AMPLIFA PROCUREMENT GLOSSARY

Framework Agreements in Procurement:
Strategically Leveraging Long-Term Supply
Contracts

Framework agreements in procurement are long-term contracts that bindingly fix terms, prices and
delivery conditions for a defined period without already guaranteeing firm call-off quantities. They
create planning certainty for both parties and reduce recurring negotiation effort. For industrial
buyers, they are a central instrument for stabilising strategic supplier relationships and sustainably
lowering procurement costs.

Key facts

* Framework agreements typically govern prices, terms and duration, while concrete quantities only
arise through call-offs.

« Common terms in practice range from one to three years, and longer for strategic goods.

* In contrast to a classic volume contract, the offtake quantity is often formulated only as a demand
forecast, not as a binding commitment.

» Price indexation, volume tiers and price adjustment clauses secure pricing leeway.

* Framework agreements are a core element of negotiation management and the source-to-pay
transformation.

» Clear KPI definitions and regular contract renewal reviews prevent legacy contracts from losing
touch with market prices.

Definition: framework agreements in procurement

Framework agreements in procurement are contractual arrangements between buyers and suppliers
that define the modalities of future business for a defined term. They determine prices, payment terms,
delivery conditions, quality requirements and service levels, but leave the concrete execution open.

Distinction from individual contracts

A single contract covers exactly one transaction, whereas the framework agreement forms the basis for
any number of subsequent call-offs. This eliminates the need for a new tender or price negotiation for
every demand case. The legal design varies by jurisdiction; the binding nature of individual call-off
commitments should be reviewed on a case-by-case basis.

Distinction from contracts with fixed offtake quantities

Many framework contracts contain an estimated demand quantity that does not constitute a firm
commitment. Where offtake is bindingly committed, this is often referred to as a requirements contract.
For buyers, the difference is existential because it determines the exposure risk in the event of demand

decline.
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Typical subject matter of the contract

In practice, framework agreements mainly cover series components, standard parts and recurring
services. They also document inspection obligations, spare parts supply and response times.
Supplementary provisions on total landed cost (TLC) or packaging complete the picture.

Methods and approach for concluding framework agreements

Establishing a framework agreement follows a structured process from demand analysis to contract
signature. Thorough preparation largely determines the negotiation outcome.

Demand analysis and category strategy

Prior to contract negotiations comes the analysis of historical and forecast demand, often supported by
stock consumption analysis and material disposition. The category roadmap ranks the goods by
strategic relevance and supplier market. This determines whether a framework agreement is worthwhile
at all or whether an open procedure remains more flexible.

Supplier selection and qualification assessment

Selection takes place via tenders, bid comparisons and a structured supplier qualification assessment
covering capacity, quality and financial strength. In addition, KYC in procurement and sustainability
checks — such as child labour risk assessment in the supply chain — provide important decision-making
bases.

Negotiation management and terms

In negotiation management, price, volume discount in procurement, payment terms, delivery
commitments and escalation paths are defined. Volume rebates and tiered pricing reward higher
call-offs without forcing fixed quantities. It is important to clearly regulate when price changes are
permitted and which price deviation workflow applies to deviations from the target.

Key KPIs and steering of framework agreements

Framework contracts only work if their performance is measured on an ongoing basis. Steering is
achieved through metrics that map contract compliance, price level and delivery performance.

Price and cost metrics

The key metric is the deviation of the realised purchase price from the agreed framework price, often
supplemented by the development of total landed cost (TLC). The share of turnover handled under
framework contracts per commodity group also shows how consistently the strategy is being
implemented.

Supplier and process metrics

On-time delivery, incoming goods quality and the complaint rate document the operational performance
of the framework partner. In procurement cost centre reporting, framework volumes can be
transparently allocated to departments and projects. Budgeting and call-off control prevent decentralised
requirements from bypassing the contract.

Reporting cycles and review dates
In practice, quarterly business reviews with the supplier have become established, in which KPls, open
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issues and volume developments are discussed. These meetings also serve as an early indicator of
necessary adjustments ahead of the contract renewal.

Risks and controls in framework agreements

Framework agreements reduce transaction costs but create risks of their own, especially when market
conditions shift during the term. Controls must therefore extend from contract conclusion through to

expiry.

Market price and dependency risks

If the market price falls below the framework price, the buyer pays above market level; if it rises sharply,
the supplier may become unwilling to deliver. Price adjustment clauses with a clearly defined index
basis mitigate this risk. Supplier dependency also looms if alternative sources are not maintained — an
issue that also affects offshoring strategies and start of production (SOP).

Call-off discipline and volume risks

Without discipline in call-off behaviour, the framework contract disintegrates: requirements bypass the
contract, volume tiers are missed or withdrawals undermine forecasts. A defined price deviation
workflow and centralised material disposition create control here. Payment schedule and contract end
date must be factored into demand planning.

Compliance and documentation

Framework contracts must reflect compliance requirements such as compliance KYC, sustainability
requirements and audit rights. Regular documentation of call-offs and amendments ensures traceability
for internal audit and external audits. Legal details such as warranty and liability should always be
reviewed by experts.

Current developments: digitalisation and more resilient framework
agreements

Digitalisation and increased supply chain turbulence are significantly changing the design of framework
agreements. Flexibility is gaining weight over pure price pressure.

Source-to-pay integration

Modern source-to-pay (S2P) processes link framework contracts directly to purchase requisitions,
purchase orders and invoice verification. Call-offs run automatically against the framework contract, and
terms are systematically checked. This reduces maverick buying and makes contract compliance
measurable.

More flexible price and volume models

Instead of rigid fixed prices, buyers increasingly rely on indexation, corridors and option quantities. Short
extension cycles with structured contract renewal replace long rigid terms. Air freight cost components
or energy surcharges are also incorporated as transparent parameters.

Sustainability and supply chain transparency
Sustainability requirements are migrating into framework contracts: emissions data, audit rights and
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proof of origin are contractually fixed. In the context of product lifecycle management, framework
partners also commit to spare parts supply and retrofits beyond the production period. Open innovation
collaborations with strategic suppliers complement the classic contract hierarchy.

Typical metrics

Contract compliance (share of call-offs placed under the framework agreement): > 90%
below this value, volume tier losses and maverick buying threaten

Price deviation from the framework price: < 2%
typical benchmark; larger deviations indicate special redemptions or outdated terms

On-time delivery (OTIF) of the framework partner: > 95%
commonly targeted level in practice for series suppliers

Share of purchasing volume under framework agreements: 50-80%
depending on the commodity group; strategic goods considerably higher than C-parts

Practical example

A medium-sized mechanical engineering company with around 400 active suppliers previously procured
standard parts such as fasteners, housing components and cables predominantly via individual
purchase orders. A stock consumption analysis showed that a considerable share of the purchasing
volume was attributable to a few recurring items. The company bundled these items into framework
agreements with two qualified suppliers each per commodity group.

* Demand consolidation per commodity group based on historical consumption and disposition data
« Tender with a two-stage qualification assessment and a sample audit at the supplier

» Agreement of indexation, volume rebate and a defined price deviation workflow

» Quarterly KPI reviews on on-time delivery and price deviation with a structured contract renewal

Conclusion

Framework agreements in procurement combine planning certainty with operational flexibility and are
therefore a cornerstone of strategic sourcing. Their value arises not from the signature but from
consistent steering: sound demand analysis, strong supplier selection and continuous KPI
measurement. Risks such as market price deviations and supplier dependency can be managed
through flexible pricing models and secondary sources. Digitalised source-to-pay processes additionally
make framework contracts transparent and auditable. Those who systematically maintain and regularly
update framework agreements lower costs sustainably and stabilise supply.

Frequently asked questions

What is a framework agreement in procurement?

A framework agreement is a long-term contract that fixes prices, terms and delivery conditions for a
defined period. The actual quantities are only realised through individual call-offs. It reduces negotiation
effort and creates planning certainty for both buyer and supplier.

What is the difference between a framework contract and a call-off contract?
The framework contract sets the terms for the overall relationship, while the call-off contract specifies
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individual deliveries under it. In practice, both terms are often used synonymously. What matters is
whether call-off quantities are firmly committed or merely estimated — the contract should regulate this
unambiguously.

How long does a framework agreement typically run?

In practice, terms commonly run between one and three years. For strategic components or capital
goods, longer terms are also usual, often with extension options. A regular review ahead of the contract
renewal is important in order to align prices and conditions with the market.

What risks do framework contracts pose for buyers?

The main risks are market price deviations, supplier dependency and a lack of call-off discipline. If the
market price falls below the framework price, the buyer pays too much; if it rises sharply, the supplier
becomes unwilling to deliver. Price indexation, secondary sources and a defined price deviation
workflow mitigate these risks.

When is a framework agreement not worthwhile?

With highly fluctuating demand, volatile commodity prices or rapidly ageing technologies, a framework
agreement can cost flexibility. With low volumes, the negotiation effort often outweighs the benefits. In
such cases, short-term tenders or open procedures are the better choice.

Which terms belong in a framework agreement?

Core components are prices including price adjustment clauses, payment terms, delivery conditions,
quality requirements and service levels. In addition, volume tiers, audit rights, sustainability
requirements and escalation paths should be regulated. Specific legal wording should be reviewed on a
case-by-case basis.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/rahmenvereinbarungen-im-einkauf



