AMPLIFA PROCUREMENT GLOSSARY

Contract for work vs. service contract:
distinction, risks and practice for technical
procurement

Contracts for work and service contracts differ fundamentally in whether the contractor owes an
outcome or merely their activity. For buyers in manufacturing industry, this distinction is central,
because it determines when payments fall due, who bears the risk of failure and which warranty
rights apply. In practice, wrongly chosen contract types frequently lead to disputes over acceptance,
remuneration and liability for defects. The following article explains the criteria, typical use cases
and practical measures for technical procurement.

Key facts

« Under a contract for work, the contractor owes an agreed outcome; under a service contract, only
the careful performance of the activity itself.

« Contracts for work typically require acceptance, which can trigger exclusion periods for defect
notifications.

* Time-and-material or hourly-rate contracts and service contracts are suitable for services without a
verifiable outcome standard, such as consulting or commissioning support.

* In mixed contracts, practice decides by assessing which contract type governs the regulatory
relationship.

» A clear specification with measurable acceptance criteria is the most effective measure to avoid
disputes over the contract type.

« Legal classifications are highly dependent on the individual case and should, if in doubt, be
safeguarded contractually and legally.

Definition: contract for work vs. service contract

A contract for work is a contract for the production of a work or the outcome of an activity; the contractor
owes the promised result. Under a service contract, by contrast, the contractor only owes the
performance of the activity to the best of their knowledge, regardless of whether a measurable result
materialises. For technical procurement, the classification therefore determines whether results can be
accepted, remuneration released in stages and defects subsequently objected to.

Contract for work: the owed outcome

Typical contracts for work in an industrial environment include the manufacture of parts to drawing,
machinery construction including commissioning, repairs with a functional warranty, or software
development with an agreed functional scope. The contractor bears the outcome risk: if the agreed
result is not achieved, they may in some circumstances still be entitled to remuneration for work already
performed, but must expect defect remedies and obligations to rectify. Central is the acceptance, by
which the customer acknowledges fulfilment of the contract. Acceptance should ideally take place on
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the basis of a documented specification, for example with an incoming goods inspection plan or a
Control Plan as the inspection basis.

Service contract: the owed activity

Service contracts concern services where no objectively verifiable outcome is agreed: engineering
consultancy, training, maintenance work without an assured availability, or temporary staffing.
Remuneration is based on time or effort, often in person-days or hourly rates. The customer cannot
demand the outcome, but can demand contract-conforming, careful performance. For procurement this
means: controlling shifts from outcome inspection to the traceability of effort, for example via auditable
time-recording and activity records.

Criteria for distinction in practice

What is decisive is not the label in the contract but the actually agreed scope of performance. Indicators
of a contract for work are measurable specifications, fixed deadlines, acceptance procedures and
outcome-based remuneration. Indicators of a service contract are time-based remuneration, the
customer's authority to give instructions during performance, and the absence of a standardised
outcome. For mixed services, practice frequently classifies according to the presumably predominant
part; safer is a contractual agreement on the classification, for example by expressly designating the
contract as a contract for work with corresponding provisions.

Methods and approach: defining contract type and specification in
procurement

The buyer should consciously determine the contract type already at the enquiry and contract
negotiation stage, because it determines the remuneration structure, payment schedule, warranty and
acceptance. A structured approach significantly reduces subsequent disputes and facilitates later
deadline deviation analysis as well as the invoice verification process.

Define specification and acceptance criteria

Before the invitation to tender, the service is specified in such a way that the outcome becomes
measurable: drawings, tolerances, inspection instructions, test procedures and documentation
obligations. For series or custom production, an inspection scheme analogous to the incoming goods
inspection plan is recommended; for complex systems, a detailed acceptance and test plan. Where a
measurable specification is missing, the contract in practice often has to be classified as a service
contract — with corresponding consequences for defect remedies. The buyer should consciously
manage this consequence rather than leave it to chance.

Choose remuneration model and payment schedule

For contracts for work, fixed prices with milestone-based payment schedules are suitable; advance
payments should be safeguarded by a tool deposit or retention of title where tools or jigs are produced.
For service contracts, time rates, effort caps and evidence obligations are agreed. Mixed models, such
as a basic fee plus a success premium, are possible but require clear definitions. Framework
agreements with a call-off logic are suitable for recurring work services, such as annual maintenance
and repair volumes.

Anchor negotiation and review process
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In contract negotiations, warranty, limitation periods, deemed acceptance and rights in the event of
default should be expressly regulated. For formal tenders, the following applies: failure to issue a timely
bidder's complaint can preclude objections in award procedures — even in the private sector,
documented communication of recognisability rules is recommended. Contract management should
record every concluded contract with type, criteria and payment milestones so that later questions of
dispute can be answered quickly.

Key KPIs and control metrics for contracts for work and service
contracts

The steering of contracts for work and service contracts can be reviewed with a few practical indicators.
What matters is that the metrics match the contract type: contracts for work are measured by the
outcome, service contracts by effort and evidence quality.

Delivery and acceptance indicators

For contracts for work, deadline deviation analysis for acceptance and delivery dates as well as quality
indicators such as Parts per Million (PPM) in series production prove their worth. The first-time
acceptance rate without rework shows how closely specification and quotation quality match. Deadline
and quality data should ideally feed into the supplier evaluation system and influence the classification
as an A-supplier or as a supplier with development needs.

Effort and process indicators for service contracts

For service contracts, audited effort rates, the rate of rejected timesheet records and compliance with
agreed daily or monthly rates are relevant. In the purchase-to-pay process, the invoice automation rate
can be used to reduce approval effort; Payment Term Adherence shows whether payment targets are
met or breached. Procurement cost centre reporting makes transparent which area consumes which
services and supports internal cost allocation.

Indicators for contract steering

Higher-level metrics include the share of framework-based call-offs compared with individual purchase
orders, the number of open defect notifications and the lead time from acceptance to final invoice.
Systematic data analysis in procurement reveals patterns, for example providers whose work services
repeatedly require rework. Such findings feed into the supplier portfolio and future contract negotiations.

Risks and controls: avoiding typical points of dispute

Most disputes surrounding contracts for work and service contracts arise from unclear specifications,
missing acceptance processes or inappropriate remuneration models. Targeted controls in contract
management and incoming goods significantly mitigate these risks.

Qualification and defect risks

If a service is treated as a contract for work without measurable criteria having been agreed, additional
claims and disputes over deemed acceptance loom. Conversely, wrongly classifying as a service
contract means defect remedies are lost. Controls: written specification, documented acceptance with
inspection report, defined deadlines for defect notification and regulated rectification. In complaints
management, contract-for-work and service cases should be evaluated separately in order to identify
recurring causes.
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Financial and logistical risks

Advance payments and tool pre-financing are at risk with contractors threatened by insolvency; tool
deposits, securities and clear ownership provisions for tools and load carriers protect here. In load
carrier management, the contract for work should regulate who is responsible for return delivery and
recycling, supported by a recyclability assessment for plastic and packaging components. For
framework-based call-offs, it must be ensured that the framework agreement clearly regulates the work
or service nature of the individual call-offs.

Organisational controls

Single-source management increases dependence on the contractor; without clear contractual rules on
the transfer of tools, documentation and manufacturing know-how, a switching risk arises. Before
termination or a change of supplier, it should be checked whether a Termination for Convenience has
been agreed, permitting termination without breach of contract against compensation. A well-maintained
bidder register and a commodity group board help to systematically track switching options and market
alternatives.

Current developments: digitalisation and new contract forms

The legal distinction between contracts for work and service contracts is stable, but the practice
surrounding these contracts is changing significantly: digitalisation, data-based steering and new
procurement models are changing how work and services are awarded, monitored and billed.

Digital contract and invoice processes

Contract management systems and digital purchase-to-pay processes record contract type, acceptance
milestones and payment terms in a machine-readable form. This accelerates invoice approval, as effort
or acceptance evidence can be linked directly. Even for service contracts, the invoice automation rate
increases through digital timesheet records. The prerequisite remains that contracts are clearly worded
— digitalisation amplifies existing ambiguities rather than curing them.

Outcome-based service contracts and platform procurement

In practice, the models are converging: maintenance is increasingly sold with availability guarantees
(‘outcomes instead of hours'), whereby elements of the contract for work migrate into service contracts.
Conversely, work services are increasingly procured via platforms and marketplaces, which favours
short contract terms and standardised terms and conditions. Price volatility for materials can be
addressed in contracts for work through price adjustment clauses or hedging strategies for relevant raw
materials. Regardless of the model, the following applies: the more clearly outcome, evidence and
acceptance are defined, the more stable the economic steering.

Typical metrics

First-time acceptance rate without rework: > 95 %
Typical benchmark for well-specified contracts for work; lower values indicate specification gaps

On-time acceptance: > 98 %
Proportion of on-time acceptances; basis for supplier evaluation

Rejected timesheet records rate: <5 %
Indicator of evidence quality under service contracts
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Payment Term Adherence: > 95 %
Compliance with agreed payment terms in the purchase-to-pay process

Practical example

A medium-sized machine manufacturer commissioned a supplier with the manufacture of a special
gearbox. The contract was formulated as 'cost reimbursement’, even though drawings, tolerances and
functional requirements were clearly defined. Oil leaks occurred during commissioning; the supplier
pointed to the missing acceptance provision and claimed additional remuneration. After internal
clarification, the contract was treated as a contract for work, an acceptance protocol was subsequently
provided and the rectification of defects was enforced.

* Anchor the contract type as binding in the procurement standard terms and conditions going forward
« Specify acceptance criteria and inspection scope already in the request for quotation

+ Link the payment schedule to acceptance milestones rather than to the passage of time

» Safeguard tools and jigs via a tool deposit and ownership provisions

Conclusion

Contracts for work and service contracts differ in the owed outcome — and from this follow acceptance,
remuneration, warranty and risk allocation. For technical procurement, the deliberate choice of contract
type is a steering instrument, not a formality. It determines whether the buyer can demand outcomes or
only review expenditure. Clear specifications, defined acceptance processes and well-maintained
contract management significantly reduce the potential for dispute. Legal assessments depend on the
individual case; if in doubt, the contractual agreement should expressly govern the classification.

Frequently asked questions

What is the difference between a contract for work and a service contract?

Under a contract for work (contract for work and services / contract for work), the contractor owes a
specific result, such as a finished component or a functioning system. Under a service contract, only the
activity itself is owed, regardless of the outcome. This results in different rules for acceptance,
remuneration and defect remedies.

When does a contract for work exist?

A contract for work typically exists where a measurable, agreed outcome is owed: manufacturing to
drawing, repair with a functional warranty, plant construction or software with a defined functional scope.
What matters is the actual contract content, not the label in the document.

Is hourly-rate billing always a service contract?

Often yes, but not necessarily. Time-based remuneration can also be combined with an owed outcome,
for example in repair orders with a functional warranty. What remains decisive is whether a verifiable
result has been agreed.

What does acceptance mean in a contract for work?

Acceptance is the customer's acknowledgement that the performance has been provided in accordance
with the contract. It triggers the due date for remuneration and regularly starts the warranty periods.
Without clearly regulated acceptance, deemed acceptance and disputes over due dates loom.
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How should the buyer safeguard the contract type?

The buyer should expressly name the contract type, agree measurable acceptance criteria and a
payment schedule, and regulate warranty and defect notification periods. A documented specification is
the best safeguard. If in doubt, a legal review of the individual case is recommended.

What risks does a service contract pose for the customer?

The customer bears the outcome risk and cannot demand a result, which can prove costly for
engineering or consulting services. In addition, there is the risk of subsequent cost increases. Controls
such as cost caps, evidence obligations and milestone reports mitigate these risks.
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