AMPLIFA PROCUREMENT GLOSSARY

Negotiation Procedure: Structured
Negotiation with Suppliers in Procurement

The negotiation procedure is a structured process by which procurement organisations negotiate
terms, prices and contract conditions with suppliers. It sits between the tender (RFX in
procurement) and the contract conclusion, and consolidates preparation, execution and follow-up
into repeatable processes. A professionally conducted negotiation procedure secures not only
savings, but also supply security, contract quality and a robust relationship with the supplier.

Key facts

* A negotiation procedure is typically divided into preparation, execution, conclusion and follow-up.

* In practice, three to five competitors are often taken through several negotiation rounds up to the
Best and Final Offer (BAFO).

* The basis is formed by requirements from the demand requisition and specification management,
together with clear evaluation criteria.

« Key metrics are cost savings, target premium, negotiation duration and target achievement rate.

» Risks such as contract renewals in arrears, insufficient competitive intensity or weak post-negotiation
leverage require documented controls.

- Digital tools support diplomacy, data preparation and documentation, but cannot replace the
strategic negotiation decision.

Definition: negotiation procedure

A negotiation procedure describes the systematic negotiation of economic and contractual framework
conditions between buyer and supplier, usually following an enquiry or tender. It comprises the planning
of the negotiation strategy, the conduct of discussions and rounds, and formal documentation up to the
contract conclusion.

Distinction from tendering and contract negotiation

The tender (RFX in procurement) serves for structured market enquiry and the objective comparison of
bids; the negotiation procedure takes up the results and refines them. Contract negotiation is legally
narrower in scope and focuses on contract clauses, liability and warranty. The negotiation procedure, by
contrast, covers the entire negotiation process — from pricing strategy to logistics arrangements such as
transport costs and payment terms such as 2/10 net. It is thus the link between meeting demand and a
binding agreement.

Typical use cases

Negotiation procedures are used in various situations: for the new procurement of strategic goods, for
the renewal of framework agreements with incumbent suppliers, for the requalification of preferred
suppliers and for managing supplier consolidations. Even for demand peaks arising from an S&OP
cycle, short-term negotiations on capacities and prices are conducted. As a rule of thumb: the higher the
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procurement volume and the more critical the supply security, the more formal and better prepared the
procedure should be.

Methods and approach in the negotiation procedure

An effective negotiation procedure follows a clearly structured process encompassing preparation,
several negotiation rounds and a formal conclusion. The methodology is based on clear objectives,
documented evaluation criteria and a complete data foundation derived from the preceding tender.

Preparation: data, objectives, BATNA

Before the first discussion, current cost structures, market prices and alternative suppliers are analysed.
Constraints and priorities can be derived from the slow-mover analysis and the data quality report.
Central elements are the Best Alternative to a Negotiated Agreement (BATNA) — i.e. the best alternative
should the negotiation fail — as well as a concrete target corridor with minimum and maximum positions.
The buyer defines evaluation criteria, such as price, on-time delivery, quality and service, and weights
them in advance. Without reliable data quality, the negotiation tends to be emotional rather than
fact-based.

Execution: rounds, BAFO, bidding consortia

In practice, two to three negotiation rounds are commonly conducted. In the first round, positions are
disclosed and ambiguities in the bids clarified; in the following round, the buyer plays competing bids
against each other. At the end, he requests a Best and Final Offer (BAFO), which reflects the bidder's
final position. On complex orders, suppliers may join forces in a bidding consortium; the buyer then
carefully examines the internal division of tasks and liability limits. Minutes of every discussion ensure
traceability and protect against later disputes.

Conclusion and follow-up

After the BAFO, the contract is concluded with clearly defined terms: prices, volume tiers, delivery times,
transport costs, payment terms and, if applicable, a bank guarantee to secure advance payments. In the
follow-up, a negotiation report is produced documenting the savings achieved, open issues and lessons
learned. This follow-up feeds back into supplier risk management and future tenders, so that the
organisation learns continuously.

Key KPIs and steering variables

The effectiveness of a negotiation procedure can be measured using a manageable number of metrics.
These KPIs help evaluate negotiation outcomes not only case by case, but make them comparable
across projects.

Cost-related metrics

The most important metrics are the cost savings (in per cent versus the last valid price or the first bid)
and the so-called target premium —i.e. how close the result was to the original target. In practice, a
saving of three to ten per cent versus the starting price is often considered a realistic benchmark,
depending on competitive intensity and volume. In addition, the price per unit is reviewed across several
periods to separate one-off savings from sustainable improvements.
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Process and quality metrics

Process KPIs include the negotiation duration (from kick-off to contract conclusion), the number of
rounds to the BAFO and the target achievement rate — the share of negotiations that achieve their set
objectives. On quality aspects, contract maturity (the number of open points at conclusion) and the
selected supplier's subsequent on-time delivery performance count. A plausible benchmark for the
target achievement rate is often above 80 per cent in practice; anything beyond this indicates realistic
target setting.

Risks and controls in the negotiation procedure

Negotiation procedures carry considerable risks when run unstructured: unclear responsibilities,
inadequate documentation or weak competitive intensity can lead to worse outcomes and legal
uncertainty. Clear control mechanisms and governance rules are therefore required.

Typical risks

Common risks are: a weak competitive situation when only one or two suppliers remain; the risk of
automatic contract renewal if framework agreements are not terminated in good time; and the risk of
insufficient supplier diversification, which can impair supply security. Also on the list of common pitfalls
are retroactive price changes not contractually fixed, and unclear arrangements on transport costs and
customs handling. Supplier risk management should monitor these points continuously.

Controls and compliance

Key controls are: mandatory documentation of all rounds and agreements; adherence to a defined
release hierarchy for limit changes; and a documented audit plan providing for regular review of the
negotiation records. For public contracts or cartel-law-sensitive markets, additional rules apply; in
individual cases the legal assessment should be carried out by the legal department or external
counsel. A bid rejection — the formal evaluation and reasoned rejection of bids — increases transparency
and protects against follow-up queries from rejected bidders.

Contract follow-up and supplier risk management

After conclusion, implementation is decisive: Are agreed prices actually invoiced? Do suppliers honour
their commitments on on-time delivery and quality? Supplier risk management links the negotiation
outcomes to ongoing supplier evaluations and intervenes where deviations occur. In case of early
contract termination, the termination-for-convenience clause should be agreed from the outset with
defined cost limits. This keeps the buyer able to act even after contract conclusion.

Current developments: digitalisation and new negotiation formats

The negotiation procedure is being transformed by digital tools and new market conditions. On the one
hand, platforms and Al-supported analyses support preparation; on the other, supply chain risks and
raw material volatility raise the demands on flexibility and speed.

Digital support and data quality

Modern procurement platforms automate parts of the procedure: order proposals generated from the
demand requisition and S&OP cycle reduce manual effort in preparation; data quality reports ensure
that the underlying master data and requirement items are reliable. Al tools can compile historical
prices, market data and supplier profiles and run through scenarios. However, the strategic negotiation
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decision remains with humans — data quality determines the reliability of all analyses.

Dynamic markets and flexible contracts

Volatility in raw materials, energy and logistics capacity is forcing more flexible contract models. In
practice, index clauses linking price changes to objective criteria are increasingly found, along with
staggered terms with defined renewal options instead of tacit automatic contract renewal. Sustainability
is also entering the negotiation: emissions data, circular economy and supply chain due diligence
obligations are addressed as negotiation topics with their own evaluation criteria.

Typical metrics

Cost savings: 3-10%
common benchmark versus starting price, depending on competition and volume

Target achievement rate: > 80%
share of negotiations that achieve their set objectives

Negotiation duration: 4-12 weeks
from kick-off to contract conclusion, depending on complexity

Rounds to BAFO: 2-3
common practice; more rounds indicate unclear preparation

Practical example

A medium-sized mechanical engineering company with around 300 employees faced the renewal of a
framework agreement for turned parts. The existing volume of roughly €1.8 million per year had not
been tendered for four years, and the incumbent supplier was fully aware of the dependency.
Procurement established a structured negotiation procedure: first, the actual parts spectrum was
compiled from the demand requisition and a slow-mover analysis, and three alternative suppliers were
then invited to an RFX. After two negotiation rounds and a BAFO, a price advantage of around seven
per cent versus the starting level was achieved — accompanied by binding on-time delivery
commitments and a fixed arrangement on transport costs. Critical was the avoidance of another tacit
automatic contract renewal: the new term included a six-month notice period and a
termination-for-convenience clause with defined cost limits.

« Compile the requirements and parts spectrum from the demand requisition and slow-mover analysis
 Involve three to four suppliers in a structured RFX and lead them to a BAFO

« Define and document evaluation criteria in advance (price, on-time delivery, quality, transport costs)
* Fix renewal options and termination rights contractually and track results in an audit plan

Conclusion

A well-structured negotiation procedure is one of the most effective instruments for sustainably reducing
procurement costs while simultaneously making supplier relationships dependable. Its value is created
not in the negotiation room, but in the preparation: reliable data, clear objectives, defined evaluation
criteria and a documented BATNA. Risks can be controlled through governance, documentation and an
integrated supplier risk management. Digitalisation accelerates preparation and increases transparency,
but cannot replace the strategic decision. Those who design the procedure to be repeatable and
capable of learning achieve not only one-off savings, but durably improve their negotiating position.
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Frequently asked questions

What is a negotiation procedure in procurement?

A negotiation procedure is a structured process for negotiating prices, terms and contract conditions
with suppliers. It typically follows a tender (RFX in procurement) and proceeds over several rounds until
the contract is concluded. The focus is on clear objectives, documented agreements and traceable
evaluation criteria.

How many negotiation rounds are usual?

In practice, two to three rounds are common: a clarification round, a competitive round and, if
applicable, a final round for the Best and Final Offer (BAFO). For complex industrial goods or long-term
framework agreements, additional rounds may be sensible. What matters is that each round has a clear
objective and is minuted.

How do | prepare as a buyer for a negotiation?

First, you should analyse cost structures, market prices and alternative suppliers, and define your own
BATNA. The factual basis can be derived from the demand requisition, specification management and
the data quality report. In addition, the buyer defines target corridors, evaluation criteria and tactics for
each round in advance.

What is the difference between negotiation and tendering?

The tender serves for structured market enquiry and the objective comparison of bids under fixed rules.
The negotiation procedure takes up the tender results and refines price, terms and contract details
through direct exchange. The two procedures complement each other and together form the backbone
of a sound procurement strategy.

Which metrics measure negotiation success?

Key KPIs are the cost savings versus the starting price, the target premium, negotiation duration, the
number of rounds up to the BAFO and the target achievement rate. In practice, savings of three to ten
per cent are regarded as a common benchmark, depending on competitive intensity and volume. The
supplier's subsequent on-time delivery performance completes the assessment.

When is a negotiation procedure not worthwhile?

With low volumes, high market price transparency, or when only a single qualified supplier is available,
the effort often exceeds the benefit. Alternatives such as a simplified order proposal or framework
agreements with a preferred supplier are then more economical. In strongly regulated markets, special
procedural rules must also be observed.
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