AMPLIFA PROCUREMENT GLOSSARY

Supplier Location Risk: Systematically
Mastering Geographic Risks in the Supplier
Portfolio

Supplier location risk describes the threat to the ability to supply that results from a supplier
producing, storing or shipping at a specific geographic location. It encompasses country risks such
as political instability or export controls as well as location-specific risks from natural disasters,
infrastructure failures or long transport routes. For buyers, it is a key assessment metric in supplier
selection, dual sourcing strategy and the hedging of critical procurement parts.

Key facts

» Supplier location risks include political, logistical, climatic and regulatory threats at a supplier's
production or despatch site.

» In practice, the risk is typically assessed on the basis of probability of occurrence and impact on
supply, costs and compliance.

» Regional diversification, stockholding strategies and purchasing framework agreements are the most
important countermeasures.

» Far East supply chains often have longer planning time windows and higher inventory and transport
costs than European locations.

« Customs preferences, rules of origin and reporting obligations such as Intrastat make location
choice relevant under trade law too.

» Location risks are increasingly incorporated into sustainability and reporting obligations, for example
in the context of the Corporate Sustainability Reporting Directive (CSRD).

Definition: supplier location risk

Supplier location risk is the specific procurement risk arising from the geographic location of a supplier's
production, warehouse or despatch site. It must be distinguished from general supplier risk, which
primarily concerns the provider's own qualifications, financial strength and performance capability. The
location, by contrast, determines which external influences affect the ability to supply.

Distinction from country risk and supplier risk

Country risk looks at states as a whole, e.g. currency, transfer or expropriation risks. Supplier location
risk is more narrowly defined: it assesses the specific region, the industrial estate and the logistics links
of a specific plant. A financially strong supplier can nevertheless pose a high supply risk at an exposed
location, for example in a flood zone or in a region with frequent power cuts.

« Country level: export controls, tariffs, currency and transfer restrictions
* Regional level: infrastructure, climate risks, availability of skilled labour, logistics density
« Plant level: single-site dependency, fire or disaster risk, transport routes
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Typical risk patterns

In practice, four risk patterns dominate: first-tier dependency on a single site, long transport chains
using sea or air freight, regulatory interventions such as sanctions or export licences, and natural
events. Added to this are internal supplier risks, such as insufficient capacity reserves that cannot be
compensated at short notice at the location.

Assessing location risks in supplier selection

Location risk should already be factored into bid evaluation, not only after award. A sensible approach
combines bid evaluation stages in which, alongside price and quality, the location situation is also
weighted, with a structured risk analysis for critical parts. The assessment criteria must be made
transparent in the specification or tender documents.

Criteria catalogue for location assessment

A practical catalogue of criteria examines political and macroeconomic stability, logistics infrastructure
and customs links, climate risks, energy supply, labour market and regulatory requirements. For
emerging markets, currency risks and the reliability of customs clearance are added. The weighting
should differ by commodity group, as a service level target per commaodity group implies a different risk
appetite.

« Political/regulatory: sanction risk, export controls, trade conflicts

» Logistics: port and airport links, lead times, freight forwarder situation
* Physical: exposure to earthquakes, flooding or drought, power and water supply

Integration into tendering and framework agreements

In tenders, location risk can be reflected in the bid evaluation stages by scoring location diversification
as added value. In purchasing framework agreements, hedging instruments such as minimum
stockholding, capacity commitments or alternative supply plants should be recorded. In this way, the risk
is addressed contractually before it materialises.

Operational hedging: strategies against location risks

At the operational level, the aim is to limit the impact of a location failure. Proven instruments include
dual sourcing, regional secondary suppliers, stockholding strategies for critical parts and extended
planning time windows for procurement from risk regions.

Dual sourcing and regional diversification

Dual sourcing spreads the volume across two suppliers, ideally at different locations or in different
regions. In practice, a 70/30 to 80/20 split is often chosen in order to retain economies of scale with the
main supplier while still maintaining a qualified second source. It is important to actively place orders
with the second source on a regular basis so that it is actually able to deliver in the event of disruption.

Stockholding, call-off orders and planning time windows

A stockholding strategy with safety stocks or buffer stocks held at the supplier bridges transport and
production failures. With reorder point procedures and call-off orders, the longer lead times from risk
regions must be taken into account in the planning time window. Contract manufacturing in third-country
locations lengthens the chain further; return shipments and re-imports must be explicitly priced into lead
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time and risk analyses here.

Compliance and foreign trade

Locations in third countries create trade documentation obligations such as Intrastat declarations for EU
purchases, as well as verification effort regarding origin and preference calculation under preferential
agreements. Customs preferences can bring cost advantages but are tied to proof that must be
re-verified when locations change. Initial sample inspections via a first article inspection (FAI) verify that
an alternative location meets the specification.

Key KPIs for managing location risk

Location risks can only be managed if they are measurable. Suitable metrics combine supply security,
cost impact and portfolio distribution. The values should be broken down by commodity group and
delivery direction, as blanket statements have little informative value.

Supply and risk metrics

Key metrics are the delivery reliability or service level, lead time per location, the share of procurement
volume from risk countries and the single-source share of critical parts. In addition, a location
concentration metric is useful, e.g. the volume share of the largest location per commodity group. Types
of savings should be documented in relocations in such a way that higher transport and inventory costs
remain visible, for example via a functional cost calculation or a preference calculation for customs
advantages.

« Share of procurement volume from high-risk countries (typically target value below 20-30% for
critical parts)

« Delivery reliability per location and direction (typically > 95-98%)

- Lead time average and variance per region

Financial hedging of the risk

Higher stocks from stockholding tie up capital; instruments such as dynamic discounting or an early
payment programme can compensate suppliers for higher safety stocks or faster response times. The
costs of hedging belong in the functional cost calculation so that price comparisons between locations
remain comparable. Subsequent additional costs from disruptions should be checked for plausibility via
a factual invoice audit.

Risks and controls in supplier management

Location risks change dynamically. A risk profile compiled once quickly becomes outdated; ongoing
monitoring, clear escalation paths and regular validation of alternative sources are therefore needed.

Monitoring and early warning indicators

Practical early warning indicators include news data on strikes, weather and geopolitical events, delivery
delays in recent call-off cycles, and quality and deadline trends. Cycle counting of delivery reliability and
stock data reveals gradual deterioration before a failure occurs. BANF-PO cycle time is a sensitive early
indicator: if it rises at a location, this often points to capacity or organisational problems.

Contingency plans and exercises
For A-parts from high-risk locations, escalation plans should be in place: who decides on air freight
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instead of sea freight, who activates the second source, who informs customers? These plans should be
rehearsed regularly and supported with real call-off data. Contract design is also part of control:
purchasing framework agreements should stipulate suppliers covering express costs for delays
attributable to them as well as information obligations upon relocation.

Due diligence on location changes

If a supplier relocates production, the project should be accompanied from the first announcement:
tooling transfer, qualification of the new site via FAI, adjustment of the preference calculation and
examination of new trade routes. Without a controlled transition, supply interruptions and rework loom;
complaints and returns typically increase during the transition phase.

Current developments: regulation, sustainability and nearshoring

Political pressure for more resilient supply chains has pushed location risk into the focus of
management and supervisory bodies. Nearshoring debates, export controls and sustainability reporting
are fundamentally changing how locations are assessed.

Sustainability and reporting obligations

The Corporate Sustainability Reporting Directive (CSRD) increasingly obliges larger companies to
report on risks in the value chain and their impacts. Supplier location data, e.g. on energy supply,
working conditions and climate risks, thereby becomes a mandatory disclosure. Buyers should therefore
maintain location master data digitally and in an auditable form, not merely in Excel lists.

Nearshoring and reassessment of low-cost countries

Nearshoring reduces transport times and geopolitical exposure but frequently increases direct costs.
Whether a relocation is economically viable is decided not by the landed price but by the total cost
calculation including inventory holding, lead times and probability of failure. The economies of scale of
large Asian plants remain a counter-argument; this is why many companies introduce tiered models in
which critical volumes are sourced regionally and standard parts globally.

Digitalisation of location risk management

Risk data, location master data and delivery schedules can be linked via interfaces such as cXML and
procurement platforms, so that risk changes can automatically trigger inventory and procurement
decisions. The degree of integration varies in practice; even without end-to-end automation, structured
master data maintenance per supplier plant helps.

Typical metrics

Delivery reliability per location: > 98%
Typical target value for A-parts; differentiate by commodity group

Volume share from high-risk countries: < 20-30%
Common benchmark for critical commodity groups

Single-source share of critical parts: < 10%
Proportion of critical items without a qualified second source

Lead time variance per region: £ 20%
Basis for safety stock and planning time window
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Practical example

A medium-sized mechanical engineering company sourced a critical cast part from a single supplier in
South East Asia. After a supply gap of several weeks caused by a port failure, the company carried out
a location risk analysis of its 50 most important purchased parts and built up hedging measures step by
step.

» Qualification of a European second source via first article inspection (FAI) and transfer of around
30% of the volume (dual sourcing)

» Building a safety stock covering five weeks of demand, controlled via an adapted reorder point
procedure with an extended planning time window

 Inclusion of location criteria in the bid evaluation stages and anchoring of stockholding and
information obligations in the purchasing framework agreements

 Introduction of monthly monitoring of delivery reliability and BANF-PO cycle time per location as an
early warning indicator

Conclusion

Supplier location risk is not an abstract country-level issue but a manageable object of control in
operational and strategic procurement. What matters is linking location data with commodity group
criticality and concrete hedging instruments such as dual sourcing, stockholding strategies and
contractual commitments. Metrics on delivery reliability, location concentration and lead time make the
risk manageable. Regulatory requirements increase the documentation effort but at the same time
improve the data basis. Those who assess location risks continuously rather than only in the event of
disruption secure supply capability and competitiveness sustainably.

Frequently asked questions

What is supplier location risk?

It is the threat to supply that results from the geographic location of a supplier's production, warehouse
or despatch site. This includes political risks, natural disasters, logistics failures and regulatory
restrictions. It must be distinguished from performance-related supplier risk, but the two can occur in
combination.

How do you assess the risk of a supplier location?

Typically, a risk matrix of likelihood and damage amount is drawn up for each location. Political stability,
logistics links, climate risks, infrastructure and regulatory factors are assessed. The result feeds into
supplier selection, e.g. via weighted bid evaluation stages, and into the hedging strategy per commaodity

group.

Which measures reduce location risks in procurement?

Proven measures include dual sourcing across different regions, safety stocks as part of a stockholding
strategy, and extended planning time windows for risk regions. In addition, purchasing framework
agreements with capacity commitments and alternative manufacturing sites help. For critical parts, a
first article inspection of alternative sources should be carried out regularly.

What does location risk mean in the context of nearshoring?
Nearshoring reduces transport duration, geopolitical exposure and inventory commitment, but frequently
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increases unit costs. The decision should be made on the basis of the functional cost calculation, which
includes transport, inventory and risk costs. Not every part justifies the effort of relocation; critical parts
benefit most.

What role do customs and Intrastat play in location risk?

Locations outside the EU create customs and reporting obligations, such as Intrastat declarations, and
change preference calculation depending on trade agreements. Customs preferences can offer cost
advantages but require robust proof of origin. When a supplier relocates, this proof must be re-verified;
details must be verified on a case-by-case basis.

How is location risk related to the CSRD?

The Corporate Sustainability Reporting Directive requires affected companies to report on sustainability
risks in the value chain, which also includes geographic supplier location data. Buyers therefore need
structured, auditable location master data. The specific reporting obligations depend on the company
and chronology and must be examined on a case-by-case basis.
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