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FIDIC AloFz=4,-& A 1999d0] /WA= HA FIDIC 743 Al9271 (Conditions
of Contract for Construction) o2 o] WHAHALE34) & Akx7e 1384
(Adjustment for Changes in Cost)o|A:= H]& W] & 24& FA4staL glon,
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ol 71AE ‘A5%E3}H currency of index) 7} A &3} B F E317} opd 49 7—}7—}94
A= 2 yehe] T8 AAsk= vl =& (selling rate)d] A% AHH A&
Folz MAEofof st}

A= @A) Bl-&A9=(current cost index)7F Y= wi7bA], 24 714814 ¢
s flot] A AgE AAgstolof gt A EA Tt e, 24 g9 1

of we} thA] Az s ojoF it

vk, AR Ak 717 ol BALE FF6A Eahddrhy, 1 olFel 744 2Ae
D g FF AL RS 499 Aol AT 5 Q= A7) A% B Ao} 5
e sl

ZANER 1 71%@ 7}z}e) H]ﬁ OWEQ 7}%;?1

<¥E I-2> A<t 2 HAS 8t =™ AIZHE(Tables of adjustment data)

If sub—clause 13.8 applies

Adjustment for changes in Cost

Table(s) of adjustment data ........... 13.8 oo for payment each

month(YEAR)/in (currency)
Coefficient Country of origin Source of index Value on stated date(s)

scope of index currency of index Title/definition Value Date

a= 0.10 Fixed

b= labour

C:

d:

e:

These values and dates confirm the definition of each index, but do not define Base Date indices
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(3) of =235)

RS A4 R QA B8-S Egekn om, AAke] ol 2]
o Q7 Al eja] Adu o] A Tk S W v Aled as
o xé

al
WZF(U.S. Department of Transportation)ol| A= AA| 2 7] AFIH] A A]
5

E718k Aol 3k o H]H] (contingency) 9} A& & HAE E7Md<%(escalation) S

A
] oxl-r(Transit Capital Cost Index)ell tgt A& E3Fo] 1994 FH 2003
SHoldS a3 A A 2ge PAA R g A]3& mhE g v 9l
de36)e] ofstH, du dsol Hzxel AR A ol HAg A9, Ao AF
O = HEY 2y 2 A7P7F Ak Ao w Qs AlgE o4
T, de Sl gk 998 AlFA A HA7EEA| ekt oleld 9]

e X]Oi/\]i’ = 301 a

e AR AR QIS H| S Hl§ o|LJE AT A= AL
Ao} FAAE 7H v]go] tistee BATS delE 7 5 ok dE 5o U] A}
A& ?Uﬂﬂoi’ﬁ AE 5 UG o]59] & By vE FUHE AA An|e By
z2 = E_M—HLE _/,: 9)\1“4—

U]jjnoﬂ/ﬂ 371 A4 Sy #AEHo] Yehve 4] AP A dEe B S
Hl-golm, o] A s dst7] Hsixe et 34 HEE d8= gt o %
Eo A Sl ZoSo] uhElng B WE &Eo] 4l e
o} wEbA 7] A ZEdel gisk A} JJrﬂVP LA Eojof gt} o]¥ #412 CPM
AE7V7F AN e 371 AA24 710 (Time Impact Analysis)ell 2]8] o]Fo] At}

i

35) oA, E7FHGAIES] /A Wl S A, 1998. 11.
36) J.D. Hedin construction Co. v. United States(1965).
37) Luria Bros. & Co. v. United States(1966).
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(4) ADB =% 7}0|=2}2l(Guidelines for Procurement under Asian Development
Bank Loans February 1999, ADB)

ADB Z4% 7}o] =291 (Guidelines for Procurement under Asian Development Bank
Loans February 1999, ADB)dA & E7FH E0l W Aleka o] 2o tiste] A4
A RS mhEskar gtk Al 2.29% Al 2.30%E Q°FshH vt Ak

A, JF ATl E wsE, A 2 A2 T EaAE 24T gl Ak Fa

o
 meaEe] T4 fkel WSl A1 B, 7 240l AAHEAS o3 A3l

Tl 7] x3le] ZAdoF st}
2 7}A(base price)el 7] %3t

ool o R = w, ADB 29 Zhe|=EloM = 12709 o 7] AlCkelA =
& 27F Wl ofgh b WAl Aot goe] 2ol 7heES qPAsha gtk 17
[e) [o}

Ak gole] 24 Jbs 71 % 28 e TALOR YA 9 o

38) 2.29 The bidding documents shall clearly indicate whether price adjustments are allowed in the event
changes occur in the major cost components of the contract such as labor, equipment, and materials,
over which the contractor has no control. Price adjustment provisions are not necessary for simple
supply contracts involving short delivery periods. However, for contracts with long delivery or
completion periods(generally beyond 12months). including major civil works contracts, price adjustment
provisions shall be provided. Contracts which contain a large commodity component whose price may
vary sharply in the short term shall contain a rise and fall clause which protects the borrower or
contractor from losses in case of any abrupt changes in price.

39) 2.30 The amount of price adjustment shall be based on changes in the cost of the major components of
the contract. The method of adjustment, which shall be indicated in the bidding documents, may provide
for adjustments to be made on the basis of documentary evidence provided by the contractor or
calculated by the use of a price adjustment formula. The comparison of bid prices shall be carried out on

the basis of base price only.
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ABSTRACT

Policies to improve an Escalation System in Construction Contracts

M. S. Choi

In a construction contract, the change of price means 1) change in material cost, 2)
change in wages, 3) change in the local currency value and 4) additional burden or
decrease of burden, due to change in the local laws. Also, the clause to adjust the
contract amount in a construction contract, due to the change in price, is called an
escalation clause.

According to Article 19 of "The Act on Contracts to which the State is a Party, and
Article 64 of Enforcement Ordinance of the Act, the contract amount may be adjusted,
when the fluctuation rate has increased or decreased at least 5%.

Under the current law, although the price of specific material rises suddenly and its
range does not exceed 5% of the total construction cost, the contract amount of
remaining construction shall not be adjusted. For example, steel bar accounts for
around 5% of the construction cost. Although the price of steel bar goes up almost
50%, the total construction cost rises only 2.5%. Thus, escalation of the contract
amount 1s impossible.

It is desirable to decide the legal fluctuation rate of construction cost on the basis of
inflation rate or construction cost index. In 1978 when the escalation system was
introduced, the inflation rate was around 10%. However the recent inflation rate is
about annually 37 4% on average, which is lower than half the past level.
Accordingly, it is appropriate to alleviate the requirement of 5% of price fluctuation
rate.

In comparison with foreign countries, the price fluctuation rate in Korea is too
high. For example, in Japan, if the fluctuation rate rises 1.5% or more, the

contract amount is adjusted. In conclusion, the price fluctuation rate in our country
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should be adjusted to 2~ 3% level.

Meanwhile, there are two ways to reflect price change in construction contract. One
is to reflect price change of all articles composing the construction contract, and the
other is to reflect the price change of specific articles such as major construction
materials. The latter mode is called an Escalation for Specific Materials(ESM).

The ESM provision is found in Japanese contract clauses or FIDIC, there is no
provision of ESM or inflation in Korea. However, the hike of material price, arising
from short—term shock factors such as exchange rate and interest rate, may be
regarded as force majeure. The reason is because it is difficult for construction
companies to cope with such a situation in advance. Also, under the index adjustment
rate, without introducing construction material index, the escalation is difficult.
Therefore it needs to compensate the loss of constructor through the ESM system. The
preparation for the ESM clause is also required to protect subcontractors. If ESM
system 1is introduced, it is necessary to restrict oil and fuel, ready mixed—concrete,
steel and asphalt concrete as the specified materials.

In the meantime, producer price index, generally applied to calculate the index
adjustment rate, surveyed and announced by the Bank of Korea, cannot reflect the rise
of construction materials' prices accurately. Thus, it is necessary to designate an
agency to survey and announce the price index of construction materials. The period of
wage survey and announcement period in the construction industry needs to be
shortened. Also the wage index, material index and machinery expense index should
announced by means of detailed classification by construction types.

Finally, in the case of the United States, however, it is general to reflect escalation
and contingency when calculating the construction cost. In view of this, we may
consider a method to calculate construction cost reflecting a possible price change

during the construction period.
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