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TITLE

Development of a Synthesis on the Practices of and Warrants for Price Indexing Commodities by State Agencies
BACKGROUND/NEEDS STATEMENT

Whenever in the past a commodity used in transportation infrastructure projects has seen a significant rise in cost the incorporation of price indexing or cost escalation clauses into a DOT contract becomes a popular topic of discussion.  This has been most recently experienced through the increase in cost of fuel and asphalt products but over time has also been seen in a number of other commodities as well, such as the raw material cost of steel.  Many involved in the construction industry are quick to support the use of such provisions which results in a pressure on DOTs to implement a cost escalation clause to relieve contractors of risk in predicting the impact of these increases in cost in their bid prices.  However, there has been no guidance developed for state agencies to follow in the decision making process as to whether this results in a corresponding disadvantage to a DOT, the effects on competitive bidding and a competitive market, the long term effect on bid prices, or if such a practice is even warranted.
A search of the TRIS (Transportation Research Information Services) database and the national Research in Progress database has revealed that no similar research has been conducted nor is currently underway.
Therefore, the AASHTO Technical Committee on Cost Estimating proposes to develop a Synthesis on the Practice of Price Indexing by DOTs.  The proposed Synthesis will include guidelines and recommendations for the implementation of such practices.  The Synthesis will be based on the experiences of those states which have used price indexing or cost escalation clauses as well as any other available data that illustrates the effectiveness or ineffectiveness of this practice.   Also, to be included will be an analysis that will either prove or disprove indexing is even warranted under any economic conditions.
RESEARCH OBJECTIVE

The objective of this project is to develop a synthesis that will provide guidance and a base of understanding for State DOTs in the decision making process on whether or not to include contract provisions associated with commodity price indexing or cost escalation clauses.
WORK TASKS
The scope of the proposed project includes the following tasks:

1. Review the existing experience of those State DOTs that have used price indexing or cost escalation clauses as part of their construction contracts and use this feedback as a base from which to develop a more generic set of recommendations for all states.
2. Review any other available economic data either in the construction industry or other industry to determine if such practices are warranted and/or results in a corresponding advantage/disadvantage to the contracting agency/owner.  This could include interviewing the contractors that typically bid on and construct State contracts to get the industry perspective.
3. Perform an analysis on the economics of price indexing and/or cost escalation clauses that will offer some determination as to whether such practices are warranted and whether such practices have an overall effect on the market for the commodity it applies to. This includes how such contracting procedures affect the industry price trends and comparison of bid prices, and overall payout for items indexing or escalation clauses as compared to not having these clauses.  Also include the ratio of DOT payout vs. contractor payout as a result of the clause, as well as an analysis of the administrative costs to the DOT.
4. Perform an analysis to determine whether indexes provide some measurable (artificial) influence to open competition, specifically with respect to bid competition and stability of the bid market.  Measurable components to be considered are:
· Reduction of ‘added risk pricing’ (reduction in potential extra profits). 

· Stability to an otherwise unstable bid market (index trigger point effects on bid stability). 

· Increased desirability to “unwilling bidders” in the market (new entries to the market).
· Assistance in avoiding contractor default issues (high risk commodities such as steel). 

· Increased bid competition – thus reducing overall bid prices (increases in bids per project).

5. Develop recommendations based on the findings of the review of experiences of DOTs, other industries, and the analysis which will provide guidance and evaluation methods for transportation agencies to use in the decision making process regarding this matter.
6. Prepare a draft version of the Synthesis on the Practices of Price Indexing Commodities by State Agencies.

FUNDING REQUESTED AND TIME REQUIRED
It is estimated that this will be an 18-month project and will require $100,000.  
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