AMPLIFA PROCUREMENT GLOSSARY

Innovation Incentive Models: Systematically
Winning Suppliers as Co-Developers

Innovation incentive models are contractual and organisational mechanisms that procurement
organisations use to motivate suppliers to develop new products, processes or materials. They
combine financial remuneration, extended business relationships and knowledge transfer into a
structured innovation partnership. In practice, they range from innovation clauses in supply
contracts to joint development partnerships with shared profits and risks.

Key facts

* Innovation incentive models reward supplier performance that goes beyond the contractual standard,
such as patent shares, profit sharing or preferential orders.

« Typical instruments include innovation clauses, incentive contracts (gain sharing), innovation
competitions and A-supplier status with development privileges.

« Successful models are clearly definable: protective objectives such as confidentiality provisions,
intellectual property and return of samples must be regulated.

» Success is measured using KPIs such as the number of implemented ideas, cost savings and
time-to-market.

* In B2B procurement, the combination of financial and non-monetary incentives is generally more
effective than pure bonus payments.

Definition: Innovation incentive models

Innovation incentive models are systematic remuneration and cooperation mechanisms in supplier
management designed to move suppliers to actively contribute their own ideas, technologies and
process improvements into the customer relationship. They address a common problem: suppliers only
invest development effort if they receive a measurable return for it.

Distinction from classic incentive systems

Classic supplier incentives such as volume discounts or price index linking target transaction costs and
volume flexibility. Innovation incentive models, by contrast, target value creation beyond the unit price:
new materials, faster manufacturing processes or simplified designs. In practice, the two approaches
overlap, because a process-related efficiency gain at the supplier often materialises as savings realized
at the customer. What matters is the clear separation of transaction and innovation remuneration, so
that suppliers do not silently build every improvement into the unit price and the buyer can no longer
trace the source of the added value.

Economic background

Suppliers often know their own technology better than the buyer. Without an incentive, however, this
knowledge does not flow into the customer's product, because development capacity is scarce and
projects more marketable internally are prioritised. Incentive models compensate for this information
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asymmetry: they make it rational for the supplier to share ideas early and openly. Typically, innovative
suppliers receive longer-term framework order commitments, volume privileges or direct participation in
the realised savings. For buyers, this creates access to external research and development capacity that
would otherwise only be available at significantly higher cost.

Design forms and methods in procurement

The choice of the right instrument depends on the maturity of the supply relationship, the size of the
lever and the protection requirements. A graduated approach from simple idea competitions through to
vertical development partnerships has proven successful.

Financial incentives: gain sharing and bonus models

Under gain sharing, the buyer commits to paying out an agreed share of the savings realised through a
supplier idea to the supplier, typically over a period of two to three years. Clean impact measurement is
important; savings types (such as process, design-to-cost or specification savings) are assessed
separately, and savings leakage through subsequent price discounts is excluded from the assessment
basis. Alternatively, bonus models work with one-off target amounts for defined milestones such as
sample approval or production readiness. Both variants require a binding measurement methodology
that ideally connects to existing spend analytics and reporting structures.

Non-monetary incentives: status, volume and access

Often more effective than payments are non-monetary incentives: A-supplier status with preferential
collaboration, long-term framework orders spanning several years, or preferential access to
development tenders via structured RFX in procurement. Innovative suppliers also gain reputation and
references that they can use with other customers. In practice, buyers combine these elements into
what is known as an innovation partnership: the supplier receives early involvement in development
projects, and in return commits to exclusivity windows for new technologies. Sharing demand planning
data in advance also helps suppliers to realistically calculate development risks.

Organisational involvement: early supplier involvement

Incentives only take effect if the supplier is structurally involved early. Under early supplier involvement,
the supplier is brought in at the concept stage, long before the series approval process for individual
components. The incentive is that design freedom is still wide and the adoption of supplier ideas is likely.
Some companies also use innovation tenders via the standard RFX process, in which not the price but
the solution value is assessed. A protected space is a prerequisite: non-disclosure agreements, defined
evaluation panels and transparent criteria prevent ideas from migrating to other tools without
remuneration. This prevents the model from failing due to a lack of trust.

KPIs and success measurement

Without robust measurement, incentive programmes fizzle out. A combination of volume, time and value
indicators reviewed annually has proven effective.

Idea yield and implementation rate

The basis is quantitative indicators: suggestions submitted, qualified ideas and implemented innovations
per supplier and year. The implementation rate, i.e. the share of submitted ideas that are implemented,
typically lies in the low to mid double-digit percentage range in established programmes. More important
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than the absolute number is quality: a single substantial design improvement with a high savings
realized value outweighs many minor items. The evaluation should be carried out via spend analytics so
that idea implementation and currency effects can be reported separately and cleanly.

Financial impact and time-to-market

Economic success is measured by the realised savings volume, the cost-avoidance effect of innovation
ideas and the reduced time-to-market. In practice, savings from supplier innovations are often reported
according to the same rules as classic procurement savings, including monitoring of savings leakage. In
addition, innovation dynamism can be assessed via the share of implemented supplier ideas in total
procurement volume. Those who measure risks additionally capture risk-diversification effects: new
materials or dual sources from innovation projects reduce single-source risks, and material compliance
requirements can also be addressed early in this way.

Complementing supplier evaluation with innovation policy

Innovation success should flow into the supplier evaluation, for example as a separate dimension
alongside quality (measured via Cpk / process capability), delivery reliability and response times. This
creates a reinforcing incentive: suppliers with proven innovation performance move up the portfolio and
gain access to further volumes. Conversely, the absence of contributions after the expiry of funding
phases signals that the incentive programme is not working for this partner and should either be
recalibrated or terminated.

Risks, legal framework and controls

Innovation incentive models touch on intellectual property, competition law and contractual balance.
Without clean provisions, conflicts arise that strain the partnership.

Intellectual property and confidentiality

The central question: who owns an idea that the supplier develops in the context of the collaboration?
Licence or usage rights arrangements with compensated transfer are common, supplemented by
non-disclosure agreements and defined exclusivity windows. The physical return of samples, prototypes
and documentation after project completion should also be contractually stipulated. The specific design
— particularly in the case of patent pools or employee inventor rights — is legally sensitive and should be
legally reviewed on a case-by-case basis. As a general rule: the higher the supplier's innovation share,
the fairer the remuneration and the more stable the partnership.

Dependency risks and competition law

Multi-year commitments to innovative A-suppliers can create dependencies, especially with
single-source components. Counterweights are provided by adaptive risk diversification in the supply
portfolio, defined exit clauses and the contractual assurance of dual-source capability for critical parts.
Under competition law, information exchange and exclusivities are sensitive: price coordination or
market allocation with competitors of the supplier is taboo; the boundaries should be legally reviewed.
The termination of such cooperation contracts is also subject to stricter standards than a right of
termination for cause under a framework agreement — winding-up and transition provisions should
therefore be included in the contract from the outset.

Measurement and process controls
So that bonuses are not paid for what is a matter of course, controls are necessary: ideas must be
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documented, effects demonstrable and measurement methods agreed before the project. An innovation
council comprising procurement, development and quality assesses proposals according to defined
criteria. Price transparency is maintained by listing innovation remuneration and unit price separately; for
commodity-driven items, the distinction from existing commodity price volatility is particularly important
so that no market price effects are rewarded as supplier innovation. Interaction control via exception
management processes prevents special remuneration from unintentionally flowing into the standard
prices of orders.

Current developments and digitalisation

Innovation incentives are increasingly shifting to digital platforms and are being closely interlinked with
sustainability and resilience goals.

Digital idea platforms and data basis

Structured vendor portals and supplier portals make it possible to systematically tender innovation
competitions, evaluate incoming proposals and manage remuneration in a transparent manner. A
consistent data basis is a prerequisite: unit and currency master data as well as standardised material
and product classification such as ECLASS are what first make it possible to compare and assess ideas
across sites and categories. Electronic tenders via RFX platforms are also increasingly being extended
with innovation categories in which not the price but the solution value is assessed.

Sustainability, resilience and new assessment bases

Increasingly, incentive models target CO2 reduction, recyclability and supply chain security rather than
just unit costs. Suppliers then receive bonuses for demonstrable emission reductions or material
substitutions — often tiered according to achieved target values. Demand sensing and scenario planning
provide the data basis for specifically promoting resilience innovations such as dual sourcing or
regionalisation. Material compliance requirements additionally drive innovation in materials and supply
chains. Buyers who remunerate sustainability innovations through gain-sharing models thereby combine
regulatory requirements with economic incentives.

Typical metrics

Implementation rate of supplier ideas: 10-30 %
typical benchmark of established innovation programmes

Supplier share of Savings Realized: 20-50 %
usual gain-sharing range over 2—3 years

Share of implemented supplier ideas in procurement volume: > 50 %
measurable only with a broadly based programme

Time-to-market reduction through supplier ideas: 10-20 %
project-dependent, via early supplier involvement

Innovation share in supplier evaluation: 10-20 %
weighting of the innovation dimension in the overall score

Practical example

A mid-sized mechanical engineering company with complex steel components establishes an innovation
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programme with its key suppliers. The starting point was that supplier improvement ideas had previously
only come through as price discounts, making their origin and value invisible. The company sets up an
annual innovation competition with a defined evaluation matrix (cost impact, feasible implementation
time, quality risk) and combines it with individual gain-sharing agreements for the three best ideas.

« Agreement of a three-year gain-sharing arrangement with a 30 per cent supplier share of
demonstrable savings, measured via spend analytics

« Commitment of a three-year framework order for the participating A-supplier plus preferential
treatment in future RFX in procurement

« Contractual regulation of intellectual property, confidentiality and return of all prototypes after project
completion

 Inclusion of innovation performance as a separate dimension in the annual supplier evaluation
alongside quality (Cpk) and delivery reliability

Conclusion

Innovation incentive models transform suppliers from mere sources of supply into development partners
— giving procurement organisations access to technologies and efficiency reserves they could not
maintain themselves. Prerequisites for success are clearly defined remuneration logic, a clean
separation of the innovation and transaction levels, and robust impact measurement using established
savings and supplier KPIs. Legally, intellectual property, competition law limits and orderly exit paths
must be kept in view, ideally with legal review on a case-by-case basis. Those who combine monetary
and non-monetary incentives and make results visible achieve significantly higher idea output in practice
than with pure bonus programmes. This turns supplier innovation from a matter of chance into a
manageable component of procurement strategy.

Frequently asked questions

What are innovation incentive models in procurement?

Innovation incentive models are contractual and organisational mechanisms that companies use to
motivate suppliers to develop new products, processes or materials. Typical instruments include
gain-sharing agreements, innovation bonuses, innovation competitions and preferred supplier status
with development privileges. The aim is to actively leverage the technological and process knowledge of
suppliers for one's own product.

How does gain sharing with suppliers work?

Under gain sharing, the supplier receives an agreed share of the savings realised through their
improvement idea, typically over two to three years. The basis is a measurement methodology defined
in advance that bindingly specifies the savings type and the assessment basis. It is important to
separate the innovation remuneration from the regular unit price so that effects remain cleanly
demonstrable.

Which non-monetary incentives work with suppliers?

Particularly effective are long-term framework orders, A-supplier status with preferential collaboration,
early involvement in development projects and preferential access to tenders. This comes with
references and reputation that the supplier can also leverage with other customers. In practice,
combinations of financial and non-monetary incentives have the strongest effect.
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How do you measure the success of supplier innovations?

Common KPIs include the number of ideas submitted and implemented, the implementation rate, the
realised savings volume (excluding savings leakage) and shortened time-to-market. In addition, the
share of implemented supplier ideas in procurement volume can be used. Ideally, innovation
performance is included as a separate dimension in the annual supplier evaluation.

Which legal points must be considered with innovation clauses?

Key provisions concern intellectual property, licensing and usage rights, confidentiality, exclusivity
windows and the return of samples and documentation. In addition, long-term exclusivities can be
sensitive under competition law, and dependencies on A-suppliers should be mitigated through
dual-sourcing and exit provisions. The specific contractual design should be legally reviewed on a
case-by-case basis.

Are innovation incentives also worthwhile for the mid-market?

Yes, because mid-sized procurement organisations in particular without their own large R&D
department benefit from supplier expertise. Even smaller programmes with a few strategic suppliers and
simple bonus or gain-sharing rules achieve measurable effects. What matters is transparency, reliable
commitments and rapid implementation, not the size of the budget.
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