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Price Variation Mechanism Reform in the Public works
Contracts

Topics:

Past Price Variation Mechanisms (PV1 & PV2)
Interim Amendments to the PV clauses

Material Inflation/Supply Chain Co-operation Framework (Ex-
gratia agreement)

Clause 15 Price Variation Mechanism and Workbooks
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Price Variation Mechanism Reform in the Public works
Contracts

Original PV mechanisms

PV1 — Proven Cost Method
Fixed price period - 30 months after contract date

PV2 — Formula Fluctuation Method
Fixed price period — 36 months after the designated date

NO RECOVERY OUTSIDE OF THESE PERIODS EXCEPT FOR
HYPERINFLATION
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Original PV mechanisms

PV1 — Hyperinflation

2.5 Example:
Hyperinflation
with recovery

gov.ie

Conerete blocks for a contract (clause PV1 selected) are €1000 per 1000 at
the Designated Date. At the beginning of month 6 of the Contract, the price
of blocks falls to €800 per 1000. During month 6, the price goes up and blocks

are purchased at €1600 per 1000.

The Contractor is entitled to claim €100 extra per 1000 blocks purchased in
the month according to the calculation for hyperinflation as follows:

Price (A) @ Designated Date

Price (B) @ st Day in Month of Purchase
Price (C) selected highest of A and B
Price (D) Paid @ Purchase Date
IsD-C>50% of A?

Adjustment (increase) in price: D — A — A/2

€1000
€800
€1000
€1600
Yes
€100

PV2 — Hyperinflation

IWxYxZxPx(F2-F1)}

F1

(0% xWxYxZxP)=M



Interim measures
7th January 2022

nterim measures introduced for PV1 and PV2.
PV1 is the default mechanism — Materials only
P\V/2 optional - Materials and fuel

Applicable factor (PWCF 1-5 & NN)
Adjustment for Tender Inflation (PWCF 6)

?gguced Threshold for material inflation during the fixed price period is
0.

Fixed Price Period — 24 months from Tender Indexation Date (TID)
After the fixed price period the old PV mechanisms return.
NB — Only for contracts from this date.
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Material Inflation/Supply Chain Co-operation Framework

Key points

Namely for projects with contract version date prior to 7t January 2022*
(Category 1 & 2)

Recovery only permissible from January 2022

Scalable solutions based on the contract type.

Workbooks and guidance prepared for ease of use.

Tutorial materials provided

All based on Central Statistic Office (CSO) indices

No entitlement to enter the agreement — outside contract

No additional Government Funding available — Capital ceilings apply
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Clause 15 — Price Variation — July 2023

Key Points —
No more Applicable Factor (AP)

Fixed price period is only for Labour (24 months from Designated
Date)

Materials and fuel are indexed linked from Designated Date.

PV mechanism is dependant on CSO indices.

Threshold has been reduced (Threshold range 3-10%) for inflation
Threshold of -10% for deflation

Updated Guidance and workbooks
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Clause 15 — Price Variation — July 2023
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Clause 15 — Price Variation — July 2023

15 PRICE VARIATION

151

15.2

15.3

154
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Definitions

For the purpose of this clause definitions are set out in Appendix 1 [as well as elsewhere in the
Conditions].

Contract Sum Adjustment

The Contract Sum, excluding the amount of Non-Adjustable Overheads and Plant, shall be
subject to adjustment for price fluctuations or changes in Law only in the circumstances set out
in this clause 15. No adjustment shall be made for Labour before the Base Date, or where there
is a Base Date (Adjusted), before the Base Date (Adjusted).

Proportions

For the purpose of calculating adjustments to the Contract Sum, the proportions of Labour,
Materials, Fuel, Non-Adjustable Overheads and Plant in the Contract Sum are set out in
Appendix 4 [irrespective of the actual proportions of the work].

Change in Law

The Contract Sum shall be adjusted by the amount of any increase or decrease in the
Contractor’s cost of performing its obligations under the Contract as a result of a change in Law
made after the Designated Date, but before the Date for Substantial Completion of the Works
or a Section, that

(i) changes [whether by alteration, addition or removal] VAT, customs or excise duties,
requirements for a licence to import or export any commodity or Pay-Related Social
Insurance and

(ii) is not identified in the Works Requirements and

(i)  has not resulted in an adjustment in the Contract Sum under another part of this clause
15 or the Contract.

15.5

15.6

Failure to Commence by the Starting Date

Where a Recovery Date has been agreed or determined, adjustment of the Contract Sum in
respect of the Works or a Section shall be effected by the Recovery Date Index Figures or the
Designated Date index Figures, whichever results in the most favourable adjustment to the
Employer.

Failure to Complete on Time

If the Contractor fails to complete the Works or a Section by its Date for Substantial Completion,
adjustment of the Contract Sum in respect of the Works or Section after its Date for Substantial
Completion shall be effected by the Index Figures or the Sectoral Employment Order Rate(s)
applicable to the Adjustment Period in which the Date for Substantial Completion occurs, or the
Adjustment Period, whichever results in the most favourable adjustment to the Employer.



Clause 15 — Price Variation — July 2023
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16.7

Excluded Amounts
The following are not subject to price adjustment (Excluded Amounts):

(@)
(b)
(c)

Delay cost under sub-clause 10.7
Adjustments or parts of adjustments of the Contract Sum valued under sub-clause 10.6.4

Amounts for unfixed materials or goods for which the Contractor is entitled to payment
under sub-clause 11.2

Amounts based on actual costs or current prices
Credits allowed for old materials arising from the Works

Amounts for work executed under an agreement containing specific price arrangements

Costs incurred for making good defects under clause 8

[In addition to sub-clause 15.5 and 15.6] amounts by which any cost incurred by the
Contractor has been increased by a default of the Contractor.



Clause 15 — Price Variation — July 2023

15.8  Revisions of Index Figures

If an Index Figure used for a Material Category or a Fuel Category is subsequently revised by
the Central Statistics Office prior to the issue of the Final Certificate, any adjustments in
accordance with this Clause shall be recalculated on the basis of the revised Index Figures.

15.9  Permitted Increases and Permitted Decreases for Material Categories and Fuel Categories

15.9.1

15.9.2
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Weightings

For the purpose of calculating any adjustments to the amount payable in respect of
Materials and Fuel in an Interim or Final Certificate, the weightings of Material
Categories and Fuel Categories in the Contract Sum are set out in Part 1 or Part 2 of
Appendix 5, as applicable [irrespective of the actual constituents, weightings or
proportions of the work].

Materials and Fuel

Subiject to sub-clauses 15.5 and 15.6, the amount payable in respect of a Material
Category and/or Fuel Category in an Interim Certificate or in the Final Certificate
(other than amounts for price adjustments under this clause 15 or any Excluded
Amounts) in respect of an Adjustment Period shall be adjusted for any Permitted
Increase or Permitted Decrease in respect of that Material Category or Fuel Category,
in accordance with the provisions of this clause 15. The total adjusiment to the
amount payable in such Interim Certificate or in the Final Certificate in respect of
Materials and Fuel shall be equal to the net sum of any Permitted Increases and
Permitted Decreases for each Material Category and Fuel Category, which
adjustments shall be calculated using the relevant formula set out in Appendix 2.

15.10  Adjustments for Labour

15.11

16.10.1  Weightings

For the purpose of calculating any adjustments to the amount payable in respect of
Labour in an Interim or Final Certificate, the weightings of Labour Categories in the
Contract Sum are set out in Part 3 of Appendix 5, as applicable [irrespective of the
actual constituents, weightings or proportions of labour].

15102  Adjustment

The amount payable in respect of Labour in an Interim Certificate or the Final
Certificate (other than amounts for price adjustments under this clause 15 or any
Excluded Amounts) issued in respect of an Adjustment Period shall be adjusted in
accordance with the relevant formula set out in Appendix 3, but only to the extent that

(a) a change is made tfo the rates of remuneration payable to workers according to
any sectoral employment order under the Industrial Relations Acts 1946 to 2015
coming into effect after the Base Date and prior to the Date of Substantial Completion
of the Works or a relevant Section; and

(b) where there is a Base Date (Adjusted), no adjustment shall be carried out in
respect of any amount that relates to works before the Base Date (Adjusted);

(c) the workers in respect of whom an increase is being claimed have received in
Ireland for the relevant work at least the increased standard rates of remuneration in
accordance with the relevant sectoral employment order.

Efficiency

[In addition to sub-clause 15.5 and 15.6,] increases of the Contract Sum will only apply so far as
such increases occur despite the Contractor's efficient progress and procurement and
reasonable efforts to minimise increases.
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What are the main changes in the operation of the revised PV clause and
mechanism?

Not a claim
Clause 15 now carries an entitlement for the contractor
ER (with assistance of cost consultant) must complete the exercise.

Carried out at least 1 month in arrears (in line with CSO index
publication)

Relevant to index at Designated or Recovery Date — Ref Clause
Paid within the contract.
Allows for permitted Increases and Decreases.
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Form of Tender and Schedule

Contract Form Proportions of Permitted Indices and Indices and
Labour, Materials, Increase Weighting for Weighting for
Fuel, Plant & Non- Threshold Material Fuel Categories
Adjustable Categories
overheads
PWCF 1-4 Appendix 4 Part1  Appendix 4 Part2  Appendix 5 Partl  Appendix 5 Part 2
Clause 15
PWCF 5 Appendix 4 Part1  Appendix 4 Part 2  Appendix 5 Part 1A Appendix 5 Part 2
Clause 15 & Part 1B (all

Materials option)

PWCF 6 Appendix 3 Partl  Appendix 3 Part2  Appendix 4 Part 1A Appendix 4 Part 2
Clause 18 (all Materials

option)

& Part 1B

Appendices are completed by the Design Team prior to tender. Contractors may offer opinions on the
weightings within the tender period. No adjustment after tenders submitted. Slight difference in approach

with D&B.
gov.ie



Scalable Approaches

The full workbook would not suit all project types.

Hence 3 work books

PWCF 1-4
Options for Full CSO categories or 11 main CSO categories

PWCF 5
Options for Full CSO categories, 11 main CSO categories or All Materials category

PWCF 6
Options for 11 main CSO Categories or All Materials Categories

NOTE: Sub-categories and Sub-sub-categories take precedence over the main categories

gov.ie



Workbooks

Capital Works
Management Framework

/,,<j;}~‘?;f/\/ C aplta] WO'ka Pillar 1: Public Works
./ | Management Framework

Contracts

m Jum Sholdthar Rialta Pillar 2: Conditions of
([l Office of Government Procurement
Engagement

Home  News  Circulas  Regulafions  ContactUs  Useful Links . .
Pillar 3: Cost Planning

Control and Suitability
KEY UPDATE: Assessment

Standard Forms For Cost
Planning & Control

Suitability Assessment

\ Questionnaires J

WWW.constructionprocurementreform.gov.ie Pillar 4: Guidance Notes

and Glossary

Archive

Pillar 3 - https://constructionprocurement.gov.ie/standard-forms-
govie fOr-cost-planning-cost-control/
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Workbooks

Price Variation Workbooks

How to use the Price Variation Workbooks

 " B How to use the Price Variation Workbooks [{z{dlg]

How To Guide is provided.

Price Variation Workbook PW-CF1-4
To be used to determine price variation values for PW-CF1-4 contracts.

Work books are set up for 40 months

~ it yourproject s arger setup (TN cx

additional workbooks anytime you

complete one. Price Variation Workbook PW-CF5
To be used to determine price variation values for PW-CF5 contracts.

) 1.1b — Price Variation Workbook PW-CF5 J{=X(¢=)]

Price Variation Workbook PW-CF6
To be used to determine price variation values for PW-CF6 contracts.

0l 1.1c — Price Variation Workbook PW-CF6 [(=(=))]
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