AMPLIFA PROCUREMENT GLOSSARY

Framework Supply Agreement: Predictable
Supply with Flexible Quantity Control

The framework supply agreement is a long-term supply arrangement that fixes quantities, prices
and delivery conditions for a defined period without bindingly scheduling the individual deliveries.
For industrial buyers it is the central instrument for combining security of supply, price predictability
and administrative efficiency on a permanent basis. The article explains the structure, process,
KPI-based control and typical risks of the framework supply agreement.

Key facts

* A framework supply agreement bindingly fixes prices and terms, but typically only non-binding
guantities (call-off quantities).

« Typical terms in practice range from six months to three years, often with extension options.

 Distinction: the call-off order triggers individual deliveries from within the agreement.

» Key benefits are planning certainty, lower administrative effort and often better terms due to
foreseeable volumes.

« Critical points are quantity commitments, price escalation clauses, standstill risks in a downturn and
mechanisms such as automatic contract renewal.

* The agreement should be linked to inventory management, supply planning and the procurement
data model so that call-offs are system-supported.

Definition: Framework Supply Agreement

A framework supply agreement is an arrangement between buyer and supplier that governs prices,
terms, quality requirements and delivery conditions over an extended period, while concrete delivery
guantities and dates are only fixed through call-offs. In ERP systems it typically appears as a contract or
framework agreement with associated call-off orders.

Distinction from Call-off Order and Individual Order

The framework supply agreement itself does not usually oblige acceptance; it secures terms and
delivery capability. Only the call-off order releases concrete quantities and dates from the contract. The
individual order, by contrast, covers each purchase separately, which leads to high transactional effort
for recurring items. In practice, therefore, the framework supply agreement is often preferred for C-parts
and series components with constant demand.

» Framework supply agreement: prices and terms secured long-term
« Call-off order: concrete quantity and delivery date per demand case
 Individual order: standalone purchase order without contract context

Binding and Non-Binding Quantities

Some framework supply agreements contain acceptance obligations with minimum or maximum
quantities, especially where the supplier reserves capacity or materials. Quantity bands are common,
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e.g. a planned quantity with a deviation tolerance of typically 10 to 20 per cent. The stronger the quantity
commitment, the greater the price advantage, but also the risk for the buyer. Buyers should always
weigh the depth of the commitment against demand forecasts and inventory coverage.

Methods and Approach for Contract Design

A robust framework supply agreement rarely comes about spontaneously; it follows a structured process
from demand analysis to ongoing control. The quality of the preparation largely determines whether the
contract delivers in daily operations what it promises.

Demand Analysis and Preparation

The starting point is a reliable spend analysis: which items, volumes and value flows are suitable for a
framework model? Candidates are recurring demands with moderate quantity variance. In addition, the
procurement data model provides master data, prices and history; poor data quality, as experience
shows, leads to unrealistic quantity forecasts. The category roadmap helps to prioritise the approach
across categories rather than negotiating project by project on an ad hoc basis.

Pricing Model and Terms

Fixed prices over the term, graduated volume discounts or price escalation clauses for volatile raw
material and energy costs must be clarified. Payment terms, early payment discount calculation and
provisions for advance payments with long lead times also belong in the contract. For indicative
comparisons prior to negotiation, a reverse auction can be used, provided the specification is precise
enough.

» Define fixed price vs. price escalation clause
« Document discount scales and minimum order quantities
« Calculate payment terms and early payment discounts transparently

Delivery, Quality and Process Provisions

The contract defines the supplier identifier, part and material numbers, agreed lead times, packaging
and shipping provisions and quality assurance requirements. For critical components, traceability and
documented inspection processes should be included. In practice, a clear allocation of contacts and
escalation paths has also proven effective, so that complaints are routed in a structured way into claim
management.

Process within the Operational Procurement Workflow

Within the Source-to-Pay (S2P) process, the framework supply agreement sits between sourcing and
operational purchasing: it is negotiated strategically and then "consumed" through ongoing call-offs.

Call-off Control and Inventory Management

Call-offs should arise from system logic, not from the gut feeling of the clerk. Inventory management and
planning provide reorder points and demand dates; supply planning determines when and in what
quantity a call-off is placed. This allows lead times to be bridged without tying up capital in excess
inventory. For regular, predictable demand, a fixed call-off frequency with slot booking at the logistics
provider supports smooth deliveries.
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Call-offs, Term Control and Contract Maintenance

The buyer monitors how much contract volume has been consumed and whether the remaining term
matches demand. Contract mapping in the ERP should ensure a clear reference between the call-off
order and the framework supply agreement — the basis for clean reporting and later negotiations.
Shortly before the end of the term, a structured review decides on renewal, re-tendering or exit;
otherwise there is a risk of a silent automatic contract renewal with outdated terms.

Performance Review and Supplier Evaluation

On-time delivery, quantity deviations, price stability and complaint frequency are systematically
evaluated. The fill rate shows how reliably the supplier serves call-offs; it is drawn directly from goods
receipt and call-off data. These KPlIs feed into supplier evaluation and into the decision on further
collaboration or dual-source management for risk diversification.

Key KPlIs for Controlling Framework Supply Agreements

Framework supply agreements only deliver their value once compliance is made measurable. The
following metrics have proven themselves in industrial practice; benchmarks serve as orientation and
should be adjusted according to industry and material class.

Operational Delivery Metrics

On-time delivery and fill rate take centre stage: they show whether called-off quantities arrived in the
right quantity, quality and on time. In addition, the contract coverage rate (share of demand running via
framework agreements) and the contract utilisation rate (share of orders outside the contract) indicate
whether the model is being lived or bypassed. In practice, a contract utilisation rate above 90 per cent is
considered a healthy level for contract-suitable commodity groups.

Financial Metrics

Price deviation from the contract price, realised discount levels and the cash flow effect of payment
terms quantify the financial benefit. Inventory coverage of contracted items should also be monitored:
excessively long terms and generous call-offs inflate stock levels and increase total cost of ownership.
Viewing it over the entire life cycle prevents apparent price savings from being eroded by storage and
quality costs.

Risks and Controls in Framework Supply Agreements

The long-term commitment to a supplier carries specific risks that should be addressed during contract
design and monitored continuously.

Supply and Dependency Risks

Single-source management saves costs but increases the risk of failure in the event of supply problems,
insolvency or export restrictions. A risk class classification of items and suppliers shows where dual
sources are needed. For high-risk positions, dual-source management or an explicitly contractual
fallback arrangement is recommended. Where the supplier subcontracts manufacturing services, a right
of veto or notification obligation should be agreed.

Contractual and Economic Pitfalls

Typical sources of error are unclear quantity commitments, missing price adjustment mechanisms,
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excessively long terms and tacit renewal clauses. Indexation without a cap can also become expensive
in price surges. Tax and legal questions — for example regarding warranty, limitation of liability or
transfer prices within the group — must be examined professionally on a case-by-case basis; this article
does not constitute legal advice.

Control Instruments in Ongoing Operations

Effective controls include regular contract reviews, bill-of-materials-based demand reconciliations and a
clean claims and complaint management process with defined deadlines. Dashboards on contract
utilisation, open call-offs and remaining volume make deviations visible early. It is also important to
make contract changes (prices, quantities, lead times) only in versioned and documented form in order
to avoid later disputes.

Current Developments in Framework Supply Agreements

Volatility in supply chains, material shortages and digitalisation are changing the role of the framework
supply agreement: it is being designed more flexibly and controlled more strongly with system support.

Digitalisation and Data Basis

Modern S2P systems link contracts automatically with call-offs, goods receipt and invoice verification. A
consolidated data basis — ideally a golden record for supplier and material master data — reduces
duplicates and erroneous call-offs. Dashboards show contract coverage and remaining volume in real
time, which objectifies negotiation and exit decisions.

Flexibilisation and Resilience

In practice, contractual flexibility options are increasing: quantity band agreements, partial quantity
exercise or exit clauses in force majeure situations are agreed more frequently. At the same time,
interest in shorter terms with extension options is growing in order to map price fluctuations more
quickly. Resilience aspects such as traceability and supply chain due diligence obligations (for example
for reportable supply chains and customs clearance in international traffic) are increasingly finding their
way into contracts; the specific obligations must be examined on a case-by-case basis.

Typical metrics

Fill Rate (Supplier): > 98%
Proportion of call-offs delivered in full and on time; to be applied more strictly depending on material criticality.

On-Time Delivery (OTIF): > 95%
Deliveries that are on time and quantity-compliant; common benchmark for series components.

Contract Utilisation Rate: > 90%
Proportion of purchase orders placed via the framework agreement rather than outside it; shows acceptance of the
model.

Inventory Coverage of Contracted ltems: 30-60 days
Excessively long coverage indicates oversized call-offs and tied-up capital.

Practical Example

A mid-sized mechanical engineering company sourced standard components such as screws, bearings
and printed circuit boards via hundreds of individual orders per year. After a spend analysis, three
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commodity groups with constant demand were identified and converted into framework supply
agreements with 24-month terms, graduated volume discounts and price escalation clauses for metals.
The contracts were stored in the ERP; since then, call-offs have been generated automatically from
inventory management and supply planning.

« Consolidation of more than 2,000 individual orders per year into around 12 framework agreements
 Introduction of a risk class assessment; critical parts were switched to dual-source management

* Monthly contract reporting on fill rate, price deviation and remaining volume

- Defined exit and renewal review dates six months before the end of the term

Conclusion

The framework supply agreement is the standard instrument for industrial buyers to cover recurring
demand economically and with security of supply. Its value arises not from the signature, but from sound
preparation, precise terms and system-supported call-off control. Risks such as quantity commitments,
tacit renewals and supplier dependency can be managed with risk classes, control KPIs and structured
reviews. Those who consistently integrate contracts into inventory management and the procurement
data model reduce transaction costs and build negotiating power. The framework supply agreement thus
remains a load-bearing element of any modern procurement strategy.

Frequently asked questions

What is a framework supply agreement?

A framework supply agreement is a long-term arrangement that fixes prices, terms and delivery
conditions for a defined period, while concrete quantities and dates only arise through call-offs. It
replaces numerous individual orders with a single set of terms. In ERP systems it is typically
represented as a contract with associated call-off orders.

What is the difference between a framework agreement and a call-off order?

The framework agreement secures terms, prices and general conditions over a term, but in most cases
does not oblige the buyer to accept specific quantities. The call-off order releases an individual delivery
from it with a fixed quantity and date. Only together do the two represent the operational execution.

How long does a framework supply agreement typically run?

In practice, terms of between six months and three years are common, often with extension options.
Long terms secure prices but increase the risk if demand changes. A structured review a few months
before expiry has proven effective in avoiding tacit renewals.

When is a framework supply agreement worthwhile?

It is worthwhile for recurring demand with predictable quantities, relevant spend volume and
manageable price fluctuations. For rare or highly volatile demand, individual orders are more flexible. A
spend analysis and the category roadmap help with the decision per commodity group.

What are the risks of a framework supply agreement?

The key risks are overly strong acceptance obligations, missing price adjustment mechanisms, supplier
dependency and tacit renewals. Countermeasures include quantity bands, price escalation clauses, risk
class classification and, for critical items, dual-source management. Regular contract reviews make
deviations visible early.
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