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ABOUT THIS PUBLICATION

In April 2017, the Asian Development Bank (ADB) approved its new procurement 
framework, the ADB Procurement Policy: Goods, Works, Nonconsulting and 
Consulting Services (2017, as amended from time to time); and the Procurement 
Regulations for ADB Borrowers: Goods, Works, Nonconsulting and Consulting 
Services (2017, as amended from time to time). These replace the former Guidelines 
on the Use of Consultants (2013, as amended from time to time) and Procurement 
Guidelines (2015, as amended from time to time). The procurement policy and the 
procurement regulations address the procurement activities of project executing 
agencies and implementing agencies on projects financed in whole or in part by a 
loan or grant from ADB, or by ADB-administered funds. ADB designed the 2017 
procurement policy to deliver significant benefits and flexibility throughout the 
project procurement cycle, as well as to improve project delivery through a renewed 
focus on the concepts of quality, value for money (VFM), and fitness for purpose.

This note is part of a series of guidance notes published by ADB in 2018 to 
accompany the 2017 procurement policy and the procurement regulations. 
Each note discusses a topical issue for borrowers (including grant recipients), 
bidders, and civil society under the new framework (see list below). The guidance 
notes cross-reference each other frequently and should be read in conjunction. 
All references to “guidance notes” pertain to these notes. The notes may be 
updated, replaced, or withdrawn from time to time.

List of Guidance Notes for ADB Procurement Policy and 
the Procurement Regulations

1. Value for Money
2. Procurement Risk Framework
3. Strategic Procurement Planning
4. Procurement Review
5. Alternative Procurement Arrangements
6. Open Competitive Bidding
7. Price Adjustment
8. Abnormally Low Bids
9. Domestic Preference
10. Prequalification
11. Subcontracting
12. Consulting Services Administered 

by ADB Borrowers
13. Nonconsulting Services Administered 

by ADB Borrowers
14. High-Level Technology

15. Quality
16. Bidding-Related Complaints
17. Noncompliance in Procurement
18. Standstill Period
19. State-Owned Enterprises
20. E-Procurement
21. Framework Agreements for Consulting Services
22. Public–Private Partnerships
23. Contract Management
24. Fragile and Conflict-Affected Situations, 

Small Island Developing States, and 
Emergency Situations

25. Sustainable Public Procurement
26. Use of Merit Point Criteria for Bid Evaluation
27. Implementation of Merit Point Criteria in Water 

Sector Projects
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ADB procurement reforms intend to ensure VFM by improving flexibility, quality, and 
efficiency throughout the procurement cycle (see illustration below and the Value for 
Money: Guidance Note on Procurement). VFM is part of a holistic procurement structure 
with three support pillars: efficiency, quality, and flexibility. The two key principles of 
transparency and fairness weave across all elements of the structure.

Time
Time is an important element of VFM. When a project is delivered promptly or when a 
process is completed rapidly, greater value is created for all stakeholders. For example, a 
road project completed early provides economic benefit, security, or other value to the 
community it serves. It increases the return on investment to the executing agency and 
accelerates the project and payment cycle to the successful bidder. Likewise, a project 
delivered late loses significant value. 

When considering VFM in the context of procurement, pay attention to anything 
that (i) shortens the procurement cycle time frame, or (ii) accelerates delivery of the 
development project.

Transparency

Value for Money
The effective, efficient, and economic use of resources,  

which requires an evaluation of relevant costs and benefits along  
with an assessment of risks, nonprice attributes, and/or total cost  

of ownership as appropriate

Efficiency Quality Flexibility

• Decreased transaction 
costs

• Increased skills
• Increased high-level 

technology usage
• Improved 

procurement planning
• Support and 

encouragement 
of e-procurement 
systems

• Contract management 
support

• Prompt resolution of 
complaints

• Improved developing 
member country 
procurement process 

• Improved 
procurement planning

• Governance
• Contracts with clear 

performance criteria
• Minimal number of 

complaints
• Improved ADB 

processes 

• Open competitive 
bidding

• Decentralization
• Accreditation 

for alternative 
procurement 
arrangements

• Principles-based 
decisions

• Improved 
procurement planning

• Delegation
• Bids with weighted  

proposal  
criteria 

Fairness
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Objective
This guidance note is intended to assist readers by elaborating on and explaining  
ADB’s 2017 procurement policy and procurement regulations for borrowers 
(including grant recipients). 

This note identifies additional information for the reader to consider when applying ADB’s 
procurement policy and procurement regulations to their circumstances. 

Living Document
This guidance note is intended to be a living document and will be revised as required.

Be sure to check the ADB Business Center website for the latest version and updates,  
https://www.adb.org/business/main.

The Reader 
In many circumstances, readers are expected to use this guidance note in a manner unique 
to their needs. For consistency throughout the suite of guidance notes, the following 
assumption is made about the reader:

The reader is a professional involved in activities financed in whole or in part by an ADB loan 
or grant, or by ADB-administered funds. 

FAQs
Frequently asked questions, clarifications, examples, additional information, links to training, 
and other useful resources will be made available on the ADB website. 

Be sure to check the ADB Business Center website for more information,  
https://www.adb.org/business/main.

Legal and Order of Priority
This guidance note explains and elaborates on the provisions of the Procurement 
Regulations for ADB Borrowers: Goods, Works, Nonconsulting and Consulting Services 
(2017, as amended from time to time) applicable to executing (and implementing) agencies 
under sovereign (including subsovereign) projects financed in whole or in part by an 
investment loan from ADB (i.e., excluding ADB results- or policy-based loans),  
ADB-financed grant (excluding ADB-administered technical assistance and staff 
consultancies), or by ADB-administered funds. 

In the event of any discrepancy between this guidance note and the procurement 
regulations, the latter will prevail. The financing agreement governs the legal relationships 
between the borrower and ADB. The rights and obligations between the borrower and the 
provider of goods, works, or services are governed by the specific procurement document 
issued by the borrower and by the contract signed between the borrower and the provider, 
and not by this guidance note.
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ABBREVIATIONS

ADB — Asian Development Bank

FIDIC — International Federation of Consulting Engineers

MDB — multilateral development bank

SBD — standard bidding document

VFM — value for money
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EXECUTIVE SUMMARY

This guidance note addresses the application of price adjustment in contracts 
for goods, works, and plant that are financed in whole or in part by an Asian 
Development Bank (ADB) loan or grant, or by ADB-administered funds. It clarifies 
the principles of price adjustment and discusses aspects that should be considered 
in the procurement of goods, works, and plant that includes price adjustment 
provisions. This guidance note includes explanations of components in the price 
adjustment formula with some sample applications. It may be used as reference 
during project preparation, the procurement process, and for contract management.

Effective use of price adjustment provisions may

Increase Efficiency, Fitness for Purpose, and  
Value for Money

• Describe situations and conditions which will require application of price 
adjustment. 

• Enable borrowers (including grant recipients) to make best use of their 
resources through application of price adjustment provisions.

• Explain how price adjustment provisions will be considered in the 
procurement process and during contract execution.

Improve Quality
• Explain various approaches and formulas for applying price adjustment, 

depending on the nature and scope of the contract.
• Mitigate risks related to price escalation during contract execution.

Improve Fairness and Transparency
• Provide sufficient guidelines and procedures to ensure fair adjustment to the 

contract price due to fluctuation of major cost components in the contract.

Encourage Development of Domestic Industry
• Protect local contractors that may be more susceptible to price escalation 

during contract execution.





I. Introduction

1.1 This guidance note intends to aid users with planning and applying 
price adjustment provisions in contracts financed in whole or in part by an Asian 
Development Bank (ADB) loan or grant, or by ADB-administered funds. Price 
adjustment is a modification made to the overall price of a contract to take account 
of legitimate changes in the costs of performing the contract. It is a mechanism 
to protect both buyers and sellers from unforeseeable input price fluctuations. 
This guidance note discusses price adjustment provisions for goods, works, and 
plant contracts.1 Price adjustment provisions are planned during the procurement 
planning and bid preparation stages of the ADB procurement cycle, and are used as 
necessary during the contract implementation stage (Figure 1).

1.2 Price adjustment provisions 
are meant to give protection to the 
contractor2 against price escalation 
(Box 1). Cumulative impacts of 
price escalation can be substantial 
in contracts with long delivery and 
completion periods. Contracts 
that include large, price-sensitive 
materials or commodities can also 
experience abrupt and significant 
increases in price. Price adjustment may also pass on savings to the borrower 
(or grant recipient) due to the downward movements in price.

1.3 It may be tempting for borrowers to assign the risk of input price 
fluctuation to contractors, but this usually comes at a higher overall cost for 
two reasons. First, contractors will build in price contingencies for input price 
increases over the life of a contract. Over time, this will result in higher average 
prices being paid for the same works. Second, a competitive bidding process will 
reward the bidder that takes the highest risk, significantly increasing the risk of 
nonperformance and default should input prices rise significantly.

1 Price adjustment provisions may also be used in consulting and nonconsulting service contracts, 
to adjust remuneration rates for the effects of inflation for contracts with duration of 18 months 
or more. For consulting service contracts, these provisions are defined in ADB’s standard request 
for proposals and should normally be based on the index of the country of the payment currency, 
regardless of the consultant’s nationality, residence, or location of the services. Nonconsulting 
service contracts may also adapt these provisions.

2 In this guidance note, the term “contractor” will be used to collectively designate a works or plant 
contractor, or a supplier of goods.

Box 1
Price Escalation
Price escalation is the upward movement 
of prices and can be factored in into a 
contract. If it goes beyond what is expected, 
price escalation can affect a contractor’s 
cash flow and lead to delays in construction 
and lower quality work.

Source: Asian Development Bank.
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1.4 Bidders will factor in the risk of price escalation when preparing their bid, 
depending on the contract specified in the bidding document:

(i) In a fixed-price contract, bidders will factor in the aggregate financial 
risks associated with price escalation in their bids.

(ii) In a nonfixed-price contract, a price adjustment formula is used to 
estimate price escalation; hence, bidders have the option to reduce 
their premium associated with risks of price escalation in their bids to 
remain competitive. 

1.5 A fixed-price contract may give certainty to budget and simplify contract 
management. However, it may lead to other problems since it requires bidders 
to estimate and bear the financial risks associated with price escalations. If the 
estimates are too high or events do not materialize, the borrower will pay a steep 
price that may affect the economy and efficiency of the contract. In the worst case, 

Figure 1: Price Adjustment in the ADB Procurement Cycle

Source: Asian Development Bank.

PROCUREMENT
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it may mean that the bid price is then above budget and may lead to a reduction 
in the requirements or rebidding. If the estimates are too low, it may appear as an 
abnormally low bid and disrupt contract execution.

1.6 Price adjustment provisions include formulas designed to address 
problems, and can protect both the borrower and contractors from price 
fluctuations. Price adjustment formulas allow contractors to offer more realistic 
prices at the time of bidding. Despite concerns that they may lead to budget 
uncertainties, price adjustment formulas will estimate the actual cost implications 
that will be encountered. They use indexes that can be used for cost projection.



II. Deciding to Apply Price Adjustment

2.1 The Procurement Regulations for ADB Borrowers: Goods, Works, 
Nonconsulting and Consulting Services (2017, as amended from time to time) 
specifies that the bidding document shall show whether price adjustment 
provisions are allowed, and that the amount of price adjustment shall be based on 
changes in the cost of major components of the contract.3 The purpose of price 
adjustment is to protect the parties against unexpected price escalations, so they 
should be included whenever a contract is vulnerable to such risks.

A.  When to Apply Price Adjustment
2.2 This risk of price escalation is likely to arise

(i) for goods contracts with long delivery periods;
(ii) for works contracts with long completion periods;
(iii) for major civil works contracts;
(iv) for contracts that contain supplies or commodities whose prices 

fluctuate significantly over a short period;
(v) for time-based consulting services, such as construction supervision 

services (see footnote 1); and
(vi) due to any unusual circumstances in the market in question.4 

2.3 The longer the delivery or 
completion period, the more likely 
that market prices for components 
will change. Since the cost of works, 
for example, depends directly on the 
cost components, this will also affect 
the overall cost of works contracts. 
ADB thus applies a general guidance 
that any contract with a delivery or 
completion period beyond 18 months 
should contain an appropriate price 
adjustment clause (Box 2).

3 See Appendix 3, para. 47, of the procurement regulations.
4 See Appendix 4 of the Open Competitive Bidding: Guidance Note on Procurement for guidance on 

amending the allocation of risks and liabilities between the contracting parties due to unusual 
changes in market conditions.

Box 2
“Long” Generally Means  
18 Months
Long delivery periods of goods or extended 
completion periods of works are generally 
considered to be those that extend beyond 
18 months.

Source: Asian Development Bank.
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2.4 The price of some components may still vary significantly within time 
periods shorter than 18 months. These usually include bitumen, fuel, cement, 
reinforced steel, etc. Where the price of such components fluctuates over short 
periods of time, it is also appropriate to include a price adjustment clause, whatever 
the length of the contract may be.

B.  When Not to Apply Price Adjustment
2.5 Price adjustment provisions may not be necessary for

(i) simple supply contracts (i.e., not involving components that are 
usually affected by escalating or fluctuating prices) with short delivery 
periods;

(ii) the procurement of certain types of equipment where normal 
commercial practice requires bidders to submit firm prices regardless 
of the delivery time, which may be the case for
(a) engineering, procurement, and construction contracting 

arrangements; and 
(b) fixed-price contracts that are common in projects financed by 

private sector financiers, who are generally reluctant to accept the 
risk of cost overruns, as it increases credit risk rating and reduces 
financial viability of the project; and

(iii) contracts for the supply, installation, and construction of facilities 
wherein the value of the permanent works represents the major 
part of the estimated cost of the contract. All major equipment is 
usually supplied from fixed production lines; thus, an experienced 
manufacturer should be able to mitigate the risk of price fluctuations.

C.  Contracts Subject to ADB Prior Review
2.6 When the borrower proposes to use fixed-price arrangements for a 
long- term contract (typically longer than 18 months), the following information 
needs to be submitted for ADB’s review and prior approval:

(i) the estimated value of the permanent works, showing that it 
represents the major part of the estimated cost of the contract;

(ii) where applicable, a brief description of all equipment and major 
materials to be incorporated into the plant, e.g., copper, cement, etc.;

(iii) a brief assessment of the potential effect of the fixed-price approach 
showing that it will not influence the competitiveness of the 
procurement process for the contract. 

2.7 Where the value of the permanent works does not represent the major 
part of the estimated cost of the contract, the borrower must assess the need for 
and the scope of price adjustment.



III. Applying the Price Adjustment 
Formulas

3.1 There is no single price adjustment formula that encompasses every 
situation. Different formulas are applied in contracts of different sizes and for 
different components. Appendix 1 sets out examples of some of these formulas, 
and Appendix 2 gives some sample calculations. 

3.2 A contract may comprise one or more currencies of payment. For a 
contract with price adjustment provisions, at least one price adjustment formula 
should be given for each currency of payment.

3.3 Contracts for major and complex works and plant may also comprise 
several sections, each of which can be distinguished by nature, location, access, 
timing, or any other special characteristics which may cause different methods 
of construction, phasing of the works, or considerations of cost. General items 
common to all parts of the works may be grouped as a separate section in the bill of 
quantities. For such contracts, a different price adjustment formula with different 
cost components and weights may be required for each group or section.

A.  Components of the Formula
3.4 Price adjustment formulas 
comprise fixed or nonadjustable and 
adjustable cost components. Each 
cost component has a coefficient or 
weight that is calculated based on its 
proportional value to the total contract 
amount as per the engineer’s estimate. 
A price index is used to estimate the 
periodical adjustment of unit price of 
each cost component included in the 
formula (Box 3).

B.  The Nonadjustable Component
3.5 The fixed portion of a price adjustment formula is calculated based 
on estimates of overhead costs, profit level, and price contingencies. It may also 
include (i) other cost components over which the contractor has reasonable 
control; (ii) a stable price trend, such as costs for rental equipment and 
miscellaneous materials; and (iii) those cost components that are strictly regulated. 

Box 3
Three Components of  
Price Adjustment Formulas
Price adjustment formulas tend to have 
three essential components:
• a nonadjustable component,
• an adjustable component, and
• a price index to measure the 

adjustment.

Source: Asian Development Bank.
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The default nonadjustable portion used in the ADB User’s Guide to Procurement of 
Works: Standard Bidding Document (2018) is 0.15, but the actual figure will depend 
on the calculation made above and may vary between 0.1 and 0.2.

3.6 This element of the formula is not subject to price escalation and is not 
adjusted. Appendix 3 gives further details of what is included in this component.

C.  The Adjustable Component
3.7 The adjustable component covers major cost components of the contract 
such as labor, equipment, and materials, over which the contractor has no control. 
The components subject to price adjustment will be set out in tables of adjustment 
data included in the bidding documents and submitted as part of the bids. The 
bidding documents will specify how information in “Tables of Adjustment Data” 
is to be provided. Bidders will provide coefficients for an adjustable portion for 
payment in local currency. For payments in foreign currency, bidders will also 
provide a fixed portion as well as coefficients and indexes for an adjustable portion 
in their bids.

3.8 In a civil works contract, costs of materials such as reinforced steel, 
bitumen, cement, labor, and fuel are significant and subject to prevailing market 
conditions; hence, they are commonly included in the adjustable portion of the 
contract. Many of these are indirect costs and will not appear as items in the bill of 
quantities, such as labor and fuel. Each of these costs will be given a coefficient or 
weight in the price adjustment formula, calculated based on its estimated portion 
out of the total cost estimate.

3.9 Bidders are generally best-placed to determine the weight for each 
cost element in the works, since the weight of each cost element has the bidder’s 
visibility of the respective input costs, while the borrower does not. The choice 
of construction method will significantly affect the fixed and adjustable portions 
of the price adjustment formula. For example, the use of heavy-duty scraper 
equipment instead of wheelbarrows for execution of earthworks will differently 
affect costs of labor and fuel (Box 4).

Box 4
Choice of Construction Method Affects the Price Adjustment
An example of how the choice of construction method may affect the weighting of labor 
and equipment in a contract can be made with reference to the execution of earthworks. 
These can be carried out by different construction methods involving different types and 
amount of equipment (e.g., heavy-duty scrapers through to wheelbarrows). The weight of 
the labor cost element in the works will be negligible where the contractor chooses to use 
heavy-duty scrapers, for instance, and will become a major cost element where the contractor 
chooses to use wheelbarrows. The weight of materials can also be affected by the contractor’s 
construction methodology (e.g., cost of fuel required for the execution of the works and 
materials’ wastage ratios which vary among different contractors).

Source: Asian Development Bank.
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3.10 Under certain circumstances (e.g., para. 3.15), the borrower may set a 
range of acceptable weights for each cost element that will be subject to price 
adjustment based on the construction methodologies likely to be used for 
performing all major construction activities under the contract.

3.11 The price adjustment parameters proposed by the bidders shall not 
be considered during bid evaluation. This includes the estimated effect of price 
adjustment during execution of the contract. Hence, bid evaluation shall be solely 
based on the bid’s base price.

3.12 Although price adjustment is not part of bid evaluation, the borrower 
should evaluate all weights and sources of price indexes proposed by the bidder 
submitting the lowest evaluated substantially responsive bid. If the bidder enters 
a weight determined to be significantly outside of the borrower’s estimate or 
indicates sources of price indexes the borrower deems irrelevant, the borrower 
must seek clarification and require the bidder to substantiate the adjustable 
cost items and coefficients, breakdown of the bidder’s unit rates, and the 
indexes and source(s) of indexes included in its bid prior to contract award. 
Such substantiation may include the source of the materials, a bidder’s existing 
commercial arrangements for any of the adjustable cost components, and 
proposed construction methods. If the bidder fails to provide such substantiation 
or to demonstrate consistency of its proposed weights, sources of price indexes 
with the construction methodology, and other arrangements, the borrower may 
request the bidder to revise the data and the proposed parameters for the price 
adjustment formula.

D.  The Price Indexes
3.13 The identified adjustable components will be adjusted according to their 
objective price indexes. The choice of price index will depend on what is being 
measured. The cost of labor, for instance, may be affected by various factors 
including, but not limited to, general inflation in the borrower’s country and 
exchange rate fluctuation, and can be difficult to predict or control. The same may 
be true of other components and materials.

3.14 Indexes are used to show increases in any of these elements that affect 
the price of the identified component. Potential indexes include

(i) Local price indexes, applicable where the site is located, such as retail 
price index, consumer price index, minimum wages or labor rates, 
regulated prices, etc., provided by, for example, the state statistics 
agency. The use of these indexes may be mandated at the national 
level.

(ii) International indexes, sourced from reputable organizations and 
widely used by the business community. The sources of indexes 
must also be related to the source of foreign inputs and currencies of 
payment.
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(iii) Comparable indexes, where acceptable local or international 
indexes are difficult to find, indexes of similar commodities 
used internationally or those from neighboring countries 
in the region may be taken into consideration.
 

3.15 For the portion of contracts to be paid in the local currency, the borrower 
often wants to specify in the bidding document the fixed coefficient and major 
cost items subject to price adjustment, including their coefficients, indexes, and 
source(s) of indexes. Sources of indexes should be publicly available for the project 
site or neighboring areas.

3.16 For the portion of contracts to be paid in foreign currency, indexes should 
be proposed by bidders and they will also specify in their bids the major cost 
items subject to price adjustment. If required by the borrower, bidders need to 
substantiate their coefficients, indexes, and source(s) of indexes included in its bid 
prior to contract award.



IV. Contract Management

4.1 Implementing price adjustment provisions requires an extensive 
verification process and skill set in contract management. Price adjustment adds 
to the borrower’s administrative burden and, if not properly managed, may lead 
to delays in contract payments and potential abuse and integrity issues. It is 
important to ensure that the party who will certify price adjustment on behalf of 
the borrower has strong qualifications and specific experience in dealing with price 
adjustment issues.

A.  Payment
4.2 In unit price or admeasurement contracts, price adjustment amounts are 
generally calculated monthly starting from contract effectiveness. Where indexes 
are not published monthly, e.g., on a quarterly or semiannual basis, adjustments will 
need to be made to account for the index figures for the corresponding months.

4.3 For budgeting purposes, a provision for escalations based on price 
adjustments can be allocated under “Provisional Sum for Price Contingency” in the 
contract. Where escalation of contract price due to price adjustment goes beyond 
the contingency amount, further amendment of the contract amount may be 
considered.

B.  Supervision
4.4 The borrower should ensure that the bidding documents and the 
contract include clear and complete provisions on price adjustment. Under 
some circumstances, such as in places where price adjustment has become an 
issue in the past, it may be useful for the borrower to provide a summary of price 
adjustment data/coefficients submitted by the bidders in the bid evaluation report.

C.  Risks
4.5 The use of price adjustment may present a risk of corruption and fraud 
during contract management. Unless price adjustment formulas and indexes are set 
out clearly and objectively, and properly supervised, there is a risk of manipulation 
and abuse that could lead to unwarranted additional payments to contractors. Price 
adjustments need to be applied with care and skill, and be properly supervised.
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4.6 In the example provided in Box 5, the locally published price index for the 
aggregate can only apply to price adjustment under the contract if the contractor’s 
supply arrangements are limited to situation (i). The local price index for aggregate 
will not be appropriate for situation (ii) and would be entirely irrelevant for 
situation (iii). 

4.7 Even where price escalation provisions are properly established and 
applied, there remains a risk of manipulation. For instance, a contractor may 
influence price indexes published by the state statistics agency in the region where 
the project site is located (local price index), for any materials which the contractor 
requires in bulk and which do not originate within the region. 

Box 5
Example of Sourcing for Aggregate
Where roadworks require a substantial amount of aggregate, the contractor may supply the 
required quantity through arrangements including
(i) the purchase of the entire stock of aggregate available within the project site region and 

thereby influence locally published price indexes;
(ii) sourcing part or all of the aggregate required from outside of the project site region, 

in which case the local price indexes will become irrelevant; and
(iii) acquiring a license for developing a new quarry in the project site area to meet its 

demand under the contract, in which case the cost of the aggregate to the contractor 
will become subject to the price indexes not relating to the cost of the aggregate in 
the region.

Source: Asian Development Bank.

4.8 As described in example situation (iii), a contractor may acquire a license 
for developing a quarry with the view to gaining reliable access to the aggregate. 
This is not unusual in projects involving construction of concrete water dams 
and major roads. Although the regional and national state statistics agencies may 
publish price indexes for the aggregate, these will not be relevant and must not be 
used in price adjustment under the contract. The cost of producing the aggregate 
to the contractor will, however, depend on the cost of energy consumption related 
to the plant and the equipment used by the contractor for producing the aggregate, 
e.g., electricity, fuel, etc. The cost of the aggregate can then be adjusted accordingly 
with the reference to the local price indexes for energy sources.

4.9 Occasionally, it may be difficult to identify the price index that would 
be suitable for a cost element. In such cases, the borrower may have no option 
but to resort to using a proxy index. Price indexes for cement, for instance, can be 
remarkably volatile as these are distorted by the wholesale and retail prices and 
have a seasonal nature. Wherever possible, contractors will attempt to fix the 
cost of cement by entering long-term supply contracts with the existing cement 
manufacturers. However, this is possible only where the contractor requires a 
substantial amount of cement, e.g., execution of concrete pavement works. Where 
the quantity of the required cement does not enable the contractor to enter such 
contracts, the contractor will endeavor to retain a specialist subcontractor and 
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pass the risk of price inflation to such subcontractor. Regardless of the contractor’s 
supply arrangements, if there is an unforeseen price increase of the energy source 
(e.g., gas) required to produce cement, the cost of cement is likely to increase. 
Borrowers may consider using the price index for gas as a proxy index for adjusting 
the cost of cement under the contract.



Appendix 1: Examples of 
Price Adjustment Formulas

A1.1 Table A1 gives examples of price adjustment formulas from the standard 
bidding documents (SBD) of the Asian Development Bank (ADB) for goods, works, 
and plant.

SBD Reference Clause Formula

Large Works FIDIC MDB 
2010a GCC 13.8

Formula 

 

=  

 

 

“Pn” is the adjustment multiplier to be applied to the estimated contract value in the relevant 
currency of the work carried out in period “n,” this period being a month, unless otherwise 
stated in the contract data.

“a” (default value is set at 0.15) is a fixed coefficient, stated in the relevant table of adjustment 
data, representing the nonadjustable portion in contractual payments.

“b”, “c”, “d”, … are coefficients representing the estimated proportion of each cost element 
related to the execution of the works, as stated in the relevant table of adjustment data. Such 
tabulated cost elements may be indicative of resources such as labor, equipment, and materials.

(a + b + c + d + … = 1)

“Ln”, “En”, “Mn”, … are the current cost indexes or reference prices for period “n,” expressed 
in the relevant currency of payment, each of which is applicable to the relevant tabulated cost 
element on the date 49 days prior to the last day of the period (to which the payment certificate 
relates).

“Lo”, “Eo”, “Mo”, … are the base cost indexes or reference prices, expressed in the relevant 
currency of payment, each of which is applicable to the relevant tabulated cost element on the 
base date.b

Small 
Worksc

MDB 
Harmonizedd GCC 54.1

Formula 

 

=  

 

 

Pc is the adjustment factor for the portion of the contract price payable in a specific currency 
“c.”

Ac and Bc are coefficients specified in the particular conditions of contract, representing the 
nonadjustable (usually 0.10 to 0.20) and adjustable portions, respectively, of the contract price 
payable in that specific currency “c.” Ac + Bc = 1.

Imc is a consolidated index prevailing at the end of the month being invoiced and Ioc is the 
same consolidated index prevailing 28 days before bid opening for inputs payable; both in the 
specific currency “c.”

Table A1: Examples of Price Adjustment Formulas

continued on next page
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P1 is adjustment amount payable to the contractor.

P0 is contract price (base price).

a = percentage of fixed element in contract price (for goods, a is generally set at 5% to 15%).

b = percentage of labor component in contract price.

c = percentage of material and equipment component in contract price.

(a + b + c = 100%)

L0, L1 = labor indexes applicable to the appropriate industry in the country of origin on the base 
date and the date for adjustment, respectively.

M0, M1 = material and equipment indexes in the country of origin on the base date, and the date 
for adjustment.

FIDIC = International Federation of Consulting Engineers, GCC = general conditions of contract, 
MDB = multilateral development bank, SBD = standard bidding documents.
a  FIDIC. 2010. Conditions of Contract for Construction: Multilateral Development Bank Harmonized 

Edition, General Conditions. Geneva.
b  In accordance with clause 1.1.3.1 of FIDIC-MDB (2010), “base date” means the date 28 days prior 

to the latest date for submission of the bid.
c  Price adjustment formula in SBD for small works uses “consolidated index.” This consolidated 
index should be sector/industry specific and relevant to the inputs of the contract. Although 
Consumer Price Index is readily available, it may not always be relevant for all types of civil works 
contracts.

d  ADB. 2018. User’s Guide to Procurement of Works—Small Contracts: Standard Bidding Document. 
Manila.

e  ADB. 2018. User’s Guide to Procurement of Plant—Design, Supply, and Installation: Standard Bidding 
Document. Manila.

f  ADB. 2018. User’s Guide to Procurement of Goods: Standard Bidding Document. Manila.

Source: Asian Development Bank.

SBD Reference Clause Formula

Plant

Engineering 
Advancement 
Association of 
Japane

Section 9 
Appendix 
2

Formula 

 

=  

 

 
Goods MDB 

Harmonizedf GCC 15.2

Formula 

 

=  

 

 

Table A1 continued



Appendix 2: Sample Application  
and Calculation

A.   Application of Price Adjustment Formula 
for Different Sections of Work

Bid Document: Procurement of plant, design, supply, installation, testing, and 
commissioning of a 500-kilovolt transmission line

Where:
P0: Contract base price.

P1: Revised adjusted contract price.

a: Fixed portion (30%).

b: Steel component (70% for towers, 5% for aluminum conductor steel-reinforced cable 
conductor, 70% for shield wire, 55% for optical ground wire).

c: Aluminum or aluminum alloy component (70% for all aluminum alloy conductor, 65% for 
aluminum conductor steel-reinforced cable conductor, 15% for optical ground wire).

S0/S1: Base/revised rate of steel ($ per metric ton) prevailing 28 days prior to the date of bid 
opening or 60 days prior to the date of shipment/delivery by the manufacturer of respective lot, 
based on London Metal Exchange cash (official) rate applicable for all grades of steel or local steel 
mills billet rate (whichever is applicable).

A0: Base rate of aluminum (for aluminum conductor steel-reinforced cable conductor) or 
aluminum alloy (for all aluminum alloy conductor) ($ per metric ton) prevailing 28 days prior to 
the date of bid opening based on London Metal Exchange cash (official) rate.

A1: Revised rate of aluminum ($ per metric ton) prevailing 60 days prior to the date of shipment/
delivery by the manufacturer of respective lot.

Price adjustment formula for schedule no. 1: plant (including mandatory 
spare parts) supplied from abroad and schedule no. 2: plant (including 
mandatory spare parts) supplied from within employer’s country

1 0
1 1

 

1 ⁄ × 30 + 20 UL1

UL
+ 14 L1

L
+ 5 P1

P
+ 11 D1

D
+ 15 S1

S
+ 5 C1

C
 

1 ⁄ × 30 + 26 UL1

UL
+ 14 L1

L
+ 10 P1

P
+ 20 D1

D
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Where:
A0: Revised amount for payment.

A: Amount payable to the contractor at the rates entered in price schedules, for the work executed 
after the date of change in the rates or prices of labor or materials mentioned in this section.

UL/UL1: The basic/revised minimum monthly wage rate for unskilled labor 28 days prior to the 
date of bid opening/the start of execution month as stated in monthly local statistical bulletin.

L/L1: The basic/revised minimum monthly wage rate for skilled labor (mason) 28 days prior to the 
date of bid opening/the start of execution month as stated in monthly local statistical bulletin.

P/P1: The basic revised rate of premium motor gasoline (for sale through retail outlets), maximum 
ex-depot sales price, 28 days prior to the date of bid opening/the start of execution month.

D/D1: The basic/revised rate of light diesel oil, maximum ex-depot sales price, 28 days prior to the 
date of bid opening/the start of execution month.

S/S1: The basic/revised rate of reinforcing steel iron bars—half-inch round mild steel bars, 28 days 
prior to the date of bid opening/the start of execution month, as stated in monthly local statistical 
bulletin.

C/C1: The basic/revised rate of ordinary Portland cement or sulphate resistant cement, 28 days 
prior to the date of bid opening/the start of execution month, as stated in monthly local statistical 
bulletin.

Price adjustment formula for schedule no. 3: installation and other services 

For foundation works: 

For installation works (erection and stringing): 

1 0
1 1

 

1 ⁄ × 30 + 20 UL1

UL
+ 14 L1

L
+ 5 P1

P
+ 11 D1

D
+ 15 S1

S
+ 5 C1

C
 

1 ⁄ × 30 + 26 UL1

UL
+ 14 L1

L
+ 10 P1

P
+ 20 D1

D
 

1 0
1 1

 

1 ⁄ × 30 + 20 UL1

UL
+ 14 L1

L
+ 5 P1

P
+ 11 D1

D
+ 15 S1

S
+ 5 C1

C
 

1 ⁄ × 30 + 26 UL1

UL
+ 14 L1

L
+ 10 P1

P
+ 20 D1

D
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B.  Calculation of Adjustment Coefficients
Bid Document: Construction of Motorway

Payment in Local Currency

Base rate of adjustable cost components

Steel reinforcement 
(grade 60)

84,000 per ton High-speed diesel 109.34 per liter

Bitumen (bulked) 80,000 per ton Diesel cost taken at 50.13% of equipment 
input as derived in owning and/or operating 
cost given in local standard rate

Cement 550 per bag Labor input Local standard rate

Engineer’s total cost estimate = 9,276,789,923 (excluding provisional sums)

Cost Elements Estimated Cost Percentage of Engineer’s Cost Estimate

Amount Rounded

Steel reinforcement 
(grade 60)

410,725,989 0.044 0.05

Bitumen 774,830,400 0.084 0.09

Cement 268,818,992 0.029 0.03

Labor 559,871,905 0.060 0.06

High-speed diesel 1,441,490,270 0.155 0.16

Summary for Payment in Local Currency

Adjustable portion

Cost Elements (specified) Weightage

Steel Reinforcement 
(grade 60)

0.05

Bitumen 0.09

Cement 0.03

Labor 0.06

High-speed diesel 0.16

Total Adjustable Portion 0.39

Nonadjustable portion

Cost Elements (nonspecified) Weightage

Contractor’s overhead and profit 0.25

Taxes and insurances 0.10

Sand, crush, borrow, equipment 
rental, paint, other miscellaneous 
materials

0.26

Total Nonadjustable Portion 0.61

Total nonadjustable + adjustable = 1.00
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C.  Calculation of Adjustment Amount (A)
Table of adjustment data in the contractor’s bid and agreed in the contract

Index Description Source of Index Coefficients

Nonadjustable 0.1500

Labor A 0.3400

Aggregates B 0.0425

Bitumen B 0.0425

Fuel (Diesel) C 0.0850

Steel Reinforcement B 0.0850

Galvanized Steel B 0.0850

Cement B 0.0850

Timber B 0.0850

Total (must be 1.0) 1.0000

 
Interim payment certificate submitted by the engineer (based on statement of the 
contractor) and validated by the employer (in United States dollars):

Total estimated value 175,000,000

Value from previous period 160,000,000

Index Description
Index at Base Date 

(Lo)
Index at Adjustment 

Date (Ln)

Labor 84.8 85.3

Aggregates 98.1 117.7

Bitumen 102.9 113.5

Fuel (Diesel) 282.1 283.4

Steel Reinforcement 328.8 362.5

Galvanized Steel 330.1 363.4

Cement 259.5 243.2

Timber 128.1 128.1
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Calculation of adjustment multiplier

Items Source of 
Index Coefficient

Index
Adjustment 

MultiplierBase
(Lo)

Current
(Ln)

1 2 3 4=1x(3/2)

Nonadjustable   0.1500 n/a n/a 0.15000

Labor A 0.3400 84.8 85.3 0.34200

Aggregates B 0.0425 98.1 117.7 0.05099

Bitumen B 0.0425 102.9 113.5 0.04688

Fuel (Diesel) C 0.0850 282.1 283.4 0.08539

Steel 
Reinforcement B 0.0850 328.8 362.5 0.09371

Galvanized Steel B 0.0850 330.1 363.4 0.09357

Cement B 0.0850 259.5 243.2 0.07966

Timber B 0.0850 128.1 128.1 0.08500

1.0000 Pn 1.02720

Calculation of interim payment (in United States dollars)

Total estimated value 175,000,000
Less value from previous period 160,000,000
Effective value of work of this certificate (EV) 15,000,000 
Adjustment multiplier (Pn) x 1.02720 
Adjusted estimated value (Pn x EV) 15,408,000 
Adjustment Amount 408,000

D. Calculation of Adjustment Amount (B)
Price adjustment formula: 

⁄ ⁄ ⁄ ⁄ ⁄ ⁄  

Where: “Pn” is the adjustment factor to be applied to the estimated value of the 
work carried out in the month “n.”
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Permissible range

Coefficient Description
Range 

(%)

Payment in 
Local 

Currency

Payment in 
Foreign 

Currency

a Fixed 20 20

(to be filled by 
bidder)

b Labor

Local 6–10 7

Expatriate 3–7 N/A

c Fuel 12–18 18

d Cement 4–8 7

e Reinforcing steel 6–10 8

f Contractor’s equipment 
and plant

11–22 20

g Miscellaneous material

Local 5–9 6

Imported 14–18 14

Total 100

Index For

Origin 
of Input 

(country)
Currency 
of Index

Published Source  
of Index

Base Value
(local 

currency)

Labor, local (L) Local Local Local statistics for 
unskilled labor

6,000/
month

Fuel (F) Local Local State oil/statistical bulletin 459.08 

Cement (C) Local Local Local bulletin 5,600/ton

Reinforcing steel (S) Local Local Local bulletin 62,250/ton

Provision and 
maintenance 
of contractor’s 
equipment (E)

Foreign Foreign 
currency

US Bureau of Labor 
Statistics Producer Price 
Index: commodities, 
construction machinery, 
and equipment

190.70

Miscellaneous 
material, Local (M)

Local Local General consumer price 
index provided in the 
monthly statistical bulletin

223.58

Imported (M) Foreign Foreign 
currency

US Bureau of Labor 
Statistics Producer 
Price Index: material 
and components for 
construction

207.40
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E. Calculation of Adjustment Amount (C)
In cases where the “currency of index” is not the relevant currency of payment, 
each index shall be converted into the relevant currency of payment to eliminate 
discrepancies due to exchange rates.

Example: Payment made in $ (currency of payment is United States dollars), 
actual spending and price adjustment formula is in T or tenge (currency of index 
in Kazakhstan is T). Figure A2 gives an example of how the currency adjustment 
factor could vary by month.

Pn = 0.1 + (0.9) (Oil Price at Tn) / (Oil Price at To)

Date
(2017)

Oil 
Price
($)

Pn
($) T/$

Oil 
Price
 (T)

Pn’
(T)

Monthly 
Statements 

(MS)
($)

MS 
adjusted 

($)
Pn x MS

(1)

MS 
adjusted 

(T)
Pn’ x MS

(2) (2)–(1)

1-Jan 53.78 327.26 17,599

1-Feb 53.88 0.998 320.22 17,253 1.018 120,000 119,800 122,169 2,369

1-Mar 53.82 0.999 312.03 16,793 1.043 150,000 149,900 156,483 6,583

1-Apr 50.56 1.057 314.04 15,878 1.098 120,000 126,878 131,712 4,833

1-May 48.87 1.090 313.07 15,299 1.135 160,000 174,468 181,648 7,180

1-Jun 48.32 1.102 309.28 14,944 1.160 200,000 220,339 231,982 11,643

1-Jul 47.08 1.128 318.88 15,012 1.155 250,000 282,020 288,774 6,754

1-Aug 49.19 1.084 324.78 15,975 1.091 180,000 195,116 196,467 1,350

1-Sep 47.30 1.123 334.14 15,804 1.102 160,000 179,728 176,353 -3,375

1-Oct 50.60 1.057 338.89 17,147 1.024 280,000 295,837 286,642 -9,195

1-Nov 54.29 0.992 332.92 18,074 0.976 320,000 317,295 312,439 -4,856

1-Dec 58.36 0.929 328.42 19,166 0.926 320,000 297,398 296,454 -944

Total 22,343
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Appendix 3: The Nonadjustable 
Component

A3.1 The nonadjustable portion of the price adjustment formula comprises 
price components other than labor, equipment, and materials—which normally 
include the contractor’s overhead expenses, contingencies, and profit. The 
nonadjustable portion may also incorporate those cost components over which the 
contractor is likely to have control.

Nonadjustable Portion = Contingency + Overheads + Profit  
+ Controllable Cost Elements 

A.  Contingency  
A3.2 If it is not practical for a contractor to estimate accurately the actual cost 
of the works at the time of bidding, the contractor will incorporate a contingency 
into its bid price covering both physical and price contingencies associated with 
the execution of the works. Contingency is usually determined based on the 
contractor’s assessment of the extent of the risk associated with performing the 
contract, which may be influenced by the contractor’s general experience and 
knowledge of the borrower’s (or grant recipient’s) country and market. Like the 
contractors, borrowers will also incorporate a contingency into their estimate of 
the cost of the works during preparation of the detailed engineering designs for the 
project. The corresponding estimate, usually 5% of the estimated cost of the works, 
can be used for determining the nonadjustable portion as confirmed by the design 
contractor responsible for preparing the detailed engineering designs. 

B.  Overheads 
A3.3 The contractor will incorporate its overheads into its bid price based on 
its estimate of the cost of carrying out its operations on site, i.e., site overhead 
expenses, and as a company, i.e., general overhead expenses. Overheads 
are determined, controlled, and managed solely by the contractor. Different 
contractors use a different basis for determining their overheads. Some contractors 
compute their overheads specifically for items of the works, e.g., labor, materials, 
equipment, or subcontracted works. Others will apply a fixed percentage overhead 
applicable to all items of the works. Contractors’ overheads may vary within 
substantial margins. It is also not unusual for contractors to waive part of their 
general overhead expenses and offer price discounts on their account, based on 
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marketing and other considerations. Under the circumstances, borrowers may 
consider the following options: 

(i) Option I: Invite contractors to specify their overheads in their bids 
on condition that these data will apply equally to determining both 
the nonadjustable portion of the contract price and the value of any 
new works that may be instructed by the borrower and/or employer 
during the execution of the works. This approach should provide 
the contractor with an efficient incentive to give realistic data on its 
overheads to the borrower and/or employer at the time of bidding.

(ii) Option II: Prepare its own estimate of the contractor’s overheads and 
use this estimate when determining the nonadjustable portion of 
the contract price. Like contingency, borrowers usually estimate the 
overheads, within a range of 10% to 20% of the estimated cost of the 
works, as part of preparing the detailed engineering designs for the 
project. Executing agencies should note, however, that their estimate 
can give rise to a dispute after the award of the contract if it happens 
to be unreasonable and not serving its purpose under the contract. 

C.  Profit 
A3.4 The contractor will incorporate a profit margin into its bid price that 
will reflect its marketing strategy, the interest generated by the project, and other 
considerations. Multilateral development banks (MDBs) require that the term 
“profit” shall be defined as “one twentieth (5%) of the cost.”1 This definition is 
provided in the International Federation of Consulting Engineers (FIDIC) MDB 
harmonized construction contract (2010) with the expression “cost plus profit.” 
This rate can also be used for determining the nonadjustable portion. 

D.  Controllable Cost Elements 
A3.5 An experienced contractor can control or mitigate future price escalation 
for many cost elements comprising works. The estimated portion of such cost 
elements may be included in the nonadjustable portion of the contract price.

A3.6 Most contractors should be able to secure fixed-price lease or hire 
contracts for the provision of major plant and equipment required for performing 
roadworks. It is also not unusual for contractors to own the specialist plant and 
equipment critical for carrying out their businesses or that may be difficult for the 
contractor to obtain quickly. Examples of such plant and equipment may include 
items such as asphalt and concrete batching plants, heavy lift and piling barges, 
dredges, and tunnel boring machines. Where the contractor owns specialist plant 

1  FIDIC. 2010. Conditions of Contract for Construction: Multilateral Development Bank Harmonized 
Edition. General Conditions. Sub-Clause 1.2, Interpretation. Geneva.
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and equipment, the cost of its ownership will be included in the contractor’s 
overheads, which are controllable by the contractor. Wherever possible, contractors 
will also strive to negotiate materials supply contracts based on fixed-price 
arrangements. Contractors may also subcontract the execution of parts of the 
works with specialist subcontractors on a fixed-price basis.

A3.7 The borrower should carry out a market assessment and identify those 
major cost elements of the works which the contractor will be able to control 
or otherwise incorporate reasonable contingencies into its bid price. Such an 
assessment may include statistical data on the price fluctuation for the major cost 
elements of the works over the last 5-year period. Should the data show that the 
actual price fluctuation for a cost element has been stable over this period, and, 
hence, is predictable, the borrower may consider including such a cost component 
into the nonadjustable portion of the contract.
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Guidance Note on Procurement

This guidance note discusses the application of price adjustment provisions in 
contracts for goods, works, and plant. Price adjustment is a modification made to 
the overall price of a contract to take account of legitimate changes in the costs of 
performing it. Price adjustment provisions include formulas designed to protect both 
the borrower and contractors from price fluctuations. Price adjustment formulas allow 
contractors to offer more realistic prices at the time of bidding, by estimating actual 
cost implications that will be encountered. Different price adjustment formulas are 
applied for contracts of different sizes and for different components. 
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