past led te

misunderstandings with both short teim and lang term consequences,
“ne (an only anticipate that there will be such difficulties when

international agresment.. are nepotiated and aver y endedavour should

Le made when preparine *hese agreomonts o explair clearly to

eich slie their real floanciatl and rechnological ‘mpli-ations,

fGiuet jons

O e

1. What are the relative ino.i . o o v pubaacly tor cenders to
be submitted tor a contract compared wit' private negotiations
with 4 particular contractor:

7. How dc 5 one cope best with problems of cacalsting coets®

3. In wha* wdays can a4 customer best protect his intepests when he is

inulequately expereinced in teclnology?









