AMPLIFA PROCUREMENT GLOSSARY

Termination for material ground: lawfully
exiting supply contracts

The right of termination for material ground enables contractual parties to end a long-term contract
prematurely when adherence to the contract becomes unreasonable. In the industrial procurement
environment, it primarily concerns framework agreements, call-off contracts and long-term supply
contracts with critical suppliers. Those who know the requirements, deadlines and documentation
obligations can significantly reduce supply failures and damages risks. The following article
positions the right of termination for material ground from a procurement and supply chain
perspective.

Key facts

* The right of termination for material ground allows termination without notice where circumstances
arise that make it unreasonable for the terminating party to continue the contract until the agreed
end.

« Typical triggers in supply relationships are repeated delivery delays, significant quality defects, the
supplier's insolvency or violations of compliance and sustainability requirements.

* The termination must generally be declared without undue delay after knowledge of the ground for
termination; an unreasonably long time limit may result in forfeiture of the right.

* An effective formal warning with a grace period usually establishes the necessary basis before
contractual termination, unless the contract provides for categories of violations exempt from
warning.

- Even after valid termination, follow-up obligations remain, such as acceptance of quantities already
delivered, unwinding of advance payments and, where applicable, claims for damages.

* The term must be distinguished from ordinary termination rights and from contractual rescission
rights; all three routes have different requirements and consequences.

Definition: termination for material ground

The right of termination for material ground (in English "termination for cause" or "termination for
material breach") is an extraordinary right of termination that allows a contractual party to end an
existing contract with immediate effect or at the earliest possible date. The requirement is that facts exist
on the basis of which, taking all circumstances into account and weighing the interests of both parties, it
is unreasonable to expect the terminating party to continue the contractual relationship. In supply
contract law, this right frequently arises from generally applicable contract law applied supplementarily;
in commercial law, it must additionally be examined whether the defective-goods regime with its strict
requirements applies or whether agreements of the parties set divergent standards.

Distinction from ordinary termination

Ordinary termination requires a contractually stipulated termination date or notice period and may be
declared without special cause. Extraordinary termination for material ground, by contrast, is
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cause-related and requires a serious breach of contract or a comparable significant disturbance. In
practice, buyers frequently overlook that a contract without an ordinary termination right results in a
long-term commitment — in that case the only route remaining is material ground, the substantiation of
which places considerably higher demands.

Distinction from rescission

Rescission ends the contract retroactively and leads to the unwinding of services already rendered,
whereas termination ends the contractual relationship only for the future. For continuing obligations such
as framework supply contracts, termination is regularly the more appropriate instrument. For deliveries
under a concrete purchase order, rescission for non-performance may instead be relevant. Which
instrument is permissible in the individual case depends on the type of contract, the agreed clauses and
the specific breach of duty, and should be examined legally.

Contractual design

Many purchasing terms and long-term supply contracts contain their own catalogues of
termination-relevant breaches of duty, such as repeated schedule delays, quality deviations despite
complaint or violations of codes of conduct. Such clauses can ease the burden of substantiation but do
not replace the assessment of whether a material ground exists in the legal sense. A clear catalogue
structure in the contract — with defined categories, warning requirements and time limits — considerably
reduces the potential for dispute.

Typical grounds for termination in the procurement context

In industrial supply relationships, certain categories of violation repeatedly occur as triggers for
termination. In each case what is decisive is whether the disturbance is so serious that continuation
becomes unreasonable — or whether it recurs after a formal warning and thereby gains in weight.

Delivery and performance disruptions

Repeated delivery delays, non-delivery, impermissible refusal to supply or permanent capacity
bottlenecks are the most common triggers in practice. Buyers should document delays without gaps and
formally complain about every delay to the supplier in writing. Significant quality defects that persist
despite a demand for remedial action, for instance evidenced by a negative Initial Sample Inspection
Report (ISIR) or recurring complaints, can likewise constitute a material ground.

- Repeated delivery delays despite formal warning

* Non-performance on critical individual parts
« Persistent quality deviations without effective countermeasures

Insolvency and economic disruptions

The insolvency or acute illiquidity of a supplier is a classic ground for termination, as the ability to deliver
is seriously jeopardised. In practice, buyers watch out for early-warning indicators such as extended
payment terms, invoices left unpaid or field visits. In addition, security instruments such as a
performance bond or retention of title to components already delivered can safeguard the position.
Caution is required where deviating contractual provisions partially restrict insolvency termination rights;
such clauses must be examined legally in the individual case.

Compliance, ethics and sustainability violations
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Violations of codes of conduct, corruption incidents and serious human rights or environmental
violations are gaining importance as grounds for termination. Particularly in the context of the Corporate
Sustainability Due Diligence Directive (CSDDD) and existing due diligence obligations, companies must
take appropriate countermeasures before ending the business relationship — a graduated model of
notification, formal warning and termination is customary. The reporting obligations under the Corporate
Sustainability Reporting Directive (CSRD) also increase the documentation pressure, as sustainability
violations in the supply chain must be credibly pursued.

Methods and approach: preparing and declaring the termination

An extraordinary termination should never be a spontaneous reaction but a structured process with
clear evidentiary reasoning. The sequence of steps frequently determines success or failure in any
subsequent dispute.

Documentation and formal warning

The basis of any termination is gap-free documentation: delay notifications, quality reports, minutes of
escalation meetings and written complaints. For contractual breaches of duty, a formal warning usually
follows, with a specific description of the defect, a demand for remedy and a reasonable time limit. Only
once the time limit has expired without result, or the breach of duty is so serious that a formal warning
appears dispensable, may the termination be declared. In borderline cases, a legal review before the
declaration is recommended.

» Event-based documentation of all violations
« Written formal warning with a time limit
» Legal assessment before the declaration of termination

Declaration and receipt

The termination must be declared vis-a-vis the contractual partner; the contractually agreed formal and
receipt requirements are decisive. A proven approach is transmission via several channels, for instance
by registered post and additionally by e-mail to the contractually named contacts. The declaration of
termination should name the ground for termination but not be overloaded — every additional argument
may later be interpreted as a tacit waiver of further grounds. In practice, it is advisable to keep the most
important grounds cleanly separated and, depending on how matters develop, to add further grounds
subsequently, provided the relevant time limits are still running.

Transitional and safeguarding management

After termination, the supply question arises immediately, especially in single-sourcing constellations
without a short-term available alternative. Buyers then activate their supplier shortlist, initiate
procurement via second sources or examine short-term replacement procurement, where applicable via
an e-auction or emergency procurement on the market. In parallel, the unwinding must be organised:
open advance payments, supplied materials, tools and drawings. Those who manage the supply crisis in
parallel with the legal dispute minimise production losses and better cover damages claims.

* Activation of second sources from the supplier shortlist
« Securing of tools, drawings and remaining stock
« Regulation of the unwinding of advance payments and tools
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Key KPIs and early-warning indicators for the termination decision

Whether a material ground exists is ultimately a legal question — but operational KPIs provide the
objective basis for when a disturbance is serious and repeated. Procurement organisations therefore
define thresholds in advance at which escalation and termination processes are triggered.

Delivery reliability and quality KPIs

Delivery reliability (On-Time-In-Full) shows whether schedule and quantity deviations are singular or
systematic. In addition, the complaint rate and scrap rate provide indications of persistent quality
deficits. Regular stock and inventory consumption analysis reveals which suppliers have already caused
supply bottlenecks. Where thresholds are breached, this documents the continuing breach of duty and
strengthens the later termination position.

* On-Time-In-Full (OTIF) as a delivery reliability measure
» Complaint and scrap rate per supplier
» Reconciliation with stock and inventory consumption analysis

Supplier risk and dependency KPIs

KPIs for risk diversification, such as the share of critical articles per supplier and the single-sourcing
share of the procurement volume, determine how vulnerable supply is in the event of a termination. In
addition, speculative indicators such as an increased Purchase Price Variance (PPV) on replacement
procurement feed into the economic assessment: the difference between contract price and short-term
market price quantifies the cover loss. Geopolitical risk and dependence on Lohn Processing
arrangements further increase the urgency of legally safeguarding against chronically unreliable
suppliers.

« Single-sourcing share of critical components
* PPV on hypothetical replacement procurement
* Assessment of the geopolitical risk of the procurement markets

Risks and controls in termination for material ground

Extraordinary termination is a sharp sword: anyone who declares it too hastily or on incorrect grounds
transforms themselves from the injured party into the contract breaker. Systematic controls significantly
reduce this risk.

Forfeiture, missed time limits and incorrect justification

The termination right must be exercised within a reasonable period after knowledge of the ground for
termination; prolonged inactivity may lead to forfeiture. If the terminating party invokes an inadmissible
ground, a termination that would otherwise be possible may be invalid even where other grounds
existed — depending on its design, subsequent cure may be impeded. In practice, it has proven
worthwhile to declare terminations only after legal review and with cleanly separated categories of
cases. In parallel, documented penalty clause claims or rights of recourse should be coordinated with
the termination strategy in order to avoid contradictions.

Dependency and supply risks

Terminating a critical supplier can bring one's own production to a standstill if no second source exists.
A stock analysis is therefore required before termination: which residual quantities are stockpiled, which
articles are critical, how long will the material stock last? Deliberate risk diversification in the supplier
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portfolio and the building of strategic alternatives through a strategic partnership with a second-source
supplier are the most effective controls. Where this is not possible, the termination should be combined
with transitional arrangements, such as temporary bridging deliveries.

» Stock analysis before the declaration of termination
 Building second sources for risk diversification
« Transitional arrangements for critical articles

Prevention through clear contract architecture

The best protection is created before the contract is concluded: clearly defined grounds for termination,
graduated escalation mechanisms, agreed security instruments and defined transitional obligations.
Consistent terms management that cleanly regulates price adjustment clauses and price index linking
also prevents price disputes from becoming triggers for escalation. Safeguarding payment processes —
for instance a controlled payment run with credit checks before release — likewise reduces the risk of
payment disputes burdening the contractual relationship.

Current developments: sustainability, resilience and digital contract
steering

The right of termination for material ground loses relevance if it is only invoked in the escalation case —
its value increases when it forms part of modern supplier management. Several developments are
changing practice.

Sustainability and human rights regulation

Due diligence obligations in supply chains require graduated response mechanisms: first prevention and
remediation, then intensification, and only lastly the ending of the business relationship. Termination for
material ground thus becomes the final stage of a regulated escalation process that must be
documented. Companies that design their contracts accordingly — with defined remediation periods and
termination rights for serious violations — meet regulatory expectations while simultaneously creating
legally secure exit routes.

Resilience instead of pure cost efficiency

The shift from cost pressure towards supply resilience is also changing termination practice. Reshoring
strategies and the targeted building of regional second sources reduce dependence on individual,
difficult suppliers and thus the bind of having to retain a problematic contract. In operational steering
processes such as S&OE (Sales and Operations Execution), supply problems are made visible at an
early stage today, so that escalations occur in good time rather than only in acute cases. This increases
the chance of exercising termination rights within the time limits and with sound documentation.

Digital contract and escalation documentation

Contract management and supplier portal solutions document breaches of duty, formal warnings and
time limits in an audit-proof manner. Combined with automated supplier evaluations, this creates a
robust chain of evidence that proves the material ground in the event of a dispute. Savings categories
and their clean allocation also benefit: anyone who, on a supplier change, captures the actual
changeover costs — including qualification, tool transfer and replacement procurement premium —
assesses the termination option on a sound economic rather than emotional basis.
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Typical metrics

On-Time-In-Full (OTIF): > 95 %
Falling below this over several periods evidences a continuing breach of duty

Complaint rate per supplier: <1-2 %
Persistent exceedance supports a quality defect as a ground for termination

Single-sourcing share of critical articles: as low as possible
A high share considerably increases the supply risk of a termination

Purchase Price Variance (PPV) on replacement procurement: context-dependent
Quantifies the economic cover loss following a supplier change

Practical example

A medium-sized mechanical engineering company has been sourcing a critical cast component from a
single supplier under a framework agreement for years. Within six months, four delivery delays occur,
some causing multi-day production stoppages; a formal warning with a grace period remains without
effective countermeasures. The buyer documents every delay, has the supply situation assessed by
means of a stock analysis and simultaneously activates a qualified second source from the supplier
shortlist. After the grace period expires without result, the company terminates the contract for material
ground, secures tools and drawings and bridges the retooling phase with a temporary transitional
agreement.

« Gap-free documentation of all delivery delays and escalations

» Formal warning with a specific grace period before the declaration of termination
* Qualification of a second source for risk diversification

* Temporary transitional deliveries to safeguard production

Conclusion

Termination for material ground is the most important exit instrument from failed supply relationships —
but it is demanding to handle. Success goes to those who document grounds for termination early, issue
structured formal warnings, keep a watchful eye on deadlines and quantify the supply risks of a
termination in advance. The greatest leverage is created before the contract is concluded, through clear
catalogues, escalation levels and a diversified supplier portfolio. In times of tightened sustainability and
resilience requirements, orderly exit is becoming a firm component of professional supplier
management. Those who regard the material ground as part of a well-considered escalation
architecture, rather than as a cry for help in an acute crisis, retain the legal and operational upper hand
in disputes.

Frequently asked questions

When does a material ground for terminating a supply contract exist?

A material ground exists where it is unreasonable for the terminating party to continue the contract,
taking all circumstances into account. Typical cases are repeated delivery delays despite a formal
warning, significant and irreparable quality defects, the supplier's insolvency or serious compliance
violations. What matters is an overall assessment of the individual case; legal review before termination
is recommended.
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Must a termination without notice always be preceded by a formal warning?

As arule, yes: for contractual breaches of duty, a formal warning with a grace period is usually required
so that the contractual partner has the opportunity to remedy the situation. Only in cases of particularly
serious violations may a formal warning be dispensable. Many purchasing terms and conditions define
themselves which violations are terminable without a prior warning — the contractual clauses therefore
set the framework.

What time limit applies to termination for material ground?

The termination must be declared without undue delay, i.e. without culpable hesitation after knowledge
of the ground for termination. If the terminating party waits too long, the right may be forfeited. Contracts
frequently provide their own time limits; moreover, the right may lapse for individual violations if further
events occur. Rigorous deadline tracking is therefore essential.

What happens to open orders after a valid termination without notice?

Termination generally ends the contract for the future; deliveries that have already become due and
been confirmed may be affected. Open call-offs under a framework agreement usually lapse upon the
end of the contract, although transitional arrangements can be agreed. Advance payments, supplied
materials and tools must be unwound. Claims for damages arising from the breach of duty remain
unaffected.

Can a supplier in turn terminate for material ground?

Yes, the right applies to both contractual parties. In practice, suppliers frequently terminate due to
unpaid invoices, a lack of call-offs despite exclusivity commitments or unreasonable changes to call-off
quantities. Buyers should therefore also keep their own contractual obligations in view — such as
payment terms, acceptance obligations and duties to cooperate — so as not to expose themselves to
attack.

How does termination for material ground differ from rescission?

Termination ends an ongoing contractual relationship for the future, whereas rescission operates
retroactively, unwinding services already rendered. For framework and call-off contracts, termination is
usually the more appropriate instrument; for individual undelivered deliveries, rescission may be
relevant. Which right applies depends on the type of contract and the specific breach of duty.
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