AMPLIFA PROCUREMENT GLOSSARY

Contract Renewal: Structurally Managing
Contract Extensions in Procurement

Contract renewal refers to the planned extension or re-tendering of an existing supply contract
before its term expires. In industrial procurement, renewal is a critical point at which prices, terms
and supplier relationships are renegotiated. Anyone who prepares the renewal process
systematically avoids silent automatic renewals and secures negotiating room. This glossary article
explains the definition, process, KPIs, risks and current developments surrounding contract
renewal.

Key facts

- Contract renewal is the planned extension or re-award of a supply contract at the end of its term.

* The process should typically begin 6 to 12 months before contract expiry, often even earlier for
strategic goods.

« Without active management, evergreen clauses loom — i.e. silent renewals on unchanged terms.

* A sound decision base (make-or-buy, market prices, supplier performance) is a prerequisite for a
clean decision between renewal and re-tendering.

» Renewals of critical goods require early supply failure cover and contract-manufacturing alternatives.

Definition: Contract Renewal

Contract renewal denotes the orderly process of extending, adjusting or re-tendering an existing
contractual relationship with a supplier or service provider. It covers all steps from early warning through
demand analysis to signing the new or extended contract. In B2B procurement, this equally affects raw
material, frame, maintenance and service contracts.

Distinction from Re-Tendering

In a renewal, an existing relationship is continued or adjusted, whereas a re-award fully opens up the
market and usually runs via a tender platform. In practice the boundary is fluid: even a renewal should
include at least a market enquiry to obtain price and condition benchmarks. Whether the contract is
renewed or re-awarded is decided by the decision base of performance, price and risk profile.

Evergreen Clauses and Automatic Renewal

Many contracts contain notice periods of typically 3 to 6 months before the end of the term; without
timely termination they extend automatically. Such automatic renewal clauses are a common risk
because they preserve the supplier's price adjustment rights unchanged. A contract calendar with
escalation levels prevents notice periods from lapsing unused.

Typical Contract Types in Focus

Renewals frequently concern frame agreements for series components, tooling contracts, maintenance
and servicing agreements as well as logistics and transport services. For services close to capex, such
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as engineering services, the renewal is often combined with a re-scoping. Energy contracts with energy
price surcharge arrangements are also usually renegotiated at the end of the term.

Methods and Approach in the Renewal Process

An effective renewal process follows a clear chronological logic: preparation, market check, negotiation
and conclusion. It should be anchored in the procurement policy and underpinned by a category
playbook per commodity group. Only then does the extension become a steered decision rather than a
routine matter.

Contract Calendar and Early Warning System

The foundation is a central contract calendar with all terms, notice periods and action deadlines. In
practice, a lead time of 6 months has proven effective, and 9 to 12 months for strategic or critical goods.
Automatic reminders to category managers and the stakeholders involved ensure that internal
requirements are gathered in good time.

Performance Review and Demand Analysis

Every extension is preceded by a structured supplier assessment: delivery reliability, quality, response
times and price development during the term are reviewed. In addition, a demand analysis clarifies
whether volumes, specifications or sites will change — for example due to an engineering change notice
(ECN) in the product. A stock consumption analysis can show which positions need to be renewed at
all.

Market Enquiry and Negotiation Strategy

Even where an extension is intended, a market enquiry is part of good standard practice — whether as
an RFQ, a benchmark via a commodity index or structured bidder communication with two to three
alternative suppliers. The negotiation uses the incumbent's performance records and market data as
argumentation basis. The outcome is documented: extension, adjustment or re-award.

Contract Conclusion and Handover

The new contract is transferred into contract management, with pricing mechanisms, indexation clauses
and delivery terms updated. Changes to supplier master data flow into the accounts payable master
data system, new payment terms into the payment run. For extended services, vendor onboarding with
a compliance check may follow.

Important KPIs and Metrics in Contract Renewal

Renewal success can be measured. Procurement KPIs reveal whether extensions run in a plannable,
economical and low-risk manner. The following variables have established themselves as central levers
in practice.

Time-Related KPIs

The share of contracts actively decided at least 90 days before expiry is a central process indicator —

typically a value above 90 % is targeted. In addition, the average lead time between renewal start and
contract conclusion is measured. A high share of distressed, short-term extended contracts indicates

process gaps.
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Economic KPIs

Important are price development compared with the previous contract (in per cent), savings achieved
against the market threshold and budget adherence measured against the procurement budget. For
indexed prices, the commodity index serves as the benchmark. The cost spread between the incumbent
and the best bidder from the market enquiry also reveals negotiation potential.

Qualitative KPIs

Supplier ratings with grades for quality, delivery reliability and service accompany the renewal decision.
For logistics services, carrier performance metrics such as delivery reliability and damage rate complete
the picture. It is important to consolidate qualitative assessments before the negotiation — not
afterwards.

Risks and Controls in Renewal

The renewal point carries considerable risks: supply failures, price drift and compliance breaches.
Controls and early safeguards significantly reduce these risks.

Securing Supply Continuity

For critical components, the renewal must not become a negotiation weakness: the current supplier
knows the changeover costs and switching risks. Building up a second source or qualified alternatives
via a supplier feasibility review strengthens the negotiating position. For series parts, integration into the
series release process and, for new parts, APQP milestones must be observed before switching.

Compliance and Approvals

Extensions are subject to complex approval rules depending on amount and commaodity group, which
should be defined in the procurement policy. Compliance aspects such as supply chain due diligence
obligations, export control and data protection with service providers must be re-examined at the
renewal point — if in doubt as part of the supplier audit programme. Legal and tax individual questions
should be professionally reviewed.

Quality and Process Risks

Changed manufacturing processes or supplier site changes during the contract term require a renewed
measurement system assessment, for example using Gage R&R for inspection processes. Transport
and packaging requirements also change: carrier performance and supplier integration must be
considered when continuing the contract. A short feasibility review before extension uncovers such
shifts.

Current Developments in Contract Renewal

Several trends are changing renewal practice: price-setting mechanisms, digitalisation of contract
management and sustainability requirements. Buyers should explicitly anchor these developments in
renewal strategies.

Price Volatility and Indexation

Raw material and energy price volatility has made indexation clauses, energy price surcharge
arrangements and sliding price adjustments standard in many contracts. At renewal, formulas, reference
indices and adjustment mechanisms must be critically examined and, if necessary, provided with
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capping. Regular synchronisation with the commodity index keeps valuations up to date.

Digitalisation and Al Support

Contract management systems automate deadline monitoring, documentation and reporting;
Al-supported enquiry and analysis tools significantly shorten the market enquiry phase. Standardised
renewal workflows reduce manual effort and make KPIs transparent. What remains essential is the
substantive decision by the buyer — technology supports, but does not decide.

Sustainability and Circular Economy

ESG requirements, supply chain laws and circular economy targets are increasingly finding their way
into extended contracts: recycled content shares, CO2 accounting, take-back obligations in the sense of
the circular economy and evidence procedures. Renewal is the best point in time to anchor such criteria
contractually, as subsequent changes are difficult to enforce. Anyone who fails to do so risks later
renegotiation pressure and compliance gaps.

Anchoring Contract Renewal in the Organisation

So that renewals do not depend on individual cases, clear responsibilities, standardised processes and
documentation are needed. This creates continuity even with staff fluctuations.

Roles and Approvals

The category manager leads the process, while stakeholder management from engineering, quality,
logistics and finance provides requirements and assessments. Approvals depend on volume and
criticality; strategic renewals typically fall under the responsibility of the head of procurement or
management. A clear procurement policy regulates which contracts are renewed centrally and which
decentrally — for example along the distinction between MRO and capex.

Documentation and Lessons Learned

Every renewal is documented with a short closing report: initial situation, market enquiry result,
negotiation outcome and deviations from plan. This documentation feeds the category playbook of the
commodity group and improves future tenders. Regular reviews of the contract pipeline in the team
create shared awareness of upcoming deadlines.

Typical metrics

Share of contracts decided in due time: > 90 %
Share of contracts with an active decision at least 90 days before expiry

Average renewal lead time: 6-12 months
Rather 9—12 months for strategic goods

Price development versus previous contract: + 2-5 %
Typical values by commodity group and market phase; benchmark: market enquiry

Supplier rating (overall grade): > 2.0 (German school grading system)
Values below the threshold argue for re-tendering

Savings against market threshold: 2-8 %
Typical range for actively negotiated renewals
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Practical Example

A mid-sized mechanical engineering company with around 400 employees faced the renewal of a
five-year frame agreement for stamped and sheet metal parts. The contract contained a 4-month notice
period and an indexation clause tied to a steel index. The procurement manager started the renewal
process nine months before expiry and combined an internal performance analysis with a structured
market enquiry to three further stamping companies.

» Contract calendar entry with early warning 12 months before term expiry and weekly pipeline review

« Structured RFQ with bidder communication to two alternative suppliers in parallel with the extension
negotiation with the incumbent

* Negotiation of capping and a clean formula for the energy price surcharge clause as well as an
improved payment terms arrangement

» Qualification of a second source for the most critical positions with feasibility review and sample
approval via the series release process

Conclusion

Contract renewal is more than an administrative act: it is the regular stress test for the supplier
relationship, price level and supply risk. Anyone working with a contract calendar, early warning system
and structured demand analysis decides from a position of preparation rather than under time pressure.
Market enquiries and a solid decision base are standard even where an extension is intended. KPIs
such as lead time, price development and supplier rating make the process manageable. In this way, the
extension is transformed from a routine process into a recurring lever for cost, quality and risk control.

Frequently asked questions

What does contract renewal mean in procurement?

Contract renewal refers to the planned extension, adjustment or re-tendering of an existing supply
contract before its term expires. The process comprises early warning, performance review, market
enquiry, negotiation and contract conclusion. The goal is a deliberate decision rather than a silent
automatic renewal.

When should a supply contract be renewed or re-tendered?

In practice, preparation typically begins 6 to 12 months before the contract expires, and even earlier for
strategic goods. Key factors are supplier performance, market price developments and changed
requirements such as specification changes. A market enquiry provides the comparison basis for
making an objective decision between renewal and re-tendering.

What are evergreen clauses and how can they be avoided?

Evergreen clauses automatically extend a contract if it is not terminated in due time — often with notice
periods of 3 to 6 months. They cause old prices and conditions to continue unchanged without
negotiation. A central contract calendar with automatic reminders and clear approval processes helps
prevent this risk.

Which KPIs are important in contract renewal?

Key metrics are the share of contracts actively decided in due time (typically over 90 % is the target),
the average lead time and price development compared with the previous contract. In addition, savings
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against the market threshold and supplier ratings serve as steering variables. These procurement KPIs
reveal process gaps and negotiation potential.

How do you prepare a contract renewal in negotiation terms?

The basis is a solid performance record of the incumbent, current market data and at least one qualified
alternative. Second sources or qualified fallback sources strengthen the position, particularly for critical
components. Clear objectives, prioritised negotiation positions and a documented mandate from
stakeholder management secure success.

What role do sustainability and compliance play in renewal?

The renewal point is the right moment to anchor ESG criteria, supply chain due diligence laws and
circular economy requirements contractually. Compliance checks, audit programmes and evidence
procedures should be updated. Since subsequent changes are difficult to enforce, it is worth addressing
these topics before signing.
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