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History & background – problems to be solved
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Potential solutions/thoughts
Some considerations on how to draft

is transferred to the contractor? It

contracts to cover for price inflation
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Below are some of the mechanisms used in other jurisdictions that could be
considered –

Provisional Sums can be used to combat increases in prices. Provisional Sums
are developed based upon detailed specifications and an estimation is included in the
contract. The Client may choose not to undertake these works and/or maintain the
right to have a different contractor to undertake the works. It is important to ensure that

the impact on the provisional sum is considered in the program for the project and that
budget for preliminaries, overhead and profit are allocated to the project costs. An
example of this would be to separate all Mechanical/Electrical and Plumbing or the fitout portions of the project.
Prime cost allowances can be used for specific materials, e.g., steel bars,
flooring finishes etc. but the costs should be clearly understood – e.g., whether it is
inclusive of all subcontract on-costs, margin, transport, waste etc.
Client or Contractor buying critical materials early or paying to secure future
production slots.
Get trade partners early involvement to assure the cost and availability of
materials/labor/transport are fully aligned to the project goals and budget.
Discuss, at the earliest stage, risk sharing with stakeholders. Have open
discussions with project owners about potential challenges and consider sharing the
risk of inflation under contract conditions, whether through alliance-style agreements
or alternate contract conditions for both new and existing contracts.
Price Fluctuations clauses can be drafted to reflect the changes in the cost of
material and labor during the contract period. It is important that the wording of any
price fluctuation clause is written clearly. They may cover a broad spectrum of the work
or relate specifically to clearly identified materials. A robust Bill of Quantities assists
with the control of fluctuations. Careful thought must be given to how the material will
be indexed.
Cost Plus contracting is another way to manage the construction price inflation.
The contractor is reimbursed for actual costs plus a fee for their overhead and profit.
Downside is an unknown final cost and lost incentive for the contractor to manage the
cost.
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For those in the midst of project
delivery, our advice is to bring all parties
around the table to address cost
concerns as early as possible. In doing
so, project teams can openly reflect on
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