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Automatic Renewal of Government Contracts
Contractual Continuity... or Extended Financial Commitment?

Why does this matter?

Some government contracts include clauses providing for automatic
renewal unless one of the parties formally notifies the other of its
Intention not to continue within a specified period.

While such clauses are often intended to ensure operational continuity
and avoid service disruption, insufficient monitoring or evaluation may
result In extended contractual and financial commitments without
periodic reassessment of actual needs, cost efficiency, or available
alternatives.

Automatic renewal should therefore not be viewed as a mere
administrative formality. Rather, it may represent an implicit decision to
continue the financial commitment, with potential legal, financial, and
governance implications requiring timely attention.

This is not limited to procurement and asset-related contracts, but
extends to a broad range of contracts and commitments associated
with government financial management operations.

Simplified Legal Perspective

e Contractual terms, including automatic renewal clauses, become
binding once the agreed conditions are met.

e Automatic continuation of a contract may reduce opportunities to
re-introduce competition or reassess contractual terms to achieve
better value for public funds.

e Financial commitments arising from renewal may extend into
subsequent fiscal periods without sufficient operational or financial
review.

e [allure to monitor contractual notice periods may give rise to
administrative or financial accountability for the concerned entity.

¢ Managing this clause forms an integral part of sound governance of
government contracts and financial commitments, with due
consideration to the provisions and controls set out in the legislation
governing government contracts, Including federal procurement
legislation—Federal Law 11/2023, Cabinet Decision 122/2024
concerning Iits executive regulation, the procurement procedures
manual, and approved contract forms—which regulate the controls and
mechanisms of automatic renewal, including renewal periods and
maximum limits, such that renewal shall not exceed three (3)
consecutive times and a maximum total duration of six (6) years
Inclusive of the original contract term.

e Regular monitoring of contract durations and renewals constitutes a
core contract management practice, enhancing efficiency and
supporting timely and informed decision-making.

When can automatic renewal become a risk?

e \When contracts continue despite changes Iin actual operational
requirements.

e \When cost or performance conditions are not reviewed against
avallable market alternatives.

¢ \When extended commitments reduce flexibility in financial planning or
resource allocation.

e \When renewal is relied upon as an indirect substitute for competitive
re-tendering or structured reassessment.

¢ \When contractual notice deadlines lapse without timely action.

lllustrative Example

A consultancy services contract included an automatic renewal clause
for a similar term, in accordance with the provisions and controls set out
N the applicable federal procurement legislation and guidelines, as
reflected in the relevant contractual terms. Due to the absence of formal
non-renewal action within the specified notice period, the contract was
automatically extended without conducting a periodic evaluation of the
consultant’s deliverables or the continued need for the service, despite
the availablility of governing controls and procedures. This resulted in the
continuation of a financial commitment, notwithstanding the possibility
of reassessment or re-tendering In line with the applicable regulatory
frameworks.

Practices that strengthen legal Practices that may increase

and financial soundness exposure to risk

¢ Review automatic renewal clauses at e Assuming that a contract
both the contract drafting stage and automatically terminates upon expiry
throughout contract implementation. without verifying renewal provisions.

e Assign clear responsibilities for ¢ Jreating automatic renewal as a
monitoring notice periods and routine administrative process
conducting periodic contract
evaluations. e Delaying the review of extended

contracts until alternative options

e Ensure early coordination among become difficult to implement.
operational, procurement, finance,
and legal functions. e Relying on the continuity of

contractual relationships without

e (Consider the potential impact of periodic assessment of cost
extended commitments on annual efficiency and operational relevance.
and medium-term financial planning

e Properly document decisions to
continue or discontinue contracts in
accordance with approved
procedures.
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The prudent management of automatic renewal clauses
represents a key pillar in enhancing the efficient use of public
resources, reinforcing transparency and competitiveness, and
mitigating financial and oversight risks, thereby supporting the

.sustainability of government financial decision-making
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