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Cash Flow Optimization and Financial Strategy

With The Escalation Factor
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Abstract

This project objective was to study the development of a suitable
forecasting model of cost escalation compensation (K) used in
public construction contracts using three types of mathematical
models, which are simple linear regression analysis, Monte Carlo
modelling (Month-by-Month) and Monte Carlo modelling (4
Months Straight). The effectiveness was then evaluated by
predicting the value of K for four consecutive months: January,
February, March, and April of 2024, compared with the actual K
values to select the forecasting model with the least deviation. It
was found that the Monte Carlo modelling (Month-by-Month) was
suitable for predicting K values with a deviation ranging from
0.15% to 0.03%. Subsequently, the K values were forecasted
using past price index data from January 2013 to December
2023, and the K values for the next month were forecasted four
times, resulting in sum average values: 0.0014, 0.0016, 0.0017
and 0.0024, respectively. These resulted in predicted K values of
1.0414, 1.0416, 1.0417 and 1.0424, respectively. These values
were used to determine the suitability of construction delivery
times for different contractors, including construction projects with
inflexible conditions requiring overdrafts, and real construction
projects with good flexibility and no debt burden. Additionally, the
impact of different work guarantee methods, such as retention

and performance bonds, were studied. In decision-making



regarding postponing work stages, factors considered include
changes in the value of money over time, construction cost
compensation (Escalation Factor), loan interest, and inflation
rate, considering the maximum benefit from changes in the
aforementioned factors. It was concluded that postponing work
stages would decrease the flexibility of both types of companies

due to the effects of loan interest and WACC.

Keywords: Escalation Factor, Cash Flow, Financial Engineering,

Monte Carlo
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