AMPLIFA PROCUREMENT GLOSSARY

Raw Material Surcharge: systematically
mastering raw material surcharges in
procurement

Raw material surcharge refers to a price surcharge itemised separately by the supplier that passes
fluctuations in raw material costs through to the end product. In practice, the term is encountered
mainly in framework agreements and price sliding clauses in the metal- and plastics-processing
supply industry. For technical buyers, the raw material surcharge is a central steering instrument
that creates price transparency but also generates negotiation and control effort. Those who
regulate surcharge mechanisms cleanly in contracts and monitor them systematically turn a price
risk factor into a calculable cost item.

Key facts

* A raw material surcharge is a surcharge calculated separately by the supplier to compensate for raw
material cost fluctuations.

» Typical calculation bases are index values for aluminium, steel, copper or plastic granulates.

* In practice, a raw material share of 30 to 60 per cent of the product value is often agreed as the
calculation basis.

» Surcharge adjustments are typically made monthly or quarterly based on publicly accessible
exchange or association indices.

« Contractually decisive are the index definition, cut-off logic, offsetting mode and the obligation to
provide supporting evidence.

« Without a benchmarking clause and audit rights, there is a risk of one-sided surcharge increases by
the supplier.

Definition: Raw Material Surcharge

The raw material surcharge is a contractually agreed, usually percentage-based or volume-dependent
price component with which suppliers pass short-term raw material price changes on to customers. It is
itemised separately from the actual product price and regularly adjusted to an index or market price.

Distinction from fixed price adjustments

Unlike a general price increase, the raw material surcharge is mechanically coupled to a defined raw
material index. This distinguishes it from flat-rate mark-ups that suppliers demand without any objective
basis. For procurement, the advantage lies in traceability: when the index rises, the surcharge results
arithmetically; when it falls, the surcharge must be reduced accordingly.

Typical raw materials and indices

Typically affected are aluminium, steel, stainless steel, copper, brass as well as engineering plastics
such as polyamide or ABS. In practice, exchange quotations, association average values or established
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market indices serve as references. The contract must name the index precisely, specify the published
source and stipulate which period average is decisive.

Methods and approach for contract design

A functioning raw material surcharge is not created after the fact but during the quotation and contract
phase. Buyers should define the mechanism already in the request for quotation and actively shape it in
negotiations.

Defining the contract components

Central elements are the index definition with source and calculation formula, the agreed raw material
share of the product price, the adjustment frequency and a threshold arrangement. A threshold
arrangement stipulates the percentage deviation at which an adjustment is triggered at all, typically from
three to five per cent. In addition, it should be regulated whether the surcharge applies unilaterally or is
adjusted symmetrically in both directions.

Cut-off and offsetting logic

Of practical relevance is the point in time to which the index refers: order date, order confirmation date,
delivery date or monthly average lead to different outcomes. Buyers often strive for an earlier cut-off
date to ensure plannability. With long lead times, it is also advisable to regulate whether stock on hand
freezes the surcharge basis or not.

Agreeing evidence and audit rights

The supplier should be obliged to substantiate the calculation basis with raw data. An audit right over
order documents and a benchmarking clause allow procurement to reconcile the surcharge against
market and competitor prices. This makes it possible to identify whether a surcharge actually only
reflects raw material costs or operates with hidden profit margins.

Key KPIs and controlling of the raw material surcharge

Without measurable control, the surcharge mechanism quickly loses its transparency. Buyers should
monitor the raw material surcharge like an independent cost item.

Key figures for surcharge management

The basis is a continuous recording of surcharge line items by supplier, material class and period.
Important are the level of the surcharge relative to the product price, index compliance and the
difference between the agreed and invoiced surcharge. Deviations above tolerance indicate either
calculation errors or price manipulation and trigger complaint processes.

Integration into sourcing decisions

The surcharge is also an evaluation criterion in supplier selection. Within e-sourcing and quotation
comparisons, the effective total price including the surcharge mechanism should be evaluated, not just
the net price. In spot purchases vs. framework agreements, the surcharge arrangement plays a decisive
role: framework agreements benefit from stable index rules, spot business from short-term market
prices.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/raw-material-surcharge



Risks and controls in surcharge management

The greatest economic benefit arises not from the surcharge arrangement itself but from its consistent
control over the contract term.

Typical risks

Common problems are one-sided adjustments, incorrect index values, asymmetrical mechanisms that
only pass on increases, and a high administrative workload with many line items. There is also the risk
that surcharges are not reversed after the end of price peaks. Risk also arises internally: if calculation
and sales are unaware of the surcharge dynamics, contribution margin losses with the company's own
customers loom.

Control and governance measures

Effective controls are periodic index reconciliations in the system, defined verification obligations prior to
invoice approval and clear escalation paths for deviations. The procurement compliance policy should
stipulate who may negotiate surcharge mechanisms and what documentation is required. In supplier
lifecycle management (SLM), the surcharge arrangement belongs in regular contract reviews; with
set-off agreements, overpaid surcharges can be offset against open claims.

Shaping the supplier relationship fairly

Surcharges are not merely a defensive instrument: suppliers who have to absorb extreme raw material
shocks run into liquidity bottlenecks or stop deliveries. A balanced mechanism with thresholds, caps and
symmetrical effect stabilises the partnership and is part of forward-looking risk management.

Current developments: sustainability, volatility and digitalisation

Raw material markets have become noticeably more volatile in recent years. At the same time,
sustainability requirements and digital tools are changing surcharge management.

Sustainability-related surcharge components

Surcharges for recycled raw materials or CO2-related mark-ups are increasingly being discussed, for
example in the context of SBTi targets and the Science Based Targets initiative. Suppliers with an
ambitious supplier code of conduct can receive incentives for material substitution and packaging
reduction via side agreements. Buyers should make a clean distinction here: sustainability mark-ups are
not a raw material surcharge in the narrower sense and require their own contractual basis.

Digitalisation and automation

In modern procurement systems, index values are read in automatically and surcharge line items
recalculated periodically. This significantly reduces manual verification effort and makes deviations
immediately visible. Prerequisites are clean master data management, such as the stored index tie-in
per material number, and functioning catalogue compliance so that surcharges are not swallowed
indirectly via catalogue prices.

Negotiation and operations: surcharges in day-to-day business

The raw material surcharge accompanies procurement throughout the entire sourcing cycle, from the
request for quotation to invoice verification. Its practical benefit depends on how consistently buyers
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integrate the mechanism into operational processes.

Surcharges in RFQ and award

Already in the request for quotation, a standardised surcharge structure should be demanded so that
guotations remain comparable. In supply market research, this helps identify potential suppliers that
offer transparent pricing logic. When evaluating quotations, the surcharge must be included in the total
cost calculation; the optimal order quantity and safety capacity can be planned better with
volatility-dependent prices when the surcharge dynamics are known.

Invoice verification and error culture

In day-to-day business, the surcharge is invoiced, checked and, where necessary, objected to. An
established early payment discount process and clear payment terms also affect the offsetting logic:
whoever claims overpaid surcharges back only months later weakens their own negotiating position.
Complaints should be raised quickly and objectively, with clear reference to the index, cut-off date and
formula.

Surcharges as a negotiating lever

Surcharge mechanisms can also be used actively: whoever demands symmetrical reversals during
phases of falling raw material prices achieves price advantages without renegotiation. In crisis phases, a
cap on the surcharge can be traded against longer commitments or better terms. In this way, the
surcharge turns from a risk into a steering instrument for the company's procurement objectives.

Typical metrics

Surcharge ratio (surcharge as a share of the product price): typically 5-15 %
Benchmark value in the supplier industry; should be documented by material class.

Index compliance rate: > 95 %
Share of line items invoiced exactly according to the agreed index formula.

Symmetry rate: 100 %
Share of contracts with adjustment in both directions.

Invoice verification deviation rate: <2 %
Share of deviating surcharge invoices; a higher value indicates verification deficiencies.

Practical example

A medium-sized mechanical engineering company sourced aluminium die-cast parts at fixed prices for
years. After a period of sharp raw material price increases, the supplier demanded flat-rate increases
that could not be substantiated. Procurement then introduced a structured raw material surcharge and
negotiated new surcharge mechanisms with three suppliers.

» Agreement of an index tie-in to a public aluminium price with a monthly period average.

» Fixing of a raw material share of 45 per cent of the product price with symmetrical adjustment from a
four per cent deviation.

 Introduction of a monthly index reconciliation in the procurement system with automated deviation
checks prior to invoice approval.

 Integration of the surcharge mechanism into the annual supplier evaluation and into the
benchmarking clause of the framework agreement.
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Conclusion

The raw material surcharge is a proven instrument for fairly distributing raw material price risks between
customer and supplier. However, its value only emerges through precise contracts, unambiguous index
definitions and consistent control over the term. Buyers should manage the surcharge as an
independent cost item, monitor it in key figures and use it actively in negotiations. Those who enforce
symmetrical mechanisms, thresholds and audit rights protect not only their own margin but also stabilise
the supplier relationship. In interplay with risk policy, supplier evaluation and digital procurement
systems, the raw material surcharge thus turns from an uncertainty factor into a plannable steering
element.

Frequently asked questions

What does raw material surcharge mean?

A raw material surcharge is a surcharge itemised separately by the supplier that passes raw material
cost fluctuations through to the product. It is usually calculated as a percentage of a defined raw
material share of the product price and is regularly adjusted to an index. In this way, the supplier
separates the stable manufacturing calculation from the volatile raw material component.

How is a raw material surcharge calculated?

Typically, the surcharge is calculated by multiplying the agreed raw material share of the product price
by the percentage change in the index. The decisive factors are the index source named in the contract,
the relevant period average and any thresholds. In practice, the raw material share is often between 30
and 60 per cent of the product value.

Must a raw material surcharge be symmetrical?

There is no statutory requirement for symmetry; the design is a matter of negotiation and may vary
depending on market conditions and bargaining power. However, buyers should push for symmetrical
mechanisms so that falling raw material prices automatically lead to surcharge reductions. Asymmetrical
arrangements are a common negotiating mistake and lead to structural price disadvantages in the long
term.

Which raw materials are typically affected?

Typically affected are metals such as aluminium, steel, stainless steel, copper and brass, as well as
engineering plastics such as polyamide or ABS. Electrolytic and precious metals in the electronics
industry are also sometimes handled via surcharge mechanisms. The choice of raw material should
closely reflect the actual material composition of the product.

How can procurement control raw material surcharges?

Important controls include periodic index reconciliation, defined verification obligations prior to invoice
approval and an audit right over the supplier's supporting evidence. In addition, a benchmarking clause
has proven effective for comparing the surcharge with market and competitor prices. Excessive or
incorrectly calculated surcharges can be offset or reduced via set-off mechanisms.

What is the difference between a raw material surcharge and a price escalation clause?

A raw material surcharge is tied to a specific raw material index and is recalculated regularly, usually
automatically. A price escalation clause, by contrast, allows a negotiation on the overall product price,
often only after defined criteria or trigger events. Surcharges offer greater transparency and continuity,
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but in turn require more administrative control.
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