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1 •Understanding Payment Types

2
•Negotiating Specified Rate and 

Lump Sum



Understanding Payment Types
Martha 



Elements of Each 
Payment Type

Direct 
Labor

OverheadProfit

Other 
Direct 

Expenses
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Common Payment Types
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•Payment is made for each hour worked and includes all labor costs. Other 
Direct Expenses are paid. No guarantee of “maximum amount not to 
exceed”.

Specified Rate (SR)

•Payment is made for each deliverable and includes all costs. Maximum 
not to exceed = guaranteed lump sum for contract.

Lump Sum (LS)

•Payment is made for each completed unit and includes all costs. No 
guarantee of “maximum amount not to exceed”.

Unit Cost (UC)
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Less Common Payment Type
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•Payment is made for each hour based on actual salary rates.
•Overhead rate is provisional and may be audited.
•Profit rate is negotiated.
•The prime provider’s profit $ is guaranteed as the Fixed Fee 

– incentive to maximize efficiency.
•No guarantee of “maximum amount not to exceed” for 

contract.

Cost plus Fixed Fee (CPFF)
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How does Risk vary by payment type?
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Agreement with the Provider SR LS UC CPFF Impact to Risk

TxDOT pays for actual hours spent Reduces risk of overpayment

TxDOT pays for complete deliverables Reduces risk of needing more money

TxDOT pays for other costs as needed Reduces risk of overpayment

Fixed Fee is guaranteed Risk of overpayment of profit is balanced
by only paying for actual hours and cost

Max amount not to exceed is guaranteed Increases risk of overpayment

Documentation required for hours, costs Reduces risk of overpayment

For vague or variable scopes – Specified Rate or Cost Plus Fixed Fee should be used:
• Tracking hours and requiring documentation of costs gives more control to PM
• When profit is tied to hours (SR), there is no incentive to finish. A Fixed Fee (CPFF) is a great incentive!
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Payment Types for Standard Disciplines

Cost Plus 
Fixed Fee

Specified 
Rate (SR)

Unit Cost 
(UC)

Lump Sum 
(LS)

Engineering

Advanced Planning

Bridge Inspection

Construction Engineering Inspection

Construction Phase Services

Geotechnical Engineering / Services

Materials Engineering / Testing

Plans, Specifications and Estimate

Repetitive Tasks

Schematic Design and Environmental

Surveying

Architecture

8

For these disciplines, 
UC may be used for a 
part of the overall 
contract – e.g. 
Surveying, Materials 
testing, etc.

Best Practices:
LS: only appropriate 
when scope is well 
defined, and schedule is 
controlled by TxDOT 
and the Provider.



Negotiating Specified Rate 
and Lump Sum

Mindy
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Combination of Specified Rate & Lump Sum

Schematic / Environmental / Plans, Specifications & 
Estimate

Two-phase approach

1. Schematic / 
Environmental

Not well defined and many 
unknowns

2. PS&E

Well defined

10
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Combination of Specified Rate & Lump Sum

Schematic / 
Environmental

Level of Effort shown as 
Specified Rate

North South*

Plans, Specifications 
& Estimate

Level of Effort shown as 
Deliverables for Lump Sum

North South
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*Many unknowns
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Negotiations and Development of the Attachment E - Fee Schedule

Negotiation Center (Rate Tables)

Pre-Negotiation 
Report
----------------------------
Base Rates
----------------------------
Profit
----------------------------
Applied Escalation

Scoping Meeting (Scope of Services)

PEPS PcE
----------------------------
TxDOT PM
----------------------------
Provider PM
----------------------------
SME’s

Level of Effort (Summary Table)

Specified Rate (Work 
Breakdown Schedule)
----------------------------
Lump Sum (Table of 
Deliverables)
----------------------------
Unit Cost & ODE’s

Schedule (Gantt Chart)
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55 Workdays (skipping holidays)



2022 PEPS Conference November 30, 2022

LOE – Specified Rate – WBS – Sch / Env (North & South)
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3.00 1.00 3.00

0001-01-001

$1.00 $1.00 $1.00

1.00 HR 1.00 HR 1.00 HR

0001-01-001
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LOE – Lump Sum – Table of Deliverables – PS&E (North & South)
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$1.00
$1.00
$1.00
$1.00
$1.00
$1.00
$1.00
$1.00
$1.00
$1.00

$10.00



2022 PEPS Conference November 30, 2022

LOE – Lump Sum – Table of Deliverables – PS&E (North & South)
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LOE – Lump Sum – Table of Deliverables – PS&E (North & South)
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Data Collection, Design Criteria… 1.00% $1.00
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55 Workdays of Negotiations
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• Start with the 
Provider’s LOE

• TxDOT compares to 
an independent LOE 
and counters

First Round

• Provider reviews and 
counters

• TxDOT reviews and 
counters

Second Round (can 
complete early) • Provider reviews and 

provides their last 
counter

• TxDOT reviews and 
provides the last offer

Third Round / Last 
Round (negotiations 
should be complete)
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Payment Type - Personalities

Specified Rate Lump Sum Cost Plus Fixed 
Fee

Unit Cost Other Direct 
Expenses

18



Questions and Discussion



Martha Juch, P.E., CFM
TxDOT|PEPS Division|COE|PPM

Martha.Juch@txdot.gov

512.416.2263

Mindy N. Sawyer, P.E.
TxDOT|PEPS Division|DSC|PcE

Mindy.Sawyer@txdot.gov

214.320.6659
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