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STRATEGY AND DRAFTING THE 
CONTRACT

Strategy Considerations:
• Significant economic 

fluctuation
• Potential of price decrease
• Pre-determined index

oUnited States Dept of 
Labor, Bureau of Labor and 
Statistics (BLS)

oProducer Price Index (PPI)
oEmployment Cost Index 

(ECI)

Presenter Notes
Presentation Notes
Let’s jump into developing your EPA strategy and drafting language for the contract.
Allowing for contract pricing adjustments during the life of a contract should be based on a clear methodology that is defined in the contract. The key decision criteria are the contract term and price certainty.
When thinking about the strategy behind potential adjustments there are a few things to keep in mind:
The use of an equitable economic adjustment clause is recommended for state contracts if there is a possibility of significant economic fluctuation during the contract term.
Economic adjustment clauses allow companies to submit bid prices free of the contingencies that would otherwise be included to compensate for potential economic fluctuations over the long term.
Economic adjustment can also allow one to consider price decreases in the contract, it does not always result in an increased price adjustment.
Economic adjustments based on changes in a pre-determined index can be made whether the index goes up or down.
Contract price adjustment clauses should be based on clearly defined objective criteria and not a subjective process open to negotiation.
A good objective measure we often use is the United States Department of Labor, Bureau of Labor and Statistics or BLS.
The most common sources are the Producer Price Index (PPI) and Employment Cost Index (ECI) for goods and services.
Most price adjustments should be applied on an annual basis for the yearly change in the index. By using this objective criteria-based methodology, economic adjustments are precise and on a predetermined schedule.




PLANNED PRICING STRUCTURE
Yes to Economic Adjustments:

• Index adjustment
• Inflation adjustment, but subject to an 

annual cap
• Market index adjustment
• Scheduled performance-based adjustment
• Scheduled fixed adjustment
• Procurement IQ information

Presenter Notes
Presentation Notes
You will need to determine the planned pricing structure, for the term of the contract, for the goods or services.
Considerations for economic adjustments are:
Index adjustment (e.g., CPI, PPI)
Inflation adjustment, but subject to an annual cap
Market index adjustment
Scheduled performance-based adjustment
Scheduled fixed adjustment (e.g., percentage price increase such as 2% a year)
Procurement IQ information




PLANNED PRICING STRUCTURE
No to Economic Adjustments:

• Fixed pricing for a short contract term
• Labor and Industries prevailing wage
• Pricing based on third-party variable rate 

plus Contractor’s overhead 

Presenter Notes
Presentation Notes
Considerations for no economic adjustment would be:
Fixed pricing for a short contract term
Labor and Industries prevailing wage
Pricing based on third-party variable rate plus Contractor’s overhead (example: fuel price is the price of fuel plus Contractor’s fixed cost)



ECONOMIC ADJUSTMENT VS PRICE ADJUSTMENT
Economic Adjustment
• Big picture economic risk 

associated with inflation 
pressures

• Requires bidders provide 
current prices for 
goods/services

• Not individual contractor

• Focuses on market place 
conditions

Price Adjustment
• Adjust prices for reasons other than 

inflation

• Temporary, scheduled, or responsive 
to contractor conditions

• Can be for individual contractors 
(think tariffs)

Presenter Notes
Presentation Notes
When you begin drafting this section of the contract, you have a few options; Economic Adjustment vs Price Adjustment
Economic Adjustment enables the state and bidders to look at the big picture economic risk associated with inflation pressures. The backgrounder states rather than risk that bidders may overcompensate for inflation concerns, the state requests that bidders provide current prices for goods or services, for example the first 12 months of the contract term, and then the prices are adjusted periodically at times specified in the contract based off whatever criteria being used, such as PPI. This approach is NOT focused on an individual contractor. It focuses on market place conditions.
Price Adjustments are designed to adjust contract prices for reasons other than inflation. These may be scheduled, temporary, or responsive to contractor conditions.
DES created a Contract Template that has  standard template language. We also provided the Contract Backgrounder for additional options for Economic Adjustments, Price Adjustments, and Temporary Price Adjustments.



EPA CONSIDERATIONS

• Contract default language is that a contractor has to request a 
price change, and the price change is completed through 
amendments.

• There is a version in the backgrounder for an automatic price 
adjustment, if it works better for your solicitation.  



TARIFFS AND ECONOMIC 
PRICE ADJUSTMENTS



NO ADJUSTMENTS

• Service contracts

Presenter Notes
Presentation Notes
There will be no adjustments for:
Service contracts. There are no goods so the tariff does not apply.



TEMPORARY ADJUSTMENTS

• No index pricing

• What to do?
o Temporary Adjustment
o Do nothing

Presenter Notes
Presentation Notes
There are a few different options when it comes to Temporary Adjustments.
Contracts without price adjustments from an index like PPI would need to be justified by the contractor. We will cover the required justifications in a minute.
Contracts with price adjustments from an index like PPI should have the tariff included in the PPI.
So, what do you need to do? Your options are to either:
Implement a temporary adjustment until the next contractual EPA, at which point the tariff should be captured in the updated PPI. OR
Do nothing and wait for the regular price adjustment, which would include the tariff, at which point you would adjust accordingly.




CONTRACTOR 
RESPONSIBILITY

• Imported goods are subject 
to tariffs.

• Price change resulting from 
tariff.

• Breakdown of impacted 
prices.

Presenter Notes
Presentation Notes
To justify a temporary price adjustment, the contractor must request the adjustment. They will need to provide the contract manager with:
Proof that they are importing goods that are subject to the tariff. Meaning a country with a tariff on a good that has a tariff.
Proof of any price change resulting from the tariff and,
They will also need to provide a breakdown of how much the tariff has impacted the prices of the goods. Meaning what amount of their cost is from the good subject to the tariff. Not applying the tariff to the entire cost.
As vendors reach out and provide you with the necessary documentation, you will need to be sure and verify there is a tariff in place for the requested items. We are anticipating this to change throughout the course of the tariff so it will need to be researched when each request is received.
DES utilizes template language specifically for temporary price adjustments and tariffs.




TARIFF RESOURCES
• International Trade Administrator

Import Tariffs & Fees Overview and Resources

• Harmonized Tariff Schedule - Harmonized Tariff 
Schedule

• Procurement IQ
Procurement White Papers | ProcurementIQ

Presenter Notes
Presentation Notes
At this time, verifying tariffs will be the responsibility of individuals and their supervisor when requests come through from contractors. As mentioned earlier, you do not need to take action on verifying tariffs until you have received the required documentation from the contractors. To help us get started, there are a few resources we found as we developed today’s workshop.
Gov sites are the first place we want to look. Some resources are:
International Trade Administrator - Import Tariffs & Fees Overview and Resources
Harmonized Tariff Schedule - Harmonized Tariff Schedule
From there, utilizing general internet searches and supplemental resources can be valuable if you did not find the answers you are needing for your commodity. Options are:
Procurement IQ - Procurement White Papers | ProcurementIQ


https://www.trade.gov/import-tariffs-fees-overview-and-resources
https://hts.usitc.gov/
https://hts.usitc.gov/
https://www.procurementiq.com/blog/white-papers
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