AMPLIFA PROCUREMENT GLOSSARY

Supplier network: building, managing and
securing strategic procurement relationships

A supplier network is the totality of all suppliers, service providers and subcontractors with which a
company systematically maintains business relationships. It includes not only direct material
suppliers but also logistics providers, service providers and sub-suppliers who contribute indirectly
to the delivery of goods and services. An actively managed network secures supply, quality
standards and cost efficiency — making it a strategic asset in procurement.

Key facts

* A supplier network includes direct suppliers, sub-suppliers, logistics partners and service providers
along the entire value chain.

* The build-up typically follows procurement portfolio analysis: strategic partners are closely
integrated, C-parts are standardised and automated.

» Key management tools are supplier evaluation, volume commitments, RFX in procurement and
regular supplier development cycles.

« Risk is mitigated through dual sourcing, business continuity plans (BCP) and transparency down to
the sub-tier level.

« Digital platforms, API integration and master data quality (data steward) increasingly determine
network efficiency.

« Typical KPIs are on-time delivery, quality (PPM), supplier concentration and time-to-supply when
nominating new sources.

Definition: supplier network

A supplier network is the structured set of all external sources of supply of a company, including their
mutual connections. It describes both the real supplier landscape and the way in which procurement
organises, evaluates and further develops these relationships. It must be distinguished from the
individual supplier master: the term emphasises the interconnectedness, interdependence and joint
manageability of the relationships.

Distinction from supplier master and supplier portfolio

The supplier master is a list of active sources of supply; the supplier portfolio orders these by strategic
importance and supplier risk. The network goes beyond this because it also maps the connections
between suppliers: who supplies whom, where upstream-supplier dependencies exist, and where
several providers share the same sub-tier. This perspective is a prerequisite for effective risk
management.

Levels and actors in the network

In practice, a distinction is made between Tier-1 suppliers (direct contractual partners), Tier-2 and Tier-3
(sub-suppliers) as well as cross-functional partners such as freight forwarders, carriers or testing and
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certification services. Internal interfaces also belong functionally to the network: specialist departments,
quality management and logistics act as demanders and rating contributors within the network.

Build-up and methods: how a supplier network is created

Building a robust network is a designed process, not a product of chance. It begins with an analysis of
the current supplier master, leads through segmentation to the targeted selection and development of
partners. Methodologically, procurement relies on established tools of procurement portfolio analysis
and sourcing.

Analysis and segmentation by commodity groups

The foundation is a clean commodity group structure, ideally supported by a spend cube that breaks
down expenditure by commaodity group, supplier and cost centre. On this basis, a commodity board
steers the strategic direction of each category: source selection, provider density, regionalisation and
make-or-buy direction. Typically, this results in different network designs per commodity group — from
single sourcing with strategic partners to multiple sourcing for standard parts.

Sourcing and contractual instruments

New sources of supply are systematically identified and compared via a request for quotation or
structured RFX processes in procurement. For strategic quantities, volume commitments secure
planning certainty on both sides; price leadership can be verified with a clean-sheet calculation. For
critical components, agreements on freeze fences (change freeze during series ramp-up) and clearly
regulated transfer-of-work processes when changing suppliers complement the contractual basis.
Penalty mechanisms such as liquidated damages should be set realistically and reviewed legally on a
case-by-case basis.

Supplier development rather than mere control

A high-performing network is created not through selection alone but through development. Joint
process optimisation in procurement, cost-reduction workshops based on a market model and quality
projects sustainably improve collaboration. In practice, fixed development cycles have proven their
worth: evaluation, agreement of measures, implementation, re-evaluation — typically annually or
semi-annually.

Key KPIs for managing the network

Without reliable metrics, network management remains guesswork. What has proven effective is a lean
set of metrics that captures both performance and risk and is evaluated at supplier level and
network-wide.

Performance indicators of operational collaboration

Core metrics are on-time delivery (OTIF: on time in full), quality (PPM) as the defect rate per million
parts delivered, complaint rates and the throughput time in the invoice approval workflow as an indicator
of process quality. In addition, companies measure how reliably incoming-goods inspection using AQL
sampling confirms accepted batch releases. These indicators typically feed into a scorecard system with
defined weighting.
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Structural and risk indicators

At network level, what matters is supplier concentration (share of purchasing volume held by the top 5
and top 10 suppliers), regional risk density and the number of qualified second sources per critical part.
Lead-time diversity and inventory coverage of critical items are also relevant structural measures. A
pragmatic benchmark: companies often aim to secure critical items with at least two approved sources

of supply.

Risks and controls in the supplier network

Networks are only as robust as their weakest link — and their hidden dependencies. Risks range from
the failure of individual subcontractors through geopolitics and compliance to quality and sustainability
violations at deeper levels. Effective control combines preventive safeguarding with responsive
contingency plans.

Resilience and failure scenarios

Cornerstones are dual sourcing, strategic safety stocks and a business continuity plan (BCP) for critical
suppliers, which defines failure scenarios, alternative sources and recovery times. Transparency down to
the sub-tier level is important: the actual bottlenecks often lie not with the Tier-1 partner but with its
upstream suppliers. Agile procurement approaches help to reallocate sources and quantities at short
notice during disruptions.

Compliance, sustainability and quality requirements

Suppliers must demonstrably meet regulatory requirements: from origin and customs conditions (such
as Incoterms such as DDP) through product environmental regulations to the EUDR in procurement for
raw-material-relevant goods. Certificates such as the certificate of conformity and evidence of recycling
rates are part of the standard qualification repertoire. In terms of quality, quality management in
procurement, process audits and documented inspection agreements, among others, secure the agreed
level. The legal assessment of these obligations should always be carried out on a case-by-case basis.

Current developments: digitalisation and connected platforms

Supplier networks are increasingly mapped and managed digitally. Supplier portals, multimodal data
integration and Al-supported early risk detection are changing how buyers view and lead their networks.
The focus is shifting from transaction processing towards data quality and proactivity.

Data quality as the foundation

Reliable statements about the network presuppose clean supplier master data. The role of the data
steward is gaining correspondingly in importance: they maintain master data, certificates and status
information and ensure a reliable data foundation. Without this basis, portals, scorecards and risk alerts
remain unreliable.

Automation and standardised processes

Standardised processes such as the quotation comparison, automated supplier evaluation and digital
approval processes reduce processing time and error rates. Plannable ancillary periods such as
promotion planning for promotional requirements can also be coordinated digitally with suppliers. The
trend is towards process optimisation in procurement through the automation of routine tasks, while
strategic tasks gain in value.
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From a commercial network to an ecosystem partnership

Leading companies increasingly treat strategic suppliers as partners: joint innovation, early involvement
in development projects and shared sustainability goals. This development shifts network management
from pure cost negotiations towards joint value creation — while simultaneously raising the requirements
for trust, contractual frameworks and governance.

Typical metrics

On-time delivery (OTIF): > 95-98%
typical benchmark for reliable operational partners

Quality (PPM): <500 PPM
typical target figure in series production, varies by commodity group

Supplier concentration Top 10: < 60% of volume
benchmark for risk diversification; strategically justified consolidation excluded

Second sources for critical parts: >= 2 sources
common resilience target for critical items

Scorecard review cycle: annually or semi-annually
proven rhythm in practice

Practical example

A medium-sized mechanical engineering company with around 800 active suppliers found that roughly
60 per cent of its purchasing volume was attributable to ten suppliers, without this concentration being
strategically intended. After several supply failures involving electronic components, the company
systematically overhauled its supplier network.

« Segmentation of the entire supplier base using procurement portfolio analysis, including the spend
cube as a data foundation per commodity group

« Establishment of second sources for the 50 most critical components, including defined business
continuity plan (BCP) measures per item

 Introduction of a supplier scorecard with OTIF, quality (PPM) and complaint rate as core metrics,
agreed with each strategic partner

« Structuring of the sourcing search through standardised RFX in procurement and anchoring of
volume commitments for strategic quantities

Conclusion

A supplier network is far more than a supplier list: it is the structural backbone of supply security and a
company's value creation. Those who design it deliberately — with clear segmentation, measurable KPIs,
contractually secured partnerships and genuine transparency down to the sub-tier level — turn
procurement risks into a manageable quantity. Digital tools and clean master data significantly improve
manageability but do not replace the strategic decision about which partners are closely integrated and
which processes are standardised. Ultimately, the quality of the network determines how quickly a
company can react to disruptions, price changes and market fluctuations. Buyers are therefore well
advised to regularly evaluate the network, actively develop it further and manage it as a strategic asset.
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Frequently asked questions

What is meant by a supplier network?

A supplier network comprises all suppliers, subcontractors and service providers with which a company
maintains business relationships, including their interconnections. It thus represents the entire external
value-creation structure — from Tier-1 partners down to sub-suppliers and logistics providers.

How do you strategically build a supplier network?

Building one begins with an analysis of the supplier master data and a segmentation by strategic
importance and risk, typically using procurement portfolio analysis. This is followed by the targeted
selection of new sources of supply through structured RFX processes and the development of existing
partners. Contracts, KPIs and regular reviews secure the collaboration in the long term.

Which KPIs are important for supplier management?

Key performance indicators are on-time delivery (OTIF), quality (PPM) and the complaint rate. At
network level, supplier concentration, the number of qualified second sources per critical part and
lead-time diversity are decisive. These values typically feed into scorecards with defined weightings.

Why is dual sourcing important in a supplier network?

Dual sourcing reduces the risk of failure if a main supplier is lost through insolvency, production
shutdown or geopolitical events. In practice, companies aim to secure critical items with at least two
approved sources of supply. This is complemented by safety stocks and a business continuity plan
(BCP) for the most important suppliers.

What is the difference between a supplier master and a supplier network?

The supplier master is a simple list of all active sources of supply. The supplier network goes beyond
this because it also maps the relationships between suppliers — such as sub-tier dependencies and
shared upstream suppliers. This perspective is essential for effective risk management and strategic
network design.

How do you digitalise a supplier network?

The foundation is clean supplier master data, typically owned by a data steward. On this basis, supplier
portals, automated evaluation processes and standardised quotation workflows are introduced.
Al-supported early risk detection complements proactive management but does not replace the
professional assessment by the buyer.
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