AMPLIFA PROCUREMENT GLOSSARY

Risk Management in Procurement:
Systematically Safeguarding Supply Chains

In the procurement context, risk management refers to the systematic identification, assessment
and control of risks that can arise from the supply of materials, components and services. The
objective is to detect supply failures, cost increases, quality problems and compliance breaches
early and to prepare countermeasures. For buyers and supply chain managers, it is therefore not
an isolated project but an ongoing process closely interwoven with the procurement strategy and
material planning. A sound risk management approach not only reduces disruptions but also
strengthens the negotiating position vis-a-vis suppliers.

Key facts

* Risk management in procurement covers the identification, assessment, control and monitoring of
procurement-related risks.

« Typical risk areas include supply failures, single-source dependencies, price volatility, quality and
compliance.

 In practice, supplier classifications by criticality and concrete contingency plans for A-items have
proven effective.

» Key metrics include OTIF delivery performance, procurement risk costs and the coverage rate of
at-risk materials.

- Digital solutions for supply chain transparency, supplier enablement and monitoring significantly
increase responsiveness.

* Risk management should be firmly embedded in Sales and Operations Planning and the annual
strategy review.

Definition: risk management

Risk management in procurement is the targeted process of identifying threats to the availability of
materials and services, estimating their impact and defining suitable measures for avoidance, reduction
or transfer.

Distinction from general enterprise risk management

While company-wide risk management considers all business risks, procurement focuses on the
sourcing side: supplier risks, raw material prices, customs and export matters as well as logistical
disruptions. The results typically feed into an overarching risk reporting process. This interface requires
clear responsibilities and consistent rating scales so that procurement risks are not recorded twice or
incompletely.

Legal and regulatory framework

Depending on size, industry and market, companies are subject to varying levels of regulation, for
example on compliance, product safety or supply chain due diligence obligations. In practice, it is
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advisable to address such requirements within risk management and to have their implementation
reviewed legally on a case-by-case basis. A documented process is often half the battle, as it enables
traceability and a learning organisation.

Methods and approach in procurement risk management

An effective approach in practice follows a clearly structured cycle of identification, assessment,
measure planning and monitoring.

Risk identification along the procured object

The starting point is the stocktake: which materials and services are procured, where are there
single-source situations, long lead times or critical regions? Tools such as the material group hierarchy
and order history help to identify critical items in a structured manner. Stock-out analysis also reveals
which items have caused supply problems in the past. In addition, RFX in procurement and a
maintained bidder list provide indications of how many qualified suppliers are actually available per
requirement.

Risk assessment and prioritisation

Not every risk deserves the same effort. A two-dimensional assessment by likelihood of occurrence and
severity of damage, supplemented by replenishment lead time, has proven effective. In practice, many
procurement departments work with risk matrices and classify materials as A-, B- or C-relevant. For
at-risk A-items, detailed contingency and response plans are frequently documented; for non-critical
C-items, blanket measures such as safety stock are sufficient.

Categories of measures

Typical measures include multiple sourcing, hedging via framework agreements, strategic safety stock,
alternative material substitutions or contractual safeguards. Right-to-audit clauses and defined
escalation paths in the supplier contract also count among these. In an international context, Incoterms
CPT or Incoterms FAS also influence who bears which risks during transport and transfer — here, a
deliberate choice is worthwhile rather than default usage.

Assessing and controlling supplier risks

In practice, the largest share of operational disruptions is attributable to supplier problems — from
financial difficulties to quality deficiencies.

Financial health and supplier classification

Structured monitoring of the financial stability of strategic suppliers is part of the basic repertoire. In
practice, publicly available metrics, payment experiences and, where applicable, credit reports are often
used. Supplier performance evaluation supplements this with operational indicators such as delivery
reliability, quality and responsiveness. The combination yields a realistic risk profile per supplier, which
directly influences the procurement strategy.

Quality and process risks

Suppliers can become a risk due to inadequate processes, missing certifications or poor change
discipline. This is where instruments such as the Supplier Corrective Action Request (SCAR) come in,
used to rectify deviations in a structured manner. ADR procedures also help to resolve disputes out of
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court. Anyone who consistently addresses quality problems reduces not only scrap but also the risk of
sudden supply stoppages.

Contractual safeguards

Risks can be partially mitigated in contracts through guarantees, penalty mechanisms, contractual
penalties or exit options. In international business, letter-of-credit transactions can significantly reduce
payment risk. It is important that contractual safeguards remain realistic: excessive demands make
procurement more expensive or prevent deals altogether. In practice, a balance between safeguarding
and a cooperative atmosphere has proven effective.

Key KPIs for controlling procurement risk

Without measurable metrics, risk management remains a gut feeling. In practice, a number of KPIs have
become established that provide an overview of the actual risk situation.

Delivery and availability metrics

OTIF delivery performance and service level show how reliably supply actually works. Inventory
coverage indicates how long critical items remain available in the event of a supply failure. In practice,
both metrics are frequently evaluated by material group and supplier so that targeted intervention is
possible. Those who monitor these values on a trend basis often detect deterioration weeks before it
becomes a real problem.

Risk and cost metrics

In addition, it is worth looking at risk-related costs: additional costs from spot purchases, contractual
penalties, recalls or inventory carrying costs for safety stock. Another useful measure is the coverage
rate, i.e. the proportion of critical materials with a documented contingency plan. These metrics help to
justify investments in risk prevention factually — for example to management or within Sales and
Operations Planning.

Process and response metrics

Besides outcome metrics, process figures also count: time from disruption detection to escalation, cycle
time of delivery schedule changes, or the proportion of alerts responded to within defined deadlines.
Here it becomes apparent whether the risk management process actually works. In practice, a regular —
often annual — review of these metrics together with the strategy update is worthwhile.

Risks and controls: typical pitfalls

Even well-intentioned risk management approaches frequently fail for the same reasons. Those who
know them can avoid them early on.

Missing data foundation and silo thinking

Without maintained master data, consistent material groups and a traceable order history, every risk
analysis remains incomplete. Data is often held separately across the procurement system, ERP and
planning. A clean material group hierarchy, regular data maintenance and clear responsibilities help
here. Demand bundling across locations additionally reveals hidden dependencies on individual
suppliers.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/risikomanagement



Too much paper, too little impact

Risk reports that nobody reads or that do not feed into management consume resources without
benefit. It is important that the results lead to concrete decisions: procurement strategies, contract
negotiations or inventory strategies. In practice, it has proven effective to assign clearly named owners
and deadlines per risk. A short, up-to-date report is often more effective than a detailed but outdated
one.

» Firmly embed risk assessment in the annual strategy review

» Document clear responsibilities and escalation paths

» Monitor metrics on a trend basis rather than only measuring point-in-time
* Regularly test contingency plans, not just write them down

Underestimated secondary and geopolitical risks

Often only direct supplier risks are considered, while the risks of sub-tier suppliers or logistical
bottlenecks are overlooked. Changes in customs regulations, political instability or raw material
shortages can also interrupt supply chains without warning. A scenario-based approach — for example
what-if analyses for critical regions — increases robustness. Market segmentation in procurement helps
to separate risk-prone from stable sourcing markets.

Current developments in supply chain risk management

Digital transparency, regulatory requirements and a heightened level of disruption are significantly
changing the requirements for procurement risk management.

Greater transparency through digital supply chain monitoring

Digital platforms and monitoring tools today allow near real-time observation of shipments, supplier
status and global disruptions. The supplier enablement approach — connecting suppliers digitally and
integrating them into processes — reduces information gaps and accelerates responses. Catalogue
management systems also contribute to supplier and item information being up to date and consistent.
Those who invest here often significantly shorten the time between disruption and response in practice.

Resilience instead of pure cost efficiency

After years of cost optimisation, the question of supply resilience is moving more into the foreground. In
practice, this means: multiple sourcing, regionalisation, larger safety stock for critical items and a more
deliberate choice of transaction models, up to Joint Development Manufacturing (JDM) for strategic new
developments. These measures involve costs that can be weighed against the expected damage using
the risk cost KPlIs.

Integration into corporate steering

Risk management is increasingly part of integrated enterprise planning: Sales and Operations Planning
explicitly incorporates procurement risks into sales and production planning. The payment run is also
considered from a risk perspective, since payment terms influence the dependency on suppliers and
their liquidity. Overall, the picture is shifting from reactive crisis management towards forward-looking
control.
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Typical metrics

OTIF delivery performance: typically > 95 %
Proportion of order lines delivered on time and in full; the more critical the material, the higher the target value.

Contingency plan coverage rate: often > 80 % for A-items
Proportion of critical materials with a documented and tested contingency plan.

Inventory coverage of critical items: typically 2—-8 weeks
Guideline value, strongly dependent on lead time and criticality.

Response time to disruptions: in practice < 24-48 hours
Time from disruption detection to documented escalation.

Practical example

A medium-sized mechanical engineering company with around 300 actively procured material groups
found that a significant proportion of its critical components were sourced from just one supplier per
region. After several short-notice failures, the company built up a structured procurement risk
management process.

* Risk assessment of all A-items by likelihood of occurrence, severity of damage and replenishment
lead time

« Establishment of second suppliers for the 15 most critical material groups, including qualification

» Definition of contingency plans and safety stock with controlled inventory coverage

« Introduction of quarterly supplier monitoring with supplier performance evaluation and defined SCAR
processes

Conclusion

Risk management in procurement is not an end in itself but an effective instrument for sustainably
improving supply security, cost reliability and compliance. What matters is a structured process of
identification, assessment, measure planning and monitoring — combined with a clear focus on the
genuinely critical materials and suppliers. Companies that firmly integrate risk management into their
procurement strategy and Sales and Operations Planning respond to crises significantly faster and
more cost-effectively. The effort usually pays off after just a few avoided disruptions. As a buyer who
wants to take on responsibility, there is no way around professionally operated procurement risk
management today.

Frequently asked questions

What does risk management in procurement mean?

Risk management in procurement refers to the systematic identification, assessment and control of
risks arising from the procurement of materials and services. These include supply failures, price
volatility, quality issues and compliance breaches. The objective is to prevent supply disruptions or to
specifically limit their impact.

Which risks typically constitute procurement risk?

Common risks include single-source dependencies, suppliers' financial difficulties, long lead times,
regional concentration, raw material price volatility, and quality and logistics problems. Regulatory
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requirements and changes in customs regulations can also be relevant. In practice, risks are prioritised
by likelihood of occurrence and potential damage.

How do you start risk management in procurement?

In practice, you start by taking stock of critical materials and suppliers, often supported by order history
and the material group hierarchy. This is followed by a prioritisation of critical A-items. For these,
concrete measures such as second suppliers, safety stock or contingency plans are defined and
reviewed regularly.

Which KPIs are useful in procurement risk management?

Proven KPIs include OTIF delivery performance, service level, inventory coverage of critical items,
risk-related additional costs and the proportion of at-risk materials with a documented contingency plan.
In addition, process metrics count, such as the time from disruption detection to escalation. A
trend-based evaluation by material group is important.

How often should procurement risk management be updated?

In practice, an annual baseline review alongside the procurement strategy has proven effective.
Strategic suppliers and critical materials are frequently reviewed on a quarterly basis. In the event of
major disruptions, market shocks or regulatory changes, an ad-hoc update is advisable.

What role do contracts play in procurement risk management?

Contracts are a central instrument for safeguarding against risk contractually, for example through
right-to-audit clauses, defined escalation paths, penalty mechanisms or exit options. Incoterms CPT or
FAS also determine who bears which risks during transport and transfer. The specific design should be
reviewed legally on a case-by-case basis.
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