AMPLIFA PROCUREMENT GLOSSARY

Right to Audit: Correctly Agreeing and Using
Audit Rights in Supply Contracts

The right to audit refers to the contractually agreed right of a buyer to inspect the books, records,
processes and systems of its suppliers or service providers. The audit right creates transparency
on prices, quality, compliance and sustainability along the supply chain. In practice, the specific
drafting of the clause determines whether the right is actually enforceable in a dispute or exists only
on paper.

Key facts

* The right to audit is a contractual audit right against suppliers, service providers or contract
manufacturers.

» Typical audit areas include cost breakdowns, price adjustments, quality, compliance and
sustainability data.

 In practice, audit clauses are frequently combined with notice periods of 10 to 30 working days, an
audit cycle of once or twice a year and a confidentiality agreement.

» Cost allocation varies: where the audit reveals material deviations, suppliers often bear the audit
costs.

* Without a clearly defined scope, access rights and escalation mechanisms, the audit right is barely
enforceable.

* The right to audit complements operational tools such as expediting and supplier audits and is an
integral part of a professional procurement handbook.

Definition: Right to Audit

Right to audit is a contractual clause granting the buyer the right to examine the business records,
systems and processes of the contractual partner. It differs from unilateral auditing within supplier
qualification because it establishes a contractual claim with defined rights and obligations for both
parties. The clause is particularly relevant for long-term framework agreements, cost-plus arrangements,
contract manufacturing and service contracts with complex remuneration models.

Distinction from other audit formats

The right to audit is not the same as a supplier audit under quality standards, nor with operational
expediting, which monitors on-time delivery progress. It must also be distinguished from regular market
observation, which assesses prices and providers externally without gaining insight into the contractual
partner's books. Instead, the audit right targets verifiable internal data of the contractual partner, such
as cost breakdowns, hourly rates, material evidence or certificates.

Typical use cases in procurement

In practice, the right to audit is used mainly in price escalation clauses, indexation, target costing
arrangements and open book accounting. It is equally relevant in subcontractor chains, where the buyer
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needs to know who is actually manufacturing in order to identify risks such as grey market sourcing or
unauthorised relocation. Sustainability and compliance topics, such as a restricted substances list (RSL)
or the verification of ESG data, are also increasingly safeguarded through audit clauses.

Contractual drafting: what the clause must cover

An effective audit clause is more than a single sentence in the master agreement. It must precisely
define scope, procedure, deadlines and consequences, otherwise the audit right gets lost in
negotiations or cannot be enforced in court. The key provisions can be summarised in five building
blocks.

Scope and audit areas

The clause should explicitly specify which records and systems may be audited: cost calculations, wage
and material documentation, quality data, certificates, subcontractor lists and evidence relating to
occupational health and safety and the environment. Additional sites and supplying facilities are often
included where relevant to the contractual performance. Blanket wording such as 'all records' is known
to cause conflicts and should be replaced by a specific catalogue.

Procedure, deadlines and access rights

Common practice is written notification with a notice period of 10 to 30 working days, a limit of once or
twice a year, and an obligation of confidentiality in accordance with a recognised standard. Provision
should also be made for access rights to plants, inspection of digital systems such as the supplier's
supplier portal, and the right to appoint an independent third party (for example an audit and accounting
firm). The clause should also specify which language and which timeframe apply to the provision of
records.

Costs, use of results and consequences

The buyer often bears the audit costs provided no material deviations are found; above a defined
deviation threshold — in practice often around 2 to 5 per cent of the audited volume — the supplier
commonly bears the costs and reimburses overcharges. The clause should also stipulate that audit
results must not be used for discriminatory purposes, but that serious violations may trigger termination
rights and contractual penalties. Legal details such as the admissibility of contractual penalties should
be reviewed on a case-by-case basis.

Methods and practice in auditing

A right to audit only delivers its value through a structured approach. Ad-hoc audits without a plan or
protocol create friction and rarely produce reliable results. A standardised audit process anchored in the
company's procurement handbook has proven its worth.

Planning and notification

It starts with selecting the audit focus: cost structure for escalation clauses, quality data after repeated
complaints, or compliance evidence as part of supplier evaluation. Notification is made in writing with
scope, schedule and participant list, ideally via the established supplier portal so that queries and
responses are documented. A pre-audit questionnaire reduces on-site effort and signals
professionalism.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/right-to-audit



Execution and documentation

During the audit, samples are drawn from defined periods, records are reconciled against the
contractual agreements and deviations are logged immediately. Where measurable audit days apply, for
example for the repeatability of measuring equipment, methods such as Gage R&R are used to make
the measurement system analysis itself reliable. A joint closing meeting is important, in which findings
are confirmed or commented on by the supplier — this prevents later disputes over the audit results.

Follow-up and corrective action tracking

The audit report is given deadlines and owners and integrated into the approval workflow for corrective
actions. Open items are incorporated into supplier evaluation and typically affect the supplier PPM target
as well as future volume allocations. In the event of serious findings, the right to audit can also be a
trigger for supplier consolidation or a re-tender via a request for proposal (RFP).

Key KPIs and metrics around the right to audit

Audit rights can also be managed and measured. The following metrics help assess the effectiveness
and efficiency of the audit process and justify it to management.

Process metrics

Key metrics are the number of audits performed per year, suppliers' adherence to deadlines when
providing records, and the duration from notification to report. In practice, average lead times for smaller
audits are often four to eight weeks. A high proportion of audits completed on schedule indicates that
the right is effectively anchored in framework agreements.

Result metrics

Substantively meaningful metrics are the deviation rate (overcharges identified relative to audited
volume), the proportion of critical findings and the proportion of corrective actions closed on schedule.
The effect on supplier evaluation is also measurable: if the supplier PPM target measurably improves
after a quality audit, this demonstrates the benefit of the process. For compliance and sustainability
audits, ESG risk ratings and metrics based on GRI standards provide additional input for risk
assessment.

Risks and controls: limits of the audit right

The right to audit is not a panacea. It reaches legal, practical and relational limits that buyers must
understand in order to form realistic expectations and take countermeasures.

Legal and contractual limits

Member data, third-party confidential information and legally protected information are not automatically
open to inspection; competition and data protection law may also impose limits. For foreign suppliers,
local legal systems may additionally complicate or effectively nullify foreign audit rights. The clause
should therefore always state that audits are carried out within the bounds of applicable law and refer
disputes to a defined escalation procedure.

Practical hurdles and supplier resistance

Many suppliers grant access only reluctantly, demand lump-sum expense charges or deliver data in an
unusable form. Countermeasures include clear contractual penalties, linking to payment terms in the
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payment schedule and the threat of volume shifts. In practice, the threat of escalation across to one's
own management is often more effective than mere contractual interpretation.

Relationship to supplier partnership

Audits handled too aggressively strain the working relationship and can alienate good suppliers. Risk
segmentation makes sense: the full audit right is reserved for critical and strategic suppliers, while
simple catalogue items are covered by standardised self-declarations via the supplier portal. This
differentiation corresponds to sound market segmentation in procurement and protects the relationship
without compromising transparency.

Current developments: compliance, sustainability and digitalisation

The importance of the right to audit is growing. Supply chain laws, sustainability reporting obligations
and increasingly digital supply chains are expanding the classic focus on cost and quality towards
comprehensive value chain transparency.

Sustainability and supply chain laws

Regulatory requirements demand evidence of labour and environmental conditions across the entire
supply chain — including subcontractors. Audit clauses are the key instrument for demanding and
verifying this evidence. Topics such as a restricted substances list (RSL), recycling and packaging
requirements or the PPWR declaration of conformity for packaging are increasingly safeguarded
through audit rights. The specific reporting and evidence obligations in each case should be reviewed
legally.

Digitalisation of the audit process

Digital supplier portals, shared dashboards and standardised data formats reduce the effort of
traditional on-site audits. Instead of inspecting complete books, many companies agree continuous data
deliveries, for example quality and compliance data via a supplier portal; the physical audit becomes the
exception, triggered by anomalies. Remote audits using video documentation have become established
as a complementary format, but do not replace on-site audits for sensitive topics.

Right to audit along the entire value chain

Increasingly, customers are also demanding downstream audit rights from their suppliers, so that audit
rights are passed along the chain (flow-down clauses). Buyers should therefore check which audit
obligations they themselves bear under customer contracts and pass these on consistently to their own
suppliers. A coordinated approach prevents the same supplier from being audited several times a year
by different auditors — a well-known efficiency problem that can be reduced through joint audits and
supplier consolidation.

Typical metrics

Audit schedule adherence (suppliers): > 90%
Proportion of audits carried out on time or for which records were provided on schedule

Deviation rate: 1-3%
Overcharges identified relative to audited volume; typical benchmark
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Corrective action closure rate: > 90%
Corrective actions from audits closed on schedule

Audit lead time: 4-8 weeks
From notification to final report, depending on audit scope

Practical example

A medium-sized mechanical engineering company procures assemblies from a contract manufacturer
under a cost-plus arrangement with a material surcharge clause. After two years, the complaint rate
rises and material prices appear to be above market level. Under the agreed right to audit, the buyer
demands access to material records, cost calculations and the subcontractor list. The audit reveals an
unreduced material price reduction that was not passed on, as well as the unannounced relocation of
two production steps to a subcontractor without a qualified first approval.

* Audit notification with a defined scope and a 20 working-day notice period via the supplier portal

» Sample-based review of material records and wage documentation covering 18 months by an
external audit firm

* Reimbursement of overcharged material costs and adjustment of the price escalation clause with a
clearly defined reference basis

 Inclusion of subcontractors in the approval workflow and linking the findings to the supplier PPM
target

Conclusion

The right to audit is a powerful but frequently underestimated procurement tool. Its value depends less
on the existence of the clause than on its specific drafting: clear scope, defined deadlines, cost sharing
and consequences in the event of findings. Those who apply audit rights on a risk-based basis,
supported digitally and integrated into supplier evaluation and the procurement handbook, gain
transparency without damaging the partnership. In times of growing compliance and sustainability
requirements, the audit right is evolving from a cost issue into an indispensable control instrument for
the entire supply chain.

Frequently asked questions

What does the right to audit mean in procurement?

The right to audit is a buyer's contractual right to inspect the books, records, processes and systems of
a supplier or service provider. It is typically agreed in framework agreements, cost-plus arrangements
and service contracts. Its purpose is to provide transparency on costs, quality and compliance, and to
protect against overhilling.

What should a right-to-audit clause contain?

Key elements are the defined scope of auditable records, notice and audit deadlines, access rights
including subcontractors, confidentiality, cost sharing and consequences in the event of deviations. The
admission of independent third parties and an escalation procedure should also be included in the
clause. Without these details, the audit right is often hardly enforceable in practice.

How often can aright to audit be exercised?

In practice, once or twice a year per contractual partner has become established, supplemented by
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for-cause audits where anomalies arise, such as elevated complaint or PPM figures. More frequent
audits should only be agreed where there are serious findings or a specific contractual justification. The
exact frequency is a matter of negotiation and depends on the supplier's risk profile.

Who bears the cost of an audit at the supplier?

It is customary for the buyer to bear the audit costs provided no material deviations are found. Above a
defined threshold — often around 2 to 5 per cent of the audited volume — the supplier commonly bears
the costs in practice and reimburses any overcharges. The specific arrangement should be expressly set
out in the contract.

Can a supplier refuse the audit right?

Where the clause is clearly worded, a unilateral refusal generally constitutes a breach of contract and
may trigger termination rights or contractual penalties. However, limits arise from legally protected
information, data protection and third-party confidentiality, as well as in foreign legal systems. Disputes
should be resolved via an escalation procedure defined in the contract; legal questions must be
examined on a case-by-case basis.

What role does the right to audit play in sustainability and compliance?

Supply chain laws and sustainability reporting obligations require evidence of labour, environmental and
product standards along the supply chain, which can only be verified through contractual audit rights.
Audit clauses cover topics such as a restricted substances list, declarations of conformity or ESG data.
The specific obligations in each case should be reviewed legally.
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