
                                      

                   

Tip #8:  Cost-Control & Reduction Clauses 
 
Terms, conditions, and provision clauses for Contracts (or Purchase Orders) are negotiated 
provisions constructed by one party and agreed to between the parties -- including preprinted 
terms and conditions. 
 
A Contract (or Purchase Order) provision clause is any written statement of obligation that is 
included and agreed-to within the contract.  As such, key provisions can constructed to 
protect, control, or even reduce costs.  
 
Without provisions of these types in Contracts (or Purchase Orders), many companies can 
expose themselves to cost increases, cost overruns obligations, performance delays, and 
exposures to additional legal and financial liabilities. 
 
While the nature of each Contract (or Purchase Order) transaction is unique, 
below is a list of some cost-control clauses for review and consideration with your 
procurement department and legal team. 
 
A) Cost-Reduction provisions: 
1. Require that a specific and periodic price-reduction take place (based on price history, 
learning curve, or company requirement). 
 
2. Require that a specific and periodic yield, efficiency, uptime, SLA, or cycle-time 
improvement take place (based on history, learning curve, or company target). 
 
3. Require that a cost-reduction task-force be setup to periodically look for 
opportunities for mutual cost-reduction benefit. 
 
B) Cost-Control provisions: 
1. Exclude any price increases initiated from supplier during the duration of the contract or for 
a specific period of time. 
 
2. Require any proposed price increase to be clearly tied to a national cost indexes 
(PPI/CPI/BLS). 
 
3. Require that any proposed price increase will be fully supported by the supplier by market 
cost data and then agreed-to by the Buyer. 



                                      

 
 
C) Delivery, Rescheduling, & Cancellation Provisions: 
1. "Time is of the essence" or "Timely delivery/completion is important to this 
order" clauses can help allow for cancellation or press supplier for performance if 
key delivery or key milestone is delinquent. 
 
2. Buyer reserves the right to reschedule delivery (in or out) with an XX day 
written notice. 
 
3. Buyer reserves the right to cancel without any liability upon a XX day written 
notice. (discuss with supplier how to handle equitably any work already done base on your 
delivery schedule: supplier to reuse, resale, scrap, etc.). 
 
D) Blanket Purchase Order Control provisions: 
1. For Blanket Purchase Orders (BPO), Open POs, or Open Supply Contracts, consider 
statements like, "contract requirements are only on an as-needed, as requested basis by 
buyer, and only written releases made by the Buyer against this BPO shall be authoritative." 
 
2. Only work/products/materials compliant with Contract/Purchase Order may be 
invoiced. 
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