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Abstract- Construction contracts are one of the high risky
contracts because of its unique features such as long period,
complicated processes, unexpected environment, financial
intensity and dynamic organization structures. The major
objective of this research was to identify the factors affecting
the construction contracts termination, impacts of termination
in India, relationship between number of contracts where
terminating factors arise & number of terminated contracts
and study whether contracting firms win any contract from the
same client due to termination at earlier. This research relied
mainly on analytical, descriptive and field study
methodologies. And the questionnaire was designed in the
light of the literature review on a sample of ten contracting
companies in India. In this study five factors like managerial,
financial, political, environmental & project characteristic
mentioned which affects the termination of construction
contracts. The consequences of termination of contracts had
classified here as external & internal. Relative Importance
Index (RII) method, Wilcoxon Signed-rank Test & Spearman’s
rank order correlation coefficient method were used in this
study. The collected data is manipulated by Ms Excel.

Keywords- Construction contracts termination
I. INTRODUCTION

In spite of huge opportunities for the construction
organizations of the country, only a small number of
organizations will succeed and establish its existence. The
basic reason for the failure of many numbers of construction
organizations is selection of inappropriate projects for
execution which leads to disputes and termination in contract
thereafter. Contracts are made to be performed by the
responsible parties. When parties enter in to a contract, they
have to perform it as expected by its’ terms. Indeed, a contract
consists of a number of terms which determine the scope of
the performance obligations, which the parties have accepted.
A failure to perform in accordance with these terms is a breach
of contract, which will entitle the other party to have an
appropriate remedy based on the contract. Termination of
construction projects often results in many problems like
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claims, disputes and issues to project stakeholders. Therefore,
the decision to proceed with that option should not be taken
lightly. Termination of a project is inevitable, but the way of
termination will incur long lasting impact on the project
stakeholders which cannot be predicted. The success of future
projects may depend on not only the success of past ones but
also on how unsuccessful projects were treated by the
organization and its stakeholders (Amir et al., 2000).

Therefore as a developing country, it is essential to
avoid terminations in Indian construction projects to drive
towards more developed and sustainable construction industry.
For the purpose it is useful to study what are the factors &
consequences of terminations of construction contracts in
India and use them as lessons for future projects.

In this study three factors that affect termination of
construction contracts were selected as mentioned below:

¢ Financial factors

¢ Political factors

e Managerial factors

o Project characteristic factors
e Environmental factors

In this study consequences of terminations of construction
contracts are divided in two ways

e Internal consequences
e External consequences

Il. OBJECTIVE OF THE STUDY
The main objectives of this study were as follows,
o Identify & ranking the factors affecting the construction
contracts termination in India

e Identify & ranking the consequences after construction
contracts termination in India
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e  Study the relationship between number of contracts where
terminating factors arise & number of terminated
contracts

e Study whether there is any effect about contracting firm’s
win any contract from the same client due to termination
at earlier

I11. LITERATURE REVIEW

The termination of a contract results in its end and
neither party is required to continue performance under it.
However, once the contract is terminated, the parties may still
be entitled to damages based on the termination. The nature
and amount of these damages depends, again, on the way
termination is treated in the construction contract (Wittbrodt et
al., 2009).

It is vitally important that contractors and owners
understand when and how a termination can legally occur and
how to handle such termination threats ( Brumback, M.,
2006).

A. Factors affecting termination in construction contracts

In accordance with Interface  Construction
Consultancy (2009), in a termination for convenience, the
owner may terminate the contract for whatever reason such as
economic/business reasons, or as the most expeditious way of
eliminating a non-performing Contractor with minimum risk
of a legal dispute.

Cause for termination may occur when the owner
believes the Contractor has not performed according to its
contractual obligations and thus has materially breached the
agreement.

In most recent research, Arulnesan (2010) has
presented that how and what disputes are mostly affected
toward the project termination. The most common
classification of type of disputes that have been seen in
contractual relationship is summarized as follows,

e Relationships and people’s conflict in the industry

e Financial matters (claims & payments)

e Standard of the workmanship (design & manual
works)

e Time related disputes

Dey (2001) in his paper analyzes the key problems
faced by project management professionals in terminating
projects in Indian Industry. The paper shows that negotiating
claims with clients, compliance of statutory requirements,
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receipt of the final installment of payment, performance
guarantee tests, and handling claims of suppliers are the key
problems faced by the project managers in India in terminating
projects.Enshassi et al. (2006) in their paper explore the causes
of contractor's business failure in Palestine, and investigate
their severity from the contractor's point of view. The study's
results shows that the main causes of business failure are delay
in collecting debt from clients (donors), border closure, heavy
dependence on bank loans and payment of high interest on
these loans, lack of capital, absence of industry regulations,
low profit margin due to high competition, awarding contracts
by client to the lowest bidder, and lack of experience in
contract management.

B. Consequences after construction contracts termination

Hormozi, McMinn, and Okeleke (2000) stated that,
organizing for a project's termination process is especially
important when it has failed, because of the lasting impact on
future projects as well as the organization's image. Including
project team members to the termination process will increase
their loyalty and commitment, not only to the organization but
also to the success of future projects.In addition, Bommerand
Pease (1991) showed that although the reasons may vary, the
impact is frequently the same. Project cancellation can affect
employee productivity, the reputation of the firm and the value
of the firm's stock. In Sri Lanka, Silva et al. (2005) states that
the construction industry is a major contributor to the
development of economy contributing around nine percent
(9%) to the Gross Domestic Product of the country. Due to
this fact construction industry plays one of major role as a key
component of the economy. Improving construction capacity
and capability is important to most developing countries
(Yogeswaran, 2004). However, premature termination of
construction projects/ contracts effects country’s economic
growth badly by reducing construction capacity and
capability.

IV. RESEARCH METHODOLOGY
A. Sample Size & Data Collection

Several surveys were conducted to reach the solution
of the study objective. 17 respondents pertaining experience
from five to fifteen years, from 3 construction firms, head
office based at Gurgaon, Ahmadabad and Bhopal were
randomly selected for the study.

Data was collected for the study in one way, i.e.
primary data. Primary data collected through the distribution
of questionnaires via electronic mails, telephonic discussions,
personnel meetings.
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B. Data Analysis

Relative Importance Index (RII) method for ranking
of factors, Spearman’s rank order correlation coefficient for
measure of association between two variables & Wilcoxon
Signed Rank Test was used to measure the result of two paired
samples after the experimentation.

C. Hypothesis

In the words of Leedy and Ormrod (2005), a
hypothesis is a logical supposition, a reasonable guess or an
educated conjecture. It is a speculation on how the study will
turn out. The following are the four hypotheses tested in this
study;

Hypothesis 1 (H1): There is a positive relationship between
“number of contracts where terminating factors arise” &
“number of terminated contracts”

Hypothesis 2 (H2): There is no difference in the project
contract win by the firm because of termination of contracts
earlier with the same client

V. DATA ANALYSIS

A. Relative Importance Index (RIl) Method for ranking the
factors & consequences.

1) Factors affecting termination in construction contracts: As
previously mentioned objectives were to examine the factors
that affect termination of construction contracts.17
respondents randomly selected from 3 construction firms,
employed in the department like contract, business
development & pertained experience from 5 to 15 years. Total
factors were chosen for the all five factors. The respondents
were asked to give their perceptions using a five-point likert
scale (from 1 for ‘very less important’, 2 for less important, 3
for moderate important, 4 for high important and 5 for very
high important). The Relative Importance Index (RII) was
calculated in Microsoft Excel using the following equation
(Naoum, 1998; Assaf et al., 1999, 2001; Abdul-Hadi, 1999;
Wanous et al., 2003):

ZH'_ Sng+4n, +3n,+2n,+1n,

Relative Importance Index = =-
AN SN

W = is the weight given to each factor by the respondents and
ranges from 1 to 5.
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n; = number of respondents for ‘very less important’, ns =
number of respondents for ‘very high important’

A = is the highest weight (i.e. 5 in this case) and;

N = is the total number of respondents. (Here total number of
respondents 17 Numbers)]

Total 61factors were analysed using RIl Method and ranked as
shown in Table 1 to Table 7.

Managerial factors:

Table 1: Managerial factors that affect termination of
construction contracts

al. Factors Jaan
MNo.
1 Lack of experance, skillin the
linz of work
Haglact & unprofassionalism
Poor commumication batwaen
involved partiss
Fezsource manasement
Unclear gpals & objactive
Abilitv to put plansto work
Prauds & comuption
Company orgamization
Inaccurats quantities
Ability to work asatsam
Abilitv to use computarin
managzment
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Financial factors:

Table 2: Financial factors that affect termination of
construction contracts

al, Factors RII Eank
Ng.
1 Cli=nt or Contractors 0.541
bankruptng or msolvent
2 Unmenzged cash dow 0.918 2
E] Low margm of profit dus to 0.918 2
compstition
E Lack of caprtal to mvest 0.904 3
3 Difference of local currsncy 0.854 E
snchange with contract
& Clisnt delzy m the contractor 0.832 3
fmancizl pryments
7 ‘pstand tme erganization 0.871 [
1.2 cash dow and scheduls
] Evzluztion of profit vezly 0.847 7
g [ulzterizl wastages 0.836 3

Political factors:
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Table 3: Political factors that affect termination of
construction contracts

al.No. Factors Kl Fank
1 Dhifficulte to gat parmits 0941 1
Z Lack of rasources 0915 Z
3 Tncrement of material 0.90% 3
pricas
4 Closurs U.ges 4
5 Internal political troubles; 0870 5
as:rebellion civil war, or
disordar
] Lack of clzar expectations | 0.870 3
T Changs in regulatory 0.53E B
problams
] Banks policy U613 T
] World inflation 0607 z
10 Changs in funding sowce 0.389 ]

Project characteristic factors:

Table 4: Project characteristic factors that affect termination
of construction contracts

5L Factors RII Eenk
Ne
1 Wrong cost estmation 0.21% 1
2 Increzse number of projects (.882 2
3 Quality of work 0.870 3
E Life cycls period 0.858 E
3 Wrong sstmaton 0.838 E
for the totz] tme
of the project
B Size & value 0.835 3
7 Changem overzll project 0.800 &
complesity
8 Projectposition 0.776 7
g Chenge i the vpe ofwork 0763 8
10 Increment of project sizs 0.753 9
11 Alility to negotiatmg claims 0,741 10
with clisnts

Environmental factors:

Table 5: Environmental factors that affect termination of
construction contracts

SLHo. Factors FIT Fank

1 Workingat dangsrous 0.5941 1
seographical arzas

2 Adverse climate conditions 0.92% ]

3 Chanps in rasowrcas {people, | 0.903 3
matarials, machinary, funds)

4 Acts of Lrod U. 5L 4

3 Mational sTump ineconommy | 0.870 ¥

& Accounting and tax practices | 0.870 3

7 Social anvironmant 0.538 &

2 No specializedarbitrators to | 0.613 T
help settl= fast

¥ Pars of project positionto U.elry ]
company

2) Consequences after construction contracts termination
contracts:
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The consequences were divided into two ways

e  External consequences
e Internal consequences

Table 6: External consequences after termination of
construction contracts

External Consaquancas Kl
0.BEX I

sl Ho.
1 Country’ s economic erowih
affactad badly beraducing
construction capacityand
capability
Inerzass in unamplovmant n
construction industre
Forzign investmantin
construction sactor will ba
raducad
E} Infrastucture devalopmant
of the countrvwill be
delayed
Blodification in constucfion
contract laws, disputs
rasolution tackmiques

-

0838

(3%

e

0838

-

0835 3

0800 E

L

Table 7: Internal consequences after termination of
construction contracts

SLNp. Intemazl Consequences RII Hank

1 Fesputation ofthe fum will 0,903 1
beraduced

2 Affectbadly of the 0.870 2

3 0.858 3
relationship will be changed,
either good or bad

4 Feduction of value ofthe 0.833 4
fum's stock

3 Development of dispute 0.800 3
rasolution tachniquss

6 Affect emploves 0.733 [i
productvity

B. Hypothesis Testing

1) Null Hypothesis (HO): There is a positive relationship
between “number of contracts where terminating factors arise”
& “number of terminated contracts”

Here last 10 years data has been collected from five
firms in India. Two types of variable data’s collected such as;
first one is “number of contracts where the factors affecting
termination rose” & second one is “number of termination of
contracts”. Now we find out rankings according to Spearman’s
rank order correlation coefficient method.
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Table 8: Spearman’s rank order correlation coefficient table

Compay | mmberel | mmpzrof | Rabmgs | Rabwgs | Difframcs | ¢
mitEs | o | ot | oaedngh | RRA
wheetle | oot | wwmberof | mmberof
bz oImEs | temi
fatots e wheete | contrct

g | (R
Fators atse
R

Compayd | 16 j ) ) Do

(ompayB | 2 ) 4 Z ]

CopayC | 1 : '. } !

(D | X b j j Doy

CoparE | 1 j !

Now, ) d2=14
Now, spearman’s rank correlation formula:
6yd2
r=1-
n (n2-1)
r=0.3

So, accept null hypothesis (Hy).

But there is a low positive relationship between
“numbers of contracts where the factors affecting termination
rose” with “termination of construction contract”.

2) Null Hypothesis (HO): There is no difference in the project
contract win by the firm because of termination of contracts
earlier with the same client

In this study the data of ‘termination of construction
contract’ was taken from 5 years before & 5 years after of the
termination of particular contract from 10 firms from A to J.
The hypothesis was tested by Wilcoxon Signed-rank Test
method. All collected data are represented in the following
table:

Table 9: Contracts win by the company before & after the

termination.

Company AlBC[D[EIF|C|H]LI[]
Contract ST7T7 1 I 1TE]7 6 1 LN IR
win bafora 0 1
termination

Contract HEIN EE 3 17T o
win after

termination
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Table 10: Calculate the positive and negative ranking of the
contract win by the company before & after the termination.

Compay | Conmetwin | Conctwn | Diffwewe | Abobe | Rakof | Nemmwe | Posiove
before | aftrtemmation Difference | Absohe Rk | Rak
femination Diffirence
A i f | 1 ! !
B [ § ! ) i 1
¢ 1 [ &) ] 93 N
D ! f ] ! 4 f
E § i &) ] 93 03
f 1 § 1 1 ! )
G f i 1 1 2 ]
B 1l § ) ) i i
I i 1 ! ! i 1
] ! f ] ! 4 f
Totdl i ]

T.= Sum of positive rank = 28, T.= Sum of negative rank = 27

T=min. (T., T.) =27

pr= (n+1)/4 = 27.5

or = V(n(n+1) 2n+1))/24 = 9.810

The test statistic Z is written as; Z = (T- up/or = (27-

27.5)/9.810 = -0.0509

The critical value of Z at 5% level of significance (o = 0.05) is

1.96

i.e. Absolute calculated value < Absolute critical value
-0.0509<1.96

So, Accept Null Hypothesis (Ho)

That means, there is no difference in the project
contract win by the firm because of termination of contracts
earlier with the same client

V1. CONCLUSIONS & RECOMMENDATIONS
The study has following major findings:

e Within Managerial factors, Lack of experience &
skill in the line of work, Neglect &
unprofessionalism, Poor communication between
involved parties are the main factors affect the
termination of construction contracts in India.

e Within Financial factors, Client or Contractors
bankrupting or insolvent, unmanaged cash flow, Low
margin of profit due to competition are the main
factors affect the termination of construction
contracts in India.

e Within Political factors, Difficulty to get permits,
lack of resources, increment of material prices are the
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main factors affect the termination of construction
contracts in India.

e Within project characteristic factors, Wrong cost
estimation, Increase number of projects, quality of
work is the main factors affect the termination of
construction contracts in India.

e  Within Environmental factors, working at dangerous
geographical areas, adverse climate conditions are the
main factors affect the termination of construction
contracts in India.

e  Within External Consequences, Country’s economic
growth affected badly by reducing construction
capacity and capability, Increase in unemployment in
construction industry, Foreign investment in
construction sector will be reduced.

e Within Internal Consequences, Reputation of the
firm will be reduced, Affect badly of the contractor’s
financial capability, Client-contractor relationship
will be changed, either good or bad, Reduction of
value of the firm's stock, Development of dispute
resolution  techniques &  Affect employee
productivity.

e From hypothesis 1 (H1), it could be concluded that
terminating factors arise in a contract doesn’t mean
that the contract will be terminated. Termination of
contracts could be avoided by various ways.

e From hypothesis 2 (H2), it could be concluded that
the relationship between contractors & client doesn’t
affect due to termination of contracts by the same
client in some earlier days.
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