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Objective 

This guide provides an explanation and a worked example for the new fluctuation mechanism that has been 

developed by the Ministry of Education (MoE) in response to the cost escalation affecting the capital 

construction programme. 

This guide is only an explanatory document - it does not amend or replace the provisions of any contract 

entered into by the MoE. If there is any conflict or inconsistency between the contents of this guide and any 

MoE contract, the provisions of the contract take precedence.    

Background 

Pricing levels globally have been hit by the shortage of raw materials, the impact of COVID upon the 

workforce (causing shortages in labour), increases in demands for shipping and freight logistics and 

increased haulage costs. The extent of price increases in materials for existing projects on site has 

continued due to the ongoing scarcity in availability of materials. Current trends show a marked increase in 

costs, with Stats NZ cost indices showing increases each quarter.  

Data from Stats NZ  Dec-20  Mar-21  Jun-21  Sep-21  Dec-21  Mar-22  Jun-22  

LCI - EE Construction  1253  1264  1273  1284  1294  1305  1326  

PPI – Construction  1211  1223  1246  1277  1304  1353  1409  

PPI Transport and storage  1124  1144  1165  1206  1242  1288  1382  

                

Percentage increase from 

previous quarter  
              

LCI - EE Construction  0.00%  0.88%  0.71%  0.86%  0.78%  0.85%  1.61%  

PPI – Construction  0.00%  0.99%  1.88%  2.49%  2.11%  3.76%  4.14%  

PPI Transport and Storage  0.00%  1.78%  1.84%  3.52%  2.99%  3.70%  7.30%  

 

In mid-2020, the MoE issued guidance for COVID-19 claims, introduced a standard COVID-19 variation 

process and set up a separate COVID-19 fund which was funded from the Government’s Covid Relief Fund. 

These arrangements were intended to help the construction sector weather the cashflow impacts of 

lockdowns and other COVID-related restrictions.The Covid Relief Fund expired in November 2022 so the 

MoE needed to find an alternative mechanism to support projects and Contractors with escalating costs.   

In assessing the options for a mechanism to replace the arrangements described above, the MoE has 

considered several different approaches. Our aim has been to adopt a mechanism that will expedite the 

claims process and deliver better outcomes for schools, contractors, and the MoE.   

A viable option had to meet the following operational requirements:  

 

• It had to allow contractors to submit claims easily   

• It had to be possible to quickly assess claims, with benchmarks to assist with triage, auditing and 
monitoring  

• It had to produce consistent outcomes  

• It had to address the uncertainty around supply chain costs 
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After a review of the options, the MoE decided to include a formula-based, index-linked fluctuations 

mechanism in our Medium Works contract. Our mechanism is very similar to the one that is included in 

NZS3910/3916. 

Which projects does this guide apply to? 

This guide applies to all projects where the contractor has been engaged using a MoE Medium Works 

contract that includes the new cost fluctuations provisions.  The Medium Works contract is typically used on 

construction projects with a value from $100,000 to $1M. If a Medium Works contract includes the new cost 

fluctuation provisions, they will be set out in clause 7.13 and in a Cost Fluctuations Appendix (which is 

typically Appendix 4).   

This guide does not apply to projects where the contractor has been engaged using a Medium Works 

contract that does not include the new cost fluctuations provisions (as will typically be the case where the 

contract was entered into prior to the introduction of the new cost fluctuations mechanism).  

This guide also does not apply to projects where the contractor has been engaged using a MoE Major Works 

or Design and Construct contract.  Refer to the separate MoE guidance for those forms of contract. 

This guide refers to a calculator that is intended to help contractors, MoE Capital Works teams and their 

advisors to quickly calculate cost fluctuations payments. That calculator is available for download here. 

What are cost fluctuations? 

‘Fluctuation’ is the term used to describe inflation in the cost of construction (for example, increases in the 

cost of building materials).  

In recent years, construction has typically been procured on a “fixed price” basis, based upon an agreed 

timescale and an agreed price. The fixed price approach provides more certainty to clients and simplifies the 

claim process for payments. However, in times like these, where there is price volatility and increasing costs, 

a fixed price approach can present a risk for contractors – particularly on projects that have longer durations.  

The current economic climate has caused significant supply issues in the construction sector, and costs for 

international freight, raw materials and production have been impacted by lockdowns around the globe. 

Fluctuations mechanisms like the one that has been adopted by the MoE respond to the risk of cost inflation 

by allowing the contractor to claim a supplemental payment each month, with the amount of each 

supplemental payment determined by the official rates of inflation published by Stats NZ. 

  

https://www.education.govt.nz/school/property-and-transport/school-property-procurement/ministry-led-project-contracts/#cost-fluctuation
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Fluctuation provisions 

As noted above, the MoE’s Medium Works contract will include a fluctuations mechanism that is very similar 

to the one published in NZS3910/3916.  

Each month, the contractor is entitled to claim a fluctuations payment, calculated using the following 

formula:    

 

There is a calculator available to assist with this calculation. It can be downloaded via the link provided 

above. 

Note that the Cost Fluctuations Appendix attached to the Medium Works contract contains additional rules 

regarding how the values used in the above formula are quantified, and how fluctuations payments are to be 

calculated. The Cost Fluctuations Appendix is typically Appendix 4.  

The fluctuations payment is essentially a proportion of what the MoE paid the contractor in that month for 

labour and materials. The amount of the fluctuations payment is determined by the official rates of inflation 

published by Stats NZ in its quarterly indices. 

This guidance document contains information to help apply the formula and the indexes behind the 

calculations and apply a more standardised and consistent approach to the application of cost escalation to 

construction projects. 

The MoE recognises that some contractors and consultants are not accustomed to this method of dealing 

with cost fluctuations. We understand that it may appear complicated, and that some contractors and 

consultants do not have experience of applying formulae like the one above. However, the mechanism 

involves a single calculation, which is run once per month, using the same set of variables each time.  We 

are confident that users will become familiar with it quickly, particularly with the aid of the calculator. 

How fluctuation payments are calculated 

The calculation is based on the premise that labour accounts for 40% (or 0.4) of the cost of the works and 

materials account for 60% (or 0.6) of the cost.  

Each monthly payment is divided into these two proportions.   
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The resulting values are then adjusted based on the change in the indices published by Stats NZ. Two sets 

of indices are used to calculate the change: The indices that were published in the quarter when the 

contractor submitted its tender/proposal, and the current quarter’s indices.  

The resulting values are then applied to the amount the contractor was paid in that month. This provides the 

amount of the fluctuation payment that the contractor is entitled to receive in that month.  

Example of a calculation using the formula 

The calculation below shows an example of a fluctuations payment calculation. The full calculation is 

appended to this guide.

  

The calculation shows that for the June 2022 Payment Claim, the fluctuations payment is $17,461.41 (or 

5.8% of the monthly claim).  

  



 

Cost Fluctuation Provisions for Medium Works contracts 5 September 2022 

The indices used in this calculation, and the percentage change in the indices, is shown below:  

Index Data  
Qtr in which the Tender was 

submitted   
Latest Qtr for which indices 

are published  

Data from Stats NZ  Dec-21  Jun-22  

LCI - EE Construction  1294  1326  

PPI – Construction  1304  1409  

      

Percentage increase       

LCI - EE Construction  2.5%  

PPI – Construction  8.1%  

Commentary  

Contractor capability  

Some contractors do not have experience of applying cost fluctuations formulae. Smaller contractors in 

particular may have very little (if any) exposure to this kind of fluctuations mechanism. This guide, in 

conjunction with the calculator that we have provided a link to above, will help contractors to calculate 

fluctuations claims based upon the published quarterly indices. The quarterly indices are also published 

alongside the calculator, which should help ensure the correct index values are used. 

Consultant capability  

Any fluctuation claim will need to be validated –   either by the MoE Delivery Manager or the QS or PM. 

Again, it is likely that some Delivery Managers and consultants will have limited experience of cost 

fluctuations formulae, but the calculator can be used to help the validation process. 

Appendix  

WORKED EXAMPLE FOR A SIMPLE PAYMENT CLAIM ON A PROJECT   

To help identify the cost uplift we have prepared an example using the basic calculator for a simple project. 

The results are shown as part of the above calculations – the full breakdowns are attached.  

For a claim with the following:  

Tender Date: 1 December 2021  

Claim Submission: June 2022  

Claim Value: Amount Claimed in that month = $300,000 with an additional $100,000 in variations  
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The calculator would be as follows: 

  
Notes:  

1. No fluctuation or escalation is applied to variations – as these are priced after the tender date and 
generally will be undertaken within a month or so of pricing having been agreed. However, where 
variations are valued using contract rates, then such variations should be included within the 
escalation calculation. 

2. The claim amount is the value of work completed in the month prior to the claim. It is NOT the 
cumulative or gross amount claimed. 
 

The worked check amount and calculation is shown below.  

Notes:  

1. Escalation applies to V which is the monthly payment amount excluding variations. The reason being 
that variations are valued at current day pricing on net costs or actual costs basis (not tender date).  

2. However, where variations are valued using contract rates, then such variations should be included 
within the escalation calculation. 

3. C is the value of the escalation for that month. 
4. Values for L and L’ ; M and M’ are derived from the Stats NZ website. This will be updated on the 

MoE website, and are included in the calculator.  
5. The index for the month under consideration is based upon the quarter that includes the month 

under consideration (i.e. June 2022 would be 2nd Quarter 2022).   
6. Where the index has not been published yet – use the latest published index. Differences can be 

adjusted for the quarter on a later payment. 
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To check the calculation you can do a quick check as below. 

  



  

 

 


