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Guidance Notes on Price Adjustment

https://www.adb.org/documents/procurement-price-adjustment


• Modification made to the overall price of a contract to take 
account of legitimate changes in the costs of inputs

• Price adjustment provisions include formulas to estimate 
actual cost implications

• Apply to goods, works, and plant contracts

• Planned during strategic procurement planning and bid 
preparation stages, used as necessary during contract 
implementation stage
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Price Adjustment Provisions



• Bidders bears financial risks due to price escalation

• Inaccurate estimation by the bidders will reduce economy 
and efficiency of contract and increase the risks of 
nonperformance
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Fixed-Price Contracts



• Upward movement of prices that can affect cash flow, 
delays, and quality

• Cumulative impacts of price escalation can be substantial:
• in contracts with long delivery and completion periods (18 months)

• in contracts that contain price-sensitive supplies or commodities 

• in time-based consulting services, such as construction supervision 
services 

• due to any unusual circumstances in the market.
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Price Escalation



• Estimates price fluctuations to financially protect both 
borrower and contractors

• Allow contractors to offer more realistic prices at the time of 
bidding

• Can pass on savings to borrower due to downward 
movements in price
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Benefits of Price Adjustment Provisions



• Simple supply contract with short delivery period

• Non-price sensitive goods and services

• The non-adjustable price components are predominant. 
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Price Adjustment May Not Be Needed



If proposed, must be justified by looking at

• Percentage of fixed-price cost components

• The effect of fixed-price contract to competitiveness of the 
procurement process
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Use of Fixed-Price Contract 



• Nonadjustable component,

• Adjustable component, and

• Price index to measure the adjustment.

• Example formula (Works):

𝑃𝑃𝑛𝑛 = 𝑎𝑎 + 𝑏𝑏
𝐿𝐿𝑛𝑛
𝐿𝐿0

+ 𝑐𝑐
𝐸𝐸𝑛𝑛
𝐸𝐸0

+ 𝑑𝑑
𝑀𝑀𝑛𝑛

𝑀𝑀0
+  …
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Components of Price Adjustment Formula
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Price Adjustment Provisions in SBD (Works)
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Price Adjustment Provisions in SBD (Works)
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Price Adjustment 
in 2010 Pink Book
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Price Adjustment 
in 2017 Red Book



• Restriction in local regulations

• Availability of index

• Currency of index
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Challenges in Application of Price Adjustment
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