AMPLIFA PROCUREMENT GLOSSARY

Lead Time: Understanding and Controlling
Throughput Times in Procurement

Lead time refers to the time that elapses from the placement of an order until the goods or service
are available to the buyer. In industrial procurement it is one of the key control variables for material
availability, inventory holding and delivery capability. Those who understand lead times, capture
them systematically and actively negotiate them can reduce safety stocks, avoid bottlenecks and
noticeably reduce tied-up capital in procurement.

Key facts

« Lead time covers the entire period from the order to goods receipt, including transport and incoming
goods inspection.

 In practice, a distinction is made between order lead time, production lead time, transport lead time
and total delivery time (cumulative lead time).

« Typical benchmarks: standard items from stock are delivered within a few days, custom-made items
often only in 8 to 26 weeks.

» The supplier's stated delivery time and the actually measurable delivery time often differ
considerably in practice.

* Lead times are a negotiating topic: fixation, downstream processing, part deliveries and
change-order clauses directly influence them.

* High lead times increase safety stock, tied-up capital and the risk of shortages at demand peaks.

Definition: lead time

Lead time describes the period between the triggering of a requirement or an order and the availability
of the goods at the recipient. It is thus a core concept in materials management and production
planning.

Distinction from delivery time

The delivery time stated by the supplier often only covers the period from order confirmation to the
dispatch warehouse. The lead time from the buyer's perspective is usually longer, because internal
processes are also included: requirement identification, approvals, order processing, transport and
incoming goods inspection. For materials planning, what always counts is the continuous period, not the
quoted delivery time in the offer.

« Order processing, internal process (order to receipt)
« Delivery time from order confirmation to dispatch or delivery
* Cumulative lead time: sum across all stages of the value chain

Lead-time components in detail

A complete lead time consists of several segments that can be measured and optimised separately: the
internal processing route before the order, the supplier's response time until order confirmation,
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manufacturing or replenishment time, loading and transport, as well as goods receipt, quality inspection
and stock posting. In practice, analyses often show that internal process times account for a surprisingly
large share of the total time — a frequently overlooked lever.

 Internal processing time (requisition to purchase order)
» Order confirmation time of the supplier

» Production or procurement time at the supplier

* Transport and handling time

» Goods receipt, inspection, posting

Lead time in the PPC context

In ERP and PPC systems, lead time feeds into requirements planning as a planning parameter. The
systems use it to calculate purchase order proposals, safety stocks and schedule shifts. If the stored
value is too optimistic, shortages and overtime shifts arise; if it is too pessimistic, unnecessary stock ties
up capital. Regular review of this master data is therefore part of system data maintenance — ideally with
clear ownership, for example via a defined data owner per commodity group.

Types of lead times in procurement

Depending on the procurement situation, several lead-time types can be distinguished, which require
different control approaches.

Replenishment time for standard items

Catalogue and standard items that the supplier delivers from stock typically have lead times of a few
days to two weeks. Here the optimisation lever lies less in production time than in process automation:
reducing approval stages, using guided-buying rules and automating repeat orders. The choice of pack
sizes and delivery terms also influences effective availability.

Manufacturing-related lead times for contract manufacturing

In one-off and small-series production, such as CNC-machined components or sheet-metal parts, lead
times consist of set-up times, throughput times and queues in front of the machines. In practice, 4 to 16
weeks are common, and considerably more for special materials or heat treatment. Verification
procedures such as first article inspection (FAI) additionally extend the lead time but secure the quality
of the first series.

Cumulative lead time and prototype-series procurement

The cumulative lead time sums all lead times along the procurement and manufacturing chain up to the
finished product. It is the decisive variable for scheduling new products. In particular, prototype-series
procurement — i.e. the initial supply of components for samples and pre-series — requires early demand
notification to suppliers with long lead times, for example for printed circuit boards, casting channels or
special cables. Anyone who starts too late here risks the entire project deadline.

Methods: capturing, analysing and negotiating lead times

Lead times can only be controlled if they are measured reliably — both at supplier and process level.

Measurement and master data maintenance
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The basis is the systematic analysis of order and goods receipt data: the difference between order date
and actual receipt, broken down by supplier, commodity group and plant. Realistic planning values and
safety allowances can be derived from the history. What matters is a clean data pool without duplicates
and outdated records — this is where the topic area around the golden record ties in, i.e. the
consolidated, reconciled management of material and supplier data across systems.

Contractual anchoring

Delivery times should be contractually fixed: agreed lead times, call-off quantities, rights to partial
deliveries and consequences of delay. For long-lead components, a change-order clause is
recommended, governing how short-notice changes are commissioned and which lead times then
apply. Limitation of liability should also be reviewed if delays can trigger production stoppages — in
individual cases with legal advice.

Procurement strategy measures

Strategically, lead times can be actively shaped through the sourcing wave plan and the sourcing
pipeline: supplier consolidation reduces interfaces and facilitates framework agreements with fixed
response times. Second sources shorten replenishment in the event of bottlenecks and weaken a
possible monopoly position of the incumbent supplier. Early demand notification and coordinating order
prioritisation with the supplier complete the toolkit.

Important KPIs around lead time

Lead time can only be controlled with suitable metrics. In procurement controlling, a number of
measures have become established.

Key metrics

The actual lead time is measured as an average and as variability — the latter being decisive for safety
stock calculation. Delivery reliability (on-time-in-full) shows whether promised dates are met. In addition,
first pass yield (FPY) at goods receipt indicates how often rework or returns delay effective availability.

« Average and maximum lead time per supplier and item
» Lead time variability (variance as a safety stock driver)
« Delivery reliability: on-time and complete deliveries

» Order processing time (internal process duration)

Link to cost metrics

Lead time has a direct impact on total cost of ownership (TCO): longer lead times mean higher safety
stocks, more tied-up capital and inventory costs. In pricing and bid evaluation, buyers should therefore
assess lead times not merely as a delivery date but as a cost driver. A freight audit and a transparent
freight cost breakdown also help to optimise transport time and transport costs together, for example by
switching to other transport routes or through consolidation.

Reporting in procurement controlling

Lead-time metrics belong in the regular reporting of procurement controlling, ideally per commodity
group and supplier. Noticeable deviations between stated and actual delivery times are an early-warning
indicator of delivery problems or capacity bottlenecks at the supplier. Those who evaluate these signals
systematically can take countermeasures before a supply failure occurs.
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Risks, sources of error and controls

Incorrect lead-time assumptions are among the most common causes of material shortages in
manufacturing.

Typical sources of error

Common problems: outdated planning values in the systems, overly optimistic statements by suppliers
on order acceptance, failure to account for holiday and plant shutdown periods, and ignored internal
approval times. Material compliance requirements, such as test certificates or declarations of conformity,
also extend the effective lead time if they are not planned for.

Controls and early-warning systems

Effective controls include regular comparison of promised and actual dates, escalation rules where
delay is foreseeable, and schedule feedback from the supplier at fixed intervals. For critical items, a
safety stock based on the statistical distribution of the lead time is recommended instead of blanket
rules of thumb. Contract compliance checks ensure that agreed response and delivery times are
actually met.

Dependencies in the supply network

With sub-tier suppliers, the lead time of the direct supplier often conceals the actual bottleneck source,
such as a manufacturer of upstream products with high capacity utilisation. Advanced procurement
professionals therefore specifically enquire about upstream supply chains and assess risks along
product lifecycle management, i.e. across all phases from development to phase-out. For phased-out
items, the timely last-time buy is critical.

Current developments: lead times in a volatile environment

The supply chain disruptions of recent years have significantly sharpened awareness of lead times.

Extended and volatile lead times

For electronic components and certain upstream products, lead times in practice sometimes fluctuate
considerably — from a normal few weeks to several months during bottleneck phases. Planning certainty
replaces the assumption of constant replenishment times: materials planning increasingly works with
scenarios, buffer times and earlier placements, i.e. advance demand notifications.

Regionalisation and dual sourcing

Many companies are building supply relationships in their region to reduce transport times and risks —
higher unit costs are weighed against reduced tied-up capital and greater flexibility. Dual sourcing
shortens replenishment in the event of disruption and reduces dependence on individual suppliers,
including where a supplier potentially holds a monopoly position.

Digitalisation of lead-time control

Digital platforms and supplier portals improve transparency about order status and dates in real time.
Al-supported forecasts and automated reconciliation processes help to adapt planning values
dynamically. For buyers, this means fewer manual follow-up actions, better-founded negotiating
positions and a more reliable data basis for procurement controlling.
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Typical metrics

Average lead time: item-dependent; typically 3-10 days (standard) up to 8-2
Evaluate separately by commodity group and supplier

Delivery reliability (on-time-in-full): > 95%

Proportion of on-time and complete deliveries

Lead time variability: if possible < +20% of the mean
Driver of safety stock

Order processing time (internal): < 3 working days
Internal process duration from requisition to purchase order

Practical example

A medium-sized mechanical engineering company repeatedly experienced schedule delays on special
assemblies, even though the stated delivery times of its suppliers were supposedly being met. A
systematic analysis showed that the actual lead time was on average 40 per cent above the planning
values stored in the ERP system, mainly due to long internal approval times and unaccounted-for FAI
cycles for new parts.

» Determine lead times per item and supplier from order history and correct master data
« Firmly fix delivery times and change-order clauses in framework agreements

* Build up second sources for bottleneck items in the sourcing wave plan

 Include lead-time KPIs and delivery reliability in procurement controlling reporting

Conclusion

Lead time is far more than a delivery time stated in an offer: it is a central control parameter that directly
influences inventory, availability, project deadlines and total cost of ownership. What matters is
differentiation by lead-time type and the systematic measurement of actual rather than stated lead
times. Those who fix lead times contractually, maintain master data cleanly and continuously monitor the
metrics reduce shortages and tied-up capital alike. Strategic levers such as supplier consolidation,
second sources and early demand notification also act on the value chain as a whole. Buyers are
advised to anchor the topic firmly in procurement controlling.

Frequently asked questions

What does lead time mean in procurement?

Lead time is the period from triggering a requirement or placing an order until the goods are available at
goods receipt. It includes internal processing, order confirmation, manufacturing, transport and incoming
goods inspection. It forms the basis for materials planning, safety stocks and scheduling.

How long is a typical lead time in industry?

This depends heavily on the type of product. Standard stock items are typically delivered within a few
days, contract-manufactured parts often in 4 to 16 weeks, and special components sometimes in more
than six months. What matters is the measurable actual delivery time, not the stated figure.

How can lead time be shortened?
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Approaches include shortening internal processes, automated order processing, framework agreements
with fixed response times, second sources, and consignment or blanket call-off stocks. Supplier
consolidation and early demand noatification also reduce effective lead times.

What is the difference between lead time and throughput time?

In procurement, lead time refers to the lead time from the requirement arising until availability from
external sources. Throughput time (also manufacturing lead time) describes the time a workpiece
requires within in-house production, from the first operation to completion. The two terms are sometimes
used synonymously and sometimes distinguished.

Which KPIs relate to lead time?

Key metrics are the average and maximum lead time, lead time variability, delivery reliability
(on-time-in-full) and internal order processing time. In addition, first pass yield (FPY) at goods receipt
provides indications of quality-related delays.

How does lead time affect safety stock?

Safety stock increases with the length and, above all, with the variability of the lead time. The more
uncertain the replenishment time, the more stock is needed to ensure supply capability. A reliable,
low-variation lead time therefore directly reduces tied-up capital and inventory costs.
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