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Vendor Invokes Price-Escalation
Clause Mid-Contract

Scenario: Fourteen months into a two-year supply contract, your vendor notifies you
that they are applying the price escalation clause beginning next month. The clause is
in the contract and technically valid. The proposed increase is 12 percent — higher
than current CPI for the relevant category. You need to evaluate whether the

invocation is procedurally correct, whether the percentage is defensible, and what

your response options are.
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SECTION 1

What This Is For

When a vendor invokes a price escalation clause mid-contract, there are two separate questions. The
first is procedural: did they follow the notice requirements in the contract — correct advance period,
correct delivery method, correct addressee? A procedurally defective notice may not be enforceable
even if the clause itself is valid. The second is substantive: is the proposed percentage defensible
given actual market conditions? If the clause is fixed-percentage and that percentage significantly ex-
ceeds actual CPI for the relevant category, you have a data-based argument for a counter-proposal

even if the clause is procedurally valid.

This worksheet works through both questions systematically before you respond to the vendor. The
sequence matters: the procedural check comes first, because a defective notice is the strongest argu-
ment and does not require any market data. The substantive check comes second, and requires

pulling actual CPI data from BPS or a relevant commodity index before the conversation begins.

Page 3 of 13



SECTION 2

Benefits

What you get when you actually run this worksheet on a real situation:

Separates procedural compliance from substantive defensibility — two independent arguments

that require different evidence and carry different weight.

Forces the calculation of total financial impact over the remaining contract term before

responding, so the response addresses the right number.

Requires pulling actual published CPI data before building a counter-proposal, grounding the

argument in an independent reference rather than a position.

Builds a BATNA — alternative vendor quotes — before the renegotiation conversation, which
strengthens the counter-proposal with a credible outside option.

Produces a specific, dollar-anchored counter-proposal that the vendor can evaluate rather than a

vague request to 'lower the increase.’
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SECTION 3

Framework To Use

— Two-Track Escalation Response

Track 1 checks procedural validity — a defective notice is the strongest argument. Track 2 checks substantive
defensibility — the gap between the proposed rate and actual CPI is the data arqument.

Page 5 of 13



SECTION 4

How To Use

Follow these steps in order. Each one builds on the previous.

H

[»]

H

[=]

[~]

Locate the escalation clause in the contract. Write the article number and the exact clause text. Is

the escalation mechanism fixed-percentage, CPI-linked, or tied to another index?

Check whether the vendor's notice arrived within the required advance notice period. What
date did the notice arrive? What date does the escalation begin? How many days of advance
notice does the contract require? If the notice arrived late, document the dates and the clause

reference.

Check the delivery method required by the contract. Was the notice sent by registered mail,
email to a specific address, or courier? Did the actual delivery method match the required
method?

If the notice is procedurally defective on either timeline or method: write the specific defect with
clause and date references. This is the first response argument — addressed before any

discussion of the proposed percentage.

If the notice is procedurally valid: find the actual published CPI data for the relevant BPS sub-
index for the 12 months ending at the point of the escalation notice. Write the percentage.
Calculate the gap between the proposed increase (12%) and the actual CPI movement.

Calculate the financial impact on your gross margin for one month at the new price. Multiply by
the number of months remaining in the contract term. That is the total value of this escalation

event.

Obtain at least two alternative vendor quotes for the same specification. The quotes serve two
purposes: they establish your BATNA (you have a verified outside option), and they establish

the market rate as an independent reference point for the counter-proposal.

Build the counter-proposal: a CPI-based adjustment mechanism with a mutually agreed ceiling,
effective from the date of the first proper notice. The counter is not 'reduce the increase to X%' —
it is 'change the mechanism from fixed to CPI-based so future adjustments reflect actual market

conditions.’
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SECTION 5

Example Use

A food production operator receives notice from their packaging vendor that prices are increasing 12% next

month, citing the escalation clause in article 9 of their supply contract signed 14 months ago.

The operator reads article 9. The clause states: "The First Party may adjust the agreed unit price based
on changes in raw material and production costs, with a minimum 30-day written notice to the
Second Party." The escalation mechanism is not fixed-percentage — it is cost-based with no ceiling.
The proposed 12% is a unilateral assessment by the vendor of their cost changes.

Track 1 procedural check: the notice was received on the 15th. The escalation begins on the 1st of next
month — 16 days away. The contract requires 30 days' written notice. The notice is defective by 14
days. The operator documents this with the article reference, the date the notice was received, and

the required 30-day period.

The operator sends a written response that same day: "Article 9 requires 30 days' written notice be-
fore any price adjustment. Your notice dated [date] was received on [date] — 16 days before the pro-
posed effective date, not 30. The proposed adjustment cannot be applied from [date 1] per the
contract's notice requirement. The earliest compliant effective date would be [30 days from notice re-

ceipt date]."

This does not reject the escalation — it is a valid clause. It delays the effective date by 14 days, buying

time to run Track 2.

Track 2: the operator pulls BPS CPI data for the "paper and cardboard" sub-category covering the
past 12 months: 4.3% actual CPI movement. The proposed 12% is 7.7 percentage points above actual
CPI. Financial impact: the packaging contract is $18,000/month. A 12% increase is $2,160/month; a
4.3% increase would be $774/month. Difference: $1,386/month. With 10 months remaining in the con-
tract: $13,860 total difference over the remaining term.

The counter-proposal: "Replace the fixed-cost-assessment mechanism in Article 9 with a CPI-based
adjustment referencing the BPS Paper and Cardboard sub-index, with a maximum annual ceiling of
6%. Based on published BPS data, CPI for this category moved 4.3% in the past 12 months. We are
proposing a 4.3% adjustment effective from [compliant date], with an agreement to replace the esca-

lation mechanism for the contract's remaining term."
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SECTION 6

The Worksheet

Tear this out, copy it onto a fresh sheet, or fill it in directly.

Vendor Invokes Price-Escalation Clause Mid-Contract

Scenario: Fourteen months into a two-year supply contract, your vendor notifies you that they are applying the price
escalation clause beginning next month. The clause is in the contract and technically valid. The proposed increase is 12
percent — higher than current CPI for the relevant category. You need to evaluate whether the invocation is procedurally
correct, whether the percentage is defensible, and what your response options are.

CONTRACT CLAUSE YOUR

VERIFICATION ITEM REFERENCE FINDING POSITION

Notice sent by the vendor — was it within the

required advance notice period?

Escalation clause type: fixed % or cost/CPI-linked?

If fixed %: actual BPS CPI for the relevant category in
the past 12 months (%)

Gap between proposed increase and actual CPI (%)

Escalation ceiling in the contract (if any)

Does the proposed increase exceed the stated

ceiling?

Financial impact on your gross margin ($/month)

Financial impact over the remaining contract term ($
total)

Your BATNA: alternative vendor quotes for the same

specification

Counter-proposal: CPI-based adjustment with
ceiling, effective from [date]

Page 8 of 13



SECTION 6 (CONTINUED)

Reflection Prompts

After filling in the worksheet on the previous page, work through these.

1. If the notice period in the contract was not respected: write the exact clause wording and the date
the notice was received. That procedural gap is the first argument — not the percentage. The

procedural argument does not require market data and is harder for the vendor to dismiss.

2. Pull the relevant BPS CPI sub-index for the past 12 months before building a counter-proposal. If
the proposed 12% increase is three times the actual CPI movement, that gap is the data-based
argument: 'Based on BPS data, CPI for [category] rose X% in the past 12 months. Our counter-
proposal is an adjustment of X% plus [Y]% to reflect your input cost pressures above CPI —

replacing the current open-ended cost-assessment mechanism.'

3. What is the remaining contract term in months? Multiply the monthly dollar impact of the
proposed increase by that number. That is the total value of this negotiation — not just next

month's invoice. Bring that number into the conversation explicitly.
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SECTION 7

Tips and Traps

TIPS

TRAPS

¢ Run the procedural check before responding to
the proposed percentage. A procedurally
defective notice is the strongest argument
because it is factual, time-stamped, and
contract-referenced. It does not require you to
argue about what CPI should apply — it
simply states that the notice was not served
correctly.

¢ When requesting CPI data, use the specific BPS
sub-index most relevant to the vendor's
product category, not the general headline CPIL.
Packaging materials, raw food ingredients, and
industrial components each have their own
BPS sub-index with different recent movement.

¢ Obtain at least two alternative vendor quotes
before the counter-proposal conversation, even
if you have no intention of switching vendors.
The quotes serve as independent market price
evidence and establish that the proposed 12%
is not a market-clearing price.

¢ Frame the counter-proposal as a mechanism
change, not a rate reduction. 'Replace fixed-
percentage escalation with CPI-based
adjustment' is more defensible than 'reduce the
increase to X%' because it positions your side
as proposing a fair market-referencing system
rather than haggling over a number.

¢ Responding emotionally to the proposed
percentage without first checking procedural
compliance. An operator who immediately
argues about whether 12% is fair has already
conceded that the notice is procedurally valid
— even if it is not.

e Accepting the proposed rate to preserve the
relationship without calculating the total
impact over the remaining term. A
$2,160/month difference sounds manageable.
$21,600 over 10 months — and then repeated at
the next escalation cycle — is a different
number.

® Not documenting the counter-proposal and the
agreed outcome in writing. A verbal agreement
to accept 6% instead of 12% is not a contract
amendment. The change needs to be confirmed
in a written addendum signed by both parties,
or it is unenforceable at the next escalation
cycle.
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SECTION 8

Appendixes

Food and beverages (general)

Raw food ingredients

Packaging (paper, cardboard)

Metals and fabricated products
Logistics / freight

Construction materials

Plastics and packaging materials :
: BPS Table 2.8 "Produk

Perdagangan Besar - relevant table

Appendix A — BPS CPI Sub-Index Reference (Common Supply Categories)

BPS publishes monthly CPI data. The following sub-indices are
commonly relevant for supply contract escalation disputes:

: BPS Table 2.2 "Makanan,

Minuman, dan Tembakau"

: BPS Table 2.2 sub-items

by commodity

: BPS Table 2.7 "Kertas dan

Produk Kertas"
BPS Table 2.7 sub-items

Logam"

: BPS Table 2.10 "Jasa

Transportasi”

: BPS Table 2.9 "Bahan

Bangunan"

Access current data at: bps.go.id » Harga - Indeks Harga

For the escalation argument: pull the specific month-on-month
and year-on-year change for the relevant sub-index for the
12 months ending at the date of the vendor's notice.
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Appendix B — Counter-Proposal Cover Memo Template

To: [Vendor legal name]

Attn: [Sales / account manager]

From: [Your business name]

Date: [Date]

Re: Response to price escalation notice dated [date] —
[Contract type / reference]

Thank you for your notice dated [date] regarding a proposed
price adjustment of [X]% effective [proposed date].

We have reviewed the notice against Article [X] of our contract

and wish to raise two points:

1. PROCEDURAL: Article [X] requires [30]-day advance written
notice before any price adjustment. Your notice was received on
[date], which is [N] days before the proposed effective date —
[below / meeting / exceeding] the required notice period.

[If defective]: The earliest compliant effective date for any
adjustment is therefore [calculated date].

2. SUBSTANTIVE: Article [X] references [cost changes / market
conditions] as the basis for adjustment. BPS published CPI data
for [relevant sub-index] shows a [X.X]% movement for the
12-month period ending [date]. A [12]% proposed adjustment
exceeds this reference by [Y] percentage points.

Our counter-proposal: an adjustment of [X.X]% effective from
[compliant date], and an addendum replacing the current
open-ended escalation mechanism with a CPI-based mechanism
referencing BPS [sub-index] with a mutually agreed ceiling
of [5]% per adjustment period.

We are available to discuss this at a mutually convenient time.

[Signature]
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WHERE THIS WORKSHEET COMES FROM

Contract Negotiation Tactics
A Clear Contract Is a Healthy Relationship

by Ibrahim Anwar

This worksheet is one of nine in the Contract Negotiation Tactics companion worksheet pack.
The full pack is grouped into three categories: high-volume worksheets you can run weekly,
niche-search worksheets for rare but high-value situations, and specific-case worksheets that

walk you through a single concrete scenario.

Every framework, decision filter, and figure used in these worksheets is drawn from the
chapters of the source book. The book sets the diagnosis, the worksheets give you the form to

act on it.

Available on Google Play Books

play.google.com/store/books

PT Hibrkraft Kreasi Indonesia - Cileungsi, Bogor - hibranwar.com
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