AMPLIFA PROCUREMENT GLOSSARY

Termination for Cause: Contractual
termination for good cause in supplier
management

Termination for Cause refers to the extraordinary termination of a supply or framework agreement
for good cause, for example in the event of a material breach by the supplier. For procurement
professionals it is one of the most far-reaching instruments in supplier management and requires a
sound contractual basis and documented evidence. The term originates in Anglo-American contract
law and is now frequently found in international supply chain contracts with a DACH connection.

Key facts

* Termination for Cause permits the immediate termination of a contract in the event of a material
breach, without observing an ordinary notice period.

* As arule, a clearly defined breach is required, such as repeated breaches of delivery reliability,
quality defects or the supplier's insolvency.

* In most cases the contract requires a prior warning and cure process (cure period) with an
immediate-termination threat.

« Under German law, Termination for Cause corresponds to extraordinary termination for good cause;
its admissibility must be assessed on a case-by-case basis.

+ After termination, transitional obligations typically arise, such as fulfilment of delivery call-offs, return
of tools and documentation, and knowledge transfer.

* A poorly documented termination can trigger the supplier's claims for damages — diligence and
evidence preservation are decisive.

Definition: Termination for Cause

Termination for Cause is the contractually governed termination of a contractual relationship due to a
material breach of duty by the other party. It contrasts with Termination for Convenience, where the
customer terminates without any breach for strategic reasons. In a procurement context it usually
concerns framework agreements, long-term supply contracts or supply-of-goods contracts with critical
suppliers.

Distinction from ordinary termination

Ordinary termination follows contractually agreed notice periods and can be exercised without any
particular reason. Termination for Cause, by contrast, applies extraordinarily and immediately where
good cause exists. Contracts frequently expressly define which breaches count as 'material’, such as
delivery delays exceeding a defined threshold, repeated quality deviations or breaches of compliance
requirements.

< Ordinary termination: subject to notice periods, no grounds required
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» Termination for Cause: immediate, grounds must be provable
« Termination for Convenience: without breach, often with compensation arrangements

Legal context in the DACH region

For contracts governed by German law, Termination for Cause corresponds to extraordinary termination
for good cause under 88 314, 323 of the German Civil Code (BGB). Internationally agreed clauses from
common-law contracts cannot be adopted without restriction, as courts scrutinise the requirements for
validity strictly. Contracts should therefore harmonise clauses with German or applicable national legal
provisions. The legal assessment in each individual case should always be reviewed by a qualified
expert.

Triggering events and contractual basis

Which events justify a Termination for Cause depends on the contract wording. However, established
categories can be typified and should be expressly named in contracts so that disputes over the severity
of a breach are avoided.

Typical breaches of contract

Frequently cited triggers are persistent breaches of delivery reliability with a high backorder rate, serious
quality defects despite triggered 8D reports, the supplier's insolvency or suspension of payments, and
breaches of ethics, environmental or export control requirements. Refusal of audit and information rights
can also be contractually defined as a termination ground.

« Critical delivery delays exceeding defined thresholds

* Unresolved serious quality deviations

 Insolvency, suspension of payments or financial collapse

« Compliance breaches (corruption, export control, ESG requirements)
« Unattributable confidentiality or data protection breaches

Cure period and warning notice

Many contracts provide for a cure period in which the supplier can remedy the defect, typically between
ten and thirty days. The buyer must formally notify the breach in writing, specify the infringement
concretely and set the period clearly. Without a documented warning notice, a subsequent immediate
termination is frequently invalid under German law, as it forms part of the proportionality assessment.

Clause quality as a success factor

A robust Termination-for-Cause clause defines measurable triggers, refers to the applicable law, and
governs transitional services and data protection consequences. Good contracts additionally contain a
force majeure clause and differentiate between curable and incurable breaches. Buyers should review
clauses regularly with the legal department and adapt them to current requirements.

Methods and approach in the termination process

An effective Termination for Cause follows a structured, documented process. Haste without evidence
preservation is a common mistake; rather, the buyer should proceed by escalation and involve internal
and external stakeholders at an early stage.
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Escalation levels before termination

A practical approach is a graduated escalation: operational complaint, formal notice of breach, warning
notice with cure period, final warning, then termination. In parallel, alternative procurement planning
runs (second source, demand planning for replacements) to avoid supply gaps. A prepared category
playbook helps to structure alternative sources of supply and transition strategies.

Documentation and evidence preservation

Every breach must be measurable and documented: delivery notes, complaints, records of supplier
evaluations, correspondence and meeting minutes. Procurement controlling and quality provide the
objective data basis; without robust records, a termination often fails in court. Documents should be
archived in an audit-proof manner and responsibilities clearly allocated.

* Record delivery reliability and quality data on a continuous basis
« Send warning notices with proof of receipt

» Log deadlines and cure periods without gaps

* Phrase communication in writing and unambiguously

Transition management after termination

After an effective termination, a transition programme follows: secure critical delivery call-offs, demand
the return of tools, drawings, certificates and residual stock, start replacement procurement and inform
internal departments. If the termination is contested in court, the contract may continue to apply — any
deliveries that fail must therefore be procured as a precaution via overlay arrangements.

Important KPIs and metrics for safeguarding

KPls ensure that a termination ground is not merely asserted subjectively but proven objectively. They
feed into supplier evaluations and create a data-driven basis for escalation and subsequent legal
defence.

Delivery and quality KPIs

On-time delivery, quality rate (PPM, defect rate) and backorder rate form the classic evidentiary basis. In
practice, persistent OTD values below agreed thresholds, frequently 90 to 95 per cent, lead to notices of
breach. The KPIs should be referenced in the contract so that they can serve as a legal yardstick.

Risk and process KPIs

In addition, complaint cycle times, open 8D reports, audit coverage and response times to breaches
serve as indicators. A data quality score, analogous to data quality KPIs in master data management,
helps to assess the reliability of the KPIs. Without sound data quality, even high breach rates lose their
evidentiary value.

Risks and controls

Termination for good cause is legally risky and operationally costly. If wrongly exercised, it can mean an
unjustified termination, claims for damages and supply failures. Controls at process and contract level
considerably reduce these risks.
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Legal and financial risks

The supplier can contest the validity of the termination, assert damages or withhold tool and
advance-performance values. With suppliers close to insolvency, insolvency law risks such as avoidance
of pre-emptive rights loom. Open residual stock and advance budget commitments must be evaluated
and, where necessary, protected against payment defaults with factoring or hedging instruments.

Operational risks and countermeasures

Paramount is the risk of supply failure: without a second source, a termination can bring production to a
standstill. Controls include dual-sourcing strategies, safety buffers in inventory management, clear
escalation paths and a defined purchase order confirmation obligation to secure open call-offs.
IntrGroup transfer pricing with international group suppliers must also be observed for transitional
services.

» Maintain a second-source strategy for critical parts
» Dynamic safety stock for transition phases

» Purchase order confirmation obligation for a clear order position

* Legal review before every immediate termination

Current developments: ESG, resilience and digital evidence

Termination for Cause is gaining importance due to tightened compliance and sustainability
requirements. At the same time, the burden of proof is increasingly shifting into digital systems, opening
up new safeguarding options for buyers.

ESG and compliance termination grounds

Supply chain due diligence laws, ESG reporting and export control rules broaden the spectrum of
termination-relevant breaches. Human rights or environmental violations in the supply chain, incomplete
energy audits at the supplier or refused evidence can be contractually defined as material breaches.
Contracts should link ESG requirements with clearly documented audit rights.

Digital system support

SRM systems, supplier portals and automated performance dashboards document breaches in an
audit-proof manner in real time. Digital contract management systems automatically monitor cure
periods and deadlines. In this way the chain of evidence can be mapped seamlessly from the first
complaint to termination, which shortens dispute proceedings and improves the prospects of success.

Typical metrics

On-Time Delivery: typically >= 95%
Persistent shortfall as a contractually defined termination ground

Quality rate (PPM): frequently < 500 PPM
Fix the threshold contractually to ensure evidentiability

Backorder rate: typically < 2%
Rising figures indicate increasing delivery weakness

Open 8D reports: Target: 0 above age limit
Unresolved complaints strengthen the chain of evidence
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Practical example

A medium-sized machinery manufacturer supplies its series production with cast parts from a subsidiary
of a European supplier. Over several months, on-time delivery falls below 80 per cent, the backorder
rate rises and several 8D reports remain without effective corrective action. The buyer documents all
breaches, issues a written warning notice to the supplier with a 20-day cure period and, in parallel,
plans a second source via a tendering process with structured bidder questionnaires. After the fruitless
expiry of the period, the machinery manufacturer terminates immediately for good cause, demands the
return of tools and drawings, and bridges supply with a safety stock and a second supplier.

* Gap-free documentation of OTD, quality and complaint data

« Written warning notice with a defined cure period and proof of receipt
» Second source established in parallel to avoid missing parts

» Legal review of the termination notice before dispatch

Conclusion

Termination for Cause is an effective but not risk-free instrument in supplier management. It only
succeeds with clear contractual foundations, measurable triggers and gap-free documentation. Buyers
should prepare escalation processes, KPI-based evidence and transition strategies in the long term, not
only in a crisis. Those who secure alternatives and rights early retain supply and legal room for
manoeuvre even in the event of an immediate separation. The legal assessment in each individual case
should always be carried out by a qualified expert.

Frequently asked questions

What does Termination for Cause mean?

Termination for Cause is the extraordinary termination of a contract due to a material breach, such as
persistent delivery delays, quality defects or the supplier's insolvency. Under German law it largely
corresponds to termination for good cause (Kiindigung aus wichtigem Grund). It generally requires a
prior warning notice and robust documentation.

What is the difference between Termination for Cause and Termination for Convenience?

Termination for Cause presupposes a demonstrable breach by the contracting party and is usually
effective immediately. Termination for Convenience, by contrast, is exercised by the customer without
any breach, for its own strategic reasons, typically in return for compensation payments. The burden of
proof and the cost consequences differ significantly.

What grounds justify termination for good cause with a supplier?

Typical grounds are persistent breaches of delivery reliability, serious and unresolved quality defects,
insolvency or suspension of payments, as well as compliance and ESG breaches. What matters is that
the contract defines the breaches as material, or that their severity follows from general legal principles.
A professional assessment of the individual case is recommended.

How long may a cure period last?

Contracts frequently provide for cure periods of between ten and thirty days, depending on the severity
of the breach. For incurable breaches such as insolvency, the cure period is often waived entirely. The
period should be proportionate and clearly defined in the contract.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/termination-for-cause



What happens to open delivery call-offs after an immediate termination?

Depending on the contract and the legal situation, ordered and confirmed call-offs may lapse or be
claimed as a damages position. A clear purchase order confirmation obligation helps to secure the legal
position of open call-offs in advance. As a precaution, transitional procurement should be initiated in
case the termination is contested.

Can a supplier contest an immediate termination?

Yes, the supplier can have the validity of the termination reviewed by a court and claim damages if the
grounds are not tenable. For this reason, documented performance data, warning notices and a legally
compliant approach are decisive. The prospects of success depend heavily on the evidence available.
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