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AMPLIFA PROCUREMENT GLOSSARY

Preferred Supplier: Status, Benefits and
Development in Strategic Procurement
A Preferred Supplier is a supplier that a company, following completed supplier qualification,

awards orders to on a preferential basis and who is treated with privilege over other providers in the

award process. The status does not arise from favouritism based on gut feeling, but from

systematic evaluation of performance, quality, delivery reliability and price. For buyers, the concept

means shorter award times, lower supplier risk and more stable supply chains. For suppliers, the

status is a valuable position that requires continuous performance and, in the worst case, can also

be withdrawn.

Key facts
• A Preferred Supplier is determined through structured supplier qualification and evaluation, not

personal preference.

• The status typically includes preferential terms such as early project involvement, framework

agreements or simplified ordering processes.

• In practice, a large share of procurement volume is handled with a relatively small group of preferred

suppliers.

• The status is tied to clear KPIs such as delivery reliability, quality and the maturity of collaboration

and is reviewed regularly.

• Compliance requirements such as the Corporate Sustainability Reporting Directive (CSRD) or

conflict minerals traceability are increasingly factored into status reviews.

Definition: Preferred Supplier
A Preferred Supplier is a qualified supplier that a company has designated, as part of its supplier

strategy, as the preferred point of contact for specific commodity groups or categories. The status is

based on an objective evaluation and is documented in writing or in systems such as the ERP.

Distinction from other supplier status tiers

Many companies have a multi-tier model: unqualified, approved supplier, Preferred Supplier and, where

applicable, strategic partner. The Preferred Supplier usually sits at the top of the operational hierarchy,

while a strategic partner is additionally involved in development projects and long-term partnerships.

The difference lies less in the contract form than in the scope of collaboration and the depth of

integration.

What the status means legally

Preferred Supplier status is fundamentally not an automatically competition-law-compliant mechanism.

Companies should document internally the criteria by which suppliers are preferred, in order to be able

to make objectively justifiable decisions where other providers are given less consideration.

Public-sector buyers are additionally subject to procurement law rules that may preclude simple
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preferential treatment without transparent procedures. Legal review should be carried out on a

case-by-case basis, particularly where public funds or group-wide uniform compliance standards are

relevant.

Benefits: Why companies work with Preferred Suppliers
The preferred status delivers measurable benefits on both sides of the business relationship. It reduces

transaction costs, improves predictability and creates incentives for supplier investment in the business

relationship.

Efficiency gains in the ordering process

With qualified Preferred Suppliers, free-text orders can be reduced, since catalogue content

management makes provided item catalogues directly usable in the procurement system. Standard

orders frequently run through automated processes within the purchase-to-pay cycle, including Advance

Shipping Notice (ASN) for delivery and slot booking for scheduling in goods receipt. This reduces

processing times, makes deadline tracking easier and increases the invoice automation rate, because

master data and order references are properly maintained.

Reduction of supplier risk

Because Preferred Suppliers are evaluated regularly, buyers identify potential problems at an early

stage. Bottlenecks, quality deviations or geopolitical risks can be managed better in a stable supplier

portfolio than with frequently changing providers. Tier-n transparency in the supply chain helps to

assess lower-tier stages and their risks of origin as well.

Leveraging innovation potential

Preferred Suppliers are often involved in development projects earlier. A supplier feasibility review during

the quotation phase or structured innovation management in procurement makes it possible to jointly

advance design for manufacture and cost optimisation. This creates a competitive advantage that goes

beyond the pure purchase price.

Development and qualification: How a supplier becomes a
Preferred Supplier
The path to becoming a Preferred Supplier typically follows a multi-stage process, from identifying

potential suppliers through formal assessment to ongoing evaluation. The duration depends on the

industry and the requirements; in practice, several months are realistic.

Supplier qualification and requirements catalogue

The starting point is a requirements catalogue defining technical, commercial and compliance criteria:

certifications such as ISO 9001, capacities, financial stability, evidence obligations and logistics

capability. As part of supplier qualification, procurement checks whether the supplier meets these

criteria. For complex manufacturing services, a supplier feasibility review is often also included, in which

feasibility, process reliability and potential bottlenecks are assessed.

Quotation and negotiation round

After basic qualification, one or more negotiation rounds usually follow, in which terms, framework

agreements and services are negotiated. For extensive tenders, a structured evaluation supports the
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comparability of bids; a documented bid critique can help make the weaknesses of individual providers

transparent and justify the decision comprehensibly.

Contractual safeguards

The status is often formalised through a framework agreement or supplier agreement. Key elements are

price adjustment mechanisms, service levels, a guarantee agreement for quality-related commitments

and a non-solicitation clause preventing the supplier from poaching the customer's key employees, or

vice versa. Provisions on WEEE obligations for electrical products or on conflict minerals traceability

may also form part of the agreement.

Key KPIs and evaluation of the Preferred Supplier
Preferred Supplier status thrives on regular, objective evaluation. Without measurable criteria, the status

degenerates into a formality and loses its steering effect.

Classic performance indicators

Central criteria are delivery reliability (OTD), quality rate and complaint rate, as well as price

development compared with the market. Lead times, flexibility in response to short-notice changes and

the quality of collaboration also play a role. The weighting varies by commodity group: for series

components, quality dominates; for capital goods, schedule adherence and service density.

Compliance and sustainability indicators

Sustainability criteria are increasingly factored into the evaluation. With the Corporate Sustainability

Reporting Directive (CSRD), evidence obligations are shifting to suppliers as well, and questions such

as a Life Cycle Assessment (LCA) for specific products or geopolitical risk in procurement are gaining

importance. Companies should firmly anchor these criteria in governance within category management

so that evaluations are consistent across all categories.

Evaluation cycle and escalation

Evaluations are typically conducted quarterly or semi-annually. With persistently poor results, defined

escalation levels apply: improvement plan, temporary suspension and, where applicable, withdrawal of

the status. Conversely, a reliable approved supplier earns promotion to Preferred Supplier through good

performance across several evaluations.

Risks and controls in Preferred Supplier management
The preferred status also carries risks. Those who rely too heavily on a few suppliers create

dependencies that can have negative effects during market fluctuations, insolvencies or political

interventions.

Dependency and negotiating position

If a Preferred Supplier takes a high volume over years, its negotiating position can strengthen. It is

important for procurement to distribute volume in a balanced way and to qualify alternative suppliers

even when no orders are currently placed. An active supplier strategy with back-up suppliers secures

the negotiating position and reduces supplier risk.
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Compliance risks in the supply chain

Reputational and liability risks can arise if preferred suppliers violate social, environmental or trade

compliance standards. Issues such as conflict minerals traceability, WEEE conformity or requirements

under the Corporate Sustainability Reporting Directive (CSRD) should therefore be part of ongoing

monitoring, not only of initial qualification.

Governance and documentation

Clearly defined processes, responsibilities and documentation obligations are a prerequisite for

functioning Preferred Supplier management. Established governance within category management

ensures that status awards are traceable, assessable and subject to instruction. Without such a

structure, inconsistencies between individual buyers and departments threaten.

Current developments: digitalisation, sustainability and resilience
Preferred Supplier management is changing. Digitalisation is accelerating processes, sustainability

requirements are expanding the evaluation criteria and concern about supply chain security is shifting

the focus from pure cost savings towards resilience.

Digital platforms and catalogues

Catalogue content management and digital procurement platforms reduce free-text orders and improve

data quality. Automated processes such as slot booking for deliveries or the Advance Shipping Notice

(ASN) ahead of transport can be implemented most efficiently with Preferred Suppliers, because master

data, processes and interfaces are established. Deadline tracking and purchase-to-pay reporting also

benefit from this digitalisation.

Sustainability as a qualification criterion

With the Corporate Sustainability Reporting Directive (CSRD) and growing customer expectations,

environmental and social standards are moving more into focus. Issues such as conflict minerals

traceability, a Life Cycle Assessment (LCA) for critical components or the carbon footprint of individual

suppliers are increasingly becoming part of supplier qualification. Suppliers who meet these

requirements in a structured way gain a clear competitive advantage.

Resilience and multi-sourcing

Supply chain disruptions in recent years have shown that dependency on individual suppliers or regions

carries geopolitical risk. Many companies are therefore building preferred supplier networks with several

qualified suppliers per commodity group and increasing tier-n transparency in the supply chain in order

to better oversee lower-tier stages as well. Preferred Supplier status is thus shifting from "the best single

supplier

Typical metrics
Delivery reliability (OTD): typically > 95%
Proportion of on-time deliveries; for critical components, target values are often higher

Quality rate (PPM): often < 500 PPM
Defective parts per million units delivered; strictness varies by industry
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Invoice automation rate: in practice > 90%
Proportion of invoices processed automatically with established Preferred Suppliers

Complaint rate: typically < 2%
Proportion of deliveries that lead to a complaint

Order processing time: often < 1 day
Lead time from purchase requisition to purchase order with catalogue-based Preferred Suppliers

Practical example
A medium-sized mechanical engineering company with around 2,500 suppliers introduces a three-tier

supplier model. Following systematic supplier qualification, six suppliers are initially designated as

Preferred Suppliers in the purchased parts category. Within one year, free-text orders fall significantly

because the suppliers provide their catalogue data and orders run through a purchase-to-pay system.

Delivery reliability improves because deadline tracking and Advance Shipping Notice (ASN) are mapped

automatically.

• Define a requirements catalogue with technical, commercial and compliance criteria and standardise

supplier qualification

• Secure Preferred Supplier status through a framework agreement with a guarantee agreement and

non-solicitation clause

• Conduct evaluations quarterly on the basis of clear KPIs and define escalation levels in writing

• Qualify back-up suppliers to limit supplier risk in close relationships

Conclusion
Preferred Supplier status is a proven instrument for increasing efficiency, quality and supply security in

procurement. It requires sound supplier qualification with a clear requirements catalogue as well as

regular, metrics-based evaluation. The status is not a one-off accolade but an ongoing process that

includes terms, governance and compliance. Suppliers benefit from more stable order backlogs and

early project involvement, but must demonstrate continuous performance in return. Companies that

systematically build up and monitor Preferred Suppliers reduce their supplier risk and create the basis

for genuine partnerships in manufacturing procurement.

Frequently asked questions

What is a Preferred Supplier?

A Preferred Supplier is a preferred supplier who has been positively assessed following a structured

supplier qualification and evaluation process and receives orders preferentially when requirements

match. The status is based on objective criteria such as quality, delivery reliability, price and compliance.

It is usually documented in writing or in the ERP system and is reviewed regularly.

How do you become a Preferred Supplier?

The path begins with supplier qualification against a defined requirements catalogue, followed by a

quotation, one or more negotiation rounds and the conclusion of a framework agreement. The supplier

then goes through a probation period with regular evaluations. With consistently good performance, the

status is formally awarded and continuously monitored through KPIs such as delivery reliability and

quality.
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What are the benefits of Preferred Supplier status for suppliers?

Preferred suppliers typically receive greater volumes, early involvement in projects and more stable

order forecasts. The status reduces the effort involved in tenders, as many requirements are handled via

framework agreements. In addition, there is scope for joint innovation and process improvements, for

example through a supplier feasibility review in early project phases.

Are there risks associated with Preferred Supplier relationships?

Yes, above all the risk of dependency on a small number of suppliers and a possible weakening of one's

own negotiating position. Compliance risks in the supply chain, such as those relating to conflict

minerals traceability or WEEE obligations, can also have a negative impact. Countermeasures include

multi-sourcing, regular evaluations and clearly regulated governance within category management.

How does a Preferred Supplier differ from a strategic supplier?

The Preferred Supplier is operationally the first choice for procurement requirements within defined

commodity groups. A strategic supplier or partner is additionally involved in long-term development

projects, capacity planning and strategic decisions. Strategic status usually requires years of proven

collaboration and involves a higher degree of integration.

What role does sustainability play in selecting Preferred Suppliers?

Sustainability criteria are becoming significantly more important, particularly as a result of the Corporate

Sustainability Reporting Directive (CSRD) and growing customer requirements. These include evidence

relating to country of origin, occupational health and safety, emissions balances up to Life Cycle

Assessment (LCA) of individual products. Suppliers who build up this evidence in a structured way

improve their chances of obtaining the status and of retaining it in the long term.


