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Escalation and Cost Fluctuations Are part of the industry

https://edzarenski.com/2025/02/21/construction-inflation-2025-2-21-25/
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Escalation - it's not a new thing

A persistent rise in the price of specific
commodities, goods, or services due to a
combination of inflation, supply/demand,
and other effects such as environmental
and engineering changes. Factors that
affect the escalation include:

* Inflation Supply/demand

Technological Changes
Environmental Effects
Political Effects
Miscellaneous Effects

There is a trend of both speculation and blame for
escalation being the source of significant
increases to costs



April 2, 2025 -

“Liberation Day”

A new wrinkle in the already

Average Tariffs on Dutiable Imports | 1900 — 2024

Source: PIIE, U.S. Global Investors

complicated world of construction costs

The new tariff situation may have any or all of the cost impacts to a construction
project

Tarriff imposed when items arrive a port — Finite

Escalated material costs over time as the markets adjusts and domestic
assemblies materials subject to tariffs

Escalated labor costs — further in the future
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https://www.tradecomplianceresourcehub.com/2025/09/16/trump-2-0-tariff-tracker/

Discrete vs Systemic Effects of
Tariffs REFERENCE LINK - FORMS

Discrete: Tarriff on a product that is intended to
go directly to a jobsite (or staging area)

« Documentation should be easier to relate to
the product

Systemic: Tarriff on products that will be used
IN Manufacturing, or fabrication of a larger
system or assembly

« Documentation may be more difficult to tie to
assemblies if buying for multiple uses

Tariffs are applied when the product reaches
the port regardless of when it was purchased

OVER TIME, THE EFFECTS OF TARRIFFS WILL
LOOK LIKE OTHER ESCALATION EVENTS
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Who is responsible for
Tariff Costs?

INn Most cases, the owner will be responsible for the
tariffs if the contract was signed prior to the tariffs

Possible exception: a delay that can be attributed to
the supplier or subcontractor under the primary
constructor causing a product to incur a tariff.

Contracts signed after the known Tarriff's may be
Incorporated into the contract

§ 3.6 Taxes

The Contractor shall pay sales, consumer, use and similar taxes for the Work provided by the
Contractor that are legally enacted when bids are received or negotiations concluded, whether
or not yet effective or merely scheduled to go into effect.










COST OF TARRIFF ENTITLEMENT

BIDDING S . .
INgular equipment or material
S

Sequence
MAT PO STEP 1) When were the items

SUBMITTAL processed at Port of Entry
Maximum Tarriff FABRICATION,'DELIVERY

__Percentage (%,) INSTALLATION/CONSTRUCTION

1
|
1
:
! Future
:
|
1
|

Modified
Tarriff (%,)

Requested

Contract Price

Time



COST OF TARRIFF ENTITLEMENT

BIDDING ES- . .
INgular equipment or material
S

Sequence
MAT PO STEP 1) When were the items

SUBMITTAL processed at Port of Entry
Maximum Tarriff FABRICATION,'DELIVERY

__Percentage (%,) INSTALLATION/CONSTRUCTION

] i
1 1
e 4
I :
! : Future
| I Modified
1 1 .
o : j Tarriff (%,)
I : R :
g I o N |
S '
o I E Future Modified Tarriff (%)
|
! STEP 2) Account for the i' """"""""""""
: known or existing tariffsat = | @ 0 00 0Fmmmmmmmmsseeeemmmmmeeeo
________________ ! _ _
i the time of bid Contract Price

The Entitled Costs is a function of time

REFERENCE LINK—HARMONIZED TARRIFF SCHEDULE

Time


https://hts.usitc.gov/
https://hts.usitc.gov/
https://hts.usitc.gov/

COST OF TARRIFF ENTITLEMENT

BIDDING S . .
INgular equipment or material
S

Sequence
MAT PO STEP 1) When were the items

SUBMITTAL processed at Port of Entry

FABRICATION, DELIVERY

Maximum Tarriff
Percerlt_z:\g_e_(f/gl_) _____________________ INSTALLATION/CONSTRUCTION

Future
Modified
Tarriff (%,)

Requested

STEP 2} Account for the

knownjor existing tariffs at
——————————————————————— 1

the time of bid

Contract Price

The Entitled Costs is a function of time

Time



COST OF TARRIFF ENTITLEMENT

BIDDING ES- . .
INgular equipment or material
S

Sequence
MAT PO STEP 1) When were the items

SUBMITTAL processed at Port of Entry
Maximum Tarriff FABRICATION/DELIVERY

Percentage (%,) INSTALLATION/

CONSTRUCTION

i

|

1

|

E Future

: Modified
] Tarriff (%.)
"

Requested

| STEP 2) Account for the
I known or existing tariffs at
i the time of bid

Future Modified Tarriff (%)

The Entitled Costs is a ction of time

Time



BIDDING

Planned
Sequence

SUBMITTAL
FABRICATION, DELIVERY

Maximum Tarriff

known or existing tariffs at
the time of bid

Perce_rltf_gf_(f/‘_’_ll ________ :
R — i
------------- I

I
| Future
| Modified
o | Tarriff (%,)
2 -
4 !
>
o |
¥ STEP 2) Account for the

COST OF TARRIFF ENTITLEMENT

Modify for Inflation

STEP 1) When were the items
processed at Port of Entry

INSTALLATION/CONSTRUCTION

'
—-—— -
- —
-
- -
-

MODIFIED FOR HISTORIC INFLATION

J CoST Contract Price

Time

The Entitled Costs is a function of time




WHY??
Tarriff's are one possible cause for escalation

Let’s revisit an earlier slide inflation over time

Tariff's, resource shortages
and supply chain
Interruptions all overlay
the long term historic
INnflation that Is bullt Into
economics over time




Consider the Following:

Costs are bid to anticipate to
the end of the project assuming
the market is behaving
‘normally.”

Escalation requests only exits if
the market is disrupted
Entitlement to escalation
should consider the schedule
that the bid was based upon

\LATION ENTITLEMENT WITH TIME
jo 1a: Major Equipment — Cost spike
yward and before planned purchase

ATION/DELIVERY

INSTALLATION/CONSTRUCTION
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ESCALATION ENTITLEMENT WITH TIME
Scenario 1b: Major Equipment — Cost spike
and schedule delay
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https://www.bls.gov/ppi/factsh
eets/producer-price-index-

nonresidential-building-
construction-initiative.htm

https://www.enr.com/economics/historical_indices

DOL — PPI Dashboards: Often easier to navigate
and with some extra data

TRADING

https://tradingeconomics.com/

Most major sources of trending are

derived from ENR and DOL
Historic data is abOUt Indexes and hot data/construction-data-producer-prices-and-employment-

https://fred.stlouisfed.org/categories/33573 https://www.agc.org/learn/construction-

costs

costs
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REFERENCE LINK PPI



https://fred.stlouisfed.org/series/PCU333415333415P

36 MONTH AVERAGE
+0.28% per Month
+3.3% per Year

P

24 MONTH AVERAGI;E
+0.48% per Month
+5.8% per Year :

12 MONTH AVERAGE
+0.136 per Month

+4.3% per Year




EXAMPLE:
Producer Price Index of HVAC
12 Months @ +0.136%/Month

Planned purchase is 14 months from date of bid

A supplier or contractor should reasonably be able to predict that the equipment
they are quoting today will cost 1.90% from the purchase price on the day of bid

Recommendation is that this number is escalated by 25% to account for the
potential variability

1.90% x 125% = 2.30%
This is a baseline for reasonable inflation.

If escalation is being requested at 10% due to cost
Increases from the time of award, it must first
account for the reasonable baseline.

The recommended entitled value would be 7.7%




Commodity Material:

 May not be purchased in one lot at one moment in time
« Possibility that a contractor Is stocking a warehouse
and not all material is purchased for a specific
project
» Also possible that contractor Is
buying material as needed
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Commodity Material:

Supporting the costs:
 Most transparent — Contractor provides actual invoices

« Option 1. develop a purchase schedule and appley escalation per
each period Delta from

Predicable inflation hypothetical
e This exam P le would PPl — Hypothetical | based on 12 month | escalation and
. actual escalation | PPl average of 0.2% redicable Applied to

yleld d 582% d | |OW8 ble event per rrgronth pinflation Scherzlrt:led value

escalation for the 5. 10 4% 1.0% 3.0% 03

. 6 5 7% 1.2% 5.8% 0.29

pe”Od ShOWﬂ 7 10 12% 1.4% 10.6% 1.06

8 5 13% 1.6% 11.4% 0.57

Maximum Escalation 9 10 10% 1.8% 8.2% 0.82

10 20 8% 2.0% 6.0% 1.2

11 25 7% 2.2% 4.8% 1.2

12 10 6% 2.4% 3.6% 0.36

13 5 3% 2.6% 0.4% 0.02

) TOTAL 100 5.82

Escalation

Zone



Commodity Material:

Supporting the costs:
 Option 2 - find an equivalent average escalation over the time that

material would be purchased
« The maximum during the period is 13%

* The minimum is 3% Delta from
Predicable inflation| hypothetical

° I 1 o)
This exam ple would y|e|d a 6% Month |PPI — Hypotheticallbased on 12 month| escalation and

allowable escalation actual escalation |PPI average of 0.2%| predicable
per month inflation

5 4% 1.0% 3.0%
6 7% 1.2% 5.8%
7 12% 1.4% 10.6%
8 13% 1.6% 11.4%
9 10% 1.8% 8.2%
10 8% 2.0% 6.0%
11 7% 2.2% 4.8%
12 6% 2.4% 3.6%
13 3% 2.6% 0.4%

6% Average



Beware of the train crossing affect!

Tariffs and Escalation used to recover
from internal overruns and delays
present prior to the event



Clear Delineation of Root Cause

Ambiguous Change
Request titled
“Escalation”

Escalation

Changes in Scope
Non- Owner
Delay

pPleA 99 01 Aj1T

9|geuoilsanp

There is a tendency to
combine cost increases
either because it is
difficult to know or to
hide an existing
problem

Ambiguity creates the
potential for delay and
dispute on approving
the valid parts of the
change requests



Tarriff and Escalation
Mitigation Strategies

Considerations

« OHP on the difference in costs? Establish an
expectation of justification for Escalation such as

« Actual cost documents compared with baseline bids
« Use of indexes (ENR, PPI, etc.)

« Allowable cost if additional procurement or effort is
needed to mitigate escalation

« Contemplation of tariffs and escalation not
manifesting in an increase

« Requirement that tariffs and escalation must be
submitted as a unique change and not mixed with
other changes in quantities and costs

 Timing of notices
Proof of arrival at port for tarriffs



Tariffs and Escalation on your

Current Project

» Check your existing contractual ‘
language

« Contingency language ——

* Force Majeure clauses typically do not

address cost only events (tariffs)
o Isthere language about Unforeseeable
Events

 Check PO's for shipping terms as
relates to tariffs
 |[dentify cost of the work includes tariffs

for when the material/equipment will
cross the border(s)
» Be fair and equitable



Can you find a product with a net lower cost?

©

Alternative
Sourcing




Considerations when
changing sources

Cancellation/Restocking Fees

Tarriff cost vs Stored Material
Cost

Design modifications and
rework

Resulting delays

. Direct - Contractor/Subcontractor
extended GCs

Indirect
Owner Financial carrying Cost
Lost Revenue

|dle staff, temporary space,
unanticipated disruption

Future compatibility with your
facility(s)




Example of Sourcing Analysis

Vawe | | 500000 | | 5000000
Cancelation/RestockFee | | | 10% 175000
ExtendedGC-iMonth | | | | 50000
EngineeringFee | | | | 5000

Rework | | | | 200000
Suptotal | | e7000 | | 5930,000

Carrying Cost (Loan at 9% APR of 100M) for 1 month 750,000
Internal Temp Facility 200,000

Total 6750000 | 6,880,000

Your organization and project’s exact circumstances will make a
difference to the value of an alternate sourcing approach




Summary

e
» Tariffs and escalation represent real risks in today's

construction market

* Evaluating entitlement can be tied to the schedule
and known market indicators

« Keep escalation and tariffs as unique changes
« Use caution when evaluating alternate sourcing
* Be Fair and Equitable
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Escalations Other

John J. Mumma, JD, CM-Lean Jake Ortego, PE, CCE, CCA, CCP, CAE

Executive Director, Procurement Officer Principal
Construction & Facilities Strategic Acquisitions Audit & Advisory

University of Maryland, Baltimore HPM


https://hpmleadership.com/

	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6: Who is responsible for Tariff Costs?
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16
	Slide 17
	Slide 18
	Slide 19
	Slide 20
	Slide 21
	Slide 22
	Slide 23
	Slide 24
	Slide 25
	Slide 26: Commodity Material:
	Slide 27: Commodity Material:
	Slide 28
	Slide 29
	Slide 30
	Slide 31
	Slide 32
	Slide 33
	Slide 34
	Slide 35
	Slide 36

