AMPLIFA PROCUREMENT GLOSSARY

Price Index: Objective Measure for Price
Development and Procurement Control

The price index is a statistical measure that maps the average development of prices for goods,
services or baskets of goods over time. In industrial procurement, it serves as a reference for
evaluating price adjustments, for indexing framework agreements and for comparing one's own
purchase prices with market developments. For buyers, it is a central instrument for conducting
price negotiations on a fact-based basis and for better assessing currency or material risks.

Key facts

* A price index compares price levels over time, with a base point normalised to 100 (or 100%).

* In procurement, a distinction is made between market price indices (e.g. for steel, copper, energy)
and company-internal procurement price indices.

* Index clauses in framework agreements govern how and when contract prices adjust to a published
index.

» Price indices typically reflect averages; individual supplier prices may deviate significantly.

* The combination of price index and spend analytics enables a fact-based assessment of
procurement performance.

* The choice, weighting and source of the index should be clearly defined contractually in order to
avoid disputes.

Definition: Price Index

A price index measures the percentage change in the price level of a defined basket of goods compared
with a base period. It condenses many individual prices into a meaningful metric and serves as an
objective reference for price comparisons and adjustments. In B2B procurement, indices for
commodities, semi-finished products and energy are particularly relevant.

Basic principle of index calculation

The base point in time is normalised to 100; a value of 112 then means that the price level is 12% above
the base level. Common methods are the Laspeyres index (fixed quantities of the base year) and the
Paasche index (current quantities). In practice, the buyer usually adopts published indices from external
institutions or exchanges; own calculations require clean quantity and price data.

» Define the base year with an index level of 100

- Define a representative basket of goods
« Express price changes in percentage points of the index

Market versus company index

Market price indices describe the general market development, for example for structural steel or
primary aluminium, and are frequently published by chambers, exchanges or statistical offices. The
internal procurement price index, by contrast, reflects the actual price development of the goods
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procured within one's own company. Comparing the two shows whether a company has priced with or
against the general market development — a classic starting point for benchmarking clauses and price
negotiations.

Use cases: price indices in procurement

Price indices are used at several points in the procurement process, from demand notification through
contract negotiation to price controlling. They create a common, verifiable reference between buyer and
supplier.

Index clauses in framework agreements

In long-term framework supply agreements, both parties often anchor an index clause: contract prices
are periodically linked to a defined index, typically with a cap (upper limit) and a floor (lower limit).
Important elements are the exact designation of the index source, the reference date, the adjustment
formula and the point in time at which it takes effect. Without clear rules, disputes over the correct
amount of adjustment loom.

Price controlling and spend analysis

As part of spend analysis, the buyer compares the development of his cost prices with relevant market
indices. If own prices deviate significantly from the index, this indicates negotiation potential or
differences due to volume, quality or specification. Such analyses are nowadays typically processed
continuously in spend analytics systems.

» Determine deviation of own price vs. market index monthly
* Quantify the causes of deviation (volume discount, specification, currency)
* Use the results as a basis for negotiations

Negotiations and bid evaluation

Indices also play a role in the award process: in tenders, bid prices can be normalised to a common
price level using a reference index in order to remain comparable — for example over long delivery
periods. In bidder meetings, the index serves as an objective basis for argumentation to verify the
plausibility of requested price increases. This makes it possible to trace whether a price surcharge is
market-conform or excessive.

Methods: building a procurement price index

Companies that build their own price indices combine procurement data, quantity structures and market
information into a robust metric. Quality depends decisively on data maintenance and method selection.

Basket of goods and weighting

First, a representative basket of goods is defined from regularly procured items and weighted by
procurement volume. Items with high spend coverage should dominate the index; more volatile or
one-off items are excluded. In practice, the weighting is often reviewed annually to account for structural
changes in the assortment.

« Select items by volume and regularity
» Set weighting by purchase value
» Revise weighting periodically
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Adjustment for mix effects

A simple price comparison can be misleading if the composition of purchases changes — for example
through supplier changes or modified specifications. Methodologically, adjustments are therefore
frequently made for volume, assortment and currency effects, for instance by differentiating prices at
item and supplier level. Early payment discounts and freight costs must also be treated consistently so
that the index reflects pure price development.

Indexing with currency and supplier risks

For international procurement, the price index must be combined with currency risk in procurement: an
index calculated in a foreign currency may show currency fluctuations as price increases that are not
actually market price increases. Sub-indices per currency or country increase the meaningfulness.
Credit checks and KYC processes in supplier management are to be conducted independently of this,
even though both data sources converge in the vendor master.

Key KPIs around the price index

The price index itself is a metric, but it only unfolds its effect in interaction with further procurement KPIs.
What matters is interpretation in context, not the isolated number.

Price deviation from the market index

The core metric is the percentage deviation of the internal procurement price index from the relevant
market index over a defined period. In practice, companies typically aim to perform consistently better or
at least market-neutral. A persistent positive deviation is an early warning signal of a need to renegotiate
or change suppliers.

Combination with delivery reliability and inventory

Price and supply KPIs must be evaluated together: an attractive price is of little use if delivery
performance declines or the backorder rate rises. Inventory management also reacts to price indices —
when index increases are expected, safety stocks are deliberately built up in practice; when markets are
falling, stocks are reduced. This trade-off forms part of the regular reporting of the procurement roles
(RACI) in the annual review.

Cost savings versus price variance

Real savings must be distinguished from pure price level effects: when the index falls, prices often fall
automatically without the buyer having contributed anything. Professional controlling therefore separates
market-driven price changes (price variance) from savings achieved through negotiation. Only in this
way can procurement performance be assessed fairly and bonuses justified.

Risks and controls in dealing with price indices

Price indices offer objectivity but harbour pitfalls: unsuitable reference variables, vague contractual
clauses and over-adjustment to market fluctuations. Controls and clear rules minimise these risks.

Typical pitfalls
Common mistakes are an index that does not match the specification actually procured, averaging over

periods that are too long, smoothing short-term market movements, and missing caps in index clauses.
One-sided clauses that provide only for price increases but no price reductions also lead to conflicts in
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practice. In addition, suppliers may deliberately use individual index jumps as an argument for
surcharges.

« Match index and specification (e.g. alloy, profile, grade)
* Regulate both upward and downward adjustments
« Contractually fix cap/floor and evidence requirements

Contractual and procedural controls

Every index clause should contain a binding trigger (reference date, threshold), a calculation formula,
evidence obligations and an escalation path. Thresholds prevent every small index movement from
causing administrative effort — de minimis limits above which an adjustment only takes effect are
common. Legally, such clauses should be treated as a general matter and reviewed by legal counsel on
a case-by-case basis, particularly with regard to transparency and validity. The traceability of materials
and cost blocks makes the review of index adjustments considerably easier.

Tax, compliance and quality aspects

Index adjustments also affect tax and compliance processes: invoice positions, tiered prices and, where
applicable, customs values must be consistent with the adjustment; the tax treatment must be examined
on a case-by-case basis. If specifications or inspection scopes also change as a result of an adjustment,
this must be coordinated via the quality assurance agreement and material release. This keeps the
indexing seamlessly integrated into existing quality assurance processes.

Current developments: digitalisation and transparency

The availability of market data is growing, and procurement organisations are increasingly using price
indices in an automated and process-oriented manner. This is changing both the analysis and
contractual practice.

Automated index monitoring systems

Modern spend analytics platforms connect market data sources and update price indices almost in real
time. Alert functions point to index jumps before suppliers announce price increases. This gives buyers a
lead time for negotiations and inventory decisions and integrates index monitoring into ongoing
inventory management.

Emissions and sustainability prices

Alongside classic commodity and energy indices, sustainability components are gaining importance: CO
prices and emissions-related surcharges are increasingly taken into account in price formulas, for
example for energy-intensive pre-products. This expands the concept of the price index to include a
sustainability dimension and requires buyers to have additional data and contract expertise.

Collaborative price formulas with suppliers

In practice, open cost and price formulas in which index components are transparently disclosed are
becoming established. Such models foster trust and simplify annual reviews, since price dynamics no
longer appear as a negotiation arena but as a calculable quantity. The prerequisite is a robust data basis
and the willingness of both parties to be transparent across the entire value chain.
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Typical metrics

Price deviation from market index: = 5%
Typically accepted tolerance band; persistent larger deviations indicate negotiation potential

Internal index update: monthly
Common frequency for internal procurement price indices in volatile material groups

Index clause adjustment threshold: >= 3%
Usual de minimis limit above which a price adjustment takes effect at all

Cap/floor index clause: + 10% p. a.
Commonly agreed upper or lower limit for adjustments

Practical example

A mid-sized mechanical engineering company sourced structural steel parts under a multi-year
framework supply agreement without an index clause. When the market index for structural steel rose by
double-digit percentages within a single year, the supplier demanded a disproportionate price increase

— without a contractual reference figure, the buyer's negotiating position was weak. As a result, the
company built up an internal procurement price index and negotiated a new contractual basis with a
transparent index formula.

» Definition of an internal price index based on 15 core items with monthly updating

» Agreement of an index clause with cap/floor, threshold and a clearly defined source
» Monthly comparison of internal prices with the market index as a standard report

* Anchoring the index topic in the annual review meeting with the supplier

Conclusion

The price index combines market observation with contractual practice and is thus a fundamental tool of
professional procurement. It creates a common, verifiable reference for price negotiations, index clauses
and controlling. Decisive for its effectiveness are a suitable basket of goods, clean data adjustment and
precise contractual provisions. In combination with spend analytics, delivery reliability KPIs and
inventory management, the index becomes a steering instrument rather than mere statistics.

Companies that use price indices systematically negotiate more objectively, recognise market
movements earlier and safeguard their competitiveness in procurement.

Frequently asked questions

What is a price index in simple terms?

A price index shows how the prices of a defined basket of goods have developed compared with a base
point in time. The base point is set at 100; a value of 112 therefore means roughly 12% more. In
procurement, it serves as an objective reference for price adjustments and negotiations.

Which price indices are relevant for procurement?

Depending on the procurement portfolio, commodity, metals, energy and transport cost indices are
relevant. For component-heavy industries, indices for semi-finished products and electronics are added.
It is important that the index matches the specific specification and region of the goods being procured.
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How does an index clause work in a supply contract?

An index clause links the contract price to a defined, publicly available index. The formula determines
when (reference date), by how much and with what delay the price changes. Thresholds as well as a
cap (upper limit) and floor (lower limit) are common; the wording should be reviewed by legal counsel.

How do | calculate an internal procurement price index?

Starting from regularly procured items, a weighted basket is created whose cost prices are continuously
compared against the base period. It is important to adjust for volume, assortment, currency and terms
effects. The weighting should be reviewed at least annually.

What is the difference between a price index and the inflation rate?

The price index is purely a measure of the price level of a basket of goods relative to the base year. The
inflation rate is the percentage change of such an index over a period, usually one year. For
procurement, a specific industry or material index is often more informative than general consumer
inflation.

What risks do index clauses pose for buyers?

Risks arise when the index does not match the specification, the formula is unclear or it only provides
for price increases. Administrative effort caused by frequent small adjustments is also a problem, which
can be solved through thresholds. Clear evidence and escalation rules as well as caps and floors limit
the risk for both parties.
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