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 Fixed-price Contracts with Economic Price Adjustment (EPA).

A fixed–price contract with economic price adjustment provides for upward and downward revision of the stated contract price upon the occurrence of specified contingencies.  These adjustments are generally of three general types:  adjustments based on established prices, adjustments based on based on actual costs of labor or material, or adjustments based on cost indexes of  labor or materials.

(a)  Adjustments based upon cost indexes of labor or material.  Recognized adjustments based upon cost indexes of labor and material are the abnormal escalation index method and the constant dollar index method.

(1)  Under the abnormal escalation index method, the schedule price is based on all costs reasonably expected to be incurred during the scheduled period of performance considering economic trends that can be predicted with a reasonable degree of confidence.  The price adjustment is determined by the difference between forecast and actual index values at the scheduled completion of performance, or at stated times.

(2)  Under the constant dollar index method, the schedule price is expressed in base year dollars.  The price adjustment is determined by the difference between base year index values and actual index values at the scheduled completion of performance, or at stated times.  A constant dollar economic price adjustment (EPA) clause index method may be used only after it has been determined that the use of an abnormal escalation index method EPA clause would not be appropriate.

(b)  Cost index EPA clauses will provide for price adjustment only if the differences between the forecasted (for abnormal escalation clauses) or base year (for constant dollar clauses) index values and the actual index values exceed a predetermined threshold.  This threshold will normally be established in terms of a percentage deviation from the forecasted or base year index values.  The size of the threshold will be established on the basis of individual acquisition and economic conditions.  However, appropriate considerations include minimizing administrative costs, avoiding adjustments for insignificant aberrations in the indexes, and providing for a reasonable assumption of risk by both the contractor and the Government.

(1)  When using the abnormal escalation index method  the clause should provide that the contracting officer may adjust the contract value as result of the compounding effect that use of actual indices may have on the scheduled price for future periods.  Any provisional adjustments made to future period costs should be calculated using the same percentage decrease (or increase) as was made in the adjustment for the completed period.  Provisional adjustments for each period should be liquidated against the final adjustment for each period.  For example, the following formula could be used in computing adjustments: 

Adjustment
=
( ( x - y ) / y ) [ z ] - s

Where:
x
=
actual index


y
=
projected index


z
=
sum of dollars subject to adjustment for all periods in which a 



final adjustment has not been made


s
=
sum of unliquidated provisional adjustments

(2)  For those EPA clauses which include a dead band in which no adjustment is made, the upper end of the dead band becomes the projected index value during times of increasing inflation, and the lower end of the dead band becomes the projected index value during times of decreasing inflation.  For those EPA clauses which provide for price adjustments only if the difference between the projected index value exceeds a predetermined threshold (trigger bands), no adjustment will be made for the future periods unless the actual index value exceeds the predetermined threshold.  However, when the actual index exceeds the projected index by the predetermined threshold, then an adjustment should be made to future periods.
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