AMPLIFA PROCUREMENT GLOSSARY

Exchange rate clause: managing currency
risks in procurement contracts

The exchange rate clause is a contractual provision governing how fluctuations between the
currencies involved affect prices, price adjustments or the performance of a supply contract. For
technical buyers it is particularly relevant when components are procured in foreign currency or
suppliers invoice in a different currency. A cleanly drafted clause protects against unnecessary
price disputes and creates planning certainty for costing and cash flow. Without a contractual
provision, the exchange rate risk is generally borne by whoever is not expressly relieved of it by
statutory and agreed payment terms — in case of doubt, therefore, the buyer.

Key facts

* The exchange rate clause defines which currency is contractually binding, which reference rate
applies and who bears the risk of exchange rate fluctuations.

« Typical designs are fixed-rate agreements, bandwidths with corridors, price adjustment mechanisms

and hedges via forward transactions.

« In practice, adjustment thresholds are often set such that smaller fluctuations are normally borne by
both parties, while larger ones trigger a contractual price correction.

» Reference values should be based on neutral, publicly accessible sources, such as quoted reference

rates from established market institutions.

* The clause interacts closely with price/price adjustment clauses (e.g. commodity indices) and should

be drafted consistently with them.

» Before conclusion, the enforceability and validity of the clause must be reviewed by legal counsel in
each individual case, especially for standard terms and conditions.

Definition: exchange rate clause

The exchange rate clause is a contractual provision that allocates currency risk between buyer and
supplier. It determines at what rate a foreign currency amount is converted into the contract currency

and whether, when and to what extent prices change with exchange rate fluctuations. It is thus a control

instrument of risk management and pricing in international procurement.

Distinction from the price adjustment clause

The exchange rate clause addresses only the currency factor, whereas a general price adjustment
clause also covers material, energy or labour costs. In practice the two overlap: an index clause may
contain currency components, and the exchange rate clause may be designed as part of a price
adjustment formula. What matters is that the two provisions do not contradict each other and that the
sequence of adjustments is clearly regulated. Otherwise, double or reduced adjustments arise which
later have to be clarified laboriously in the price deviation workflow.
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Currency risk in day-to-day industrial procurement

In industrial procurement, exchange rate effects occur at several points: with foreign suppliers, with raw
materials costed in foreign currency, with customs and freight costs and in the export processing
environment. The risk consists not only of the currency risk itself but also of timing effects between
order, delivery, goods receipt and payment. The longer the lead time, the greater the uncertainty. The
exchange rate question should therefore be clarified as early as the tender stage, not only at price
negotiation.

Legal classification

Exchange rate clauses are generally permissible, but as standard terms and conditions they must meet
certain requirements of clarity and reasonableness. Established case law requires comprehensible
triggers, objective reference values and a cap on the burden. Whether a specific wording is effective
should be reviewed by legal counsel in each individual case, particularly for cross-border contracts
under foreign law.

Methods and approach: designing clauses for practical use

There is no standard template, but several designs that are chosen depending on contract duration,
revenue relevance and the buyer's risk-bearing capacity. What is decisive is a clear linkage of reference
rate, cut-off date, trigger threshold and adjustment logic.

Fixed rate and bandwidth model

With a fixed rate, the exchange rate is fixed for the contract term or for a defined quantity; substantively,
the risk is borne by the supplier, who prices it in. The bandwidth model sets a corridor, typically plus or
minus two to five per cent around a base rate: within the corridor the price remains unchanged; outside
it an adjustment takes place — often only to the extent of the excess. This solution is practical because it
neutralises minor fluctuations and avoids disputes over negligible effects.

Reference rate, cut-off date and adjustment mechanics

Every clause needs a neutral, reliable reference source (for example published reference rates of an
international market institution), an unambiguous cut-off date (such as the order date or a fixed monthly
average) and a calculation formula. It is customary to adjust the currency component of the price
proportionally, not the total price: the price is broken down into a currency and a non-currency
component so that exchange rate fluctuations only affect the foreign currency share. The frequency of
adjustment — monthly, quarterly or per order — should also be fixed.

Internal hedging and process integration

In addition to the contractual provision, companies can pool foreign currency positions internally and
hedge them with financial instruments; treasury policies must be observed here. In the procurement
process, the exchange rate logic belongs in order management and catalogue management: foreign
currency terms, applicable rates and adjustment triggers should be systematically maintained and
visible in price determination and demand reporting. Clear data owners and clean data quality are
prerequisites for rates and adjustment statuses to be correctly carried forward.

Key KPIs for managing currency risks

Exchange rate clauses can be monitored in measurable terms. These metrics help to assess portfolio
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exposure, identify adjustment triggers in good time and check the effectiveness of the contractual rules.

Exposure and share metrics

The central metric is open currency exposure: the share of procurement volume in foreign currency of
the total replacement cost base, often broken down by currency, supplier and delivery period. In
practice, the foreign currency share in industrial procurement is frequently in the single-digit to
mid-double-digit percentage range, depending on the supply structure. In addition, the share of
contractually hedged volumes (fixed rate, bandwidth, hedge) as a proportion of total exposure is
measured.

Price and deviation metrics

The price deviation workflow can be used to capture and evaluate triggered exchange rate adjustments:
average adjustment amount, share of orders with adjustments and the time from trigger to
contract-compliant settlement. The schedule deviation analysis for payments and the optimisation of
creditor payment terms also play a role, because payment term length influences the actual exchange
rate burden.

Risks and controls: typical sources of error and countermeasures

Poorly drafted or poorly implemented exchange rate clauses generate disputes, subsequent price
demands and planning uncertainty. Risks arise at three levels: contract drafting, operational
implementation and market development.

Contractual risks

Common mistakes: missing cut-off date, ambiguous reference source, missing cap, unclear conversion
point or a contradiction between price basis and exchange rate provision. Particularly sensitive are
clauses that adjust one-sidedly at the buyer's expense without symmetry in the event of favourable
exchange rate movements. Negotiation procedures and tender conditions should therefore stipulate
exchange rate rules as standard in order to obtain comparable offers. For longer-term framework
agreements, the contract renewal is also the right point to adapt clauses to changed market and
hedging strategies.

Operational controls

Day-to-day operations require clear responsibilities: who monitors rates, who triggers an adjustment,
who checks the settlement? A checklist with reference rate archiving, calculation documentation and
four-eyes review before approving an invoice correction is useful. Fluctuations can also affect supplier
quality and delivery dates if suppliers reallocate capacity in crises; exchange rate adjustments should
therefore not be considered in isolation but together with supply agreements.

Financial hedging

Contractual clauses and financial hedges complement each other: the clause governs internal risk
allocation, hedging transactions smooth the result. Coordination between procurement and treasury is
important so that hedging is not duplicated or contradictory. Compensation mechanisms — such as
currency equalisation via intra-group transfer prices or netting with the same supplier — can also reduce
the burden, but require clean internal data governance.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/wechselkursklausel



Current developments and embedding in procurement strategy

Exchange rate clauses are increasingly considered in the context of macroeconomic volatility,
geopolitically fragile supply chains and digital procurement processes. The demands on transparency
and automation are rising.

Volatility, diversification and design-to-value

Exchange rate fluctuations can be addressed not only contractually but also strategically: through
diversification of sourcing markets, local sourcing alternatives or constructive cost reduction.
Approaches such as design-to-value reduce the material share — and thereby indirectly the
currency-relevant cost base. When selecting supplier locations, exchange rate effects should be
included in the selection criteria as an independent criterion alongside labour and logistics costs.

Digitalisation and system integration

Modern ERP and e-procurement systems can automatically retrieve rates, monitor bandwidths and
pre-calculate adjustments. This reduces manual errors and accelerates the price deviation workflow. For
marketplace and catalogue models — for example in the OEM/ODM model — currency logic and rate
updates should be defined in advance so that dynamic catalogue prices remain comprehensible.

A holistic view along the supply chain

Exchange rates do not act in isolation: they interact with commodity prices, customs duties, freight costs
and sustainability requirements such as supply chain decarbonisation, which introduce additional cost
components. As the topic of customs charges and levies in foreign trade grows, the pressure to act on
clean cost allocation increases. Buyers should therefore negotiate exchange rate, price and cost
clauses as one overall package rather than as individual items.

Typical metrics

Foreign currency share of procurement volume: commonly 5-30 %
Benchmark depending on supply structure

Share of hedged volumes: >80 %
fixed rate, bandwidth or hedge

Bandwidth threshold: + 2-5 %
typical triggers in industrial contracts

Data quality of rate master data: > 98 %
correctly maintained rates and cut-off dates

Practical example

A mid-sized mechanical engineering company sourced precision components from an Asian supplier in
the supplier's home currency, without an effective exchange rate provision. After a sharp exchange rate
movement, the supplier demanded flat-rate price surcharges; the buyer could neither confirm nor refute
the claim because the reference rate and cut-off date were missing. As part of the contract renewal, the
contract clause was revised.

 Introduction of a bandwidth model of plus or minus three per cent around a defined base rate with
guarterly adjustments outside the corridor
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 Definition of a neutral reference source and an objective cut-off date with documented rate archiving

 Allocation of the price into a currency and a non-currency component, so that only the foreign
currency share is adjusted

 Integration of the rate logic into order management and the price deviation workflow with defined
data owners and four-eyes review

Conclusion

The exchange rate clause is a small contractual detail with major financial impact once foreign
currencies are involved. It becomes effective through three ingredients: a neutral reference rate with a
clear cut-off date, a transparent adjustment mechanism with sensible thresholds, and clean operational
implementation in systems and processes. Buyers are well advised to standardise the clause as early
as the tender stage and to update it regularly at contract renewal. Combined with internal hedging and
strategic sourcing diversification, it turns an open risk into a manageable cost control instrument.
Whether the specific wording is legally sound in each individual case should always be reviewed by
qualified experts.

Frequently asked questions

What is an exchange rate clause?

An exchange rate clause is a contractual provision that defines how fluctuations between the currencies
involved affect the agreed price. It defines the reference rate, the cut-off date, adjustment thresholds and
the calculation method. Its purpose is a clear allocation of risk between buyer and supplier.

How do you draft an effective exchange rate clause in a procurement contract?

Key elements are a neutral reference source, an unambiguous cut-off date, a comprehensible
adjustment formula, a bandwidth or threshold and a cap on the burden. Ideally, the price should be
broken down into a currency and a non-currency component. The wording should be reviewed by legal
counsel for enforceability, especially in the case of standard terms and conditions.

Who bears the exchange rate risk in foreign currency procurement?

Without a contractual provision, it is generally borne by the party that pays or invoices in the foreign
currency — in procurement, usually the buyer. Fixed-rate, bandwidth or adjustment clauses can
reallocate this risk contractually. In addition, treasury instruments can hedge the remaining position.

What is a currency hedging clause and how does it differ from an exchange rate clause?

Both terms are often used synonymously. Strictly speaking, the currency hedging clause often refers to
hedging via financial instruments, whereas the exchange rate clause governs the contractual price
adjustment. In contracts the two frequently overlap, for example when a contractual adjustment is linked
to exchange rate data.

What bandwidth is customary for exchange rate clauses?

In practice, corridors of plus or minus two to five per cent around a base rate are common, depending
on the volatility of the currency pair and bargaining power. Within the bandwidth the price remains
unchanged; outside it, a pro rata adjustment takes place. The specific level should match the
risk-bearing capacity and the volume of the business.
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When should an exchange rate clause be negotiated?

Ideally as early as the tender or quotation stage, so that all bidders calculate on the same price basis
and offers are comparable. For ongoing framework agreements, the contract renewal is the natural point
at which to revise them. Subsequent renegotiation is possible but considerably more difficult given the
negotiating position.
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