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There is no one-size-˱ts-all solution to handling cost 

escalation on a construction project. The most common 

contractual approaches to address the risk allocation for 

materials cost escalations include the following:

1. Perhaps the most common option is to simply set a 

benchmark for price increases that become compensable 

to the contractor. For example, the contract can designate 

a certain percentage of price increase above the materials 

or subcontract line item in a schedule of values, say 

something like 5% and every dollar above that benchmark 

becomes reimbursable. While the percentage benchmark is 

obviously subject to negotiation, it is normally correlated 

to the contractorɢs fee and rarely higher than the fee. A fair 

compromise is setting a benchmark that is below the fee, so 

the contractorɢs pro˱t is not entirely at risk on one project.

2. Another option is to use a contingency clause as the 

exclusive remedy for materials price escalations. This option 

provides the contractor with a bucket of certain monies 

allocated to the risk of price escalation and, for the owner, 

caps exposure to a certain negotiated sum. The strategy can 

be used in a standard construction contingency provision 

or, in more sophisticated contracts, setting aside a second, 

speci˱c contingency just for materials price escalations. In 

the scenario where two contingencies are used, the parties 

should address whether they are mutually exclusive and 

how each can be drawn down.

3. Some more sophisticated contracts use a hybrid approach, 

with a materials price escalation clause that is only 

triggered after the price escalation of the materials in 

question exceeds a certain benchmark percentage or 

amount. Parties can also set up this approach where 

there is an allocation of liability after the materials 

escalation clause contingency is exhausted. For example, 

the contractor carries 75% of the price escalation for the 

˱rst hundred thousand dollars above the contingency; the 

parties share the materials price escalation, 50% each, for 

the next hundred thousand dollars; and, thereafter, the risk 

is allocated 25% to the contractor and 75% to the owner. 

Obviously, that “ladder” of risk allocation can be negotiated 

in a myriad of ways.
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