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AMPLIFA PROCUREMENT GLOSSARY

Spot Purchase vs. Framework Agreement:
Getting Demand Coverage Right in
Procurement
Spot purchases and framework agreements are two fundamental forms of demand coverage in

industrial procurement. With a spot purchase, demand is procured case by case on the market,

whereas a framework agreement bindingly fixes terms and volume corridors for a longer period.

The choice between the two instruments has a considerable influence on price, supply security,

flexibility and administrative effort. This article explains the definitions, decision criteria, KPIs and

risks of both procurement routes.

Key facts
• A spot purchase means case-by-case procurement at the prevailing market price, typically without

long-term commitment.

• A framework agreement secures terms, volumes and delivery conditions over a defined period,

usually 12 to 36 months.

• The choice depends on demand continuity, market situation, criticality of the material and price

volatility.

• In practice, often 20 to 80 per cent of demand is handled via framework agreements, depending on

the material group.

• Hybrid models, such as partial volumes under a base contract supplemented by spot purchases,

combine price stability and flexibility.

• A core task of procurement is to systematically and periodically assess the spot and contract share

for each material group.

Definition: Spot Purchase and Framework Agreement
Both terms describe fundamental procurement strategies with different commitment and risk profiles.

Spot Purchase: Short-Term, Flexible, Market-Oriented

A spot purchase is a one-off, demand-driven procurement: the buyer orders exactly the quantity

currently required, typically via a Request for Quote (RFQ) to several suppliers. The price results from

the prevailing market situation; there are no long-term obligations. Spot purchases are suitable for

sporadic demand, spare parts, pilot quantities or strongly fluctuating goods where the current price

affordability of the market is to be exploited. The administrative effort per order is high, as each

transaction must be re-enquired, compared and processed.

• No or low delivery obligation on either side

• Transparent price at every procurement point in time

• High process and review effort per transaction
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Framework Agreement: Long-Term Secured Terms

A framework agreement (Framework Agreement or Blanket Order) fixes prices, price adjustment

mechanisms, volume corridors, delivery times and conditions for a period of typically one to three years.

Acceptance takes place via call-off orders or release orders, often without renewed price negotiation.

For critical material groups with constant demand, the framework agreement significantly reduces effort

and secures availability. In addition, supplier agreements such as a Master Service Agreement (MSA)

govern service components, audit rights and liability issues.

• Binding terms with a defined term

• Call-off via blanket orders with reduced PO cycle time

• Planning certainty for supplier and requisitioner

Distinction from Call-off and Individual Contracts

In practice, the terms are often used interchangeably. The individual contract covers exactly one defined

quantity and service, the framework agreement only the terms, while call-offs bind the actual quantities.

The blanket order in the ERP system is the operational counterpart to the framework agreement and

allows releases up to a total volume or value limit. It is important to clearly document whether volumes

are bindingly committed or merely callable – this can result in different liabilities and lead-time

obligations.

Methods and Approach: Deciding between Spot and Framework
The choice of procurement route should not be made ad hoc, but specifically per material group and on

a data-driven basis.

Material Classification as the Starting Point

The basis is an ABC-XYZ analysis across the relevant material groups: ABC classifies by value

significance, XYZ by demand continuity. C-Z items with low value and constant demand are suitable for

blanket orders with automatic call-off logic, high-value X and Y items for negotiated framework

agreements. Z items with erratic demand typically remain in the spot business. The classification should

be updated at least annually, as demand structures shift.

Market and Price Analysis

In volatile commodity markets, such as for metals, plastics or energy, the spot market is often cheaper

when prices are falling – but it carries upward potential. Should-costing helps to determine a derived

target price and to check whether a framework terms package is fair. For larger awards, a structured

Request for Quote (RFQ) with documented price breakdown is helpful. A sound savings pipeline

emerges when it is clearly defined for each material group which share is negotiated and which remains

spot-based and flexible.

Hybrid Strategies and Stockpiling

Many companies combine both routes: a base framework agreement secures around 60 to 80 per cent

of expected demand, the remainder is procured on a spot basis. A stockpiling strategy complements this

structure when delivery tolerances are tight or price peaks are expected. The safety capacity at the

supplier as well as coordinated delivery concepts (just-in-time, consignment, VMI) influence how much

contractual security is actually needed. Synchronisation with the S&OP cycle ensures that demand

forecasts and contract volumes match.
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Key KPIs for Spot and Contract Procurement
Without metrics, the right mix cannot be steered. Key metrics relate to costs, process speed and

delivery reliability.

Cost and Process Metrics

The spot quota shows which share of purchasing volume is procured outside contracts – a high value

indicates missed levers. PO cycle time measures the lead time from demand notification to order

dispatch; framework call-offs are typically considerably faster here than spot enquiries. Price variance

against the should-costing target and the realisation of the savings pipeline show whether the chosen

strategy is economically viable.

Delivery and Risk Metrics

Delivery reliability (OTIF) and delivery times differ depending on the procurement route: framework

suppliers with coordinated delivery concepts frequently achieve OTIF values above 95 per cent in

practice, while spot deliveries fluctuate more here. Also relevant are contract utilisation (call-off quota

within the volume corridor) and the number of emergency-driven spot purchases, which are considered

an early indicator of supply chain problems. These metrics can largely be captured automatically with

e-procurement.

Risks and Controls in Spot Purchases and Framework Agreements
Both procurement routes have specific weaknesses that can be managed with appropriate controls.

Risks of the Spot Purchase

Spot purchases are prone to price drift, insufficient supplier vetting and ad hoc quality problems, as

there is no time for audits. Before every spot deal, a short credit check should be carried out; for higher

volumes or advance payments, a bank guarantee/ Surety bond can serve as security. Cyber risk at the

supplier and lack of audit rights are also frequently unchecked in the spot business. Minimum standards

help: approved supplier list, thresholds for spot volumes, documented price comparisons.

Risks of the Framework Agreement

Framework agreements can create cost disadvantages if market prices fall but the terms remain rigid.

Price adjustment clauses with indexation, reopening clauses and defined renewal mechanisms mitigate

this risk. Further dangers: volume shortfall with price-increase threats, supplier dependency, outdated

specifications and insufficient audit rights. A scenario planning exercise on risk – for example regarding

volume or price fluctuations – before contract conclusion makes dependencies visible.

Contractual Safeguards

Essential contract components are volume corridors with over- and under-delivery tolerances, price

adjustment formulas, Incoterms (for example Incoterms CIP for insurance-friendly transport handling),

payment and hedging instruments such as reverse factoring for supplier financing, as well as quality and

audit agreements. For service-related deliveries, a Master Service Agreement (MSA) adds provisions on

service levels, warranty and liability caps. Legal details should be reviewed on a case-by-case basis by

legal counsel.
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Current Developments: Volatile Markets and Digital Procurement
Market volatility, supply chain pressure and digitalisation are noticeably changing the handling of spot

and contract business.

Volatility and Resilience

Since the supply shortages of recent years, resilience has gained in importance: instead of maximum

cost reduction, delivery capability and diversification are coming to the fore. Cross-functional sourcing

brings together procurement, production, logistics and development to define appropriate spot-contract

mixes for critical material groups. A regular make-or-buy analysis complements the perspective by

clarifying which services should be procured externally at all and which should potentially be

consolidated internally.

Digitalisation and Faster Decisions

E-procurement automates framework call-offs and standardises spot enquiries, which noticeably

shortens PO cycle time. Digital marketplaces and dynamic RFQ processes make it possible to handle

spot business faster and more transparently. Concepts of agile procurement transfer iterative

approaches to sourcing cycles: short review loops, rapid price and supplier checks, continuous

adjustment of strategy per material group. Supplier energy audits and sustainability criteria are

increasingly finding their way into spot processes as well.

Typical metrics
Spot Quota: < 30% of volume
Share of purchasing volume outside framework agreements; define a target value per material group

PO Cycle Time (framework call-off): 1–3 working days
Typical benchmark; spot enquiries take considerably longer in practice

Delivery Reliability (OTIF): > 95%
Framework suppliers with coordinated delivery concepts frequently achieve higher values than spot deliveries

Contract Utilisation: 80–100% of the volume corridor
Call-off quota within the agreed tolerances; under- or overrun often triggers price negotiations

Practical Example
A mid-sized mechanical engineering company procured standard sheet metal and bought-in parts

predominantly on a spot basis. The spot quota was around 70 per cent, PO cycle time was long, and

piece costs rose significantly at commodity price peaks. Following an ABC-XYZ analysis across all

material groups, the company introduced framework agreements for high-value X and Y items and kept

Z items in the spot business.

• Framework agreements with volume corridors and index clauses for the most important material

groups

• Spot share deliberately reduced to less than 30 per cent of volume, remaining demand handled

flexibly

• Approved supplier list with credit checks and defined thresholds for spot purchases

• Automated framework call-offs via e-procurement, synchronised with the S&OP cycle
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Conclusion
Spot purchases and framework agreements are not either-or, but two instruments of a graduated

procurement strategy. The right mix results from demand structure, market situation and criticality of the

material groups – ideally supported by ABC-XYZ analysis, should-costing and ongoing metrics. Spot

purchases bring flexibility and market proximity, framework agreements provide planning certainty and

process speed. Hybrid models with a deliberately managed spot share have proven themselves many

times in practice. Crucial is the regular review of the mix, because demands and markets change

continuously.

Frequently asked questions

When is a spot purchase better than a framework agreement?

A spot purchase is suitable for sporadic or unpredictable demand, for falling market prices, and for

low-criticality materials. It is also often the right choice for first and pilot quantities. Disadvantages are

the higher negotiation effort per transaction and lower supply security.

What is the difference between a framework agreement and a blanket order?

The framework agreement is the contractual basis that defines terms, duration and volume corridors.

The blanket order (framework order) is the operational representation in the ERP system through which

call-offs or release orders are triggered. Contractually, the provisions of the framework agreement apply

to every call-off unless otherwise stipulated.

Which KPIs show whether the spot and contract mix is right?

Key metrics are spot quota, PO cycle time, on-time in-full delivery (OTIF), call-off quota within the

volume corridor, and price variance from the should-costing target. A high spot share with constant

demand indicates missed consolidation potential. These KPIs can largely be captured automatically with

e-procurement.

Are framework agreements legally binding for both parties?

It depends on the design: volumes may be bindingly committed or only callable, which creates different

obligations. Clear wording on acceptance obligations, tolerances and lead times is important. The

specific legal assessment should be carried out on a case-by-case basis by specialist lawyers.

What percentage of purchasing volume should run through framework agreements?

There is no universal target figure. In practice, depending on industry and material group, often 20 to 80

per cent of volume runs through framework agreements. What matters is demand continuity, market

dynamics and criticality – therefore the target value should be defined per material group and reviewed

regularly.

How do you secure spot suppliers without elaborate audits?

Proven measures include an approved supplier list, thresholds for spot volumes, a simple credit check

and documented price comparisons. For advance payments or higher amounts, a bank guarantee/

Surety bond can provide protection. For recurring spot demand, transferring the business into a

framework agreement is recommended.


