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GLOBAL FINANCIAL CRISIS

N.Niranjan
Final Year

Beginning in the United States in December 2007, the industrialized world
has been undergoing a recession, a pronounced deceleration of economic
activity. This global recession has been taking place in an economic environment
characterized by various imbalances and was sparked by the outbreak of the
financial crisis of 2007-2009. In this article I touched the main areas which
lead the glabal economy into recession.

The financial crisis has been linked to reckless and unsustainable lending
practices resulting from the deregulation and securitization of real estate
mortgages in the United States. The US mortgage-backed securities, which
had risks that were hard to assess, were marketed around the world. A more
broad based credit boom fed a global speculative bubble in real estate and
equities, which served to reinforce the risky lending practices. The precarious
financial situation was made more difficult by a sharp increase in oil and food
prices. The emergence of Sub-prime loan losses in 2007 began the crisis and
exposed other risky loans and over-inflated asset prices. With loan losses
mounting and the fall of Lehman Brothers on September 2008. a major panic
broke out on the inter-bank loan market. As share and housing prices declined
many large and well established investment and commercial banks in the United
States and Europe suffered huge losses and even faced bankruptcy, resulting
in massive public financial assistance.

A global recession has resulted in a sharp drop in international trade, rising
unemployment and slumping commodity prices. Several economists have
predicted that recovery may not appear until 2011 and that the recession will
be the worst since the Great Depression of the 1930s.The conditions leading
up to the crisis, characterized by an exorbitant rise in asset prices and associated
boom in economic demand, are considered a result of the extended period of
easily available credit, inadequate regulation and oversight, or increasing
inequality.

Some economists claim that the ultimate point of origin of the great financial
crisis of 2007-2009 can be traced back to an extremely indebted US economy.
The collapse of the real estate market in 2006 was the close point of origin of
the crisis. The failure rates of subprime mortgages were the first symptom of a
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credit boom tuned to bust and of a real estate shock. But large default rates on
subprime mortgages cannot account for the severity of the crisis.

This easy availability of credit inspires a bundle of mal investments, particularly
on long term projects such as housing and capital assets, and also spurs a
consumption boom as incentives to save are diminished. Thus an unsustainable
boom arises, characterized by mal investments and overconsumption. But the
created credit is not backed by any real savings nor is in response to any change
in the real economy, hence, there are physically not enough resources to finance
either the mal investments or the consumption rate indefinitely. The bust occurs
when investors collectively realize their mistake. This happens usually some
time after interest rates rise again. The liquidation of the mal investments and
the consequent reduction in consumption throw the economy into a recession,
whose severity mirrors the scale of the boom’s excesses.

It has also been debated that the root cause of the crisis is overproduction of
goods caused by globalization and especially vast investments in countries
such as China and India by western multinational companies, which greatly
increased global industrial output at a reduced cost). Overproduction tends to
cause deflation and signs of deflation were evident in October and November
2008, as commodity prices tumbled and the Federal Reserve was lowering its
target rate to an all-time-low 0.25%.

The crisis affected all countries in some ways, but certain countries were vastly
affected more than others. By measuring currency devaluation, equity market
decline, and the rise in sovereign bond spreads, a picture of financial devastation
emerges. Since these three indicators show financial weakness, taken together,
they capture the impact of the crisis. The Global Recession resulted to the
following. They are fall in demand of products and services, production of
goods put on hold, lay-offs, Job Joss, no recruitments, increasing unemployment,
decline in share prices, market crash.

It's no secret the construction industry has been hit hard in the past few years
with steep increases in the cost of materials such as steel, aluminum, copper,
wood and others. Add to the pot increases in the cost of fuel, transportation
and labor, and top it off with the local housing downturn and the criollo
recession, and you have an industry pushed literally to the edge.

hitp://en.wikipedia. org/wiki/Financial crisis_of 2 007-2009
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Best Compliment from

IT SOLATION

No.527,Galle Road, WEllawatte
T.P:0714544064

Provides

1. Business Systems Solutions

2. Computer ized Accounting System
3. Computer Hardware, Networking
installation, Repairs and Maintenance

Provides Courses & Training on

LIT Studies

2. Programiming

3. Office and factory Orientation

4. Personal Development

5.General Managment and Corporate Culture
6.Communication, Reports writing and public speaking

7 English, Spoken. Grammer, Presentation, Report Writing,
Commercial & Advanced English Ete.

Provided with the Guidence and Direction of
T.S-Magendra Bsc. (Pune).. FCA CEQ
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Best Complliment from

Nalapaham

The Taste

No.16, E.S.Fernando Mawatha,
Colombo - 06
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VALUATION OF VARIATION UNDER LUMP
SUM CONTRACTS

Note: For the avoidance of confusion kindly note that my deal with
this topic would be based on FIDIC Red book 1987 4" edition
Conditions of Contract.

What is a ‘Variation’?

“Works” is a defined term in the Conditions of Contract (Sub-Clause
No. 1.1, paragraph (f)). It is Contractor’s obligation to execute the
“Works™ as per the Sub-Clause 8.1. Ironically, the Works may vary
during the course of the project owing to a variety of reasons. So,
generally as the word suggests variations are varying the Works from
its original scope as defined in the Contract.

Clause No. 51 explains about “Variations™. As per Sub-Clause No.
51.1, the Engineer only has the right to make any variation, which
can be of the form. quality or quantity of the Works or any part
thereof that to in his opinion it should be necessary and appropriate.
The paragraphs (a). (b), (c), (d), (e) and (f) of the same Sub-Clause
further classify various kinds of instructions under which a variation
can be recognized. As the foot paragraph confers due to an instruction
of a variation, the Contract shall not be made ineffective or it shall
not negate the validity of it. This is kind of a warning to an Engineer
that he cannot indulge while instructing variations.

Variation Clauses

As variations arc defined in the Clause No. 51 it can be inferred
from other five Sub-Clauses. Theyare 51.1,5.2,7.1,13.1 and 18.1.

Varied Works

Variations are subset of ‘varied works'. There are certain more
instances which would result in an additional cost to the completion
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of any project. The effect of them should be valued as stipulated in
the Contract and based on where the culpability fall the additional
costneed to be either borne by the Contractor in full or partial or by
the Employer; the later case shall cause an addition to the Contract
Price. Those circumstances are identified under Sub-Clause No. 17. 1,
20.3,31.2,49.3 and 65.3 where it is expressly stated that any addition
to the Contract Price to be determined in accordance with either
Clause No. 51 or 52.

Valuation of Variations

Collectively there are ten Sub-Clauses available in the Contract for
the recognition of varied works. The effects of all such variations
should be valued in accordance with Clause No. 52. There are four
routes stated in the Clause for valuation of variations in an order of
logical preference. They are as follows:

1. If an applicable rate available in the Contract (BOQ/
Schedule of Rates) in the opinion of the Engineer, it shall be
used

2 If the Contract doesn’t contain any rates as applicable then

the Contract shall be used for deriving a new rate may be on
pro-rata basis

% Failing the above options, a suitable rate shall be agreed
upon between the Engincer and the Contractor with
awareness of the Employer.

4, In the event of disagreement the Engineer shall fix such rates
as appropriate in his opinion.

Particular Emphasis on Lump sum Contract in Valuing
Variations

Unlike in the remeasurable type of contract quantities in a lump sum
are fixed. Suppose a whole item is to be deleted from the scope of
works. Here can we use BOQ quantity? The BOQ quantities cannot
be relied upon for any purpose whatsoever as the actual nature of
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amount of works are not defined in the BOQ as per the Contract and
it cannot be considered for deletion. So the quantities shall be re-
measured in the event of valuation of variation even in a lump sum
type of contract. As far as rate or price is concerned the same protocol
as mentioned before would be adopted here as well.

However, in some special circumstances the BOQ rates may not be
applicable depend upon the successful arguments of the parties.
Suppose the rate of an item, which is going to be deleted in full, was
more than the market rate and simultaneously quantity in the BOQ
for that item is less than the actual. Here the amount of deletion by
way of deriving the re-measured quantity at the rate of BOQ would
be more than the BOQ amount for that item. Here lies the problem.
In order to find out a fair solution for this we can approach it by
having a look at various kinds of prevailing lump sum contracts,
which could be as follows;

1. If the lump sum contract contains Drawings and Specification
with only a schedule of rates then it would be based on that
rate and the re-measured quantity

2. In presence of a priced BOQ with the provision for the
Tenderer to price an adjustment in respect of any differences
in quantities, same treatment as above

3, In case of same as previous (2) but the BOQ doesn’t have
that provision, consequently rate filled is just for arithmetical
derivation of the amount of actual price, the Contractor could
be successful in his argument to work out in reverse and
find out his intended actual rate for the item

Varv a Price or Rate

Except special circumstances like above Contract rates are
applicable disqualifying any arguments whatsoever for valuation of
variations. However, according to Sub-Clause 52.2 despite
availability of a suitable rate it can be varied for the use of valuing
variations under certain conditions.
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Suppose an additional excavation works instructed at a later stage
after substantial completion of that activity under the original scope
and in another case the Contractor is instructed to do drastically
increased quantum of boundary wall before commencement of the
activity. In those either the nature or the amount of additional works
compared to that of the original Contract vary hence, the Contractor
cannot be expected to do that at the same rate of Contract as
remobilization and the increased number of resources may cost more
for the Contractor, respectively. The above common problems are
addressed in the Sub-Clause 52.2 and provisions arc available
accordingly to resolve them within the Contract.

[Towever, Engineer’s Instruction is a prerequisite for valuing any
variations as per Sub-Clause 51.2. Also, within 14 days of the date
of such instruction the notice shall have been served by either the
Engineer or the Contractor to the other of their intention to vary the
rate or price.

Conclusion & Recommendation

Dealing with variations in line with the Contract provisions is an
important competency of a typical Contract Administrator. Learning
to interpret them at the correct way would lead one towards
professional manner of Contract Administration and as a result
successful completion of the project where all the stakeholders would
be satisfied, is possiblc. Therefore, T would like to recommend for
all prospective Contract Administrators to be more vigilant and
comprehensive while interpreting the provisions in the Conditions
of Contract in a manner which 1s intended to be understood for
betterment of their own career and personality development, which
is indispensable to remain successful in this competitive working
environment.

- Kidneswaran Kajanantha -
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OoT CoMPUMENTS rROM

MATRIX CONSTRUCTION (PVT) LTD.

No.33, E.S. FERNANDO MAWATHA
COLOMBO - 06
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An Internationally Recognized Certificate from UK,
In Just few Months

www.icimsiudy.com

Quantity Surveying Access Programme
CAD & Building Studies Computerized Accounting
Civil Engineering Graphic Designing
AutoCAD 2006 / 2008 Web Design or Development
Information Technology Spoken English
Software Engineering Diploma in English

Hotline

+ 94(0)77 9 32 92 52

College of |

o.aamakns'i" a Road,
Colombo - 06, Sri Lanka

LlicMmi

ning for Sue

© Tel: +94(0)112 36 36 39
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