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Price adjustment clause:
contractual building block for
plannable price adjustments in
procurement

The price adjustment clause is a contractual agreement that specifies under which conditions,
to what extent and by which procedure agreed prices can be adjusted during the term of a
supply contract. It is a central component of framework supply agreements and long-term
supply relationships in industry, because it absorbs price fluctuations in material, energy or
labour without jeopardising the partnership. For technical buyers, it is a control instrument that
creates calculation certainty on both sides and helps avoid price negotiations under pressure.
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Key facts at a glance
01 A price adjustment clause conclusively regulates in advance the trigger, basis of
calculation, procedure and timing of future price adjustments.

02 Proven reference points are published index values for material, energy or labour as
well as objectively demonstrable cost changes.

03 Typical designs are indexation clauses, unilateral change reservations with
documentation obligations and mutually agreed adjustment arrangements.

04 In practice, adjustment windows of twelve months, threshold values and a mutual right
of termination are frequently agreed.

05 Effective clauses contain documentation and evidence obligations so that buyers can
assess price demands in a verifiable manner.

06 The clause interacts closely with supplier evaluation, the escalation clause and
limitation of liability as an overall contract management system.
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| Definition: price adjustment clause

The price adjustment clause is a contractual provision governing future price adjustments between the
ordering party and the supplier in the event of defined occurrences. It replaces ad hoc negotiations with
an agreed, transparent mechanism.

Distinction from other contractual clauses

The price adjustment clause differs from the escalation clause, which typically governs unilateral price
increases upon defined triggers, and from the change-order clause, which adjusts prices for changed
specifications or quantities. While escalation clauses cushion short-term market shocks, the price
adjustment clause relies on continuous, plannable adjustments. It often sits alongside limitation of
liability and confidentiality as a standard building block of an industrial contract. In the framework supply
agreement, it complements price commitment periods and quantity obligations to form a consistent
price model.

e Indexation clause: adjustment to published price indices
e Reservation clause: adjustment only with documented cost changes

e Fixed price with follow-up agreement: adjustment only by mutually agreed supplementary
agreement

Legal framework

Price adjustment clauses are permissible in principle, but are subject to control of standard terms and
conditions if contained unilaterally in general terms and conditions. A clause granting one contracting
party a blanket, unrestricted right to price adjustment is generally invalid; permissible are mechanisms
that sufficiently determine the scope of adjustment, the trigger and the evidence. The specific wording
should be reviewed legally on a case-by-case basis, particularly in consumer business or in
international contracts governed by different applicable law. For B2B contracts, the rule is: the more
objective the basis of calculation, the greater the legal certainty.

| Methods and approach to design

A robust price adjustment clause is not created at the moment of price negotiation, but in the
preparation of the contract conclusion. It must fit the procurement strategy of the category.

Choosing reference points and bases of calculation

First, it must be clarified which cost blocks drive the price significantly: raw material, material, energy,
labour or logistics costs. For each component, a verifiable basis of calculation is defined, frequently
published index values or an agreed cost share of the total price. In practice, material costs with a
typical price share of 40 to 70 per cent are indexed, while confidentiality or profit determinants remain
unchanged. It is essential to separate adjustable from fixed price components so that the supplier does
not pass all cost drivers on to the end product.
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Agreeing procedures, threshold values and deadlines

The clause defines how a change is requested, evidenced, reviewed and becomes effective:
application deadline before the adjustment date, documentation of evidence, review and response
deadlines for procurement, and threshold values above which an adjustment takes place at all.
Adjustment windows of twelve months and a symmetrical effect are frequently agreed, so that price
reductions are also passed through. A mutual right of extraordinary termination in the event of no
agreement prevents constitutional-style standstill clauses. Escalation levels with increasing
management involvement structure the dispute before legal means come into play.

Integration into category and supplier strategy

Clause design follows the category governance of the respective procurement category. For strategic
components with high purchasing volume and critical availability, a differentiated mechanism with a
tight index and evidence apparatus is justified; for catalogue buying or standard items, simple
fixed-price periods suffice. The resilience of the supplier network also plays a role: those who maintain
alternatives through modular sourcing negotiate from a stronger position. The results of the supplier
evaluation and the supplier scorecard feed into the negotiating position.

| Key KPlIs for controlling price adjustment clauses

The benefit of a price adjustment clause only becomes apparent in ongoing monitoring. Measurable
metrics show whether the mechanism is working or has been shelved.

Price stability and index linkage

A key metric is the degree of index linkage, i.e. the share of procured volume running through a
transparent, index-based price structure. In addition, the average deviation between the agreed index
development and the prices actually invoiced shows whether the mechanism operates precisely. In
practice, index linkage above 95 per cent and a deviation below two per cent are considered sound
benchmarks. Ideally, these metrics are maintained in the supplier scorecard and actively discussed in
supplier meetings.

Cycle times and compliance rates

Also measured are the cycle time of price adjustment requests through to decision and the rate of
complete and plausible evidence provided by the supplier. Long review cycles indicate missing
match-and-merge rules between documents, contract data and calculation sheets. The rate of
adjustments concluded by mutual agreement is also revealing: high dispute rates point to an unclear
clause. These values feed into the procurement business plan and the regular bottleneck analysis
where critical items are affected by price volatility.
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| Risks and controls in handling price adjustment clauses

Price adjustment clauses only provide protection if they are drafted precisely, consistently monitored
and interlinked with overarching control mechanisms.

Typical risks for the buyer

The greatest risk is an indeterminate clause that effectively grants the supplier a unilateral price
adjustment reservation and thus destroys calculation certainty in procurement. Further hazards are
asymmetric mechanisms that only provide for increases, unclear index series in the event of production
changes, or the loss of the underlying cost blocks due to design changes. A mechanism used abusively
can become a reputational risk in procurement if price increases are passed through without sound
evidence and internal customers call procurement's credibility into question.

Controls, evidence and procedures

Defined roles and responsibilities are required: a data steward in procurement keeps index series, cost
shares and contract data up to date and ensures consistency across systems. Every change goes
through a documented review process with the four-eyes principle, approval levels and feedback to the
supplier evaluation. In addition, a business continuity plan (BCP) defines what happens if a supplier
refuses price adjustments or supply is at risk. Material requirements planning and the procurement
guideline incorporate these processes so that the operational and contractual levels interact.

e Maintain index series and cost shares centrally via the data steward
e Review and document supplier evidence in a structured manner

e Link refusal cases with the BCP and alternative sourcing

Interaction with adjacent contractual clauses

The price adjustment clause should be designed consistently with other contractual building blocks. A
limitation of liability protects the supplier from financial excesses in the event of contract breaches,
liquidated damages sanction late delivery, and the change-order clause governs price adjustments for
specification changes — all building blocks must use the same cost definition. Promotion planning and
time-limited promotional prices must also not inadvertently overlay the index mechanics. Clear
match-and-merge rules between order, contract and settlement data prevent contradictions between
the clauses.

| Current developments and digital implementation

Volatile energy, raw material and logistics markets have increased the importance of structured price
adjustment mechanisms. At the same time, procurement departments are digitalising the associated
processes.

Volatility as the norm

In recent years, energy crises, semiconductor shortages and geopolitical events have shown that long
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fixed-price periods without an adjustment mechanism can put suppliers in existential difficulties — with
consequences for security of supply. As a result, balanced clauses with symmetrical effect and interim
reviews are coming into focus. In addition, mechanisms are gaining importance that separate
short-term base shocks via escalation clauses and long-term trends via indexation. This allows price
volatility to be managed without turning every shock into a renegotiation.

Digitalisation of change management

The review process is being digitalised: index series are sourced automatically, cost sheets are
captured in a structured way and adjustment results are transferred to ERP and e-procurement
systems. Evaluated receipt settlement (ERS) harmonises here, because settlement is based directly on
receipt data and price discrepancies in the invoice verification process are minimised. Critical order and
calculation data are matched in advance before contracts are consolidated in the framework supply
agreement. For category governance, this creates a validatable data set that objectifies price
discussions and makes procurement optimisation measurable.

| Typical metrics

Metric Typical value

Index linkage rate > 95%
Share of procured volume with a transparent, index-based price
structure

Deviation index vs. invoiced price <2%
Shows the precision of the clause mechanics over the term

Cycle time for price adjustment < 30 days
requests From request to decision; longer cycles indicate process gaps
Evidence completeness rate > 90%
Share of requests with complete, plausible documentation by the
supplier
Share of symmetrical clauses > 80%

Share of agreements that also pass through price reductions

| Practical example

A mid-sized machinery manufacturer with ongoing purchasing of steel and aluminium assemblies
procures critical components under a framework supply agreement with a two-year term. After a phase
of massive raw material price movements, the supplier had effectively enforced unilateral price
demands, jeopardising the calculation certainty of the quotation department.

e Introduction of an indexation clause using published metal indices and disclosed cost shares for
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material and energy

e Agreement of a twelve-month adjustment window with threshold value, documentation obligations
and a mutual right of termination in the event of no agreement

e Establishment of an index database maintained by the data steward and integration into the
supplier scorecard

e Escalation levels with management involvement as an escalation clause to avoid stalled
negotiations

| Conclusion

The price adjustment clause is an effective instrument for making price volatility in long-term supply
relationships manageable rather than deferring it to ad hoc negotiations. What matters is an objective
basis of calculation, clearly defined procedures and deadlines, and consistent, documented monitoring.
Those who leave clauses indeterminate risk invalid reservations, calculation uncertainty and disputes
with critical suppliers. Interlinking with supplier evaluation, the escalation clause, limitation of liability
and the change-order clause makes the clause part of a closed contract management system. Buyers
who design price adjustment mechanisms deliberately and control them measurably gain both
calculation certainty and negotiating strength.

| Frequently asked questions

? What is a price adjustment clause?
A price adjustment clause is a contractual agreement that specifies under which conditions agreed
prices may change during the term of the contract. It defines the trigger, the basis of calculation, the
procedure and the timing of the adjustment. Typical reference points are material, energy or labour
cost indices as well as demonstrable cost changes.

? Is aprice adjustment clause in standard terms and conditions valid?

In principle yes, provided it is sufficiently specific. A clause granting a blanket unilateral price
adjustment reservation without a comprehensible basis of calculation is generally invalid.
Permissible are mechanisms that clearly regulate the trigger, the scope and the burden of proof.
The specific wording should be reviewed legally on a case-by-case basis.

? How long can a price be agreed as a fixed price?

In practice, fixed-price periods of typically six to twelve months are agreed for material-intensive
components, and up to 24 months for stable categories. The permissible duration depends on the
volatility of the cost blocks, the negotiating power and the market situation. Longer commitments
almost always require a supporting price adjustment clause.

? What distinguishes a price adjustment clause from an escalation clause?

The price adjustment clause governs continuous, plannable adjustments, usually via index
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mechanisms and fixed adjustment windows. An escalation clause, by contrast, defines graduated
levels of escalating response in the event of disputes or the occurrence of a cost driver. Both
clauses complement each other in a framework supply agreement and should refer to the same
cost definition.

? What evidence must a supplier provide in the event of a price increase?

It is customary to provide comprehensible evidence for the specific cost blocks affected, such as
index extracts, wage statistics or energy price series, supplemented by a back-calculation to the
affected price. The scope should be defined in advance in the clause. Without complete evidence,
there is no entitlement to an adjustment, and the change is rejected.

7 Should price adjustments also apply downwards?

From a procurement perspective, a symmetrical effect is strongly recommended, meaning price
reductions are passed through to the same extent when index values fall. Asymmetric clauses with
a unilateral increase effect are difficult to negotiate and do not reduce acceptance by the supplier. In
practice, symmetrical mechanisms with threshold values are increasingly prevailing.

Find the right suppliers on Amplifa

Verified industrial suppliers in Germany, Austria and Switzerland. Describe your requirement and
receive comparable offers.
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