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ABSTRACT 
 
Purpose: This paper is aimed at identifying the shortcomings of the existing increased 
cost adjustment methods in terms of their non-suitability for use in a highly 
inflationary economic environment and develops the ICA formula as an attempt for a 
remedial solution. Design/methodology/approach: The literature focused on the 
shortcomings of the existing increased cost adjustment methods. A formula was 
developed based on practical and theoretical concepts and the breakdown of the main 
components of a contract sum. Informal interviews, thirty-three questionnaires were 
completed by relevant respondents and analysed. A case study on a construction 
project compared the profitability margin between the traditional method and the 
proposed ICA formula. Findings: The traditional method for increased cost 
adjustment was a predominant one used on almost contracts (91%). More than two-
third (67%) of the contractors involved into fluctuating contracts were threatened with 
cash reserve and almost four-fifth (79%) of the contractors were affected in terms of 
cost recovery owing mainly to the inefficiency of the traditional method. A case study 
was done on a project where 5% was used as adjustment for increased cost. The 
contract sum escalated from Z$1,170,000.00 to Z$61,401,000,000.00 in 22 months. 
ICA formula was tested and displayed more potential for profit recovery than the 
actual profit the contractor generated using the traditional method. The profit margin 
of 13.60% calculated through ICA formula was closer to the allowable profit margin 
of 15% on the contractor's own works while the contractor generated only 3.31%. 
Research limitations/implications: Contracts adjusted with Consumer Price Index 
methods were not available for analysis. The case study was conducted on one project 
under construction before the settlement of the final account. Further studies of the 
ICA formula would focus on the determination of parameters associated with its 
application in relation to the allowable percentage mark-ups applicable in different 
countries. Practical implications: ICA formula can be an alternative method for 
increased cost adjustment appropriate with high inflationary environments. ICA 
formula is anticipated to be a consultation tool serving as a guideline to ascertain the 
margin for adjustment of increased costs where disputes arise in this regard. ICA 
formula is also pledged to be applicable to other sectors of business to predict the 
level of mark-up required for cost increase in volatile market conditions. 
Originality/value: The improvement of increased cost adjustment methods is 
necessary especially at this time where the inflation and the continuous increase in 
construction input cost have become a global challenge to the construction industry.  
 
Keywords: Consumer Price Index based formulae, increased cost, shortcomings, and 
traditional method. 



2 

1. BACKGROUND OF THE STUDY 
 
In 2003 and 2004, the Zimbabwean National Joint Practice Committee (NJPC) 
engaged in reviewing certain contractual clauses and issuing relevant appendices to be 
incorporated into the Standard Forms of Contract. This step was taken after it was 
realised that the fluctuation clauses needed some back up appendices. The price of 
materials, plant hire rates, labour and fuel continuously increased owing the highly 
inflationary environment. For example, the consumer price index (CPI) for civil 
engineering plant was reported to increase from 247,096.7 in October 2003 to 
387,964.20 in October 2004 (CIFOZ 2005). Consequently, the increased cost sum 
became a dominant feature of a contract such that it exceeded more than double the 
original contract sum on some contracts. The Standard Form of Contract had all along 
provided only 5% administration fees adjustment on increased cost. Contractors 
complained that they were generating far less than expected profits on the contracts 
they were involved in. They argued that the revenue diminished as a result of failure 
to recover profit on construction input costs and overheads expenses. In an attempt to 
address the contractors’ complaints, the NJPC issued an appendix to the Standard 
Form of Contract in November 2003 allowing 5% administration fees plus 7.5% profit 
recovery on the net increased cost. Unfortunately, no comprehensive scientific study 
had been undertaken to assess the severity of this situation. This research study was 
inspired by the above situation in conjunction with the authors' curiosity and personal 
experience on construction projects they were involved. The investigation into the 
subject matter was carried out and the ICA formula was developed as an attempt to 
offer a remedial solution. 
 
 

2. SHORTCOMINGS OF THE PREVIOUS METHODS 
 
Fluctuating contracts are contracts that allow for the adjustment of contract costs due 
to the fluctuation (increase/decrease) of prices of materials, plant and wages. Only 
items falling under direct input of the project are subject to adjustment while items 
falling under indirect costs are not (Smith, 1995). McKenzie & Shapiro (1977), 
Atkinson (1992) and Brook (1993) estimated costs that are subject to adjustment to be 
90% of the contract sum and are referred to as recoverable costs or direct costs. The 
remaining 10% preliminaries and general which are not subject to adjustment are 
known as non-recoverable costs or indirect costs. Generally, there are two types of 
fluctuating contracts, namely traditional and Consumer Price Index based formulae. 

 
2.1. Traditional method 
The traditional method of ascertaining the amount of price fluctuation requires the 
contractor at the time of tender, to provide a list of the principal materials, plant and 
labour to be used in the contract and the unit price for those materials on which bill 
rates were based (Atkinson, 1992). An agreed percentage is added to the net increased 
cost. Ramus & Birchall (1997) understood the traditional method as a partial 
fluctuation reimbursement because the amount of increase recovered is much less than 
the total amount by which costs have really increased/varied. 
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2.2. CPI based formulae 
This method adjusts the price fluctuation based upon consumer price indices at tender 
month and date of measurement. Formulae include Osborne and Haylett formulae for 
building works, the Engineering formula for civil works and Baxter formula for civil 
contracts that are expected to be in excess of 24 months duration. Known as full 
reimbursement methods, they were introduced in UK in the 1970s as an alternative to 
the traditional method to fully reimburse the contractor for losses incurred due to price 
fluctuations (Atkinson, 1992). 
 
The major problem with the CPI approach is that there are situations in which the 
official CPI understates or overstates the impact of transactions that have been 
recorded (Bronfernbrenner, Gardener & Sichel, 1990). Trickey (1990) contended that 
by relying on an incorrect index could give very misleading results. (Ramus & 
Birchall, 1997) revealed that when the formula is used, no attempt is made to calculate 
the actual amount of loss involved; consequently, the sums recoverable by the formula 
method will differ from these recoverable under traditional method and will be usually 
greater. Since no audition of the amount of cost increase is done for each individual 
item, clients would wonder whether they are paying for the real cost increase incurred. 
 
 
3. SYSTEMATIC BUILDING-UP OF THE ICA FORMULA 
 
The ICA formula has been developed as a remedial solution to address shortcomings 
of increased cost adjustment methods. The ICA targets to reconcile the decline in 
profit margin of the contractor and maintain it relatively closer to the allowable. The 
ICA formula uses the actual costs on a particular project and prompts an appropriate 
percentage of adjustment m at each interim contract valuation. The ICA formula is 
developed upon ceteris paribus assumptions taking reference to following major 
considerations:  
 Each contract is unique, thus the increased cost adjustment should take this into 

account.  
 The allowable profit margin on a contract is calculated on a percentage basis at 

tender; therefore, the percentage obtained at the end of the contract should be 
relatively closer to the allowable. 

 The contract sum breakdown reveals that its components are affected in different 
ways in terms of losses of the contractor's margin. For example, the contractor is 
not entitled to recover profit on Preliminaries and General; contingency sums have 
no effect on the contractor's profitability. The contract sum breakdown reads as 
follows:  

1. Direct works/costs       X 
2. Preliminaries and General (P&G)  +Y 
3. Contractor's sum      S 
4. Prime Cost sum    +Z 
5. Sub-total contract sum    M 
6. Contingencies sum   +O 
7. Total contact sum     N 
 
Other parameters to be taken into consideration are as follows: 
1. Cumulative basic price amount     B 
2. Cumulative net increased cost     I 
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3. Administration fees (%)      a 
4. Allowable profit (%)     p 
 
3.1 Assumptions 
Assumption I - Contractor's sum: Direct works X of versus P&G Y 
"The higher the direct works proportion, the lower the P&G  proportion, as a result a 
greater amount is recovered on increased cost adjustment thus the contractor’s profit 
is slightly affected and vice versa." 
 
In fact, the contractor recovers the increased cost on most of direct works items by 
means of a percentage adjustment while the increased cost on P&G is not recoverable 
since it is not subject to adjustment. As illustrated in Table 1, a contractor is 
reimbursed much amount for increased cost where the direct works proportion is 
higher than where it is lower.   
 
Table 1 Illustration of cost reimbursement according to contractor's cost proportions  

CONTRACT A   
Contractor's 
sum S Amount Proportions 

Net cost increase 
(50%) 

Increased cost adjusted 
(5%) 

Direct works X 535,000.00 89% 267,500.00 13,375.00 
P&G Y 65,000.00 11% 32,500.00 - 
Total 600,000.00 100% 300,000.00 13,375.00 

CONTRACT B   
Contractor's 
cost Amount Proportions 

Net cost increase 
(50%) 

Increased cost adjusted 
(5%) 

Direct works X 350,000.00 58% 175,000.00 8,750.00 
P&G Y 250,000.00 42% 125,000.00 - 
Total 600,000.00 100% 300,000.00 8,750.00 

 
Assume two contracts A and B which have the same original contract amount of 
Z$600,000.00. They start and end at the same time, but they have different cost 
proportions. Assume a net cost increase of 50% of the original cost which affects both 
the direct works and P&G; then the net increased cost amounts at Z$300,000.00 for 
both contracts A and B. Only the increase on direct works is adjusted. The contractor 
recovers (Z$13,375.00) on project A which has a higher direct woks proportion (89%) 
than on project B (Z$8,750.00) which has a lower direct works proportion (58%). 
Consequently, little profit amount is recovered on project B than the one recovered on 
project A. 
  
 In order to reconcile such a decline in profit, we have to develop a marginal 

expression f which decreases when the direct cost proportion is higher and increases 
when the direct cost proportion is lower. Table 2 shows a systematic development of 

the marginal expression f where 
S
Xx   and

S
Yy  . The marginal expression f was 

simply and purely developed from the imagination with the sole objective of getting 
an expression that has an increasing/decreasing feature. The objective is achieved by 
the multiplying the product of x and y by either their difference or their sum 
throughout three domains. The value of x or y dictates which domain one has to 
choose for a particular project.  
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Conditions 
a. x + y = 1 (The sum of direct works and P&G proportions equals 100 %.) 
b. x ≠ 0 & y ≠  0 (The contractor’s sum components: direct works and P&G are 

always different from zero)  
c. x > y (It is assumed that the direct works proportion is always greater than P&G 

proportion.) 
d. 0.55 ≤  x ≤ 0.95 and 0.05 ≤ y ≤ 0.45 
 
Table 2 Building-up a marginal expression f 

A B C D E F G H I 

x y xy x-y (x+y)-(x-y) xy(x-y) 0.6(xy) xy[(x+y)-(x-y)] f 
Domain 

0.95 0.05 0.0475 0.90  0.04275   0.04275 
0.90 0.10 0.0900 0.80  0.07200   0.07200 

0.85 0.15 0.1275 0.70  0.08925   0.08925 

Domain 1 

0.80 0.20 0.1600 0.60  0.09600 0.09600  0.09600 

0.75 0.25 0.1875    0.11250  0.11250 

0.70 0.30 0.2100  0.60  0.12600 0.12600 0.12600 

Domain 2 

0.65 0.35 0.2275  0.70   0.15925 0.15925 

0.60 0.40 0.2400  0.80   0.19200 0.19200 

0.55 0.45 0.2475  0.90   0.22275 0.22275 

Domain 3 

     
Domain 1 

C*D 
0.8≤ x ≤0.95 

Domain 2 
0.6*C 

0.7≤ x ≤0.8 

Domain 3 
C*E 

0.55≤ x ≤0.7 

Domains 
combined  

 
Domain 1  
For 0.80 ≤ x ≤ 0.95 and 0.20 ≥ y ≥ 0.05 
 f = xy(x-y) = x2y -xy2 

By substituting x by 
S
X  and y by 

S
Y :  3

22

S
XYYXf 

  

Domain 2 
For 0.80 ≥ x ≥ 0.70 and 0.20 ≤ y ≤ 0.30 
f = 0.6xy 

By substituting x by 
S
X  and y by 

S
Y :  2

6.0
S

XYf   

Domain 3 
For 0.55 ≤ x ≤ 0.70 and 0.45 ≥ y ≥ 0.30 
f = xy [(x + y) - (x-y)]= x2y + xy2 - x2y + xy2 = 2xy2  

By substituting x by 
S
X  and y by 

S
Y :  3

22
S
XYf   

 
Figure 1 provides the graphic representation of a marginal expression f versus 
contractor’s cost proportions x and y. The graph is interpreted as follows: The graph 
was designed with Microsoft excel scatter chart. The proportions of direct works and 
P&G have been intentionally combined in the same Cartesian plan. The bottom x-axis 
represents the values of P&G cost proportions while the top x-axis represents the 
values of the direct costs proportions plotted in reverse. Y-axis represents the values 
of the marginal expression f. 
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Contractor's cost proportions versus marginal expression f
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Figure 1 Contractor’s cost proportions versus marginal expression f 
 
Note that y and x that appear on the graph should not be confused with the 
nomenclature of cost proportions x and y suggested by the authors during the building-
up of the ICA formula. The linear regression equations for straight lines help to 
predict a value of a dependent variable (here, value of the marginal expression f) given 
the value of independent variable (i.e. direct works or P&G cost proportions). R-
squared measures the goodness of fit of a regression to data. But, the regression 
equations and R2 are beyond the scope of this paper. The researchers preferred to keep 
the introduction to ICA formula in generic form. However, in the future, the 
application ICA formula will calculate marginal expression f using this regression 
equation. 
 
Assumption II - Contract sum M: Contractor's sum S versus Prime costs Z 
"The higher the contractor's sum, the lower the prime cost sum; consequently little 
amount is obtained from PC sum and vice versa". 
 
Table 3 Illustration of cost recovery from PC according to the proportion of Contract sum versus 
prime costs 

CONTRACT A   
Contract sum M Amount Proportions Attendance & profit amount (5%) 
Contractor's sum S 535,000.00 89% - 
Prime costs Z 65,000.00 11% 2,954.55 
Total  600,000.00 100% 2,954.55 

CONTRACT B 
Contract sum M Amount Proportions Attendance & profit amount (5%) 
Contractor's sum S 65,000.00 11% - 
Prime costs Z 535,000.00 89% 24,318.18 
Total  600,000.00 100% 24,318.18 
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Assume two contracts A and B having the same contract amount of Z$600,000.00 but 
with different contractor's sum and prime cost proportions. The contractor had 
allowed 5% attendance and profit on the prime cost amount. It is obvious that where 
the prime cost proportion is higher (89%) the contractor gets much money 
(Z$24,318.18) than where the prime cost proportion (11%) is lower. It is assumed that 
where the contractor's sum is lower, the contractor uses less of his resources for 
example, administration cost while revenues from management fees are higher.    

 A marginal probability is allocated as follows: 
M
S  

 
Assumption III - Price fluctuation: Cumulative Increased costs I versus 
Cumulative Basic price amount B 
"The more the prices fluctuate, the more the profit is affected and vice versa". 

 A marginal probability is allocated as follows: 
B
I , where I: cumulative net 

increased cost and B cumulative basic price amount.  
 
Assumption IV - Administration fees: Increased/decreased cost  
"There are costs incurred during the price adjustment exercise". 
 An administration fee expressed as a percentage "a" is provided. 
 
Assumption V - Allowable profit margin 
"Each contract has an allowable profit margin". 
 The profit margin expressed as a percentage "p" is allocated to each contract. 
 
The combination of the above assumptions generates the formula as shown in the 
table below. 
Table 4 Recapitulative of ICA formula building-up 

Assumptions I II III IV V ICA FORMULA 
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ICA formula calculates  a 
margin m (percentage) 

required for increased cost 
adjustment at each interim 

contract valuation 
 

  

 
1) 0.80 ≤  x ≤ 0.95      and     0.05 ≤  y  ≤ 0.20 3

22

S
XYYX 

 
M
S  

B
I   

a 
 
p 

2

22 )(
MBS

XYYXpIam 
               

 
 
2) 0.70 ≤ x  ≤ 0.80 and 0.20 ≤ y  ≤ 0.30 2

6.0
S

XY  
M
S  

B
I   

a 
 
p   

MBS
pIXYam 6.0

             

 
3) 0.55 ≤ x ≤ 0.70 and 0.30 ≤ y  ≤  0.45 3

22
S
XY  M

S  
B
I   

a 
 
p    

2

22
MBS
pIXYam   

                           
3.2 Distinctive features of ICA formula over other methods                                 
 ICA formula audits every single item while CPI formulae group works into 

categories.  
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 ICA formula adjusts price increase using the actual calculated net increased costs 
while CPI formulae do not attempt to calculate the actual amount of loss involved. 

 With ICA formula, the increased cost adjustment percentage varies continuously 
according to the level of the cost increase over the basic amount. But the 
traditional method provides only a single percentage of adjustment to be used 
throughout the contract.  

 
 
3. METHODOLOGY 
 
Relevant literature focussing on the shortcomings of existing increased costs 
adjustment methods was reviewed. Two approaches were adopted to design a standard 
questionnaire. The first approach consisted of open-ended questions where 
respondents answered the same questions though not limited in the way they answered 
the questions. The second approach consisted of closed questions where respondents 
chose one option from the given answers. Informal guided interviews were conducted 
with contractors' professionals involved into contract valuation exercise. A case study 
intended to assess the level of profit margin in comparison with proposed ICA 
formula was done on a construction project combining civil and building works. A 
Microsoft excel package was designed for contract valuation in a suitable format as 
required to test the ICA formula.  
 
 
4. FINDINGS AND DISCUSSIONS 
 
Thirty-three of thirty-nine questionnaires sent out were returned completed by sixteen 
contractors operating in two major cities namely Harare and Bulawayo. Respondents 
had experience in construction industry ranging from one year to thirty-one years. 
Their positions included commercial managers, technical services directors, chief 
quantity surveyors, senior estimators, contracts managers, project quantity surveyors 
and trainee quantity surveyors. 
 
It was found that the traditional method for increased cost adjustment was 
predominantly in use. Almost all respondents (91%) adjusted the increased cost using 
a percentage addition on the net increased cost. Arguably, this was expected since the 
traditional method is the most favoured method suitable for an unstable economic 
environment. Besides the 5% and 12.5% adjustment provided for by the standard form 
of contract and the appendix to contract documents, other percentages for adjustment 
in use included: 10%, 15%, 20%, 25% and 30%. However, interviewees could not 
demonstrate how these percentages were calculated. Just more than one-fifteenth (6%) 
of respondents used the CPI formulae and 3% were involved in cost plus projects. 
More than two-third (67%) of contracting companies were severely threatened with 
cash erosion for future extension owing mainly the high inflationary environment. 
Future extension is referred to as acquiring new plant, spare parts, office equipment 
and improving or upgrading business operations.  More than three-fifth (61%) had 
difficulties to allocate a reasonable mark-up to cater for inflation in competitive 
tendering. Almost four-fifth (79%) of contractors were affected in terms of lack of 
proper recovery of incurred costs owing to the traditional method they used. However, 
respondents provided other reasons that could have been the cause for loss of profit. 
These included poor estimating, remedial works due to poor workmanship, 
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inefficiency in resource allocation, lower site production output against the allowable 
one, and lack of a proper cost tracking systems, mismanagement of resources, 
overstaffing and inappropriate use of advance payment. Face-to-face interviews with 
contractors’ quantity surveyors were conducted. Interviewees complained that 
contractors were operating without profit especially on projects that had more than 2 
year duration.  
 
A case study was done on a construction project to assess the recovery of the 
contractor’s cost incurred due to increased costs. The project consisted of upgrading 
the civil aviation airport. The contract was awarded early in 2003 and the completion 
date was fixed in September 2004. Unfortunately, the project experienced delays due 
to the shortage of materials. The contract duration was extended to the end of May 
2005 and the contractor was granted recovery of acceleration costs. The breakdown of 
the original contract sum (all currencies are quote in Zimbabwean dollars) was as 
follows: 
 
Direct costs   X   191,300,000    65.90% 
P&Gs    Y  + 99,000,000    34.10% 
Contractor’s sum      S   290,300.000  100.00%   24.81% 
Nominated supplies/ s/cntr Z +879,700,000      75.19% 
Subtotal contract sum  M 1,170,000,000    100.00% 
Contingencies   O +130,000,000 
Total contract sum  N 1,300,000,000 
 
Table 5 Construction contract profit margin analysis where ICA formula is used 

VALUATION NUMBER 22 ICA PROMPT VALUATION DATE: 26/01/2005 

Cumulative valuation External valuation Over / Under 
valuation Safe recovery Internal valuation Profit Margin 

A. Main contractor’s works 
(A1+A2) 31,822,908,580.80     3,059,000,000.00  28,763,908,580.80  27,047,857,143.00   1,716,051,437.80  6.3-4% 

A1. Contractor’s own work  14,322,908,580.80     2,909,000,000.00   11,413,908,508.80   10,047,857,143.00   1,366,051,437.80  13.60% 
1. P&G      995,000,000.00         995,000,000.00       920,000,000.00       75,000,000.00  8.15% 
2. Work done   5,371,000,000.00  2,909,000,000.00    2,462,000,000.00    2,462,000,000.00                            -    0.00% 
3. Variations orders                                 -                                -    - 

4. Materials on/off site      836,000,000.00         836,000,000.00       836,000,000.00                            -    0.00% 

5. Advance payment                                 -                                -    - 

6. Increased cost   6,433,908,580.80      6,433,908,580.80   5,142,857,143.00  1,291,051,437.80  25.10% 

7. Other claims      687,000,000.00         687,000,000.00       687,000,000.00                            -    0.00% 
A2. Domestic s/cntrs.  17,500,000,000.00        150,000,000.00   17,350,000,000.00   17,000,000,000.00      350,000,000.00  2.06% 
1. Domestic s/cntrs  17,500,000,000.00        150,000,000.00   17,350,000,000.00   17,000,000,000.00      350,000,000.00  2.06% 
B. Prime costs  30,612,000,000.00        412,000,000.00   30,200,000,000.00   29,045,000,000.00   1,155,000,000.00  3.98% 

1. Nominated subcontractors  28,412,000,000.00        412,000,000.00   28,000,000,000.00   26,930,000,000.00   1,070,000,000.00  3.97% 

2. Local Authority                                 -                                -    - 

3. Nominated suppliers    2,200,000,000.00       2,200,000,000.00     2,115,000,000.00        85,000,000.00  4.02% 

C. JOINT VENTURE                             -                              -                                -                                -                              -    - 
1. Joint venture                         -                               -    - 

D. GRAND TOTAL (A+B+C) 62,434,908,580.80  3,471,000,000.00  58,963,908,580.80  56,092,857,143.00  2,871,051,437.80  5.12% 

 
Table 5 shows the contract valuation using the proposed ICA formula. The contract 
conditions provided 5% adjustment for increased cost. The original contract value of 
Z$1,170,000,000.00 (excluding contingencies) escalated to Z$61,401,000,000.15. The 
escalation was the result of the increase of cost of materials, fuel, labour, pant hire 
rates and transport charges. For example, a bag of cement that cost Z$537.25 at tender 
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cost Z$56,206.25 at the time the research was conducted which corresponded to an 
increase of 10,461.84% of the basic rate. The cumulative basic amount B was 
Z$129,495,384.62 and the cumulative net increased cost I was Z$5,142,857,143.00. 
The proportions resulting from the breakdown of contractor's sum were calculated. 

Direct costs: 66.0
S
X  and P&G: 34.0

S
Y . Subsequently, the option number three 

had to be used to for that particular contract to get the percentage for increased cost 
adjustment. 10% was used as administration fee a and 10% as an allowable profit 
recovery p. The percentage of increased cost adjustment m was calculated as follows: 

2

22
MBS
pIXYam   

%10.25
00.000,300,290*62.384,495,129*00.000,000,170,1

00.000,000,99*00.000,300,191*00.143,857,142,5*10*210 2

2

m  

 
Table 6 shows the profit margin obtained with ICA formula in comparison with the 
traditional method that was used. Results show that there is more potential for profit 
recovery when ICA formula is used. For instance, the allowable profit margin was 
15% on the contractor's own work. The actual profit margin was 3.31% while the 
contractor should have generated 13.60% if the ICA formula was used.   
 
Table 6 Traditional method versus ICA formula margin comparison 

Traditional method ICA formula Description Allowable margin Current Deficit/surplus Tested Deficit/surplus 
Main contractor's works 13% 2.52% -10.48% 6.34% -6.66% 
Contractor's own work 15% 3.31% -11.69% 13.60% -1.40% 
Preliminaries & Generals 10% 8.15% -1.85% 8.15% -1.85% 
Domestic subcontracts 5% 2.06% -2.94% 2.06% -2.94% 
Nominated subcontractors/suppliers 4% 3.98% -0.02% 3.98% -0.02% 

 
 
5. CONCLUSIONS  
 
The study consisted at identifying the shortcomings of the existing increased cost 
adjustment methods in terms of their non-suitability for use in a highly inflationary 
economic environment and develops the ICA formula as an attempt for a remedial 
solution. The literature uncovered the shortcomings of the existing increased cost 
adjustment methods. Informal guided interviews were conducted with professionals 
having relevant knowledge and experience on the subject under investigation. 
Respondents involved into fluctuating contracts revealed that they were generating less 
profit than expected. Response for the questionnaire revealed that the traditional method 
for increased cost adjustment was a predominantly in use given the unstable economic 
conditions. Contractors involved into fluctuating contracts were threatened with cash 
reserve erosion for future extension. Contractors were affected in terms of cost recovery 
owing mainly to the inefficiency of the traditional method. A case study was done on a 
construction project where 5% was used as adjustment for increased cost. A profitability 
margin between the traditional and the proposed ICA formula was compared on that 
project. ICA formula displayed more potential for profit recovery than the actual profit 
the contractor generated using the traditional method.  
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6. LIMITATIONS AND RECOMMENDATIONS 
 
Construction contracts adjusted with CPI methods were not available for analysis. The 
case study was conducted on one project under construction before the settlement of the 
final account. Further studies of ICA formula would focus on the determination of 
parameters associated with its application in relation to the allowable percentage mark-
ups applicable in different countries. Given that ICA is at its introduction stage, it was 
developed based upon assumptions resulting from observations and the authors’ 
practical experience; further studies are needed to prove the authenticity of ICA formula 
on several construction projects of various natures.  
 
ICA formula can be an alternative method for increased cost adjustment appropriate 
with high inflationary environments. ICA formula is anticipated to be a consultation tool 
serving as a guideline to ascertain the margin for adjustment of increased costs where 
disputes arise in this regard. ICA formula is also pledged to be applicable to other 
sectors of business to predict the level of mark-up required for cost increase in volatile 
market conditions. 
 
Since the inflation and the continuous increase in construction input cost is becoming 
a global challenge to the construction industry, there is a need for the construction 
industry stakeholders to pursue theory provided under ICA concepts.  
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