AMPLIFA PROCUREMENT GLOSSARY

Benchmarking clause: anchoring market price
comparison in the supply contract

A benchmarking clause is a contractual provision that links price or term adjustments to the
outcome of an agreed market comparison. It ensures that framework prices do not drift away from
the market level over the term and creates an auditable basis for price negotiations. For buyers in
technical industries, it is an effective instrument for keeping long-term supply relationships
competitive.

Key facts

* A benchmarking clause governs when, how and against which comparison benchmarks prices or
terms are reviewed during the contract term.

« Typically, benchmarking is agreed every 12 to 24 months, often with an adjustment threshold of 2 to
5 per cent.

« Clear agreements on the comparison data basis, cost drivers, procedure, deadlines and the legal
consequences of the result are essential.

« Without binding consequences (adjustment obligation, trigger for renegotiation or right of
termination), the clause is practically ineffective.

* The data basis may consist of market indices, should-cost analyses or aggregate comparisons and
should be comprehensible to both sides.

* Legally, a distinction must be made between a simple obligation to negotiate and a binding
adjustment mechanism; in individual cases a review under contract law should be carried out.

Definition: benchmarking clause

A benchmarking clause is a contractual agreement stipulating that prices, price elements or service
terms are regularly compared with a defined market benchmark. It obliges the parties to follow a
structured procedure and anchors the consequences arising from the comparison result.

Distinction from price adjustment clauses

Price adjustment clauses usually link changes automatically to objective indices such as raw material or
wage indices. A benchmarking clause, by contrast, requires an evaluated market comparison and is
therefore more open, but also more negotiation-intensive. In practice, the two mechanisms are
frequently combined: index clauses for short-term fluctuations, benchmarking for the structural price
level.

Typical areas of application

Benchmarking clauses are found above all in longer-term framework agreements, in services and
maintenance, in logistics services and in materials with low market transparency. They are particularly
sensible where there is a single-source risk and tenders during the term would be uneconomical. They
supplement the procurement objectives in the framework agreement annex with ongoing competitive
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monitoring.

Methods and procedure for the benchmarking clause

The benefit of a benchmarking clause is determined by how the procedure is designed. Key questions
are the data basis, the timing, the cost drivers included and the assessment methodology.

Data basis and comparison benchmark

Possible comparison benchmarks include market indices, industry prices, aggregate comparisons from
the order history or a should-cost library. A should-cost analysis breaks the product down into material,
manufacturing and overhead cost components and allows a robust assessment even where market
transparency is low. It is important that both parties accept the data source and that it is reproducible.

Procedure and deadlines

In practice, it has proven worthwhile to agree a fixed cycle (frequently 12 to 24 months), a defined
trigger mechanism, deadlines for data collection and statements, and an escalation stage up to bidder
discussions or a management meeting. Responsibility for data collection and the handling of the
supplier's confidentiality interests should also be included in the clause.

Consequences of the result

The clause must govern what happens in the event of a deviation: mandatory price alignment with a
defined effective date, adjustment only within a band, a trigger for renegotiation with an obligation to
negotiate, or a right of termination if this fails. Without such a sanction mechanism, the benchmark
remains a non-binding occasion for discussion.

Key KPIs for steering benchmarking clauses

For the clause to have a measurable effect, the procurement function should integrate it into its KPI set
and track the results in reporting structures such as the spend cube.

Price deviation from the benchmark

The key metric is the percentage deviation of the contract prices from the benchmark result. A tolerance
band of around 2 to 5 per cent is frequently agreed, within which no adjustment takes place. The
deviation should be tracked by commodity group and supplier and fed into the savings pipeline.

Implementation rate and lead time

It should be measured how many scheduled benchmarkings were actually carried out and how long
implementation of the result took. In practice, lead times of three to six months from data cut-off to price
adjustment are the usual range. Delays are an early warning indicator of negotiation difficulties.

Integration into procurement controlling

Benchmarking results can be linked to savings categories and measurement of the supplier's service
level: price level and delivery performance considered together. The supplier's credit checks and risk
classes should also be incorporated, so that price adjustments are not blindly enforced against a
growing default risk.
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Risks and controls in benchmarking clauses

Benchmarking clauses carry design and operational risks that can be managed through clear
procedural rules and controls.

Design risks

Unclear data sources, missing thresholds or undefined legal consequences render the clause effectively
worthless. Unilateral rights of initiative or benchmarks accessible to only one market participant are also
problematic. Cost drivers that the supplier cannot influence are likewise prone to dispute; here, a sound
cost driver analysis based on the freight cost breakdown and other cost elements helps.

Operational controls

The buyer should systematically track benchmarking dates, for example via contract management with
reminders relating to automatic contract renewal and notice periods. Documented records of each
benchmarking ensure traceability for later audits. Regular spend analyses show whether agreed
adjustments have actually been reflected in the orders.

Negotiation dynamics and supplier relationship

An unfavourable benchmark result can strain the relationship if it comes as a surprise. Transparency
about methodology and measurement points in advance reduces conflicts. Those who understand the
clause as part of holistic supplier management — coupled with capacity planning and joint improvements
— generally achieve more stable results than through pure pressure.

Current developments surrounding benchmarking clauses

Data availability, volatility of procurement markets and sustainability requirements are noticeably
changing the practice of price comparisons.

Data-driven price comparisons

Structured spend data and evaluation of the order history enable finer benchmarks than in the past, for
example at line-item level rather than only at commodity group level. Al-supported analyses can reveal
price patterns in large data volumes and support preparation for bidder discussions. At the same time,
the accepted data basis remains a matter for negotiation and should be fixed contractually.

Volatility and combined mechanisms

Strongly fluctuating energy, raw material and freight costs have increased the demand for robust price
mechanisms in recent years. In practice, index clauses for short-term movements are frequently
combined with benchmarking clauses for the structural price level. A freight cost breakdown helps to
price logistics components separately and traceably.

Sustainability-related benchmarks

Sustainability criteria are increasingly being included in benchmarking agreements, for example
emissions data along the supply chain or compliance with science-based climate targets known as SBTi
targets (Science Based Targets). Such extensions require clear measurement methods. Legally and
contractually, such additional criteria should be reviewed in individual cases.
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Typical metrics

Price deviation from the benchmark: <= 3%
typical tolerance band that triggers adjustments

Benchmarking compliance rate: > 95%
share of benchmarkings carried out on time relative to those agreed

Lead time to price adjustment: 3-6 months
usual period from the data cut-off to the effective adjustment

Realised savings from benchmarking: 1-3% p. a.
frequent guideline value of price advantages achieved through benchmarking in the relevant spend

Practical example

A medium-sized mechanical engineering company procures precision cast parts under a five-year
framework agreement with fixed tiered prices. Since a tender during the term would be uneconomical
due to the elaborate qualification process, the parties agree a benchmarking clause with an annual
comparison against a should-cost model and an adjustment threshold of 3 per cent. In the third year, the
contract price deviates upwards by around 6 per cent; under the agreed procedure, the supplier aligns
the price to the tolerance limit and explains the remaining deviation by rising energy costs, which are
settled separately under the index clause.

* Document the should-cost analysis completed before contract signature as the accepted benchmark
data basis

» Fix the annual cycle, the 3 per cent threshold and the deadlines (data cut-off, statement, adjustment)
contractually

» Track benchmarking dates in contract management with reminders and feed the results into the
savings pipeline

» After the benchmarking, review the supplier's service level and capacity planning before committing
further volumes

Conclusion

The benchmarking clause is a proven instrument for re-anchoring long-term supply contracts to the
market level without having to run tenders continuously. Its value stands and falls with sound design: an
accepted data basis, a clear cycle, defined thresholds and binding consequences. Buyers should
integrate the clause into contract management and controlling and track results systematically.
Combined with should-cost expertise and a good supplier relationship, this creates a fair, robust price
comparison mechanism. In individual cases, a review of the chosen mechanism under contract law is
recommended before signing.

Frequently asked questions

What is a benchmarking clause?

A benchmarking clause is a contractual provision that regularly provides for a comparison of prices or
terms with a defined market benchmark. It governs the procedure, deadlines and the consequences of
the comparison. It is frequently found in framework agreements with longer terms.
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How often should benchmarking be agreed in a contract?

Cycles of 12 to 24 months have established themselves in practice. Shorter intervals significantly
increase the effort involved, while longer intervals allow price deviations to persist for too long. What
matters is a fixed, bindingly scheduled mechanism with clear deadlines.

Which data source is suitable for a price benchmark?

Depending on the market situation, market indices, aggregate comparisons, quotes from tenders or a
should-cost analysis may be considered. Where market transparency is low, the should-cost method is
often the most robust. What is decisive is that both parties accept the data source in advance.

What happens if the benchmark reveals a price difference?

It depends on the design: common approaches are mandatory alignment within a tolerance band,
triggering renegotiations or, in extreme cases, a right of termination. Without a defined consequence,
the result remains non-binding. The legal consequence should be stated explicitly in the clause.

How does a benchmarking clause differ from an index clause?

An index clause automatically references a published index, for example for raw materials or wages. A
benchmarking clause requires an evaluated, often negotiated market comparison and is more flexible
but more elaborate. In practice, both mechanisms are combined.

Are benchmarking clauses legally valid?

In principle, the parties are free to agree such mechanisms; their validity depends on the specific
design, for example whether a binding adjustment or merely an obligation to negotiate is intended.
Limits may arise from general contract law. If in doubt, the wording should be reviewed under contract
law before signing.
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