AMPLIFA PROCUREMENT GLOSSARY

Procurement Business Plan: Strategic
Planning of Procurement

The procurement business plan is the structured written planning of all key objectives, measures
and resources of a company's procurement function. It translates the corporate strategy into
concrete procurement objectives, budgets, metrics and action programmes, typically for one to
three years. It thereby serves as a steering instrument vis-a-vis executive management, as a
working basis for the procurement team and as evidence of sound governance towards auditors
and business partners.

Key facts

* The procurement business plan links corporate strategy with operational procurement objectives and
measures.

« Typical contents include spend analysis, category strategies, supplier strategy, budget, KPIs and risk
management.

* The planning horizon is often one to three years, supplemented by annual updates.

» Key metrics include savings, supplier performance (e.g. On-Time In Full), budget compliance and
process costs.

* The plan should be coordinated with adjacent functions such as financial planning, supply planning
and requirements management.

* Regular review meetings, quarterly in practice, ensure implementation and currency.

Definition: procurement business plan

The procurement business plan is the central planning and steering document of the procurement
function. It describes the starting position, objectives, strategies, measures, resources and metrics of
procurement for a defined planning period.

Distinction from other planning documents

The procurement business plan is not merely a budget breakdown, nor a detailed category strategy. It
forms the overarching framework into which individual category strategies, supplier plans and project
plans are embedded. While procurement controlling performs the ongoing monitoring of actual
performance, the business plan provides the targets and action programmes against which performance
is measured.

» Business plan: strategic framework, one to three years

« Category strategies: operational specification per commodity group

* Procurement controlling: ongoing target-actual monitoring and reporting

Target audiences and benefits

Internal audiences are executive management, the finance department and the procurement team itself;
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external audiences may include banks, investors or auditors, for example in the context of supplier bank
data verification or financing negotiations. A plausible business plan demonstrates that procurement
costs, risks and supply capability are being systematically managed. It thereby also increases
acceptance of procurement projects and necessary investments, for example in tools or additional staff.

Contents and structure of a procurement business plan

A practical procurement business plan follows a recurring structure: baseline analysis, objective setting,
strategies, action planning, resources and metrics. The individual chapters build logically on one another
so that every stakeholder can follow the chain of reasoning.

Baseline analysis and spend basis

The basis is a robust analysis of the procurement volume by commaodity group, supplier and cost centre,
often supported by material number determination and a clean classification of spend data. This is
complemented by supplier evaluations, contract inventories and risk assessments. The baseline
analysis should also identify weaknesses, such as high forecast errors, poor data quality or a low
invoice automation rate in order processing.

Objectives and strategies

Building on the analysis, measurable objectives are defined, for example cost reductions, supplier
consolidation, improvement of the On-Time In Full (OTIF) rate or the establishment of alternative
sources of supply. The objectives are specified per category; a structured approach in the sense of
category management governance helps here, defining roles, decision-making paths and quality
standards for strategy work. Questions of requirements management and demand aggregation also
belong here, as pooled requirements create leverage for better terms.

« Cost reduction targets per category with levers and schedule
« Supplier strategy: number, selection criteria, development objectives
» Risk objectives: dual sourcing, contract coverage, contingency plan for critical parts

Measures, resources and schedule

Each objective is translated into projects and measures with owners, deadlines and budget. These
include negotiation programmes, tenders with competitive participation, system projects such as
improving the invoice automation rate, or organisational topics such as standardising vendor master
data. The resources section plans for staffing, tool budgets and external support; the schedule defines
milestones and review dates.

Methods and approach for preparation

Preparation typically follows an annual cycle synchronised with corporate planning. What matters is a
realistic plan: it should be ambitious enough to exploit levers, yet concrete enough that progress
remains measurable.

Planning cycle and coordination

In practice, planning begins two to four months before the start of the financial year. First, the directives
of executive management and trend statements from supply planning and sales are gathered, then the
spend and supplier analysis is updated, followed by drafting of objectives and measures. Close
coordination with financial planning prevents contradictions between budget targets and procurement
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objectives, for example in the event of price increases or changed quantities from material requirements
planning (MRP).

Involvement of stakeholders

A business plan written only by the head of procurement rarely gains traction in implementation. Early
involvement of category managers, department heads, quality management and logistics is advisable.
Business departments contribute demand trends and technical restrictions, quality management defines
requirements for goods receipt with quality inspection and approval processes, and logistics provides
target values for goods receipt lead time and inventory planning.

Prioritisation and business case

As resources are limited, measures should be prioritised by impact, effort and risk. For larger initiatives,
such as the introduction of new contract or supplier management, a simple business case with benefits,
costs and payback period should be included in the plan. Common rules of thumb apply here: projects
with payback periods of under twelve months have the highest chances of implementation in practice.

Key KPIs in the procurement business plan

Metrics make the plan verifiable and create accountability. They should be balanced: several cost
metrics, delivery performance, process quality and risk measures, so that no single perspective
dominates.

Cost and performance metrics

Established metrics include savings versus baseline, budget compliance, price deviations and process
costs per purchase order. For suppliers, the focus is on On-Time In Full (OTIF), quality and complaint
rates. Operational processes can be measured via goods receipt lead time, the invoice automation rate
and processing times in requirements management.

Risk and structural metrics

In addition, structural measures help, such as coverage of volume with framework agreements, the
proportion of volume with the largest supplier (concentration), the proportion of dual-sourced articles
and the proportion of strategic suppliers with valid supplier status and a current evaluation. The
completeness of master data, for example following uniform material number determination, is also a
useful early indicator of process quality.

« Contract coverage ratio: typically target values well above 70% of addressable volume

* Supplier concentration: in practice, often a warning threshold if one supplier accounts for more than
20-30% of critical volume

« OTIF: target values frequently >= 95%, varying by industry and material type

Reporting and updating

Metrics only have an effect if they are reported regularly. A monthly or quarterly report to executive
management with target-actual comparison, deviation analysis and, where necessary, corrective
measures is common practice. In the event of significant changes, such as supply failures or sharp
market price fluctuations, the plan should be adjusted rather than simply deviated from downwards.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/businessplan-einkauf



Risks, controls and legal framework

A business plan must also identify risks and define control mechanisms. These include supply chain
risks, compliance matters and the safeguarding of contractual positions in ongoing business.

Supply and market risks

Key risks include supply failures, raw material price volatility, dependencies on single sources and
geopolitical developments. The plan should provide for a contingency plan for critical materials:
alternative sources, safety stock, alternative specifications and clear escalation paths. Forecasts are
subject to uncertainty; forecast errors should be quantified and factored into buffering strategies in

supply planning.

Contractual and commercial law aspects

The standard repertoire includes provisions on retention of title with upstream suppliers, clearly defined
termination rights, in particular the right of termination for cause in long-term contractual relationships,
and secured call-off contract structures with graduated commitment levels. For international transport,
transfer of risk and Incoterms must be observed; for the transport of dangerous goods, the ADR
provisions apply. Advance payment agreements for contract manufacturing, for example in toll
manufacturing, and customs reporting obligations such as Intrastat also merit a mention in the plan. All
statements are generalised; the specific design should be legally reviewed on a case-by-case basis.

Compliance and governance

The business plan should enshrine governance principles: competence rules, the four-eyes principle,
documentation obligations and award principles such as competitive participation in larger awards.
Regular supplier audits, systematic supplier bank data verification before new business and clear rules
on gifts and conflicts of interest are common control instruments. In this way, the plan also meets the
expectations of auditors and quality management systems.

Current developments and digitalisation

Procurement plans quickly lose value if they remain static. Digitalisation, increasing data transparency
and growing resilience requirements are changing the content and update rhythm of the procurement
business plan.

Data-based steering

Growing data availability allows for more dynamic plans: spend cockpits, supplier scorecards and
automated demand forecasts from material requirements planning (MRP) are increasingly replacing
manual annual statistics. The higher invoice automation rate and end-to-end digital processes from
requirements management to goods receipt reduce process costs and improve the data basis for
planning.

« Spend cubes and cockpits as a planning basis instead of static annual lists

» Supplier scorecards with OTIF, quality and response times

* Rolling forecast updates to reduce forecast errors

Resilience and sustainability

Resilience has been established as an objective in its own right alongside cost and quality: dual
sourcing, regional alternatives and binding contingency plan documents are now often part of the
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standard scope. Sustainability requirements, such as supplier requirements regarding origin, energy
and working conditions, are also finding their way into business plans and award criteria. For complex
investment projects or innovation-driven procurement, formats such as the competitive dialogue are
gaining importance, in which buyers engage with the market at an early stage before formal tendering
begins.

Collaboration across company boundaries

Planning does not end at the factory gate. Close coordination with strategic suppliers on capacities,
development roadmaps and advance payment or payment terms stabilises supply. Models such as toll
manufacturing, in which contract manufacturers produce on behalf of and at the expense of the buyer,
require additional planning depth in the business plan, particularly regarding quality agreements, idea
ownership and exit scenarios.

Typical metrics

On-Time In Full (OTIF): >= 95%
Common target value; varies by material type and industry

Contract coverage ratio: > 70%
Proportion of addressable volume covered by framework agreements

Invoice automation rate: > 80%
Proportion of incoming invoices processed automatically

Goods receipt lead time: <24 hours
Time from delivery arrival to availability, typical guideline value

Practical example

A medium-sized mechanical engineering company with an annual procurement volume of around €60
million is creating a structured procurement business plan for the first time. The spend analysis reveals a
strong supplier concentration in machining and low contract coverage in electrical materials. On this
basis, procurement management and executive management define three core objectives: supplier
consolidation, establishing a second source for critical turned parts and improving process automation.

« Competitive tendering for the turned parts volume followed by a call-off contract with graduated
commitment levels

 Introduction of a standardised supplier evaluation with OTIF and quality targets as well as quarterly
reviews

» Increase in the invoice automation rate and cleansing of vendor master data to reduce process costs

« Contingency plan with alternative sources and safety stock for the ten most critical parts

Conclusion

The procurement business plan is the central steering instrument with which procurement bindingly
defines its objectives, levers and resources. Its value arises from an honest baseline analysis,
measurable objectives and consistent updating on an annual rhythm. Coordination with financial
planning, business departments and supplier strategy is important so that the plan does not end up on
the shelf. Supplemented by risk precautions, governance rules and current topics such as resilience and
sustainability, it becomes an effective leadership tool. Once the structure has been properly established,
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planning effort is significantly reduced in subsequent years.

Frequently asked questions

What belongs in a business plan for procurement?

Core elements are the spend and supplier analysis, measurable objectives, category strategies, an
action plan with responsibilities and deadlines, budget and resource planning, and KPIs. These are
complemented by a risk assessment with contingency plan, governance rules and a reporting concept.
The level of detail should be aligned with the size of the company.

How often should the procurement business plan be updated?

It is common practice to carry out a full annual update in sync with corporate planning, supplemented by
quarterly reviews of implementation. In the event of significant occurrences such as supply failures,
substantial price changes or strategic directional decisions, the plan should be adjusted outside the
regular cycle. What matters is that deviations are documented and justified.

Which KPIs are useful in a procurement business plan?

A balanced mix of cost metrics (savings, budget compliance), delivery performance (On-Time In Full),
process metrics (invoice automation rate, goods receipt lead time) and risk indicators (contract

coverage, supplier concentration) has proven effective. Each KPI should have a clear definition, data
source and target value. Fewer but consistently tracked KPIs are more effective than a large number.

Who is responsible for the procurement business plan?

Formally, the head of procurement bears the responsibility; in terms of content, it should be developed
jointly with category managers, business departments, quality management and logistics. Approval is
usually granted by executive management or divisional management. Clear roles and a defined review
process ensure binding effect and implementation.

How does the procurement business plan differ from a procurement strategy?

The procurement strategy describes the how, i.e. the approach and levers for each commodity group or
supplier. The business plan bundles these elements, adds objectives, budgets, resources, risks and
schedules, and forms the overarching steering document. In practice, the business plan contains the
strategies as chapters; no strategy replaces the plan.

What role does the business plan play in supplier negotiations?

It provides the basis for negotiation objectives, volume pooling and target terms, and creates
accountability towards the negotiation team through documented objectives. It also defines
requirements for contract structures, such as call-off contract provisions, termination rights or retention
of title. A plausible plan also facilitates internal approval of negotiation results.
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