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Risk Analysis in Procurement:
Systematically Assessing Supplier,
Supply Chain and Cost Risks

The risk analysis is a systematic process for identifying, assessing and prioritising risks in the
procurement environment. For buyers and supply chain managers, it is the central instrument
for recognising supply failures, cost increases and reputational risks in procurement at an
early stage and taking countermeasures. In an industrial procurement context, it covers both
the assessment of individual suppliers and the analysis of material, market and compliance
risks along the entire supply chain.
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Key facts at a glance

01 The procurement risk analysis identifies, assesses and prioritises procurement risks
such as supply failures, price volatility and quality defects.

02 Typical methods include risk portfolios, FMEA, Ishikawa diagrams and ABC/XYZ
analysis for risk segmentation.

03 In practice, a two-dimensional approach based on probability of occurrence and extent
of damage is frequently used.

04 Regulatory requirements such as the Supply Chain Due Diligence Act make supply
chain risk assessments mandatory for many companies.

05 Metrics such as delivery reliability rate, inventory coverage and single-source share
guantify risk exposure in a measurable way.

06 The risk analysis is not a one-off project but a continuous cycle that should be updated
regularly.

| Definition: risk analysis in procurement

The risk analysis in procurement refers to the systematic recording and assessment of all uncertainties
that may impair the availability of materials and services, their costs and the company's reputation. It is
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a core component of risk management and draws on data from demand analysis, supplier evaluation
and market monitoring. The aim is to identify risks before they materialise and to set priorities for
countermeasures.

Distinction from risk management and risk controlling

The risk analysis is a step within the broader risk management process: while the analysis focuses on
identification and assessment, management additionally encompasses action planning, implementation
and monitoring. Risk controlling, in turn, checks whether the measures taken are effective and adjusts
thresholds and early warning indicators accordingly. In practice, the boundaries are fluid, particularly in
smaller companies where procurement often performs both roles at the same time.

Risk categories in the procurement context

Procurement risks can be divided into several categories: supply risks (failure, delay, quantity
reductions), price and currency risks, quality risks, compliance and legal risks, as well as reputational
risks in procurement, for example when suppliers violate environmental or social standards. In addition,
there are operational risks arising from internal processes, such as incorrect call-offs under a call-off
order or unclear framework agreements in procurement. A structured risk analysis assigns each risk
category to the affected material groups and suppliers.

| Methods and approach of the risk analysis in procurement

The process typically follows a multi-stage cycle: risk identification, risk assessment, action planning
and monitoring. Proven tools are available for each stage, which are applied with varying levels of detalil
depending on the relevance of the material group. A uniform rating scale is important so that results
from different buyers remain comparable.

Risk identification along the supply chain

The starting point is the inventory: which materials, assemblies and services are procurement-relevant,
and which suppliers and locations do they depend on? Helpful sources include spend analyses, master
data from the supplier portal and the results of supplier acquisition and supplier evaluation. Information
from framework agreements in procurement and open call-off orders also shows where dependencies
exist. In addition, internal audits and quality data provide indications of recurring weaknesses.

Assessment using risk portfolio and FMEA

In the assessment, probability of occurrence and extent of damage are typically rated on scales of one
to five or one to ten and visualised in a risk portfolio (likelihood-impact matrix). For production risks, the
FMEA is also suitable, as it systematically evaluates failure modes, their causes and effects and
prioritises them via the risk priority number. For root cause analysis of known problem areas, the
Ishikawa diagram has proven its worth, structuring influencing factors such as people, machines,
methods and materials. Buyers without deep supply insight involve development and quality functions,
for example through early supplier involvement or a pilot project with suppliers.
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Segmentation using ABC and XYZ analysis

Segmenting procurement volume by ABC criteria and demand forecast stability by XYZ criteria help to
steer the depth of analysis in line with risk. A-items with fluctuating demand and few sources of supply
receive an in-depth individual analysis, while C-items are often covered by standardised review rules.
This prioritisation is important, as a complete in-depth analysis of all positions would fail in practice due
to limited resources. It is also sensible to assess alternative procurement routes, for example whether
contract manufacturing or small-batch production via a second supplier would reduce the dependency.

| Key KPIs for quantifying procurement risks

Metrics make risks measurable and enable trend monitoring over time. They should be evaluated at
regular intervals, typically monthly or quarterly, and checked against defined thresholds. The following
metrics have established themselves as standard in industrial practice.

Measuring supply risks

The delivery reliability rate shows how reliably suppliers deliver on time and in the correct quantity;
deviations are an early indicator of financial risks. The inventory coverage of critical items indicates how
many days or weeks the company can bridge in the event of a supply failure. Also relevant are the
proportion of late deliveries and the number of open procurement shortages in production control
caused by missing parts.

Concentration and financial metrics

The single-source and dual-source share of procurement volume and the number of suppliers per
critical material group show where dependencies exist. Financial metrics such as supplier credit limits,
credit ratings and open-book costing for long-running manufactured parts provide insight into the
economic stability of suppliers. The volatility of prices and exchange rates is also frequently tracked as
a metric, for example as the standard deviation of purchase prices over a rolling period.

| Risks and controls: typical sources of error and
countermeasures

In practice, risk analyses fail less often due to a lack of methods than due to poor implementation.
Common sources of error are incomplete supplier data, a lack of coordination with production control, a
one-off execution without updating, and unclear responsibilities for derived actions. This can be
counteracted through clearly defined processes in the procurement manual and fixed review cycles.

Data quality and process anchoring

The quality of a risk analysis stands or falls with the underlying data: outdated supplier master data,
missing location information or unknown sub-suppliers significantly distort the result. A well-maintained
supplier portal and a structured procurement manual help to establish responsibilities, assessment
rules and escalation paths in a binding manner. The interface with quality assurance is also important,
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for example when approving new processes or splitting batches across multiple suppliers to spread
risk.

Contractual and legal safeguards

Findings from the risk analysis should be reflected in contracts, for example in clearly defined limitation
of liability clauses, delivery commitments and escalation mechanisms. For cross-border supply chains,
compliance requirements come into play: the German Supply Chain Due Diligence Act obliges certain
companies in Germany to systematically analyse risks in their supply chains and document
countermeasures. As the specific obligations depend on company size, sphere of influence and the
individual case, implementation should be legally reviewed where in doubt.

Catalogue of measures for identified risks

Typical countermeasures range from supplier migration and the qualification of second sources to
safety stocks and extended framework agreements in procurement, through to contractual safeguards
for price and currency risks. With strategic partners, a joint business plan (JBP) can create
transparency about capacities and investments. In the negotiation phase, trained negotiation
techniques help to secure risk buffers contractually without unnecessarily straining the supplier
relationship.

| Current developments: regulation, digitalisation and resilience

Demands on the risk analysis in procurement are increasing: regulatory requirements, geopolitical
uncertainties and greater demand volatility are expanding the traditional focus on price and quality to
include resilience and compliance aspects. At the same time, digital tools offer new possibilities for
automating data collection and monitoring.

Regulatory requirements for the supply chain

In addition to the Supply Chain Due Diligence Act, further European regulations address sustainability
and due diligence obligations in the supply chain. For buyers, this means that environmental and social
risks must be systematically included in the analysis, including documentation and reporting. The
consequences of violations range from fines to considerable reputational risks in procurement, which
are also felt by end customers and capital providers. As the legal situation continues to evolve, regular
review on a case-by-case basis is advisable.

Digitalisation and automated risk monitoring

Digital platforms and data sources now enable almost continuous risk monitoring, for example through
automated credit alerts, delivery date forecasts from the supplier portal, or earthquake and weather
data for location risks. Machine learning approaches can identify patterns in historical data that indicate
imminent supply problems. However, a sound data basis remains a prerequisite: without consistent
supplier and material master data, even the best tools offer only limited value.
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From risk analysis to supply chain resilience

The focus is increasingly shifting from pure risk analysis to building resilience: multi-sourcing strategies,
regional diversification, expanding safety stocks for critical A-items and flexible contracts are being
combined. Collaborative approaches such as early supplier involvement or a pilot project with suppliers
for alternative manufacturing processes also help to structurally reduce failure risks. Resilience,
however, comes at a price, which generally has to be weighed against the risk.

| Typical metrics

Metric Typical value

Delivery reliability rate > 98%
Proportion of positions delivered on time and in the correct quantity;
deviations are an early warning indicator

Inventory coverage of critical typically 2—-8 weeks
items Bridging time in the event of supply failure, depending on material
value and storage costs

Single-source share often < 20% of procurement volume
A lower share reduces dependency risks; target value depends on the
sector

Proportion of late deliveries < 5%

Proportion of late order positions per period; the trend is important

Risk priority number (FMEA) individual, e.g. threshold > 100
Product of occurrence, significance and detection; thresholds are
company-specific

| Practical example

A medium-sized mechanical engineering company with around 400 employees identifies in the course
of a risk analysis that three critical assemblies are sourced more than 80 per cent from two suppliers in
the same region. An upstream FMEA additionally identifies quality risks with a cast component that
repeatedly leads to rework costs in production control. Building on this, the head of procurement
develops an action plan with the following steps:

e Establishing a second source for the cast component through structured supplier acquisition,
including a pilot project with the supplier and qualification in small-batch production

e Increasing inventory coverage for the most critical items from two to six weeks as a buffer against
short-term failures

e Negotiating additional framework agreements in procurement with guaranteed capacity reserves
and a clearly defined limitation of liability
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e Introducing a quarterly risk review with metrics such as delivery reliability rate and single-source
share, documented in the procurement manual

| Conclusion

In industrial procurement, the risk analysis is not a theoretical add-on but a practical steering
instrument that makes failures, costs and compliance violations visible at an early stage. Its value only
emerges through the link to concrete measures: second sources, safety stocks, contractual safeguards
and a well-maintained procurement manual. What matters is a regular cycle that takes account of
changes in the supplier portfolio, in demand and in regulation. Those who consistently monitor metrics
such as delivery reliability rate and inventory coverage detect deviations before they reach production.
Overall, a sound risk analysis thus contributes directly to supply capability, cost certainty and the
company's reputation.

| Frequently asked questions

7 What belongs in a procurement risk analysis?

Typically, this includes supply failure and delivery risks, price and currency risks, quality and
compliance risks, as well as reputational risks in the supply chain. These are assessed per supplier
and material group according to probability of occurrence and extent of damage. In addition,
dependencies such as single-source procurement and critical locations should be taken into
account.

? How do you conduct a risk analysis with suppliers?

In practice, you begin with a spend and supplier analysis, then identify critical material groups and
assess risks in a portfolio of probability and impact. Methods such as FMEA or the Ishikawa
diagram deepen the analysis for complex failure patterns. Finally, countermeasures such as second
sources, safety stocks or contract optimisations are derived and scheduled.

? Which KPIs indicate procurement risks?

Key metrics include the delivery reliability rate, the proportion of late deliveries, inventory coverage
of critical items, the single-source share of procurement volume, and supplier creditworthiness
indicators. These values should be regularly checked against defined thresholds. Rising deviations
are an early warning signal indicating a need for action.

? What does the Supply Chain Due Diligence Act have to do with the risk analysis?

The German Supply Chain Due Diligence Act obliges certain companies to systematically analyse
human rights and environmental risks in their supply chains, derive measures and document them.
This makes the risk analysis a mandatory regulatory task for many procurement organisations. The
specific obligations depend on company size and the individual case and should be reviewed
legally.
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? How often should a procurement risk analysis be updated?

It is common practice to conduct an annual baseline analysis combined with quarterly reviews of
critical material groups and suppliers. In the event of major incidents such as supplier failures,
market shocks or new regulations, an ad hoc update is advisable. What matters is that the analysis
is anchored in the procurement manual and assigned clearly defined responsibilities.

? What is the difference between risk analysis and risk management in procurement?
The risk analysis comprises the identification, assessment and prioritisation of risks. Risk
management goes beyond this and includes action planning, implementation, monitoring and
continuous improvement. The risk analysis is therefore one component, not the entire process.

Find the right suppliers on Amplifa

Verified industrial suppliers in Germany, Austria and Switzerland. Describe your requirement and
receive comparable offers.
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