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CONSUMER PRICE INDEX (CPI) ON CURRENT CONTRACTS

have on current contracts. Staff performed an analysis of current contracts that
contained a standard clause allowing for a price adjustment for goods and services after
their first year. In addition, staff focused on other indicators that impact pricing during

the procurement process. When taken together, these tools serve as a high-level

barometer for recognizing a trend and its potential effects on the City’s current and
future contracts.

As described by the United States Bureau of Labor Statistics, the CPI is “...a measure

of the average change over time in the prices paid by urban consumers for a market

basket of consumer goods and services.” The table below captures a trend, specifically

for the Los Angeles Long Beach-Anaheim area, between January 2021 and January

2023, of the annual CPI for each month for the preceding 12- month period.

Area: Los Angeles-Long Beach-Anaheim, CA CPI for All Consumers

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2023 5.8%

2022 75% | 74% | 85% | 7.9% | 8.0% | 86% | 7.7% | 7.6% | 7.8% | 7.5% | 6.0% | 4.9%
2021 09% | 1.0% | 2.2% | 3.6% | 3.9% | 4.0% | 3.9% | 4.0% | 46% | 54% | 6.0% | 6.6%

Pandemic-driven strains in supply chains continue to trigger unconventional requests
from suppliers during the procurement process and contract administration. The risks

and added costs brought on by persistent delays and disruptions continue causing

some suppliers to request increases on existing contracts above what is indicated in the

CPI. When extending existing contracts or establishing new contracts, some
companies are requesting provisions that cover the impact of accelerating inflation

brought on by the pandemic. In some instances while purchasing materials and

supplies, some bidders have indicated a lack of interest in submitting pricing with a

multi-year duration as they are unable to rely on consistent pricing from manufacturers.
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As a result, departments in collaboration with the Purchasing Division continue to review
renewals and option year extensions closely.

BUDGET

The City monitors inflation, as it can directly impact the cost of providing services, which
can affect decision-making associated with the Operating Budget. During the annual
budget process, the City adjusts the General Fee Schedule and the Schedule of Taxes,
Fees, and Charges by an amount equal to the change in the Consumer Price Index
(CPI) for the Los Angeles-Long Beach-Anaheim metropolitan area for the preceding 12-
month period ending March 15t (pursuant to Pasadena Municipal Code). Additionally,
the City uses the aforementioned change in CPI to also adjust contractual line items
within the budget category for Services and Supplies.

CONCLUSION

Currently, the City has 846 active contracts, of which 132 contracts totaling $81,225,815
in Fiscal Year 2023 include price adjustment clauses. Based on the review of the price
adjustment clauses, the estimated annual increases range between 3% and 9.6%,
which is an additional $9,893,198 for these contracts. This amount is based upon
normal procurement volumes but could fluctuate up or down depending actual
procurements or services provided.

As costs are measured during the procurement process through competitive bids and
competitive selections, three of the largest categories of procurements are trending up.
The U.S. Bureau of Labor Statistics reported in November 2022 that gasoline prices
averaged $5.03 a gallon in the Los Angeles-Long Beach-Anaheim area, an increase of
$2.06 higher than November 2020. While the City procures fuel in bulk at lower prices
and is exempt from certain taxes, the proportional increase is similar. The State of
California, Department of General Services Construction Costs Index (CCl) reported
construction costs have increased 9.3% over the past 12 months. Similarly, the Raw
Material Price Index continues to increase, reflecting an 18% increase compared to a
year ago. Raw materials costs affect the City’s bid prices, which include but are not
limited to the purchase of vehicles, cabling, vehicle parts, office supplies, and electrical
equipment costs.

Similarly, the Pasadena Water and Power department (PWP) has been experiencing
increased energy costs and has had to procure more expensive energy from the market
as a replacement. The U.S. Bureau of Labor Statistics reported that the amount Los
Angeles area households paid for electricity in December 2022 was 57.6% more than
the nationwide average. Last December, electricity costs were 69.0% higher in the Los
Angeles area compared to the nation. In the past five years, prices paid by Los Angeles
area consumers for electricity exceeded the U.S. average by 36.3% or more in the
month of December. Since PWP is required to make energy purchases to meet
customer demand, PWP is assessing whether to increase future positions with forward
energy contracts if doing so would lower the cost of energy purchases in the future.
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CPI, while significant, is not the only factor that plays into costs. The City will continue to
evaluate contract renewals and option year extensions on a case-by-case basis to
determine if contracts will be renewed under existing contract terms, or if it is in the
City’s best interest to process a new solicitation.



