AMPLIFA PROCUREMENT GLOSSARY

Most-Favoured-Customer Clause: price
guarantee for the best terms in procurement

The most-favoured-customer clause (MFC clause) is a contractual commitment by which a supplier
guarantees not to grant any other customer more favourable terms under comparable conditions. In
B2B procurement, it serves the buyer as a safeguard against pre-emptive price disadvantages and
strengthens the negotiating position in follow-up business. The article explains the structure,
application, KPIs and typical risks of the clause from a buyer's perspective.

Key facts

* The MFC clause obliges the supplier to grant the beneficiary customer terms at least as favourable
as those granted to any other comparable customer.

* The protection often applies only to equivalent products, comparable volumes and identical
contractual conditions — the definition of comparability is therefore central.

* MFC clauses reduce price dispersion and discrimination risks, but can restrict the supplier's price
flexibility and alter its willingness to compromise on discounts.

« Of practical relevance are evidence obligations, the buyer's audit rights and defined sanctions in the
event of breach.

* From a legal standpoint the clause is generally permissible, but its validity depends on clear wording
and a case-by-case review.

Definition: most-favoured-customer clause

The most-favoured-customer clause is a contractual agreement in which a supplier undertakes not to
grant a purchaser less favourable terms than any other comparable customer. It acts as a dynamic price
guarantee over the term of the contract. The term originates in Anglo-American contract law and is
related to the most-favoured-nation clause from international law.

Distinction from the most-favoured-nation clause

While the MFN clause places states on an equal footing in international trade and investment law, the
MFC clause relates to commercial contractual relationships between businesses. In procurement, it is
frequently combined with price commitments, fixed-price agreements or indexation clauses. It does not
replace these instruments but supplements them with a relative reference to the supplier's customer
portfolio.

Variants of the clause

Several variants have become established in practice. The choice depends on negotiating power, scope
of supply and risk appetite:

« Static MFC clause: refers to the point of contract conclusion, for example in framework agreements
with fixed prices.
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» Dynamic MFC clause: applies continuously over the contract term and obliges the supplier to make
retroactive price adjustments in favour of the buyer.

« Conditional MFC clause: only applies to comparable products, volumes or distribution channels — the
narrowest and most commonly accepted form.

Use in procurement: use cases and approach

MFC clauses are used above all in strategic supply relationships, high annual volumes or transparent
markets. They prevent the buyer's new competitors from receiving better terms than the existing
customer.

Typical use cases

The clause is often agreed for series parts, standard components and long-running services. It is
particularly attractive when the buyer commits to high volumes and the supplier is to guarantee price
stability in return. For volume-based tariffs, the MFC clause can be linked to the volume discount in
procurement, so that graduated discount prices are automatically passed on to the beneficiary
customer. In global framework agreements with multiple plants, it likewise ensures uniform terms
regardless of the degree of offshoring in procurement.

Approach in contract negotiations

The buyer should include the clause early in the request for quotations and clarify with the supplier in a
clarification round which price components are covered. Definitions relating to comparable customers,
product groups, volume bands and ancillary costs are important. An open-book calculation can help
make the price structure transparent and avoid disputes over the terms basis.

Relationship to price formation

The MFC clause intervenes in the supplier's price formation: the supplier must in future review discount
decisions globally to avoid risking a breach. Buyers should therefore pursue realistic terms and avoid
excessive demands — otherwise suppliers respond with higher base prices or refusal of the clause. The
price logic should be documented and agreed with the supplier.

Key KPIs for monitoring the MFC clause

The benefit of the clause depends on whether the buyer detects term deviations at all. Several metrics
that are typically collected in supplier and price controlling are suitable for this purpose.

Key indicators
The following indicators have proven effective in practice:

» Price deviation rate: proportion of line items whose effective price is above the MFC reference price;
it should typically be close to zero per cent.

« Clause complaint rate: frequency with which the supplier's evidence obligations are met; usually
above 95 per cent.

« Terms currency index: time since the last price natification; frequently under twelve months as the
target value.

Integration into supplier evaluation
Compliance with the MFC clause can be integrated into the supplier status and thereby flows into the
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periodic supplier evaluation. Combined with metrics such as the supplier PPM target or delivery time
variance, this produces an overall picture of supplier performance. A supplier audit programme can
verify the terms evidence on a sample basis.

Indicators as an early warning signal

Rising price deviations or delayed evidence indicate conflicts or capacity bottlenecks at the supplier. The
KPIs should therefore not be viewed in isolation but within procurement risk management. Digital
dashboards such as the inventory health dashboard can additionally be used to juxtapose relevant
inventory and price dynamics.

Risks and controls in MFC clauses

MFC clauses create certainty but carry considerable pitfalls. Without clear definitions and effective
control mechanisms, the protection often remains theoretical.

Contractual risks

The greatest risk lies in unclear terminology: what is a ‘comparable customer'? Do discounts, bonuses,
freight costs, payment terms or training services count? In practice, claims frequently fail on the burden
of proof — the buyer must demonstrate that another customer received better terms. Audit and
information rights should therefore be expressly agreed. Legal bases and antitrust limits must be
reviewed by legal counsel on a case-by-case basis.

Economic risks

Suppliers typically respond to MFC obligations with more cautious discount policies or higher list prices.
This can weaken the buyer's negotiating position in new tendering processes. In addition, the clause
can restrict the flexibility to respond to short-term market price fluctuations — for example in raw material
prices.

Control instruments
Effective controls rely on transparency and clear sanctions:

« Annual terms confirmation from the supplier with a declaration of liability.
» Right of access to anonymised price lists or price comparisons of comparable transactions.
» Agreed compensation payments or contractual penalties in the event of proven breach.

« Audit right within the framework of the supplier audit programme, supplemented by the supplier
status as the basis of the collaboration.

The MFC clause in the context of digital procurement processes

Digital procurement platforms and Al-supported analysis tools now make the monitoring of terms
agreements considerably easier.

Data-based monitoring

Price and order data can be automatically compared against MFC reference prices. Al in procurement
supports this by identifying patterns in term deviations and reporting anomalies at an early stage. This
turns the clause from a paper exercise into an actively managed price steering instrument.
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Integration into tendering processes

In digital requests, MFC requirements can be anchored directly in the tender documents. Incoming
guotations are then checked directly for clause acceptance. The results flow into the approved vendor
list (AVL), so that only suppliers with an appropriate willingness to accept terms enter the standard
procurement process.

Limits of automation

Not all clause components can be checked automatically — for example special terms for services or
innovative projects, such as those arising within an innovation funnel or idea evaluation. Here, human
review remains necessary on a case-by-case basis.

Current developments and outlook

The significance of the MFC clause changes with market conditions, regulation and digital transparency
tools.

Legal and regulatory impulses

Discussions on supply chain transparency and on sustainability-related requirements such as the
product carbon footprint (PCF) are broadening the concept of terms: price components for sustainability
evidence or certifications may in future fall within MFC equal treatment. Supplier evaluations with PPM
targets and sustainability criteria increasingly influence which terms are regarded as ‘comparable’.

The MFC clause in supply relationships with global reach

In international supply relationships, Incoterms such as FCA influence the distribution of costs and thus
the comparability of prices. Currency risks, customs costs and regional discount structures make it more
difficult to prove equal treatment. Regional differentiations should therefore be contractually defined from
the outset.

Outlook

With increasing data transparency in procurement, MFC clauses are likely to gain in importance, as
breaches become easier to prove. At the same time, suppliers will strive for more precise, narrower
clause wording in order to preserve their price flexibility. The trend is towards dynamic, measurable
clauses with clearly defined audit and evidence rights.

Typical metrics

Price deviation rate versus MFC reference: close to 0%
Proportion of line items with an effective price above the MFC terms

Terms confirmation compliance rate: > 95%
Timeliness of the supplier's annual evidence

Terms currency: < 12 months
Time since the last price notification as a freshness indicator of the terms basis

MFC breach complaint rate: < 2%
Frequency of objected term deviations per audit period
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Practical example

A medium-sized mechanical engineering company procures standard drive components from a
European supplier and negotiates a dynamic MFC clause with annual terms confirmation. In the first
contract year, the digital price monitoring reports effective prices above the MFC reference. The buyer
activates the agreed audit rights and negotiates a retroactive price adjustment.

* MFC clause agreed with clearly defined comparability by product group and volume band.

< Annual terms confirmation with a contractually fixed compensation payment in the event of breach.
* Automated comparison of order data against the MFC reference price in the procurement system.
* Inclusion of clause compliance in the supplier status and the supplier audit programme.

Conclusion

The most-favoured-customer clause is an effective instrument for securing price fairness and term
stability in supply relationships. However, its value depends decisively on precise wording on
comparability and on effective audit and evidence mechanisms. Buyers should deploy the clause
selectively with strategic suppliers and combine it with metrics, audit programmes and digital price
monitoring. Those who avoid excessive demands and respect the supplier's price logic will obtain more
realistic commitments. Legal and antitrust questions always require a case-by-case review.

Frequently asked questions

What is a most-favoured-customer clause?

It is a contractual obligation on the part of a supplier not to grant the beneficiary customer less
favourable terms than those granted to other comparable customers. It acts as a dynamic price
guarantee over the contract term. In B2B procurement, it protects against term disadvantages relative to
competitors.

What is the difference between an MFC and an MFN clause?

The MFN clause originates in international and trade law and places states or trading partners on an
equal footing. The MFC clause is the commercial variant between businesses and secures the best
terms for the customer compared with the supplier's portfolio. In effect, both operate on the same
principle of equal treatment.

Is a most-favoured-customer clause legally permissible?

As arule, yes, provided it has no restrictive effect on competition and is clearly worded. Antitrust limits
may become relevant where equal-treatment obligations are very far-reaching. The specific assessment
should always be legally reviewed on a case-by-case basis.

How does a buyer enforce an MFC clause?

Key elements are contractual audit and information rights, an annual terms confirmation and defined
sanctions in the event of breach. Automated price comparisons in procurement systems help detect
deviations early. Compliance can additionally be incorporated into the supplier status and the supplier
audit programme.

What are the disadvantages of an MFC clause for the buyer?
Suppliers frequently respond with a more cautious discount policy, higher base prices or refusal of the
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clause. In addition, flexibility to respond to short-term market fluctuations diminishes. A narrow, realistic
clause with a clear definition of comparability reduces these disadvantages.
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