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Cost-Plus Contracting 
 

An Editorial 
 
The following discussion is based on a letter I wrote in March 2004 to prospective clients for a $2,000,000 

custom home.  The clients’ attorney was familiar with only fixed-bid contracts, but after the prospective 

clients read this letter and thought about this discussion, they came out strongly in favor of working on a 

cost-plus basis. 

 
 

Contract Type, and How I Do Business (Who I Am) 
 

Much of the work we do is Design/Build and Design As You Go, and as I have 
mentioned to you in person, it is a welcome relief to have specifications developed to the 
degree they are.   
 
As to timing, putting together a bid package usually takes 3 to 4 weeks.  A more cursory 
Pre-bidding Estimate could be turned around sooner, but the percentage of allowances 
and guesstimates would be higher and not suited to any kind of proposal, fixed bid or 
cost-plus.  
 
On that topic, Ecofutures has been working for years on a Cost Plus basis.  In 2001 the 
volume of Ecofutures was about $1.3 million, in 2002 about $1.7 million, and 2003 about 
$2.5 million – all done on a time and materials plus a percentage (cost-plus) basis.  And 
as you know, or will find out by contacting references on the provided list or touring 
more sites and meeting past clients, our clients are pleased with the work, costs, and the 
experience of working with Ecofutures. 
 
My primary concerns include the inaccuracy and inherent gamesmanship – and inevitable 
unfairness – in fixed bid contracts.  In fixed bids, one party or the other will come out 
ahead:  the client or the contractor.  With cost plus, clients pay for work well done and 
materials properly used.  Also, clients often have no greater financial security in a fixed 
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bid process – and usually less, due to the change orders game, and secret information on 
costs of work versus amounts billed to clients – than in a carefully managed cost plus 
relationship.  One system is based on win-lose, the other on win-win. 
 
Inaccuracy:  For fixed bids to be survivable arrangements for the contractor, the 
numbers are often padded by large amounts.  I would be concerned about presenting an 
overall fixed bid number for this project, having added extra amounts in to cover the 
currently identified unknown specs, unfinished designs (e.g. solar and heating, crawl 
space insulation, thermal mass) and future unknowns discovered in the building process, 
and having the overall estimate seem unreasonably, impractically high.  Again, having 
been successful with the cost-plus system, that is where my experience lies. 
 
Unfairness:  The standard approach in fixed bids is to get the contract signed at a certain 
amount and then get the work done for less, and pocket the difference.  General 
contractors learn to leave out certain things, but make the language such that clients think 
certain things are included – and then the GC gets to say, “Not included; read your 
contract.”  That’s the win/lose of the change orders game.  Simply put, that is not who I 
am.  I am no good at that game and do not want to play it. 
 
In the case of Ecofutures, I think my perspective on fixed bids is indeed tinged with some 
fear of losing money I don't have, if costs end up greater than projected.  If I were on the 
fixed bids bandwagon instead, making huge profits on some jobs but losing money on 
others, perhaps I would not be as concerned.  "That's just the nature of the business," I 
would say, and barrel onward into the next bidding process. 
 
In cost-plus, one can also choose the arrangement of calculating the contractor's fee based 
on a percentage of direct costs listed in a detailed spreadsheet (many of whose line items 
are fixed bids, by the way), and then fixing this dollar amount of the contractor's fee.  

That way there is no incentive, on the contractor's part, for direct costs to increase. 
 This could be an appealing option for your  project.  
 
I think it is likely that as we pull together the many pieces (fixed bids from subs and 
allowances where necessary), the less-certain line items will dwindle to the point that we 
are all comfortable with the information and ready to go.  The rightmost column of the 
Proposal & Contract identifies the status of that line item:  Fixed Bid Received, Design 
and Specs Pending (allowance provided), or Time and Materials.  
 
In the sample Proposal & Contract spreadsheet, you can see the degree of detail we strive 
for.  But pretending to have all the information before construction starts is simply that – 
pretending – and unhelpful for all parties.  (For example, there is no reason you should 
have to pick out every last plumbing or electrical fixture, or type of tile, before we sign 
the contract, or that we should rush through the solar, heating, and insulation designs 
either.  The cost-plus system allows you as clients to take best advantage of design 
opportunities that inevitably arise as construction proceeds, and for me as contractor to 
exercise due diligence in providing thorough product and systems research.) 
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To counterbalance the concerns just expressed, about providing a fixed overall number, I 
would like to point out that the AIA A111-1997 Standard Form, which I favor using, has 
ONLY the option of stating a Guaranteed Maximum Price, or GMP.   This GMP will be 
based both on simple computation and wise calibration:  A couple weeks from now when 
we have gotten as far in the designing, estimating and bidding process as time has 
allowed, we will assess the proportion of fixed bids in relation to the less-certain line 
items, and with a sense of the level of cost certainty of the document at that time, provide 
a large buffer in the form of a percentage contingency.   
 
This contingency amount is provided for realism’s sake.  Ideally, the funds will not be 
used.  But in most residential remodeling projects, and in top-quality, complex, and 
incompletely specified residential new construction (such as this project), it is helpful for 
the expectations of everyone involved to have such a buffer.  If those funds are used, the 
Job Cost Report and Budget Revisions sheet will document exactly how and why a 
particular line item increased:  for example due to scope change; specifications change; 
unexpected greater difficulty not due to negligence on the part of GC or subs; or 
unexpected soils conditions, engineering requirements, or problems that arise with the 
compatibility or desirability of chosen finishes or fixtures, once these are in place or 
ordered.  (Please see the sample Proposal & Contract for more discussion of contingency 
and cost plus.) 
 
Then still, most importantly, the amounts paid to the contractor are the actual costs of the 
work plus a percentage.   You pay for what you have gotten, instead of simply paying the 
amount you signed a contract for.   
 
In concluding this section on contract types, I would like to offer the following bottom-
line question: 
 
How is it that every year my company completes several million dollars worth of quality, 
environmentally sound, remodeling and building, with none of this work done on a fixed 
bid basis, and clients are glad they hired me? 
 
 

Trust and Teamwork 

 
Much of the above discussion covers my approach to how to best protect your money and 
get the highest quality results.  In this section, I offer some key points to answer the 
legitimate, generic concerns voiced by your lawyer, and I think some by you, given that 
such concerns are universal in the contracting world. 
 
One part is pretty basic.  What you want to guard against is becoming one of the 
construction industry’s typical stories of hiring a dishonest and/or under-qualified 
contractor, who then brings to the job carpenters and subs who are alcoholics, substance 
abusers, or otherwise unreliable, and also the cursing, spitting, smoking, littering type.   
 
As our clients will attest, Ecofutures is none of these things.  As Boulder County’s 
leading green builder, we specialize in high-quality, energy-efficient and health-
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promoting remodeling and construction.  Ecofutures received the 2001 PACE Pioneer 
Award (the joint city-county program, Partners in Action for a Clean Environment).  
Only one Boulder County business per year is given this award, and it was gratifying to 
be recognized for the research and hard work we put into our projects. 
 
A small company in the early 1990s, our yearly growth of 30 to 40% also shows the 
awareness and values of Boulder County homeowners.  Greener practices are indeed 
rewarding, for health, economy, and comfort -- and for the long-term well being of the 
planet.  The clients I work with have chosen me because we share some key concerns and 
because of my reputation for resourcefulness, dedication and integrity. 
 
This brings me to your project.  I have never been made to feel mistrusted before a job 
has even begun, but some of the parts of the sample contract provided by the lawyer, and 
a couple of email notes, have caught my attention.   
 
The successful model we work from is based on teamwork and trust.  Even the industry’s 
most comprehensive contract form, the AIA document you picked up Saturday, 
acknowledges this.  My job as general contractor is to be your advocate, not your 
adversary.  It is a long road to travel together, to build a house of this complexity and 
beauty, and in a good working relationship, it is expected that there will be ups and 
downs, troubles and joys, and all of this is OK within a framework (contract) that protects 
the interests of all parties.  Again, in my experience, that is the cost-plus agreement. 
 
Coordination and cooperation:  My professional life is one of working with clients 
toward the same goal, with each party benefiting – the contractor from being 
compensated fairly and proud of the result, and the client from seeing their dream home 
come into being.  I am not seeking to build your home to make the maximum possible 
profit, but to be challenged by an interesting project, pleased by our results and rewarded 
for my contributions to the team. 
 
I suppose mostly for the benefit of the lawyer, at this early stage I want to clear the air as 
to who I am as a contractor and businessperson – and who I am not. 
 

• I have never been sued. 

• I have never sued a subcontractor, vendor or homeowner. 

• I have never been involved in mediation or arbitration. 

• I have never had problems with liens by subcontractors or vendors, or anything of 
the sort. 

• I have never declared bankruptcy. 

• I have no troubles with the IRS or the law, and have no history of such. 

• My company, its employees, and subcontractors are fully insured. 

• On our core team we have some of the Boulder area’s top career carpenters. 

• Due to volume and longstanding, fruitful working relationships, our 
subcontractors and loyal and reliable.  We have an excellent team of subs. 

• I am liked and respected by the local building departments, for my dedication to 
“getting it right” and outspokenness on behalf of clients. 
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• Clients speak well of me and Ecofutures personnel, even after the remodeling 
process (where personal stresses are higher and costs far less certain than in new 
construction). 

• As to timelines, Ecofutures has done well on many extremely challenging 
projects.  I strongly encourage speaking to past clients to learn their experience 
with resources we devoted, effort expended, how we held to the projected 
timeline, etc.  We have always done our best, and clients have appreciated that.  
The reputation of Ecofutures does not include underachievement, inadequate 
progress, or being slow. 

• As to stability as a company, and our warranty program, we are financially sound, 
and Boulder has been my hometown since 1970.  My wife and I are raising our 
children here (they are now 6 and 4 years old), and I am determined not to move 
after living in California eight years (for Stanford and then work) as well as 
Germany, and in addition, the success and momentum of Ecofutures and our 25-
person team will be keeping me here for a long time. 

• With an highly skilled office staff providing product research, and doing ordering, 
specifying, job costing and scheduling work, we are well equipped to handle this 
project.  My bookkeeper is of CPA caliber, and my office manager is a star at the 
array of tasks she keeps on top of each week.  

 
 

Time, Cost Certainty and Strategy 

 
At one point you remarked that “We don’t have a budget,” in reference to the two antique 
light fixtures you had just bought in New York for $6,000.  But you DO have a need for a 
general contractor who will ensure that you pay fair amounts for quality results, and that 
work is completed in a timely manner.  The success of my business is based on holding to 
these standards. 
 
As noted earlier, the more time spent up front in designing, problem-solving, filling in 
missing specs, etc., before construction begins, the higher the degree of cost certainty.  I 
would propose that in two weeks’ time we assess the state of the overall estimating 
document and then decide if we are ready to proceed. 
 
Until that time, I would advise NOT comparing costs of remodels, especially not 7807 
Andrews, or any other new construction, to try to determine costs per square foot.  Your 
project has a number of unique features, and pushing expectations one way or the other 
on the financial spectrum, before the major parts are quantified and put together on the 
estimating spreadsheet, is not likely to be helpful.  (In the background, however, I do 
have the obvious questions:  At what dollars per square foot figure would this project 
have to go back to the drawing board?  Are Steve and Debbie already counting on a 
certain cost per square foot?  For the county permit application, a certain valuation had to 
be listed – did this set expectations at a certain level?)   
 
Once more, the line items I quantify will be based on actual bids or allowances, and you 
would pay only for work properly performed to your satisfaction, not an inflated fixed-
bid number (derived from me trying to guess how much you are willing to spend, writing 
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a contract with that number and getting you to sign, and then running to the bank with the 
difference between real costs and contract price – the typical fixed-bid sport).  So perhaps 
I should forget about such hypothetical questions. 
 
Timing:  It sounds like Boulder County is progressing well in releasing the permit.  I 
have been in situations before where the client attempts to announce who the general 
contractor will be at the last minute, while maintaining expectations of an instant start.  
This does not provide much lead time for lining up subs, generating a thorough and 
detailed timeline, ensuring that the right personnel from our core team will be on site at 
the right time, etc.  I am simply offering a note of caution here:  That we can mobilize 
fast, but the sooner we know, the sooner that mobilization begins and we get going on the 
main project timeline.   
 
 
 
I very much appreciate your taking the time to read through this, and having an open 
mind on all these topics.  In that spirit, I would like to reiterate that I am open to any and 
all concerns and questions you may have.  This is a substantial and important project, and 
I am ready to consider whatever you bring to the table.  For example, if you are looking 
at different contractors’ bid packages and are having difficulty comparing apples to 
apples (as will inevitably be the case), or see different contractor’s fee percentages, or 
lead carpenter/project manager allowances, or vastly different line items, or anything at 
all that catches your eye, please let me know and I will do my best to clarify, calculate, 
adjust or accommodate.    
 
Sincerely, 
 

 
 
Eric L. Doub, President 
Ecofutures Building, Inc. 


