AMPLIFA PROCUREMENT GLOSSARY

Alternative Sourcing: Safeguarding Supply
and Substitute Sources in Procurement

Alternative sourcing refers to the targeted identification, assessment and use of substitute sources
for materials, components or services when the primary source fails or economic reasons suggest
a change. It covers both preventive second suppliers and short-notice emergency procurement. In
practice, it is a central element of supplier risk prevention and of the operational resilience of
industrial supply chains.

Key facts

« Alternative sourcing secures supply when primary suppliers fail, deliver with capacity constraints or
prices rise unpredictably.

It covers preventive measures such as second sourcing as well as short-notice emergency
procurement and containment measures.

« In practice, it is frequently applied to single sources, critical parts, commaodity price volatility or
geopolitical risks.

« Prerequisites are qualified backup suppliers, verified alternative specifications and clear approval
processes for substitutable parts.

» Typical KPIs are the coverage rate of critical parts with a second source, time-to-second-source and
the backorder rate.

Definition: alternative sourcing

Alternative sourcing is the planned use of alternative sources of supply, material substitutions or
procurement routes to secure supply and improve the cost position. It differs from forced emergency
procurement in that it is usually preventive, structured and integrated into the procurement strategy.

Distinction from second sourcing and dual sourcing

Second sourcing describes the systematic establishment of a second qualified source of supply for the
same part. Dual sourcing deliberately and permanently splits volume across two or more suppliers.
Alternative sourcing is the umbrella term: it includes both, but also material substitutions, alternative
manufacturing processes or procurement via distributors and marketplaces as a fallback.

Position within the procurement strategy

Alternative sourcing results from the risk analysis per material group and is part of the supplier strategy.
It is typically prioritised along the material group hierarchy: for A-parts, single-source items and parts
with long replenishment lead times, a substitute source is mandatory; for C-parts it is often
uneconomical. Category governance determines who qualifies and approves substitute sources on a
binding basis.
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Motives and triggers for alternative sourcing

Triggers range from acute supply failures to strategic cost reduction targets. It is important to distinguish
between reactive and preventive alternative sourcing, as both require different processes and time
horizons.

Supply failures and shortages

Production stoppages at the supplier, insolvencies, logistics problems or sudden demand peaks lead to
a rising backorder rate and line-stop pressure at the plant. Short-notice alternative sourcing then comes
into play: enquiries via free capacities, distributor markets or qualified backup suppliers, often
accompanied by containment measures such as extended incoming goods inspections in order to keep
quality risks manageable under time pressure.

Cost, commodity and exchange rate motives

Commodity indexation can trigger price peaks that are mitigated through alternative sources of supply
or substitute materials. Currency risks, changes in customs duties or supply chain regulations such as
conflict minerals and RoHS can also make a supplier change or material substitution necessary. In
practice, this often also creates bundling leverage, because new sources can consolidate volume.

Methods and approach of alternative sourcing

Effective alternative sourcing follows a structured process from risk analysis through source qualification
to a permanent dual strategy. Agile procurement approaches complement this approach in volatile
markets.

Risk analysis and prioritisation

The basis is a risk-based assessment of all relevant items along the material group hierarchy:
single-source status, replenishment lead time, revenue relevance, regional dependencies and
compliance risks. This produces a prioritised list of critical parts. For these, procurement controlling
defines target values, for example the share of critical parts with a qualified second source.

Qualification of substitute sources

New sources typically go through sample production, first sampling, quality release (PPAP-type
processes or first article inspection) and trial orders before series use. A should-cost library for realistic
target prices and prepared specification packages are helpful. Additional items such as a freight
surcharge must be examined early for logistics and customs costs.

Emergency procurement and operational response

In acute failures, speed is what counts: pre-qualified backup suppliers, approved drawings and shorter
enquiries accelerate time-to-second-source. In an agile negotiation round or via the spot market, volume
is secured at short notice, while the deviation analysis documents the additional costs compared with
the primary source.

Key KPIs for steering

Alternative sourcing is managed via a handful of measurable KPIs that should be part of procurement
controlling.
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Source and coverage KPIs

Key metrics are the coverage rate of critical parts with a qualified second source, the share of
single-source volume and the time-to-second-source from enquiry to serial release. In addition, supplier
evaluation shows whether substitute sources permanently possess the required performance capability.

Operational and financial follow-up KPIs

The backorder rate and the production security metric (humber of threatened line stoppages) measure
the impact. On the cost side, a deviation analysis and a savings leakage check capture whether
re-tiered volume actually delivers the planned savings or whether price, logistics and quality-related
additional costs erode the advantage.

Risks and controls

Alternative sourcing carries its own risks: quality deviations, infringement of intellectual property, hidden
additional costs and approval bottlenecks. Controls must systematically safeguard against these.

Quality, compliance and specification

Substitutions may only be carried out on the basis of verified alternative specifications and approved
changes. Material compliance requirements such as RoHS or REACH as well as declarations of
conformity must be re-proven for every new supplier. Change-order clauses and clear drawing rights
prevent legal conflicts with modified components.

Cost control and contract design

Emergency procurement frequently produces price surcharges, express freight and minimum order
quantities. Careful commercial invoice verification and an open procedure for spot purchases limit these
risks. In the long term, framework agreements with backup suppliers should contain minimum offtake
commitments or stock-holding clauses so that the source is actually available when needed.

Current developments

Geopolitical tensions, commaodity volatility and regulation have turned alternative sourcing from a niche
topic into a standard topic of strategic procurement.

Regionalisation and low-cost country sourcing in transition

Many companies manage their low-cost country sourcing project portfolio selectively: regional second
sources in Europe or the DACH region are being established to reduce delivery times and transport
risks, while low-cost sources are maintained internationally. Supply chain legislation tightens due
diligence obligations along the source.

Digitalisation and marketplaces as a complement

Digital supplier directories, manufacturing and procurement marketplaces significantly shorten the
search for free capacities. Integrated source-to-pay (S2P) processes ensure that qualified substitute
sources are not only found but also smoothly connected in contractual and invoicing terms — an often
underestimated bottleneck in practice.
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Typical metrics

Coverage rate of critical parts with a second source: > 90%
typical target value for A-parts and single-source items

Time-to-second-source: 3—6 months
from enquiry to serial release; depends on industry and part

Backorder rate: < 2%
health indicator for supply security

Share of single-source volume: < 20%
common guideline level; strongly industry-dependent

Deviation costs of emergency procurement: 10-30% above target price
typical additional costs for an unprepared spot purchase

Practical example

A mid-sized machinery manufacturer was dependent on a single European supplier for several
high-volume steel components. After an unexpected capacity failure with four weeks of standstill risk,
the company built up a structured alternative sourcing approach.

» Risk analysis of all single-source parts based on replenishment lead time and revenue relevance,
prioritisation of the top 50 items

+ Qualification of two regional second suppliers with first article inspection and a framework
agreement including a stock-holding arrangement

« Approval of verified alternative specifications and establishment of an emergency enquiry process
with prepared drawing packages

 Introduction of coverage rate and time-to-second-source as fixed KPIs in monthly procurement
controlling

Conclusion

Alternative sourcing is not purely an emergency tool but a strategic preparation that strengthens supply
security and negotiating power at the same time. It only succeeds if risk analysis, the qualification
process and approval logistics are in place beforehand — in a crisis, it is usually too late for this in
practice. KPIs such as coverage rate and time-to-second-source make the maturity level measurable.
Quality and compliance controls must not be neglected in the process. Those who systematically
maintain substitute sources turn supplier risk into negotiating leverage.

Frequently asked questions

What does alternative sourcing mean?

Alternative sourcing refers to the use of alternative sources of supply, materials or procurement routes
instead of the primary source. It covers preventive second sourcing, material substitutions and
short-notice emergency procurement. The aim is to secure supply and, in many cases, also to achieve a
better cost position.

When is it worthwhile to establish a second source of supply?
Typically for single-source items with high value-creation relevance, long replenishment lead times or
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strategically sensitive materials. The risk analysis prioritises by probability of failure and extent of
damage. For C-parts, a second source is often uneconomical; in these cases, distributor relationships
as a fallback are sufficient.

What is the difference between second sourcing and dual sourcing?

Second sourcing qualifies a second source without volume being permanently split — the source is held
in reserve. In dual sourcing, volume is deliberately and permanently distributed across several suppliers.
Alternative sourcing covers both variants as well as material substitutions.

What are the risks of alternative sourcing?

The main risks are quality deviations from incompletely qualified sources, compliance violations such as
RoHS or conflict minerals, and hidden additional costs from express freight or price surcharges.
Breaches of confidentiality and drawing rights are also possible. Controls such as first article inspection,
commercial invoice verification and change-order clauses minimise these risks.

How quickly can an alternative be sourced?

The time required depends heavily on the degree of qualification. With pre-qualified backup suppliers
and approved drawings, a few days to a few weeks are realistic in practice. Without preparation, first
sampling for industrial components often takes several months.

How many suppliers should you have per material group?

There is no universally valid number; in practice, an assessment based on supplier segmentation has
proven effective. For critical A-parts, at least two qualified sources are standard; for standard parts, one
source with a defined reserve is often sufficient. Too many sources increase administrative effort and
reduce bundling leverage.
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