AMPLIFA PROCUREMENT GLOSSARY

Terms Management: systematically
controlling prices, terms and contract
conditions

Terms management refers to the systematic planning, negotiation, agreement and ongoing
monitoring of all pricing and contractual terms between procurement and suppliers. This includes
purchase prices and price structures as well as payment terms, discounts, delivery conditions,
indexations and service levels. In industrial procurement, it is a central instrument for reducing
costs, creating planning certainty and governing supplier relationships in a binding manner.

Key facts

* Terms management covers prices, discounts, payment terms, delivery conditions, price adjustment
clauses and performance agreements across the entire procurement cycle.

» In practice, savings of typically two to eight per cent on addressed expenditure volumes are
frequently achieved, depending on the starting level and intensity of competition.

« Clean master data and reliable demand forecasting are the foundation; without data controls, price
reductions often remain ineffective.

« Price escalation and index clauses are a central steering instrument, particularly for raw-material-
and energy-intensive parts, but require clear formulas and verification mechanisms.

« Terms are only secured once they are consistently implemented in the ordering process — from the
enquiry to invoice verification.

» Sustainability and CO2 terms are increasingly coming into focus, such as CO2 prices or emission
requirements in supplier contracts.

Definition: terms management

Terms management is the functional discipline in procurement that structures, negotiates, documents
and monitors all economic and contractual conditions of the supplier relationship. It links strategic price
and contract policy with operational implementation in the procurement process.

Distinction from related terms

Terms management is narrower in scope than the entire supplier management function, but broader
than pure price negotiation. It also covers payment terms, early payment discounts, freight surcharges,
minimum order quantities, bonus and penalty arrangements and service levels. While procurement
marketing concerns the market positioning of procurement, terms management governs the concrete
economic ground rules with the supplier. However, the two interlock: a strong negotiating position
derived from procurement marketing leads to better terms.

Legal classification
Terms are central components of framework agreements and call-off agreements. Clauses on price
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escalation, contractual penalties, automatic contract renewal or amendment provisions should be
reviewed by legal experts, particularly with regard to admissibility and clarity. Indirect price terms such
as long payment terms can also raise accounting and regulatory questions, for example in the context of
the Supply Chain Due Diligence Act and the Corporate Sustainability Due Diligence Directive (CSDDD).
Case-by-case review by the specialist and legal departments is recommended.

Structure and components of terms management

Effective terms management is typically divided into four building blocks: analysis, negotiation,
contractualisation and implementation monitoring. Only when all four are effective do sustainable cost
advantages emerge.

Analysis and preparation

The starting point is transparency on expenditure, price developments and market prices. Helpful tools
include ABC-XYZ analysis for segmenting articles and suppliers by value and delivery reliability, as well
as structured demand forecasting, for example via the consensus forecast from sales and production
planning. Cost breakdown analyses and total cost of ownership prevent apparent price reductions from
being eroded by higher ancillary costs or quality risks.

Negotiation and contractualisation

Negotiations follow a structured course: define target terms, establish negotiating room, prepare
alternatives (best-alternative scenarios). In tenders, a consistently structured questionnaire helps make
offers comparable and expose hidden terms such as freight surcharges, small-quantity surcharges or
tooling costs. Offsetting logic, graduated prices, annual packages and volume discounts are then fixed in
binding form in the contract.

Implementation in the operational procurement process

Agreed terms must flow seamlessly into the data basis: master data, price lists and contracts are
maintained in the ERP system so that every purchase order proposal automatically uses the correct
price determination. Even for a free-text order, the catalogue or contract system logic should apply. Only
in this way can purchase order process optimisation genuinely be linked to compliance with agreed
terms. Deviations between ordered and agreed prices are uncovered through logging and invoice
verification.

Key KPIs and metrics in terms management

Terms management becomes measurable when price and contract targets are translated into metrics.
These metrics should be regularly reconciled with the data from procurement analysis.

Price and savings KPlIs

Common metrics are the savings achieved against budget or baseline, the price variance between
suppliers for identical parts and the share of procurement volume under contract (contract coverage). A
clean definition is important: is this a genuine saving or merely a budget variance? In practice, the two
figures are reported separately to safeguard the credibility of the reporting.

Compliance with agreed terms and process KPIs
A central indicator is the share of purchase orders executed exactly at contract prices. In addition,
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payment term adherence, early payment discount utilisation and the share of purchasing outside the
formal ordering process (maverick buying) provide insights into operational implementation. For
outsourced services, supplier evaluation criteria such as delivery reliability and quality help, which within
terms management are also linked to service levels with consequences.

Risks and controls in terms management

The greatest risks arise not in the negotiation, but in implementation and maintenance. Without clear
control mechanisms, negotiated advantages erode quickly.

Typical risk areas

Common weaknesses are outdated price master data, unclear escalation clauses, hidden surcharges,
uncontrolled automatic contract renewal and missing indexation in the face of volatile raw material
prices. Long payment terms may also appear advantageous in the short term, but they can burden
supplier financing and thereby jeopardise availability and prices in the long run — a connection that total
cost of ownership analysis should make visible.

Controls, processes and data protection

Effective controls rely on clear approval processes for price changes, regular terms audits and
systematic data controls, for example via authorisation concepts in the ERP system. When exchanging
data with suppliers — for example in portals or joint developments as part of IP co-creation —
confidentiality agreements and clear provisions on intellectual property are essential. Topics such as
transport insurance and CO2 prices should also be reviewed as components of terms and enshrined
contractually.

Current developments: volatility, sustainability and digitalisation

Terms management is changing as a result of volatile procurement markets, rising sustainability
requirements and better digital tools. The trend is moving away from rigid annual prices towards
dynamic, rule-based terms.

Dynamic terms in volatile markets

Price escalation and index clauses, material corridors and short-term price revisions are used more
frequently in practice to distribute raw material, energy and logistics volatility fairly. Precise formulas,
defined reference indices and mutually agreed verification processes are important. Freight surcharge
arrangements are also frequently indexed to avoid disputes.

Sustainability and compliance terms

CO2 prices, emission requirements, recycled content shares and social standards are increasingly
becoming regular components of terms. Frameworks such as the GRI Standards, 1ISO 9001 for quality
management systems and the Corporate Sustainability Due Diligence Directive (CSDDD) increase the
documentation burden. Buyers are well advised to agree sustainability terms in a measurable, verifiable
form with clear consequences for breaches.

Digitalisation and Al

Digital procurement platforms, price analysis tools and Al-supported enquiry processes shorten
negotiation cycles and improve the data basis. Supplier capacity planning can also be addressed earlier
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and in a more data-driven way today, enabling terms on capacity reservations and flexibility surcharges.
Technology does not replace negotiation competence, but it shifts the focus towards evaluation and
strategy.

Typical metrics

Savings rate on addressed volume: typically 2-8%
measured against a defined baseline; clean separation from budget effects is important

Compliance with agreed terms (contract price hit rate): > 98%
share of purchase orders placed at the agreed contract price; indicates the quality of master data maintenance

Contract coverage: frequently > 80%
share of procurement volume under a framework agreement; lower for C-parts

Early payment discount utilisation: 60-90% in practice
share of invoices for which the agreed early payment discount is used

Practical example

A medium-sized mechanical engineering company with an annual procurement volume of around €40
million for steel, bought-in parts and logistics introduced structured terms management. Previously,
prices had been negotiated decentrally, price master data was outdated and surcharges were barely
traceable.

* ABC-XYZ analysis for segmenting around 6,000 articles and focus on the top 20 suppliers

« Structured tender with a questionnaire and cost breakdown for the most important steel components

« Agreement of index clauses for steel and freight surcharges with defined reference indices and
verification intervals

» Systematic price determination in the ERP system and monthly compliance reports as a basis for
supplier evaluation criteria

Conclusion

Terms management is not a one-off negotiation project but a continuous steering process covering
prices, terms and contract conditions. It combines strategic analysis, professional negotiation and
consistent operational implementation in the ordering process. Those who set up the data basis, clauses
and controls properly secure negotiated advantages sustainably and create planning certainty in volatile
markets. At the same time, the topic is becoming more demanding due to sustainability requirements
and dynamic market prices. Companies that work in a structured manner here measurably improve their
competitiveness.

Frequently asked questions

What is terms management in procurement?

Konditionenmanagement (terms management) in procurement refers to the systematic planning,
negotiation, agreement and monitoring of all commercial terms with suppliers. This includes prices,
discounts, payment terms, delivery conditions, index clauses and service levels. The goal is sustainable
cost advantages, planning certainty and clear contractual frameworks.
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Which terms typically form part of terms management?

Typical elements are purchase prices and graduated prices, discounts and bonuses, early payment
discounts and payment terms, delivery and packaging conditions, freight surcharges, minimum order
guantities, price escalation clauses as well as service and quality agreements. In practice, sustainability
terms such as CO2 prices are increasingly included. It is important to document all elements in a
binding manner and to monitor them systematically.

How much saving is realistically achievable through terms management?

In practice, savings of typically two to eight per cent are achieved when expenditure is addressed in a
structured manner for the first time, depending on the starting level, market situation and intensity of
competition. For categories that have already been intensively negotiated, the levers are smaller. It is
essential to clearly distinguish genuine savings from mere budget variances.

How does terms management differ from price negotiation?

Price negotiation is a single step within terms management and primarily concerns the purchase price.
Terms management additionally covers payment terms, logistics terms, contract durations, price
adjustment mechanisms and their ongoing implementation monitoring. Only the combination of
negotiation, contractualisation and compliance with agreed terms secures the value in the long term.

What role does the ERP system play in terms management?

The ERP system is the central implementation platform, as contract prices, price lists and payment
terms are maintained here. Only if the master data is up to date will automatic price determination apply
to every purchase order. Regular maintenance, clear approval processes and data controls are
therefore mandatory components of functioning terms management.

How can volatile raw material prices be taken into account in terms management?

Price escalation or index clauses are frequently agreed, linking prices to defined reference indices.
Precise formulas, clear time intervals and mutually agreed verification processes are important to avoid
disputes. In addition, material corridors help, whereby price changes only take effect once defined
threshold values are reached.
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