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Cost Increase Risk Mitigation
Price Escalation & Inflation clauses based on PPI (Industrial Producer Price Index)
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Risks Identified

Note: Clauses associated to other Risks like Currency FX, Shortage of Materials, Transportation are
not impacted and remain as per Handbook

Slide 2

Quotation
Cost increase from the moment
price is fixed.
Long validity offers
•Public Tenders
•FAs
•Wind, DtC, Infrastructure

PO Execution
Cost increase from PO to BOM
Freeze
Projects with delayed execution
Projects with large changes /
multiple approval rounds over
engineering
Projects on Hold
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#1 Preferred Situation Waiver Clause:

If one or more costs should vary between the order date and the moment of delivery of each lot, the price will be changed to reflect
the increase in said costs.

If the approval of drawings or other design documents is delayed beyond contractually agreed schedule and/or if substantial
modifications are requested by the Purchaser during the design or manufacturing period over and above agreed specifications, ABB
will reserve the right to adjust the price and delivery time accordingly

If dispatch is delayed due to lack of instruction by the Purchaser or any reason not attributable to ABB, ABB reserves the right to
deliver the equipment to an internal/external warehouse, which will keep materials as depositary on behalf of the Purchaser. The
equipment shall be considered as dispatched; all payments shall be due accordingly and costs for warehouse and following dispatch
shall be borne by the Purchaser, plus an additional 15% of the actual cost as administration charges. The title of the Supply, and the
related risks, shall pass to Purchaser from the day of delivery of the equipment to the internal/external warehouse

ABB will provide notification of readiness for shipment 3 working days in advance. In the event purchaser will not arrange material
pick-up / receipt on the advised date, ABB will charge 0.1% of the value of the material per day to compensate additional handling
and storage cost.

A. Quotation Validity 30 Days

B. Open Clause for cost Increases

Escalation Formulas Application – Quotation Stage

Ordering

•Price Fixed. Subject to be revised on every
new quotation update.

Execution
•“Waiver Clause” not linked to any formula.
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Note. For any deviation to the Clause or formula please connect with your Manufacturing Unit for agreement.
*Eurostat EU-27 is applicable for European Manufacturing unitsMay 19, 2022 Slide 4

#2 Preferred Situation Clause for Execution Price Correction:

Validity offer is 30 days and Prices are firm for deliveries within 6 months from PO date on condition that Release for
manufacture/Final Drawing Approval* is done latest xx weeks from date of PO. In case Final Drawing Approval is provided
after this period, prices are subject to inflation correction as per the Producer Price Index in [insert country of production or
if not accepted then to use Eurostat EU-27*] according to following formula.”

𝑃1 = 𝑃0 1 +
𝑃𝑃𝐼1 − 𝑃𝑃𝐼0

𝑃𝑃𝐼0
=  𝑛𝑒𝑤 𝑝𝑟𝑖𝑐𝑒 𝑖𝑛 𝑎𝑏𝑠𝑜𝑙𝑢𝑡𝑒 𝑣𝑎𝑙𝑢𝑒

Where:
𝑃𝑃𝐼0= PPI month of Offer
𝑃𝑃𝐼1= PPI month of Final Drawing Approval
𝑃1 = new price
𝑃0 = original price
PPI Index: Statistics | Eurostat (europa.eu)

*NOTE: An Approved documentation (BS/SD) means the status of the drawings submitted by the customer is free from any
comments and fully ready for the production process. Approval with comments is not considered as approved and must be re-
approved back again by the customer once comments are implemented by ABB.

A. Quotation Validity 30 Days

B. Execution Price linked to PPI

Escalation Formulas Application  – Quotation Stage

Ordering

•Price Fixed. Subject to be revised on every
new quotation update.

Execution

•Fixed for “smooth” execution. Subject to
price variation if execution delayed.
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Note. For any deviation to the Clause or formula please connect with your Manufacturing Unit for agreement.
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#3 Preferred Situation (incl. FAs) Clause for PO Price Correction:
Validity offer is until (defined time) and Prices are fixed for the first 30 days. For POs later than 30 days after Offer issue date, price will be
subject to correction as per the Producer Price Index in [insert country of production or if not accepted then to use Eurostat EU-27*]
according to following formula.”

𝑃1 = 𝑃0 1 +
𝑃𝑃𝐼1 − 𝑃𝑃𝐼0

𝑃𝑃𝐼0
=  𝑛𝑒𝑤 𝑝𝑟𝑖𝑐𝑒 𝑖𝑛 𝑎𝑏𝑠𝑜𝑙𝑢𝑡𝑒 𝑣𝑎𝑙𝑢𝑒

Where:
𝑃𝑃𝐼0= PPI month of Offer
𝑃𝑃𝐼1= PPI month of Order
𝑃1 = new price
𝑃0 = original price
PPI Index: Statistics | Eurostat (europa.eu)

Clause for Execution Price Correction:
Prices at ordering calculated per Clause 1 are firm for deliveries within 6 months from PO date on condition that Release for
manufacture/Final Drawing Approval* is done latest xx weeks from date of PO. In case Final Drawing Approval is provided after this period,
prices are subject to inflation correction as per the Producer Price Index in [insert country of production or if not accepted then to use
Eurostat EU-27*] according to following formula.”

𝑃1 = 𝑃0 1 +
𝑃𝑃𝐼1 − 𝑃𝑃𝐼0

𝑃𝑃𝐼0
=  𝑛𝑒𝑤 𝑝𝑟𝑖𝑐𝑒 𝑖𝑛 𝑎𝑏𝑠𝑜𝑙𝑢𝑡𝑒 𝑣𝑎𝑙𝑢𝑒

Where:
𝑃𝑃𝐼0= PPI month of Order
𝑃𝑃𝐼1= PPI month of Final Drawing Approval
𝑃1 = new price
𝑃0 = original price
PPI Index: Statistics | Eurostat (europa.eu)

A. Quotation Validity over 30 Days

B. Ordering price linked to PPI

C. Execution Price linked to PPI

Escalation Formulas Application  – Quotation Stage

Ordering

•Price Fixed for Initial 30 days
•From day 31 Price Variable subject to PPI
formula

Execution

•Fixed for “smooth” execution. Subject to
price variation if execution delayed.
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#1 Preferred Situation Waiver Clause:

If one or more costs should vary between the order date and the moment of delivery of each lot, the price will be changed to reflect
the increase in said costs.

If the approval of drawings or other design documents is delayed beyond contractually agreed schedule and/or if substantial
modifications are requested by the Purchaser during the design or manufacturing period over and above agreed specifications, ABB
will reserve the right to adjust the price and delivery time accordingly

If dispatch is delayed due to lack of instruction by the Purchaser or any reason not attributable to ABB, ABB reserves the right to
deliver the equipment to an internal/external warehouse, which will keep materials as depositary on behalf of the Purchaser. The
equipment shall be considered as dispatched; all payments shall be due accordingly and costs for warehouse and following dispatch
shall be borne by the Purchaser, plus an additional 15% of the actual cost as administration charges. The title of the Supply, and the
related risks, shall pass to Purchaser from the day of delivery of the equipment to the internal/external warehouse

ABB will provide notification of readiness for shipment 3 working days in advance. In the event purchaser will not arrange material
pick-up / receipt on the advised date, ABB will charge 0.1% of the value of the material per day to compensate additional handling
and storage cost.

A. Open Clause for cost Increases

Escalation Formulas Application – Contract Stage

Execution

•“Waiver Clause” not linked to any
formula.
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#2 Preferred Situation Clause for Execution Price Correction:

Validity offer is 30 days and Prices are firm for deliveries within 6 months from PO date on condition that Release for
manufacture/Final Drawing Approval* is done latest xx weeks from date of PO. In case Final Drawing Approval is provided
after this period, prices are subject to inflation correction as per the Producer Price Index in [insert country of production or
if not accepted then to use Eurostat EU-27*] according to following formula.”

𝑃1 = 𝑃0 1 +
𝑃𝑃𝐼1 − 𝑃𝑃𝐼0

𝑃𝑃𝐼0
=  𝑛𝑒𝑤 𝑝𝑟𝑖𝑐𝑒 𝑖𝑛 𝑎𝑏𝑠𝑜𝑙𝑢𝑡𝑒 𝑣𝑎𝑙𝑢𝑒

Where:
𝑃𝑃𝐼0= PPI month of Contract
𝑃𝑃𝐼1= PPI month of Final Drawing Approval
𝑃1 = new price
𝑃0 = original price
PPI Index: Statistics | Eurostat (europa.eu)

*NOTE: An Approved documentation (BS/SD) means the status of the drawings submitted by the customer is free from any
comments and fully ready for the production process. Approval with comments is not considered as approved and must be re-
approved back again by the customer once comments are implemented by ABB.

A. Execution Price linked to PPI

Escalation Formulas Application  – Contract Stage

Execution

•Fixed for “smooth” execution.
Subject to price variation if
execution delayed.
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FAs with “Call Off” Orders Clause for PO Price Correction:
Prices are firm for POs (“call of orders”) within 30 days after Offer issue date. For each Purchase Order later than 30 days after Offer issue
date price will be subject to correction as per the Producer Price Index in [insert country of production or if not accepted then to use
Eurostat EU-27*] according to following formula.”

𝑃1 = 𝑃0 1 +
𝑃𝑃𝐼1 − 𝑃𝑃𝐼0

𝑃𝑃𝐼0
=  𝑛𝑒𝑤 𝑝𝑟𝑖𝑐𝑒 𝑖𝑛 𝑎𝑏𝑠𝑜𝑙𝑢𝑡𝑒 𝑣𝑎𝑙𝑢𝑒

Where:
𝑃𝑃𝐼0= PPI month of Offer
𝑃𝑃𝐼1= PPI month of Order
𝑃1 = new price
𝑃0 = original price
PPI Index: Statistics | Eurostat (europa.eu)

Clause for Execution Price Correction:
Prices at ordering calculated per Clause 1 are firm for deliveries within 6 months from PO date on condition that Release for
manufacture/Final Drawing Approval* is done latest xx weeks from date of PO. In case Final Drawing Approval is provided after this period,
prices are subject to inflation correction as per the Producer Price Index in [insert country of production or if not accepted then to use
Eurostat EU-27*] according to following formula.”

𝑃1 = 𝑃0 1 +
𝑃𝑃𝐼1 − 𝑃𝑃𝐼0

𝑃𝑃𝐼0
=  𝑛𝑒𝑤 𝑝𝑟𝑖𝑐𝑒 𝑖𝑛 𝑎𝑏𝑠𝑜𝑙𝑢𝑡𝑒 𝑣𝑎𝑙𝑢𝑒

Where:
𝑃𝑃𝐼0= PPI month of Order
𝑃𝑃𝐼1= PPI month of Final Drawing Approval
𝑃1 = new price
𝑃0 = original price
PPI Index: Statistics | Eurostat (europa.eu)

A. PO Price linked to PPI

B. Execution Price linked to PPI

Escalation Formulas Application  – Contract Stage

Ordering
•Price Variable subject to PPI formula

Execution

•Fixed for “smooth” execution. Subject to
price variation if execution delayed.
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FAs with Lot Deliveries defined Clause for Execution Price Correction:
Prices for each Lot/Delivery are firm for deliveries within 6 months from PO date on condition that Release for manufacture/Final Drawing
Approval* is done latest xx weeks from date of PO.
(PREFERRED) In case delivery date exceeds 6 months from PO date, price recalculation will be for each separate LOT/delivery in time of
actual Release for manufacture/Final Drawing Approval for that LOT/delivery. The adjustment will be calculated according to the following
formula:

𝑃1 = 𝑃0 1 +
𝑃𝑃𝐼1 − 𝑃𝑃𝐼0

𝑃𝑃𝐼0
=  𝑛𝑒𝑤 𝑝𝑟𝑖𝑐𝑒 𝑖𝑛 𝑎𝑏𝑠𝑜𝑙𝑢𝑡𝑒 𝑣𝑎𝑙𝑢𝑒

Where:
𝑃𝑃𝐼0= PPI month of Order
𝑃𝑃𝐼1= PPI month of Final Drawing Approval
𝑃1 = new price
𝑃0 = original price
PPI Index: Statistics | Eurostat (europa.eu)

Or
(NOT PREFERRED) Prices for each Lot/Delivery are firm for deliveries within 1 Month Tolerance from Original Schedule date.
In case delivery date exceeds 1 Month Tolerance from Original Schedule date, price recalculation will be for each separate LOT/delivery in
time of actual Delivery Date for that LOT/delivery. The adjustment will be calculated according to the following formula:

𝑃1 = 𝑃0 1 +
𝑃𝑃𝐼1 − 𝑃𝑃𝐼0

𝑃𝑃𝐼0
=  𝑛𝑒𝑤 𝑝𝑟𝑖𝑐𝑒 𝑖𝑛 𝑎𝑏𝑠𝑜𝑙𝑢𝑡𝑒 𝑣𝑎𝑙𝑢𝑒

Where:
𝑃𝑃𝐼0= PPI month of Original Schedule date
𝑃𝑃𝐼1= PPI month of Actual Delivery Date
𝑃1 = new price
𝑃0 = original price
PPI Index: Statistics | Eurostat (europa.eu)

A. Execution Price linked to PPI

Escalation Formulas Application  – Contract Stage

Execution

•Fixed for deliveries within first 6
months.

•For later deliveries linked to PPI
•Not Preferred in case customer
wants fixed prices for original
schedule

Reformulated
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PPI Explained




