AMPLIFA PROCUREMENT GLOSSARY

Purchase commitment: plannable quantities,
binding costs — negotiating take-or-pay
correctly

A purchase commitment (also known as a take-or-pay clause or offtake agreement) is a contractual
undertaking by the buyer to accept a defined quantity or a minimum revenue volume from a
supplier within a defined period — irrespective of actual demand. It gives suppliers planning
security and capacity-binding investments and is often rewarded with better prices or delivery
priority. For industrial buyers it is a powerful but risky instrument: those who commit to too much tie
up liquidity and inventory; those who commit to too little lose price advantages and supply security.

Key facts

» A purchase commitment contractually binds the buyer to a minimum offtake within a defined period,
usually with sub-period offtake deadlines (often quarterly).

* Such contracts frequently contain take-or-pay provisions: minimum quantities not taken typically
have to be compensated at 50 to 100 %.

* In practice, the supplier's consideration consists of price tiers, capacity reservations, delivery
reliability commitments or priority in shortages.

* A key success factor is realistic quantity planning based on the Master Production Schedule (MPS)
and a continuous plan-vs-actual inventory comparison.

* Flexibility bands (typically £10 to £20 % around the committed quantity) mitigate the risk of demand
fluctuations.

* In long-term agreements, adjustment mechanisms for prices, quantities and technological changes
should be agreed from the outset.

Definition: purchase commitment

A purchase commitment is a unilateral or bilateral contractual obligation to accept a defined quantity of
a good or a service over an agreed period. In German practice it is legally structured as an obligation
under the law of contract; its precise design — in particular damages for non-acceptance — should
always be legally reviewed. It can be distinguished from a simple framework agreement, which typically
only describes non-binding quantity corridors.

Core features and typical contractual building blocks

Purchase commitments define binding minimum quantities, an acceptance period, often sub-periods
with their own target quantities, and consequences for under- or overshooting. Price, delivery cycle,
quality (for example via PPAP in automotive supply) and adjustment mechanisms are laid down in the
same agreement or in referencing documents such as a packing list and specifications. The purchase
commitment should be clearly distinguished from a mere promise of demand: only the quantity
committed in writing creates legal consequences.
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» Committed quantity per total period and sub-period (e.g. year and quarter)
» Take-or-pay provision with a compensation rate for non-acceptance
 Flexibility band for short-term demand changes

* Price and quantity adjustment clauses (e.g. material price indexation)

Distinction from framework agreement, forecast and purchase order

A framework agreement sets conditions and quantity corridors but often creates no offtake obligation.
Forecasts — for example in the automotive supplier call-off briefing or in the planning horizon staggered
by weeks and months — are usually non-binding or only binding for the short-term period (so-called
blanket orders). The individual PO order then triggers the binding acceptance. Buyers should document
precisely in the contract from which point in the planning horizon forecasts become binding — in
practice this is one of the most frequent sources of dispute.

Methods and approach: structuring purchase commitments
properly

The buyer should only enter into a purchase commitment if the demand planning is robust and the

consideration is measurable. In practice, the process follows a clear sequence of demand analysis,
negotiation, contract design and ongoing monitoring.

Step 1: Demand planning and quantity determination

The basis is sales and production planning, in particular the Master Production Schedule (MPS) and the
material requirements planning built on it within materials management. The binding commitment period
should be kept as short as possible (e.g. 12 to 24 months), while longer-term forecasts remain
non-binding. For new products, the ramp-up is critical: launch quantities are historically harder to
forecast, which is why smaller target quantities or staggered volumes make sense here. Project
procurement should factor in volume curves across the product life cycle, including possible second-life
use or aftermarket demand.

+ Build the quantity basis from the MPS and past consumption figures
* Run through scenarios for demand fluctuations and product changes
» For series products, use volume tiers to leverage price tiers

Step 2: Negotiating and securing the consideration

A purchase commitment is not a free concession but a trade: quantity security in exchange for price,
capacity or priority. The buyer should quantify the consideration — for example rebate tiers across the
volume tiers, guaranteed capacity reservations, preferential delivery in shortages or binding safety
stocks at the supplier. For strategic components where the supplier is hard to replace due to
investments or a de facto monopoly position, the purchase commitment can also be flanked by supplier
self-disclosure and quality audits to safeguard supply capability. Anyone building up multiple sourcing
should deliberately split purchase commitments in order to keep manufacturing alternatives open —
also with regard to modular sourcing and possible outsourcing of assemblies.

« Contractually secure the consideration: price tier, capacity, priority

* Negotiate the take-or-pay rate — every percentage point counts

» Agree a flexibility band and carry-forward options into subsequent sub-periods
* Fix change-management clauses for technical changes (PPAP re-launch)
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Step 3: Operational steering and escalation

After contract signing, monitoring is needed: target quantities per sub-period are compared against
actual quantities from the ordering process (PO order), ideally automated as part of the plan-vs-actual
inventory comparison. Deviation trends are escalated early, before a take-or-pay deadline falls due. In
the must and should criteria catalogue for supplier selection, willingness to make capacity commitments
and the quality of acceptance handling belong among the evaluation fields; the supplier status should
document ongoing acceptance behaviour.

Key KPIs: managing purchase commitments measurably

Without key metrics, the purchase commitment remains a planning document. The most important
figures can be derived directly from ERP and ordering data and discussed in regular reviews with
suppliers.

Acceptance rate and deviation rate

The acceptance rate (actual quantities versus committed quantities per sub-period) shows whether the
commitment was realistic. A rate persistently below 100 % signals target quantities set too high and
looming take-or-pay costs; persistently above 100 % indicates missed price or capacity advantages. In
addition, the deviation rate within the planning horizon measures the quality of the forecasting
processes and provides arguments for negotiating flexibility bands.

Take-or-pay costs and consideration monitoring

Quantities not taken and subject to compensation are reported as a cost item and — just as the
payment run maps them as a financial flow — charged to the cost centre of the product. Mirror-image,
the consideration is monitored: realised price tiers, supplier delivery reliability and inventory values from
guaranteed safety stocks. Only a comparison of both sides shows whether the purchase commitment
creates net added value.

Delivery reliability and inventory metrics

Since the buyer pays a price for the commitment, supplier delivery reliability (OTIF) is part of mandatory
monitoring. In addition, inventory coverage and inventory value of the committed articles show whether
the acceptance leads to stock build-up or materials management problems.

Risks and controls: typical pitfalls of the purchase commitment

The greatest danger is over-commitment: sales slumps, product changes or technical modifications
render committed quantities worthless while the compensation obligation remains. Further risks arise
from unclear contractual wording, supplier risks and compliance requirements.

Quantity risk and end-of-life pitfalls

With product phase-out or engineering changes, a classic conflict arises: the supplier points to the
purchase commitment, but the product is no longer needed. The contract should therefore provide for
end-of-life arrangements, remaining-quantity settlement and claim or adjustment rights. In practice it has
proven effective to define changes to bills of materials — for example through material substitution
(ESG), i.e. replacing critical or non-sustainable materials — as adjustment events that trigger
renegotiation of quantities and prices.
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Supplier risk and safeguarding

A commitment over years is only valuable if the supplier can deliver. Before contract signing, supplier
self-disclosure, financial credit checks, quality audits on site and, where applicable, second-source
planning belong on the mandatory checklist. In single or dual sourcing situations with a de facto supplier
monopoly, the dependency risk is amplified — here a purchase commitment can paradoxically further
entrench the dependency.

Compliance and supply chain

Long-term purchase commitments extend the economic ties to a supplier and thus also responsibility for
that supplier's own supply chain. Requirements from the Supply Chain Due Diligence Act as well as
from packaging and sustainability regulation (such as the PPWR for packaging obligations) can
influence the selection and continuation of the supplier. Energy-related take-or-pay contracts — for
electricity or gas, for example — have also proved particularly risky in practice following the energy price
fluctuations of recent years. The contractual design of such clauses should generally be legally and,
where applicable, tax-reviewed, as the assessment is complex on a case-by-case basis.

Current developments: volatility, sustainability and digital planning

Purchase commitments are under growing pressure to adapt: market volatility, sustainability
requirements and better planning tools are changing how quantity commitments are made and
managed.

Shorter commitments and flexibility bands instead of rigid promises

In practice, many buyers have adjusted their contract architecture following supply chain disruptions and
demand fluctuations: shorter binding periods, wider flexibility bands, roll-over mechanisms for unused
guantities into subsequent sub-periods, and indexed price adjustments. Instead of a single annual
commitment, staggered models prevail in which only the nearer planning-horizon range is binding and
distant periods count as forecasts.

Sustainability as a contractual component

Purchase commitments are increasingly linked to sustainability requirements: binding ESG criteria in the
must and should criteria catalogue, regular supplier self-disclosure on emissions and working
conditions, and rights to quality audits and switching in the event of violations. Regulatory frameworks
such as the Supply Chain Due Diligence Act and the PPWR reinforce this trend; buyers should design
contract durations and termination rights so that they can respond to regulatory changes. Material
substitution (ESG) — for example switching to recycled materials — must also be representable as a
quantity and price change case.

Digital quantity management and platform procurement

Modern ERP and planning systems enable a continuous plan-vs-actual inventory comparison across all
sub-periods and make deviations visible early. On B2B marketplaces, standardised framework and
offtake models are additionally emerging, which — particularly for supplier services and standardised
components — reduce the negotiation and administrative costs of purchase commitments. Data quality
from ordering and inventory management systems thus becomes the decisive success factor.
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Typical metrics

Acceptance rate: 95-105 %
Actual quantities in relation to the committed quantity per sub-period; persistent deviations indicate planning errors

Take-or-pay cost share: <2 % of contract value
Compensated non-acceptances; in practice a target value for checking the realism of commitments

OTIF (supplier delivery reliability): > 98 %
Consideration for the commitment; values below target justify escalation or adjustment

Forecast accuracy: > 90 % at a 4-week horizon
Basis for binding periods and flexibility bands

Practical example

A medium-sized mechanical engineering company sources precision cast parts from a European
supplier who demands a 24-month purchase commitment in return for the tooling investment. The buyer
secures a volume-tiered price structure and a guaranteed capacity reservation, but limits the binding
commitment to the first twelve months with quarterly target quantities; the following years remain agreed
as a non-binding forecast with an adjustment right. When one product series is scaled back after a year
due to changed customer requirements, the buyer activates the agreed end-of-life clause: the remaining
quantity is reduced by 30 %, and in return the supplier takes over a share of the tooling costs. A
continuous plan-vs-actual inventory comparison in the ERP system shows deviations from the first
month after the start of the sub-period, enabling early escalation instead of a renegotiation under time
pressure.

» Binding commitment only for the near-term planning horizon, with the distant period as forecast
« Consideration (price tier, capacity) agreed contractually and measurably

« End-of-life and change clauses negotiated in advance

* Monthly acceptance monitoring with defined escalation thresholds

Conclusion

The purchase commitment is an effective instrument for securing supply capability and improving prices
— but it is not a free concession. It only succeeds when demand planning, contract design and ongoing
control work together: realistic quantities from the MPS, clearly defined commitment periods, negotiated
consideration and functioning acceptance monitoring. Flexibility bands, adjustment and end-of-life
clauses and regulatorily driven termination rights significantly reduce the risk. In volatile markets,
practice is shifting away from rigid annual commitments towards staggered, partially binding models.
Those who treat purchase commitments as a shapable trade rather than a routine exercise derive
measurable added value from them.

Frequently asked questions

What does purchase commitment mean in simple terms?

A purchase commitment (take-or-pay commitment) is a contractual undertaking by a buyer to accept a
defined minimum quantity from a supplier within a defined period. If the quantity is not taken, it often has
to be paid for in full or in part (take-or-pay). In return, the buyer typically receives better prices,
guaranteed capacity or preferential delivery.
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What is a take-or-pay clause?

The take-or-pay clause stipulates that the buyer takes the agreed minimum quantity or, if they do not
take it, pays compensation for it — in practice usually 50 to 100 % of the contract price. It protects the
supplier against utilisation risks. For the buyer, the level of the compensation rate and the ability to carry
forward unused quantities into subsequent sub-periods are central.

When is a purchase commitment worthwhile for procurement?

It is worthwhile when demand is reliably plannable, the supplier offers a measurable consideration in
return — such as volume-based price tiers, capacity reservation or delivery priority — and the material
is needed over several years. It is particularly relevant for tooling-intensive parts, energy supply
contracts or single-sourcing situations. Where sales development is uncertain, flexibility bands and short
commitment periods should be agreed.

Can a purchase commitment be terminated early?

That depends on how the contract is drafted. In practice, exit and adjustment clauses are agreed, for
example in the event of product changes, engineering changes, supply failures or regulatory changes.
Without such clauses, early termination can incur costs; the specific legal position should always be
reviewed on a case-by-case basis.

How much flexibility should a purchase commitment contain?

In practice, flexibility bands of +10 to +20 % around the committed quantity have become established,
supplemented by carry-forward rights for unused quantities into subsequent sub-periods. The
appropriate band width depends on the volatility of demand: with strongly fluctuating sales figures or
during ramp-up, wider bands or smaller target quantities make sense. Forecast accuracy from past
plan-vs-actual comparisons provides an objective basis for negotiation here.

What are the risks of a purchase commitment?

The greatest risks are over-commitment in the event of sales slumps or product changes, unclear
contractual wording on the binding planning horizon, and supplier failures. In addition, there are
regulatory requirements, for example from the Supply Chain Due Diligence Act, which can affect the
continuation of the supply relationship. Mutual safeguarding through credit checks, quality audits and
clearly defined adjustment rights is therefore essential.
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