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A Basic Study on Effective Adjustment Method
for Construction Escalation/De—Escalation Price

Sung, Ju—yong', Kim, Dong—jin%, Lee, Min—jae*
"Public Procurement Service
“Department of Civil Engineering, Chungnam National University

Abstract : The construction of a facility is an act whereby infrastructure such as roads and railways and other facilities
such as housing and office spaces are constructed, and due to the characteristics of the relevant industry where such
construction is carried out in a custom order method, it requires a long period of time mostly, While the construction
is carried out over a long period of time, fluctuations in the price of raw materials required for the construction occur,
Therefore, the cost of the construction also fluctuates inevitably, The fluctuation of the construction cost meshes closely
with the profit of a constructor and the efficiency of government spending, Therefore, it is necessary to maintain the
construction cost at a reasonable level by adjusting the construction cost rationally in order to secure the required
construction quality and spend the budget efficiently, The buffer system for solving such problem is the contract
amount adjustment system by fluctuations in prices (Escalation/De—Escalation). In this study, the method combining
the escalation method based on the item adjustment method was suggested for an efficient contract amount adjustment
method, In addition, it is proposed that there be an investigation and codification of matters not applied to government
acts and regulations on contracts related to the adjustment of fluctuations in prices legally,

Keywords : Contract Amount Adjustment System, Escalation, Item Adjustment Method, Index Adjustment Method
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Fig. 1. Research Methodology
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Fig. 2. Concept of adjustment by item adjustment rate
(Kim, W.Y. & Kim, Y.J., 2008)
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Table 1. Example of ltem Adjustment Method and Index Adjustment Method

Item Adjustment Method

Index Adjustment Method

Item Applicable Price The Growth Item Applicable Index The Growth
Classification Bidding | Adjustment Standard Rate Classification Bidding | Adjustment Standard Rate
1. Labor Cost 1. Labor Cost
1.1. Normal Worker 68,000 74,000 +8.82%
1.2. Mold Worker 87,000 94,000 +8.04% 1.1. Labor Index 82,000 83,000 +1.22%
1.3. Worker 124,000 132,000 +6.06%
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Table 2. Index Adjustment Method and ltem Adjustment Method

Comparison
Classification Item Adjustment Index Adjustment
Method Method
Reflect the Ngture of Reflected Not Reflected
Construction
Calculation Method Simple Complex
Calculation Time Slow Fast
Application Process Simple Complex
Possibility of A Dispute Many Little
) Complex and
Contract Management Simple and Clear Difficult to Calculate
Adjust Subcontracting | Can Be Distributed by | Cannot Be Distributed
Amount Each Characteristic by Each Characteristic
Single ltem Adjustment Simple Complex
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Table 3. Existing Expenditure Iltem Group of Construction Cost
and Suggested New Item Group.

Classification Existing Group (4) Suggested Group (16)
Agriculture, Forestry and Agriculture, Forestry and
Fisheries Products Fisheries Products
Mining Products Mining Products
Power/Water/ Power/Water/
City Gas System City Gas System
Food and Beverage
Textiles & Leather Products
Wood and Paper
Coal and Ol
Material Chemical Products
Cost Nonmetallic Mineral

Primary Metal Manufacture

Industrial Product(13) Metal Products

General Machine

Electrical and Electronic
Machinery

Precision Equipment

Transportation Equipment

Other Manufacturing
Products
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Table 4. Example of Estimation of Material De/Escalation Rate in Suggested New Method

Index Adjustment Method Suggested Method

It‘e_m . Applicable Price Growth Category Applicable Index Growth

Classification | Bidding |Adjustment Standard Rate Bidding | Adjustment Standard Rate
Rebar 500 510 A2.00% Primary Metal Manufacture 100% 101.87% A1.87%
Reggﬁ;r“g;:ed 50,060 50,740 A1.35% Nonmetaliic Mineral 100% 103.11% A3.11%
Aspart 320 330 A3.12% Nonmetallic Mineral 100% 103.11% A3.11%
Cement 410 440 A7.32% Nonmetallic Mineral 100% 103.11% A3 11%
PE Pipe 150 140 V¥6.66% Chemical Products 100% 102.34% A2 .34%
Gasoline 1,340 1,430 A7.46% Coal and Oil 100% 105.30% A5.30%
Border Stone 38,000 39,000 A2.63% Nonmetallic Mineral 100% 103.11% A3.11%
Geogrid 27 28 A3.70% Chemical Products 100% 102.34% A2.34%
Marble Tile 30 30 0% Nonmetallic Mineral 100% 103.11% A3 11%
LED Lamp 18,000 17,800 v1.11% Electrical and Electronic Machinery 100% 99.34% v0.66%
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Table 5. The part that needs to be regulated regarding the adjustment of contract amount due to price de/escalation

Case Authoritative Interpretation Basis

Reflected in price of
change of price of
large—scale construction
materials

the contract amount due to price fluctuation.

Fast Track and Alternatives/Technical Proposal Tendering have to order mandatory competitive
products as government—furnished material in accordance with “Act on Promotion of Purchase of SmaII
and Medium Businesses and Support for Market; S47|QH & T EX o T2 K| 0f 246t

In this case, it is interpreted that government—furnished material should be reflected when adJustmg

3 However, in case of bidding work for the bidding and basic design technology proposal, the
contract amount of the contracting party includes the government material. Therefore, it is interpreted
that the increase / decrease in the contract amount of the budget of the public material budget.

Public procurement
contract law, Contract
system—647
(117(!:}7;”0&01 7;”0!:

M E1t-647, 2012.5.24)

The design was changed
before the adjustment
date. However, if the
contract is changed after
the adjustment date

adjustment date.

The application price shall be calculated based on the contract amount before the price change

However, if the design change is made before the adjustment date but the change contract is made
after the adjustment date, the design change shall be included in the application price.

Ministry of Strategy and
Finance, Accounting
department—153(3| Al

M =1H-513, 2009.3.17)

j f the pri h .
Standard of payment by adjustment of the price change

rough estimate

At the time of calculation of price fluctuation application price, It is necessary to exclude the
completion fee(including the completion of the order) and the prepaid amount paid before the

However, if the progress payment is received at payment by rough estimate. it is included in the
application fee. (If the date of payment is the same as the payment date, it shall not be excluded.)

However, only the portion to be calculated will be recognized as payment by rough estimate in the
future. The portion not calculated is excluded from the application fee.

Ministry of Strategy and
Finance, Accounting
department—2831
(&AM =1t- 2831,
20 ‘06.12.19)

If the advance payment
is fully returned before

h j ;
the adjustment date before the adjustment date.

If contractor receive a down payment, It shall be deducted from the adjusted amount in accordance
with Article 74 (6) of the Enforcement Rule of the National Contract Act.
However, it shall not be excluded if the advance payment is fully settled to the preliminary amount

Ministry of Strategy and
Finance, Accounting
department—899 (3| /|

M| =1-899, 2009.5.15)

Related to adjustment

application date about
construction escalation
price

The application date of construction escalation price adjustment is the date when the contracting party
receives an official letter to the ordering organization requesting the adjustment request, accompanied
by all documents proving the contract price adjustment requirement due to price fluctuation.

However, if the adjustment requirements are not fulfilled or if the supporting documents are not
attached to the supporting documents, the application shall not be accepted.

Ministry of Strategy and
Finance, Accounting
department—1446
(3] A M =1t—-1446,
2004.8.31)

Related to the work date is calculated.

schedule

changed and approved construction schedule.

The application price of construction escalation price is calculated based on the construction process
schedule at the time of the adjustment date, and the portion to be completed before the adjustment

However, if the reason for the design change occurred before the adjustment date, and there was
approval for the new construction schedule after the adjustment date, it can be calculated based on the

Ministry of Strategy and
Finance, Accounting
department—1801
(3|A M =24-1801,
2004.10.10)

ltem adjustment rate fime of bidding.

calculation

calculated at the time of price change...

For the item adjustment method, the item—by—item price comparison should be compared with the
price change at the time of the bidding in the same manner as the estimation method examined at the

However, if the price can not be calculated at the time of the price change by the survey method at
the time of bidding, the price at the time of bidding can be calculated in a reasonable way that can be

If the calculation is difficult, it can be applied as the growth rate of “Producer Price Basic Index”

According to
this research.

Estimated price
recognition standard

In the case of items whose objectivity is not ensured for the price data at a subjective price, this can
be applied to the growth rate of the producer price index which is most similar to the item.

According to
this research.
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