
Guide To Shipbuilding Contracts - Everything
You Need to Know

Shipbuilding contracts play a crucial role in the maritime industry, ensuring a
seamless process from conceptualization to completion of a ship. Whether you're
a shipbuilding company or a buyer, understanding the intricacies of shipbuilding
contracts is essential to protect your interests and ensure a successful project.

Overview of Shipbuilding Contracts

A shipbuilding contract is an agreement between a shipyard (builder) and a buyer,
outlining the terms and conditions for constructing a vessel. These contracts
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cover various aspects such as the specifications, design, delivery date, payment
terms, and warranties.
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Shipbuilding contracts are typically based on standardized forms, such as the
Newbuildcon or the SAJ Form. However, parties involved can negotiate specific
clauses and modifications to meet their unique requirements.

Key Elements of Shipbuilding Contracts

1. Specifications: The contract should clearly define the ship's specifications,
including its size, capacity, propulsion system, and any additional features
required by the buyer.

2. Price and Payment Terms: The contract should outline the total contract price,
payment milestones, and terms of payment. This includes the down payment,
progress payments, and the final installment upon completion and delivery.

3. Delivery Date: The contract must specify the expected delivery date, allowing
for reasonable extensions due to unforeseen circumstances. It should also outline
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the consequences for delays and the procedure for settling disputes related to
delivery times.

4. Warranties and Guarantees: Shipbuilding contracts usually provide warranties
for specific periods after delivery. These warranties cover defects in materials,
workmanship, and compliance with the agreed-upon specifications.

5. Termination Clause: The contract should include a termination clause that
outlines the conditions under which either party can terminate the contract. This
clause is essential to provide flexibility in case of unforeseen events or breaches
of contract.

Negotiating and Drafting the Contract

Negotiating shipbuilding contracts requires careful consideration to protect the
interests of both parties. Here are some essential steps:

1. Clearly Define Expectations: Avoid ambiguities by clearly stating the
specifications, technical requirements, and commercial expectations of the vessel
to be constructed.

2. Seek Legal Advice: Engage legal experts with experience in maritime law to
ensure the contract adheres to relevant international conventions and local
regulations.

3. Review and Modify Standard Forms: While standardized forms provide a
starting point, it is crucial to review and modify them to fit the specific project
requirements.

4. Payment Terms and Schedule: Define the payment terms, including down
payments, progress payments, and final installment, with consideration for



milestones achieved during construction.

Risk Mitigation and Dispute Resolution

Despite careful drafting, disputes may still arise during shipbuilding projects. To
mitigate risks, shipbuilding contracts should include mechanisms for dispute
resolution, such as arbitration clauses or alternative dispute resolution
mechanisms.

In the case of disagreements, parties can resort to arbitration, mediation, or
negotiation to resolve conflicts, ensuring a fair and efficient resolution process
without resorting to expensive and time-consuming litigation.

Shipbuilding contracts are the backbone of any ship construction project.
Understanding the key elements and intricacies of these agreements is essential
to safeguard the interests of both shipyards and buyers. By carefully negotiating,
drafting, and including effective dispute resolution mechanisms, shipbuilding
contracts can contribute to the successful completion of maritime projects.

Next time you're involved in a shipbuilding project, utilize this comprehensive
guide to navigate through the complexities of shipbuilding contracts and ensure a
smooth and successful experience.
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Having been involved in the shipping industry for more than 20 years in different
roles, I have been wanting to publish a book on the complex subject of ship
building contract. My association with Norwegian shipping companies who
constantly upgraded their fleet of ships made the subject all the more interesting
with first hand experience at various shipyards. The thought of the development
taking place around the Indian coast and the Government of India focus on
developing the maritime sector prompted me to write this book. This book guides
on the various aspects of a ship building contract.
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