AMPLIFA PROCUREMENT GLOSSARY

Framework Agreement: Flexibility and
Planning Security in Industrial Procurement

A framework agreement is a long-term arrangement between buyer and supplier that sets out
terms, prices and delivery conditions for future call-off deliveries without committing to specific
guantities in advance. It is the industrial standard in B2B procurement for recurring demand and
forms the contractual foundation for a reliable supply chain. For buyers, it reduces effort per order,
creates planning security and strengthens the negotiating position vis-a-vis suppliers.

Key facts

* A framework agreement binds only terms and condition frameworks, not specific quantities —
purchases remain call-offs.

» Typical terms in practice range from 12 to 36 months.

« Common variants are the volume framework agreement, call-off contract and consignment
framework agreement.

« Minimum off-take quantities and planning percentages determine the risk buyers take on.
« Key metrics are delivery performance, complaint rate and supplier status.

- Digital contract management reduces blind spots regarding terms, price adjustments and priority
rights.

Definition: Framework Agreement

A framework agreement is a contractual arrangement that extends over a defined period but defers the
acquisition of specific goods or services to future individual call-offs. It thus establishes fundamental
terms while leaving the scope of individual transactions open. Under German contract law, it is often
governed by Section 796 of the German Civil Code (BGB) or implemented via order and call-off
mechanisms.

Distinction from Individual Contract and Call-off Contract

An individual contract covers a specific delivery with a defined quantity and delivery date. A framework
agreement, by contrast, sets price, terms, target quantities and framework conditions, while off-take
quantity and call-off timing remain open. The call-off contract is the most common variant: it links a
framework arrangement to concrete call-offs triggered by the buyer on a project- or production-related
basis.

Legal Basis

In practice, framework agreements are usually structured as obligations-based contracts under the law
of contract that become effective through unilateral exercise of the off-take function. They frequently
include minimum and maximum off-take quantities, planning percentages (e.g. 70% planning security 6
months in advance) as well as termination and adjustment clauses. Tax and accounting treatment
should be reviewed on a case-by-case basis.
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Types of Framework Agreements in Industrial Procurement

The framework agreement is not a single, uniform contract type, but an umbrella term for various
variants with different risk allocations between buyer and supplier.

Volume Framework Agreement

Under a volume framework agreement, the buyer fixes a total quantity for the contract period, which is
drawn down over time. The supplier calculates on the basis of this guaranteed quantity and sets price
and volume tiers. For the buyer, this creates an off-take risk if demand falls below the confirmed
guantities — offset by significantly better terms.

Call-off Contract

Under a call-off contract, no binding total quantity is agreed, only an anticipated demand. The buyer
draws down individual quantities as needed. This variant minimises the buyer's volume risk, but often
leads to less attractive prices and lower production planning security for the supplier.

Consignment Framework Agreement

Under a consignment framework agreement, the supplier takes an active role in inventory management:
it replenishes autonomously on the basis of joint forecasts and holds defined stock levels or
replenishment quantities. This variant is typical for series and carrier parts with high demand stability
and tightly integrated processes, as found in the automotive environment.

Methods and Approach for Framework Agreement Preparation

Concluding a framework agreement should be based on a sound strategic analysis — not solely on the
goal of consolidating order volume. Otherwise, buyers risk mishandling foreseeable market dynamics.

Demand Analysis and Item Bundling

The starting point is a bottleneck analysis and ABC analysis of the relevant items: minor price
advantages combined with high demand stability justify different contract models than critical items with
high supply risk. The commodity strategy determines which item groups are bundled into framework
agreements — for example by consolidating onto a few suppliers or by tendering as a bidding consortium
with multiple purchasers.

Preparing Enquiry and Price Calculation

Before concluding a framework agreement, meaningful volume data, demand forecasts and
specifications must be prepared. In practice, a structured pre-qualification of potential suppliers has
proven effective, so that enquiries are addressed only to capable suppliers. A quality screening via
defined quality gates and a series release process before contract signature significantly reduces later
complaint rates.

Negotiation and Contract Design

Typically negotiated are price-smoothing clauses, minimum off-take quantities, planning percentages,
maximum off-takes and indexation clauses in cases of material price volatility. Clear provisions on
priority rights during supply peaks and a governance for change requests are important. For critical
components, a bank guarantee is recommended as security for advance payments or warranty claims.
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Key KPIs for Managing Framework Agreements

Framework agreements depend on continuous monitoring. Without regular performance measurement,
terms and service levels often drift apart unnoticed over time.

Delivery and Quality Performance

Delivery performance (e.g. on-time delivery in percent) and the complaint rate are the key metrics. In
practice, on-time delivery above 98% and a complaint rate below 500 ppm are considered a solid
reference — however, the specific target values should be agreed by industry and part.

Volume and Terms Compliance

In addition, utilisation of the framework volume, compliance with agreed volume tiers and the
implementation of price adjustments are monitored. For consignment framework agreements, metrics
on inventory security and the economic order quantity (EOQ) are relevant to balance inventory costs
and availability. A regular supplier status (e.g. A, B or C supplier) based on these KPIs governs further
collaboration.

Risks and Controls in Framework Agreements

Framework agreements create reliability, but harbour specific risks that must be actively managed —
especially over long terms and in volatile markets.

Volume and Price Risks

Excessive minimum off-take quantities lead to inventory or write-off risks if demand collapses.
Quantities set too low weaken the negotiating position in the next award. Material and commaodity price
volatility require index clauses or defined adjustment mechanisms to cushion unexpected cost jumps.

Dependency and Quality Risks

Consolidation onto a few framework agreement partners increases supply dependency. A risk heatmap
and ongoing category governance help identify critical dependencies early. Quality risks are addressed
through contractually agreed SPC requirements, Cpk/process capability requirements and documented
complaint notifications with defined response times.

Controls and Contract Governance

An annual contract and performance review with defined escalation paths has proven effective. Digital
contract management monitors terms, termination deadlines and price adjustments automatically and
prevents premature renewals. Open-book calculation and transparent product costing can additionally
secure the traceability of prices over the term.

Current Developments in Framework Agreements

Framework agreements are being transformed by digitalisation, sustainability requirements and more
dynamic markets. Buyers should actively incorporate these trends into contract and terms design.

Digitalisation and Automation

Digital platforms and connectors automate call-offs, availability information and performance
measurement. This reduces transaction costs and enables tighter replenishment models. At the same
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time, demands on data quality and system integration increase on both sides.

Sustainability and CO2e in the Framework Agreement

Sustainability requirements such as CO2e disclosures, ESG requirements and supply chain due
diligence obligations are increasingly finding their way into framework agreements. In practice, emission
values, proof of origin or audit obligations are defined as contractual annex provisions. Buyers should
set out clear stipulations on documentation obligations and consequences in case of violations.

Volatility and Flexible Contract Models

Supply chain disruptions and commaodity price volatility have increased demand for more flexible models
— for example with variable planning percentages, option quantities or graduated price indexation. The
trend is moving away from rigid terms towards models with defined re-negotiation mechanisms and
continuous category governance.

Typical metrics

Delivery Performance (on-time delivery): > 98 %
Solid benchmark for series parts; critical A-parts should be set higher.

Complaint rate: <500 ppm
To be calibrated by industry and part; reference from automotive practice.

Framework agreement utilisation: 85-95 %
Significant under-utilisation indicates volume forecasting errors or shifts in demand.

Planning security (firm forecast): 70-80 %
Typical firm planning percentages 3—6 months in advance.

Practical Example

A medium-sized mechanical engineering company previously procured sheet metal cutting parts via
hundreds of individual purchase orders per year from several suppliers, resulting in inconsistent terms
and high administrative burden. Procurement consolidated the volume with two suppliers and concluded
two call-off contracts with a 24-month term, graduated volume tiers and defined planning percentages.

« Before: Structured pre-qualification and series release process for all potential framework agreement
partners.

« Pricing: Volume tiers with target corridors and annual index adjustment based on publicly available
steel indices.

* Operational: Replenishment model for ramp-up items with defined minimum stocks at the supplier.

« Performance: Monthly monitoring of delivery performance and complaint rate, plus an annual
supplier status review.

Conclusion

In industrial procurement, the framework agreement is the central instrument for mapping recurring
demand efficiently, predictably and at stable terms. However, its success depends less on the
conclusion than on continuous management: sound volume data before award, clear provisions on
volume and price risks, and ongoing performance monitoring are decisive. Those who set up framework
agreements strategically on the basis of a commodity strategy and category governance reduce
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transaction costs while strengthening the supply chain. Supplemented by digital contract management
and structured supplier development, the framework agreement evolves from a mere contract into an
active procurement steering instrument.

Frequently asked questions

What is a framework agreement?

A framework agreement is a long-term arrangement between buyer and supplier that sets out terms,
prices and delivery conditions without committing to specific quantities. Concrete purchases are made
via separate call-offs. It is the standard in industrial B2B procurement for recurring demand.

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

A framework agreement is the umbrella term for long-term terms-and-conditions agreements. A call-off
contract is a specific variant in which the buyer draws down individual quantities as needed, without
guaranteeing a binding total quantity. Further variants are the volume framework agreement and the
consignment framework agreement.

What are the benefits of a framework agreement for buyers?

Framework agreements reduce the administrative effort per order, create price and planning security,
and strengthen the negotiating position through bundled volumes. Suppliers gain planning security and
can often offer better terms as a result. At the same time, the effort for recurring enquiries and awards
decreases.

What are typical risks with framework agreements?

Key risks are excessive minimum order quantities when demand collapses, material price volatility
without index clauses, and increased supply dependency through consolidation. Quality risks over long
contract terms also play a role. These can be reduced through volume tiers, indexation, risk heatmap
analyses and defined quality gates.

How long does a framework agreement typically run?

In practice, terms typically run between 12 and 36 months. For critical components or long ramp-up
phases, longer terms with re-negotiation mechanisms are also common. The term should match
demand stability and the market dynamics of the procured items.

What should be included in a framework agreement?

Typical components are term, price and volume tiers, minimum and maximum off-take quantities,
planning percentages, delivery and quality metrics such as delivery performance and complaint rate,
escalation paths, and provisions on price adjustments. In addition, ESG and documentation obligations,
quality gates and supplier status reviews are often included as annex provisions.
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