
Reducing the Risk of Payment Disputes in Your Building
Contract

Payment disputes in building contracts can cause significant delays and cost overruns, leading to
frustration and financial strain for both parties. That's why it's crucial to take proactive steps to
minimise the risk of such disputes before construction starts. In this article, we'll discuss some best
practices for addressing payment issues in your building contract and how to incorporate them into
your pre-construction checklist.

Understanding the Building Contract

The building contract is a legal document that outlines the agreement between the homeowner and
the builder for a construction project. Its primary purpose is to define the responsibilities,
obligations, and rights of each party throughout the project. Payment terms are one of the essential
components of a building contract. It specifies the amount and timing of payments that the
homeowner will make to the builder.

To ensure that the building contract accurately reflects the interests of both parties, it is crucial to
have a lawyer review and negotiate its terms. A construction lawyer can provide legal advice on
the terms of the contract and help negotiate changes that may be necessary to address any
potential disputes.

It is important to note that a building contract is a legally binding document, and any changes or
modifications should be made with the guidance of a qualified legal professional. Homeowners
should carefully review and understand the terms of the contract before signing it to avoid any
misunderstandings or payment disputes in the future.

Best Practices for Payment Terms

When it comes to payment terms in building contracts, it's essential to understand the implications
of each option. Some common payment terms include lump sum payments, progress payments,
and milestone payments. Lump sum payments involve paying the builder the entire amount
upfront, while progress payments involve paying a certain percentage of the contract price as the
work progresses. Milestone payments, on the other hand, involve paying at specific milestones
throughout the project.



To negotiate fair and reasonable payment terms, homeowners should consider factors such as
project timeline, scope of work, and payment schedule. It's crucial to ensure that the payment
terms align with the project's progress and that the builder is not overpaid before work is
completed.

To document payment agreements, it's recommended that both parties agree in writing and sign a
contract. A contract should include the payment structure, payment schedule, and payment
methods, among other essential details. This will protect both parties in the event of a dispute or
misunderstanding.

It's also essential to remember that payment terms are negotiable, and homeowners should feel
empowered to negotiate for more favourable terms with the builder. An experienced construction
lawyer can help homeowners understand their options and advocate on their behalf during the
negotiation process. By taking these best practices into account, homeowners can reduce the risk
of payment disputes and ensure a successful construction project.

Managing Payment Disputes

In construction projects, payment disputes can arise due to various reasons, such as incomplete
work, delays, or disagreements over payment terms. If left unresolved, these disputes can cause
significant delays and additional costs to both parties involved. Therefore, it's crucial to have a
clear understanding of the dispute resolution process and take necessary steps to avoid them.

In New South Wales, the dispute resolution process for payment disputes usually begins with
negotiation between the parties involved. If negotiation fails, the next step is mediation, where an
independent mediator helps the parties reach a mutually acceptable solution. If mediation fails, the
final step is litigation, where the matter is resolved in court.

To avoid payment disputes, it's essential to maintain clear and open communication with the
builder throughout the project. Regularly reviewing and documenting the progress of the project
and payments made can help prevent misunderstandings and disagreements. It's also crucial to
ensure that payment terms are clearly defined in the building contract and agreed upon in writing.



In case of a payment dispute, it's important to remain calm and professional while trying to resolve
the matter. Avoiding aggressive or confrontational behaviour can help to resolve the dispute
amicably. If the dispute remains unresolved, it's essential to seek legal advice from a construction
lawyer with experience in payment disputes. They can help assess the situation and provide
guidance on the best course of action to take.

Reducing the Risk of Payment Disputes

Reducing the risk of payment disputes in a building contract is crucial to avoid any unnecessary
conflicts or delays during the construction project. One way to achieve this is by addressing
potential payment disputes in the building contract itself. By including specific clauses in the
contract, parties can clarify their obligations and expectations and reduce the likelihood of disputes
arising.

Examples of clauses that can be included in the contract to reduce the risk of payment disputes
include a clear payment schedule that outlines the timing and amount of payments, a detailed
scope of work that clearly defines what is included and excluded from the contract, and a change
order process that establishes how changes to the scope of work will be handled.

Another effective clause to include in the contract is an arbitration clause. This clause requires that
any disputes be resolved through arbitration rather than litigation, which can be a faster and less
costly process. In addition, arbitration is a private process, which can help to protect the
confidentiality of the parties involved and maintain the business relationships.

Overall, reducing the risk of payment disputes in a building contract requires careful planning and
drafting. Working with a construction lawyer who has experience in negotiating and drafting
building contracts can help parties to create a contract that is clear, fair, and effective in reducing
the risk of disputes.



Protect Your Investment: Reduce Payment Disputes in Your
Building Contract

Payment disputes can be costly and time-consuming. To reduce the risk of payment disputes, it is
essential to address this issue in the building contract. By understanding the building contract,
negotiating fair payment terms, and including dispute resolution clauses, you can reduce the risk of
payment disputes. It is crucial to consult with a construction lawyer to ensure your contract
adequately addresses payment terms and dispute resolution. Don't forget to download our
Pre-construction Checklist to help you manage your construction project effectively.


