AMPLIFA PROCUREMENT GLOSSARY

Price Adjustment Clause: Contractual
Adjustment of Prices in Response to
Changed Cost Situations

The price adjustment clause is a contractual provision governing the adjustment of agreed prices in
response to changed cost situations. It is indispensable above all in long-term supply contracts in
which material, energy or labour costs can fluctuate considerably. For technical buyers and
manufacturing suppliers in DACH industry, it offers planning certainty in both directions and
prevents renegotiations in the event of dispute. This requires precise drafting with clear trigger
criteria, calculation logic and duties of cooperation between the contracting parties.

Key facts

» A price adjustment clause contractually governs the conditions under and extent to which prices may
be adjusted during the term of a contract.

» Typical triggers are index changes in raw materials, energy prices, labour costs or exchange rates.

* The legal basis is in principle freedom of contract; without an effective clause, the agreed price
applies as a fixed price unless otherwise stipulated.

« Corridors are common practice, above which an adjustment takes effect only pro rata or only once a
threshold is exceeded.

* The clause must have bilateral effect, i.e. permit price increases and price reductions equally, in
order to avoid being an unconscionable escalation clause.

» Metrics such as the real price index or the material cost ratio help to calculate and monitor
adjustments transparently.

Definition: price adjustment clause

The price adjustment clause is a contractual provision that sets out the conditions for a unilateral or
bilateral price change during the contract term. It differs from a mere renegotiation right in that the
adjustment amount and calculation method are usually bindingly stipulated.

Distinction from fixed price and renegotiation clause

Under a fixed price, the supplier bears all cost risks; an adjustment is possible only via the doctrine of
frustration of contract (Wegfall der Geschaftsgrundlage), which involves high hurdles. The renegotiation
clause merely obliges the parties to enter into negotiations if circumstances change, without
guaranteeing any outcome. The price adjustment clause, by contrast, sets out in the contract itself how
and when the price is adjusted arithmetically. This reduces potential for dispute and creates reliability for
both sides, especially with long terms of one to five years.

Typical areas of application in technical procurement
In practice, price adjustment clauses are found above all in raw-material-intensive components such as
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steel, aluminium or plastics, in energy-intensive processes such as heat treatment or electroplating, and
in long-running series production. Framework agreements for services such as maintenance or logistics
also frequently contain indexation provisions. For short-lived catalogue parts with short procurement
cycles, an adjustment clause is rarely sensible, since price adjustments are handled through new
tenders via the supplier landscape analysis and tendering process.

Structure and legal requirements of an effective clause

A robust price adjustment clause needs clearly defined building blocks: trigger criteria, reference
baseline, calculation formula, timing mechanics and duties of cooperation. Unclear wording frequently
leads in practice to disputes, which can be avoided through the four-eyes principle (P2P) when
approving price changes in the procurement process.

Trigger criteria and corridors

Key provisions are the reference value (e.g. a published commaodity index, energy price or collective
wage agreement), the cut-off date from which changes take effect, and a corridor, typically between
three and ten per cent deviation. Below the corridor, the price remains unchanged; above it, the
adjustment applies, often only pro rata to the relevant cost block. It is important that the index is not
determined by the supplier itself but comes from a neutral source. In addition, a deferral rule should
stipulate that index jumps take effect only after an agreed delay, usually one to three months.

Calculation logic and cost breakdown

Proven practice is a price analysis in which the supplier discloses its cost structure: material share,
energy share, labour share, capital and overheads, and margin. The adjustment is then applied only to
the affected shares, usually excluding the margin. Without a verified cost breakdown, there is a risk that
the supplier will pass index changes on to the full invoice amount. Buyers should anchor the disclosure
obligation, e.g. via supplier self-assessment or evidence documentation, contractually and make
changes to the cost structure subject to a notification duty.

Formal requirements for validity

Bilateral drafting is essential: the clause must cover surcharges and reductions equally, since one-sided
escalation clauses in favour of the supplier may unreasonably disadvantage the existing contracting
party and may then be invalid. Whether a specific wording stands up is always a question of the
individual case and should be examined legally; general guidance does not replace such examination. It
is also advisable to specify the form of the request, e.g. in writing with supporting evidence, and a
deadline within which the buyer may object.

Methods and approach: price adjustment clauses in the
procurement process

The successful use of a price adjustment clause does not begin with contract signature but already in
the quotation phase, and presupposes a structured risk analysis of the cost drivers. Buyers should tailor
the clause specifically to the material group hierarchy of their category.

Cost driver analysis in the quotation phase

Before contract award, an analysis is carried out of which cost blocks dominate in the specific part: for
castings, typically material and energy costs; for machined parts, machining and labour costs; for
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electronic assemblies, exchange rate and procurement risks. This risk analysis determines which
indices are included in the clause. At the same time, the cost transparency provides the reference
baseline for later adjustments. In tenders, the required clause should already be included as a standard
annex so that bidders can calculate comparable quotations and time-to-market for award is shortened.

Anchoring in the contract and in processes

In the contract, the clause is fixed with reference period, corridor, calculation formula, evidence
obligations and termination rights in the event of abusive use. In the process, it requires defined
interfaces: the supplier submits the adjustment request formally, the buyer checks the calculation,
approval is given under the four-eyes principle (P2P), and the changed prices are documented in
master data and orders. To keep the review reproducible, a standardised adjustment calculator with
underlying index series is recommended, which also makes historical adjustments traceable.

Communication and long-term supplier relationship

Price adjustments strain the business relationship when perceived as one-sided demands.
Transparency about indices, corridors and calculation paths creates acceptance and strengthens
partnerships within consistent Supplier Lifecycle Management (SLM). Under sustained price pressure,
the clause can also serve as an alternative to switching suppliers, because an orderly adjustment is
faster and less risky than a new tender including qualification. Within the risk class classification,
contracts with high switching risk should preferably be equipped with adjustment mechanisms.

Key KPIs and controlling of price adjustments

Price adjustment clauses only deliver their full benefit if their effect is made measurable. Key metrics are
the real price index, the adjustment rate and material cost development.

Real price index and cost transparency

The real price index sets the nominal purchase price in relation to the underlying index level and shows
whether price changes are market- or supplier-driven. If the nominal price rises more slowly than the
index, the relative cost position improves; if the real price is persistently above the index trend, this
indicates margin changes or inefficient cost pass-through. In addition, cost transparency provides insight
into how much of the agreed adjustment actually relates to evidencable cost blocks.

Adjustment frequency and response times

The adjustment rate, i.e. the proportion of contracts with effectively enforced adjustments, shows how
consistently rights are enforced. The average processing time from adjustment request to approved
price change, typically two to six weeks in procurement, is a control metric for process quality. At high
volumes, systematic capture in P2P systems including evidence archiving is recommended, so that
adjustment requests remain demonstrably documented even in the event of dispute. Delivery service
level and supplier evaluation should be monitored in parallel in order to detect quality deterioration as a
consequence of cost pressure early.

Forecast integration into supply planning

Clause-based price adjustments must be fed into budget and target cost planning. Supply planning
should be aligned with demand planning so that volume shifts and index changes flow jointly into the
forecast calculation. In this way, price risks can be factored into budgets and contribution margins early,
rather than only being discovered during invoice verification. A forecast of expected adjustment amounts
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also supports management in price and margin discussions with end customers.

Risks, potential for conflict and control mechanisms

Price adjustment clauses carry risks on both sides: buyers face overpriced adjustments, suppliers the
risk of invalid clauses or uncovered costs. Controls and clear process rules minimise both risks.

Clause risks on the buyer side

Common mistakes are missing corridors, one-sided index selection, adjustment applied to the full
invoice amount instead of the affected cost share, and missing reduction obligations when index values
fall. Failing to object to adjustment requests promptly can also be deemed implied acceptance. Buyers
should therefore always review and answer adjustment requests in writing within defined deadlines. In
case of discrepancies, a formal complaint at price level, i.e. timely objection, is part of the standard
toolkit in order to preserve claims. Warranty claims relating to product quality are to be treated
independently of this.

Potential for conflict and dispute avoidance

Disputes typically arise from room for interpretation: unclear cut-off dates, missing supporting evidence
or discontinued indices when sources lapse. Preventive provisions such as substitute indices, expert
determination or arbitration in case of differences reduce the risk. Verbal assurances before contract
signing carry little weight in this context; written fixation in a framework agreement (MSA) or in general
terms and conditions of purchasing is decisive. Confidentiality-relevant cost data should preferably be
protected via a Non-Disclosure Agreement (NDA), so that disclosure obligations do not fail on
confidentiality concerns.

Controls, approvals and compliance

Organisationally, a defined review and approval process is recommended: incoming check of the
evidence, arithmetical verification, consultation with the specialist department as needed, approval
under the four-eyes principle (P2P) and posting. From a compliance perspective, it must be ensured that
no agreements on index selection are made that could be problematic under competition law; legal
review on a case-by-case basis is advisable for cross-border contracts or unusual wording. Regular
reviews, e.g. six-monthly, examine whether the index basis and corridor are still appropriate or whether
the supplier landscape analysis reveals alternatives.

Current developments: volatility, sustainability and digital
iImplementation

Extended supply chains, energy price volatility and sustainability requirements are changing the practice
of price adjustment. Clauses are becoming more complex, more digital and extended to include CO2
and compliance costs.

Volatility and extended trigger criteria

Energy price spikes, supply risks at supplier locations and exchange rate fluctuations have in recent
years led to contracts previously considered immutable being made adjustable. Typical responses are
shorter adjustment intervals, additional indices for electricity and gas, and separate clauses for
intermediate products. At the same time, awareness is growing that adjustment rights should also be
used in the other direction: falling raw material prices must be consistently enforced as price reductions,
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which is often neglected in practice.

Sustainability and packaging costs in adjustments

Regulatory costs, for example from packaging management or obligations under the Packaging Act
(VerpackG), increasingly appear as grounds for adjustment. CO2 prices, emissions trading costs or
recycling contributions likewise change the cost situation for energy- and material-intensive products.
Buyers should clarify in the clause which regulatory cost changes are adjustable and what evidence the
supplier must keep. Second-life use and recycled content can be included as price-setting factors where
material quality and availability permit.

Digitalisation and knowledge management

Digital tools automate index retrieval, adjustment calculation and the approval process, significantly
shortening processing times. Data feeds on commodity and energy indices, linked to contract master
data, enable automatic early warnings as soon as corridors are reached. This turns the price adjustment
from a reactive administrative act into an active steering instrument. In conjunction with the material
group hierarchy and risk class assessment, adjustment priorities can be targeted at high-value and
high-risk categories rather than spreading resources across non-critical items.

Typical metrics

Real price index: 100 %
Values above 100 indicate overpriced adjustments, values below 100 an improved cost position

Adjustment processing rate: 100 % of requests reviewed
Proportion of adjustment requests reviewed within deadlines and documented

Adjustment processing time: 2—6 weeks
Usual guideline from request to approved price change

Material cost share: typically 40-70 %
Share of the material cost block to which adjustments usually relate

Practical example

A medium-sized machinery manufacturer procured welded steel assemblies under a three-year
framework agreement. The contract contained a price adjustment clause with a raw material index, an
energy component and a five per cent corridor above which a pro rata adjustment was possible only on
the declared cost blocks. When raw material and energy prices rose significantly within a year, the
supplier submitted an adjustment request with supporting evidence. The buyer checked the calculation
against the contractual formula, rejected the component attributable to margin, and approved the
remaining adjustment under the four-eyes principle (P2P). A dispute over a general price increase was
avoided and the supply relationship remained stable.

» Supplier cost structure analysed at the start of the contract and documented as the reference
baseline

» Adjustment calculator set up with underlying index series to review requests arithmetically

* Margin and non-indexed cost blocks excluded from the adjustment

» Approval and price adjustment fully documented in the P2P system
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Conclusion

The price adjustment clause is a central instrument for protecting long-term supply relationships against
cost volatility without weakening procurement's negotiating position. What matters is precise clause
design with bilateral adjustments, transparent indices and defined corridors, plus a disciplined review
and approval process. Buyers should enforce adjustment rights consistently, including when index
values fall, and measure the effect using metrics such as the real price index. Legal review on a
case-by-case basis remains advisable for unusual wording. Those who integrate clause, process and
controlling turn price risks into plannable cost management.

Frequently asked questions

What is a price adjustment clause?

A price adjustment clause is a contractual provision governing the adjustment of agreed prices in
response to changed cost situations. It defines trigger criteria such as index changes, an adjustment
corridor and the calculation formula. This distinguishes it from a fixed price and from a mere
renegotiation right. It is particularly common in long-term supply contracts.

When is a price adjustment clause useful?

It makes sense for long contract terms, high raw material, energy or labour cost shares, and long lead
times in which renegotiations would be laborious. Typical use cases are steel and aluminium parts,
energy-intensive processes and framework agreements. For short-cycle catalogue parts, it is usually
unnecessary, as new tenders take effect more quickly.

Must a price adjustment clause work in both directions?

In practice, it is strongly recommended that surcharges and price reductions be given equal standing.
One-sided price escalation clauses in favour of the supplier may be invalid on grounds of unreasonable
disadvantage. Whether a specific wording is enforceable should always be examined legally on a
case-by-case basis. Bilateral clauses also strengthen acceptance on both sides.

Which indices are suitable for price adjustments?

Suitable sources are publicly available, neutral ones such as commodity exchange prices, published
energy price indices or collective wage agreements. What matters is that the index cannot be influenced
by the supplier and that the reference dates are contractually defined. Where indices are being
discontinued, a substitution mechanism should be agreed.

How should procurement respond to a supplier's adjustment request?

Procurement examines the claim on the basis of the contractual formula, checks the supporting
evidence and verifies the arithmetical adjustment of the affected cost blocks. Within defined deadlines,
acceptance or rejection is made in writing, since silence may be deemed acceptance. Approval should
be documented under the four-eyes principle and the new price updated in the master data.

What is the difference between a price adjustment clause and a renegotiation clause?

The price adjustment clause bindingly fixes the adjustment amount and calculation method, so that no
new negotiation is required. The renegotiation clause merely obliges the parties to enter into
negotiations again if circumstances change, without guaranteeing any outcome. The adjustment clause
thus offers significantly more planning certainty and less potential for dispute.
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