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AMPLIFA PROCUREMENT GLOSSARY

Preferred Supplier Program: Strategic
Management of the Supplier Base
A Preferred Supplier Program is a structured concept with which procurement organisations give

vetted and high-performing suppliers preference for new awards and follow-up orders. It is generally

based on sound supplier segmentation and defines clear criteria for admission, retention and

exclusion from the preferred circle. For industrial buyers, it reduces the effort involved in supplier

search, lowers transaction costs and increases supply security. The article explains the structure,

key figures, risks and integration into procurement controlling.

Key facts
• A Preferred Supplier Program classifies suppliers into segments such as Preferred, Approved and

Limited according to performance and strategic relevance.

• Preferred suppliers typically receive priority for enquiries, framework agreements and early supplier

involvement.

• The basis is defined criteria such as quality, on-time delivery, price stability and financial stability.

• Regular supplier performance evaluations keep the supplier rating up to date.

• Programmes can be readily combined with contract management and electronic tendering.

• The goal is supply base optimisation: fewer, but higher-performing and more loyal suppliers.

Definition: Preferred Supplier Program
A Preferred Supplier Program is a formalised supplier management system that identifies a pre-vetted

group of suppliers as preferred sources of supply for specific commodity groups or services. Preferred

suppliers are prioritised for new requirements without a full award process having to be run in every

individual case.

Distinction from Approved and Certified Supplier

With an Approved Supplier, a business relationship is generally possible, but there is no priority.

Preferred Suppliers receive active preferential treatment, for example in tenders or framework call-offs.

Some companies additionally have the segment Certified or Strategic Supplier for strategic

partnerships. The tiers should be clearly documented so that buyers and specialist departments know

which source of supply is permissible at any given time.

Placement within Supplier Segmentation

The programme is an instrument of supplier segmentation: suppliers are assessed on the basis of

performance and business relevance, frequently in a two-dimensional matrix. The result determines how

much effort in development, audits and contract management is justified for each supplier. Typically, only

suppliers who are both strategically important and high-performing become Preferred Suppliers.
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Objectives and Benefits for Industrial Buyers
A professionally operated programme pursues several measurable objectives: reducing process costs,

improving quality and on-time delivery, and building collaborative advantages. It also creates

transparency across the supplier base and relieves buyers in day-to-day operations.

Process Costs and Procurement Lead Times

Without preferred sources of supply, a laborious market comparison, for example via electronic

tendering, must be run for every enquiry. With a Preferred Supplier Program, time-to-source is

significantly shortened because vetted suppliers can be approached directly. In practice, transaction

costs fall noticeably, particularly for C-parts and recurring services. Synergy effects additionally arise

from bundled volumes.

Quality and Supply Security

Preferred suppliers typically undergo audits, sample inspections and, where applicable, Run at Rate

tests before the start of series production. This reduces the risk of missing parts and thus the effort in

shortage part management. Proven incoming goods inspection with AQL sampling can frequently be

reduced once process stability has been demonstrated, which brings further cost advantages.

Collaboration and Innovation

Preferred suppliers are often involved in development projects at an earlier stage ( early supplier

involvement ), for example in the design of components or the ramp-up of new products. This basis of

trust also improves cost transparency, for instance through joint cost breakdown analyses, and

increases the supplier's willingness to invest in capacity or equipment.

Methods and Approach for Setting Up a Programme
The set-up typically follows a multi-stage process: define criteria, assess suppliers, conclude contracts

and monitor the programme on an ongoing basis. What is crucial is that the criteria and consequences

are documented in a binding and comprehensible manner for all parties involved.

Assessment Criteria and Supplier Rating

Typical criteria are quality ( e.g. defect rate, complaints ), delivery performance ( schedule adherence ),

price level and cost transparency, financial stability ( supplier financial risk ) as well as compliance and

sustainability. The criteria are weighted into a composite score that drives segment assignment. A

uniform evaluation cycle, for example quarterly or semi-annually, is important.

Contractual Foundations and Framework Agreements

With Preferred Suppliers, framework agreements, price lists or a Master Service Agreement ( MSA ) are

usually concluded. These govern prices, terms, capacity commitments and liability-relevant matters

such as product liability clauses. Solid contract management ensures that agreements remain up to

date and that termination and escalation mechanisms take effect.

Onboarding and Admission Process

On the way to becoming a Preferred Supplier, milestones often include supplier assessment, sample

production, Run at Rate for capacity-relevant parts and the preparation of a binding offer in price award.

Promotion only takes place after a successfully completed probationary period in the Approved
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segment. This prevents prestige ratings from being awarded without evidence of performance.

Key KPIs and Programme Control
A Preferred Supplier Program thrives on measurable key figures, ideally fed automatically from ERP or

supplier portal data. These KPIs flow into procurement controlling and at the same time serve as a basis

for supplier discussions.

Performance and Quality Metrics

Core key figures are on-time delivery ( in practice typically targeted above 95 to 98 per cent ), the defect

rate in ppm, the complaint rate and the quality of documentation. Supplementary figures on shortage

part management and adherence to deadlines during ramp-up provide indications of resilience under

load. Individual figures should always be assessed in the context of the commodity group.

Economic Metrics

Important economic indicators are price deviations from the benchmark, the development of total cost of

ownership and the share of procurement volume handled via Preferred Suppliers. Freight surcharge

trends and logistics costs also form part of the review. Regular scorecard meetings with suppliers create

commitment.

Programme KPIs at Procurement Level

At programme level, the following are typically measured: share of volume with Preferred Suppliers ( in

practice frequently 60 to 80 per cent for strategic commodity groups ), average time-to-source, number

of active suppliers per commodity group and the reduction in administrative effort. These figures

demonstrate the programme's benefits to senior management.

Risks, Limitations and Control Mechanisms
Preferred Supplier Programmes carry risks when preferential treatment turns into dependence or ratings

become outdated. Controls, exit paths and regular market comparisons are therefore integral parts of

the programme.

Dependency and Monopoly Risks

Those who rely too consistently on a few Preferred Suppliers increase supplier financial risk and the

danger of supply failure in the event of disruption. Defined second-source strategies, at least for critical

parts, and maintaining a minimum number of qualified alternative suppliers per commodity group make

sense. Regular benchmark quotations keep market price competence alive.

Procurement Law and Compliance

In public sector and regulated organisations, preferential treatment must be compatible with applicable

procurement law; in the private sector, compliance and corporate policies apply. The criteria for

admission must be objective and documented in order to avoid accusations of arbitrariness. In

cross-border procurement, topics such as origin preference and sanctions lists must also be reviewed.

Legal details should be examined on a case-by-case basis.

Stagnation and Lack of Currency

A common practical problem: suppliers remain in the programme for years although the market,
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technology or performance has changed. Countermeasures are regular re-qualification, maximum

programme durations without re-audit and the obligation to demote to a lower segment in the event of

significant deterioration in price or quality. Supply chain considerations ( such as transport insurance or

logistics costs ) should be included in the re-assessment.

Current Developments: Digitalisation and Sustainable Supply
Chains
Preferred Supplier Programmes are increasingly managed digitally: supplier portals, automated

scorecards and integrated procurement platforms reduce the effort required for rating and

communication. At the same time, sustainability and supply chain due diligence are moving more

strongly into admission criteria.

Digital Supplier Portals and Automated Ratings

Modern systems automatically capture figures such as incoming goods quality, on-time delivery and

complaints and update scorecards almost in real time. This enables short-notice tiering and objective

supplier discussions. Classification standards such as UNSPSC or ECLASS also facilitate the clean

assignment of suppliers to commodity groups and comparison across sites.

Sustainability and Supply Chain Due Diligence

Sustainability criteria, human rights and supply chain due diligence obligations are increasingly moving

into admission and retention criteria in many companies. Typical are self-declarations, audits and

contract clauses on labour and environmental standards. These requirements should be linked to clear

evidence formats so that they can be audited.

Resilience Instead of Pure Cost Reduction

The experience of recent years has broadened the focus of many programmes: alongside price and

quality, robustness, regionalisation and failure resilience are increasingly important. Multi-tier supply

chain analysis, capacity reserves and second sources for critical parts are becoming an integral part of

segment evaluation.

Typical metrics
On-time delivery: > 95–98 %
typical target value for Preferred Suppliers, measured quarterly

Share of procurement volume via Preferred Suppliers: 60–80 %
in practice for strategic commodity groups

Defect rate: < 100 ppm
usual guideline value in series production, varies by industry

Time-to-source: days instead of weeks
for call-offs under framework agreements compared with individual awards

Practical Example
A mid-sized mechanical engineering company with around 400 active suppliers consolidated its indirect

and production-related procurement volume. Following a supplier segmentation, 25 out of around 120
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suppliers of mechanically manufactured parts were qualified as Preferred Suppliers, each with a

framework agreement and defined KPI targets. After a good two years, significant effects were evident.

• Number of active suppliers in the core group reduced by more than 70 per cent, with volume

concentrated among vetted Preferred Suppliers.

• Time-to-source for standard parts shortened from several weeks to a few days, as framework

call-offs replaced individual awards.

• On-time delivery of Preferred Suppliers consistently above 96 per cent on quarterly average, with the

complaint rate significantly reduced.

• Run at Rate and related sample processes before the start of series production for new parts firmly

anchored in onboarding.

Conclusion
A Preferred Supplier Program is a proven instrument for systematically optimising the supplier base and

streamlining procurement processes. It only unfolds its full benefit when admission criteria are objective,

ratings are up to date and consequences are binding. Combined with solid contract management,

second-source strategies and regular performance reviews, it avoids the classic pitfalls of dependence

and stagnation. For industrial buyers, the programme means less administrative effort, better supply

security and measurably better terms. Those who underpin it with digital tools and clear governance

turn it into a genuine competitive advantage.

Frequently asked questions

What is a Preferred Supplier Program?

A Preferred Supplier Program is a structured supplier management concept in which vetted and

high-performing suppliers are given preference for awards and follow-up orders. Membership is based

on defined criteria such as quality, on-time delivery, price and financial stability, and is reviewed at

regular intervals.

How does a supplier become a Preferred Supplier?

Typically, the supplier undergoes a supplier assessment, often supplemented by audits, sample

production and, where applicable, Run at Rate tests. After a probationary period in the Approved

segment and a positive supplier rating, promotion follows. A framework agreement or a Master Service

Agreement ( MSA ) is also frequently a prerequisite.

Which criteria determine admission as a Preferred Supplier?

Weighted criteria typically include quality ( defect and complaint rates ), delivery performance ( schedule

adherence ), price level and cost transparency, financial stability, compliance and, increasingly,

sustainability. The weighting depends on the commodity group and criticality. It is important that the

criteria are objective, documented and applied equally to all providers.

What are the benefits of a Preferred Supplier Program for buyers?

It shortens procurement lead times, lowers transaction costs and improves quality and supply security.

Preferred suppliers are already qualified, which eliminates lengthy award processes. In addition,

synergy effects arise from bundled volumes and closer collaboration in development projects.
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What risks does a Preferred Supplier Program have?

The main risks are one-sided dependence on a few suppliers, outdated ratings and potential

compliance issues where admission criteria are unclear. Countermeasures help: second-source

strategies for critical parts, regular re-qualification, clear demotion rules and periodic market

comparisons. Legal frameworks, especially in public procurement, should be examined on a

case-by-case basis.

How often should a Preferred Supplier Program be reviewed?

In practice, quarterly or semi-annual performance reviews with updated scorecards have proven

effective, supplemented by annual re-qualifications or audits. For critical commodity groups or following

market shocks, more frequent reviews may be sensible. What matters is that demotions and exclusions

are carried out consistently and documented.


