AMPLIFA PROCUREMENT GLOSSARY

Safety Capacity: Buffer for Supply Security in
Procurement

Safety capacity refers to capacity held beyond expected demand at suppliers or in a company's
own manufacturing in order to absorb demand peaks, supply failures or quality problems. It is a
central instrument of supply security and is typically defined in practice as a percentage surcharge
on planned requirements. Those who plan safety capacity systematically avoid costly downtime
without unnecessarily tying up capital in overcapacity.

Key facts

» Safety capacity is reserved capacity beyond planned requirements at suppliers or internal resources.

« Typical benchmarks, depending on criticality and supplier delivery reliability, are frequently between
10 and 30 per cent surcharge.

» Dimensioning is typically based on demand fluctuations, replenishment lead times and failure risks.

« Safety capacity complements safety stock: one buffers capacity, the other quantity.

« Contractually, safety capacity is frequently secured through reserved capacities, framework volumes
or option quantities in the supply contract.

» Excessive safety capacity causes ongoing costs, while insufficient capacity jeopardises schedule
adherence and supply security.

Definition: Safety Capacity

Safety capacity is the difference between the capacity available and the capacity required as planned
along the supply chain. It comprises both supplier manufacturing capacity and own resources such as
machinery, personnel or logistics space.

Distinction from safety stock

Safety capacity relates to capacity potential, safety stock to stored quantities. For example, a supplier
may be able to produce 20 per cent additional units per week (capacity buffer), while safety stock in the
warehouse bridges demand until this additional capacity is available. In practice, the two approaches
complement each other: capacity buffers work in the medium term, safety stocks in the short term.
Inventory optimisation determines how much quantity is held, while capacity planning governs how
quickly additional deliveries can be made.

Types of safety capacity

Depending on how they arise, three forms can be distinguished: contractually reserved capacity at the
supplier, internally held manufacturing or inspection capacity, and flexible additional capacity via
alternative suppliers. Contractually reserved capacity provides planning certainty but is frequently
subject to a charge. Flexible capacity via a broader supplier network — built up, for example, through
supply base optimisation — costs less but is not guaranteed to be available in an emergency.
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Legal and contractual safeguards

Safety capacity only takes effect if it is agreed on a binding basis. Typical instruments are capacity
reservation contracts, take-or-pay arrangements, option quantities in a framework agreement or defined
ramp-up times for additional volumes. The detailed design should always be reviewed on a contractual
basis and case by case, as supply contracts must be assessed differently depending on the legal
jurisdiction and industry. Operationalisation is also important: reserved capacity must be callable in the
ordering process, for example via Available to Promise (ATP) in the ERP system.

Methods and approach for dimensioning safety capacity

The size of the capacity buffer should not be derived by feel but systematically from demand data and
risk analysis. A multi-stage approach that combines gquantitative analysis with qualitative risk
assessment has proved its worth.

Demand and variance analysis

The starting point is a sound demand analysis based on historical consumption data, demand
notifications from the plants and open purchase requisitions. The variance of demand is decisive: the
more volatile the offtake, the larger the buffer must be. Safety capacity is often defined as a multiple of
the standard deviation of weekly or monthly demand — an approach originating from logistics for safety
stocks that can be transferred analogously to capacity.

Assessing supplier risks

In addition, the supplier's probability of failure must be assessed: single-sourcing dependencies, long
replenishment lead times, geographical risks and financial stability all play a role. The scoring matrix and
FMEA support each other methodologically: the FMEA provides failure modes and damage extents,
while the scoring matrix weights suppliers by criticality. For critical A-items, a higher buffer is justified
than for C-items with a broad supply market.

Dimensioning and embedding buffers

Demand variance and supplier risk yield a target value, typically between 10 and 30 per cent of planned
requirements — and higher still depending on criticality. This is embedded in demand planning and the
purchase order proposal: the system suggests quantities including buffer, and buyers negotiate the
reserve in the framework agreement or call it off via the demand process. Regular benchmarking in
procurement shows whether the chosen buffer values are customary for the market and
cost-appropriate.

Key KPIs for safety capacity

Without measurable metrics, neither the effectiveness of the buffer nor its cost contribution can be
assessed. A handful of KPIs, evaluated regularly — usually monthly or quarterly — has proved effective.

Supply and delivery reliability metrics

The level of supply security measures how often all demand was covered on time. Supplier delivery
reliability shows whether contractual commitments are being met, and schedule deviation analysis
provides the causes and patterns behind deviations. If delivery reliability declines permanently, either
the agreed safety capacity is insufficient or the supplier is not holding it as promised — both require
action.
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Capacity utilisation and buffer costs

On the cost side, the actual utilisation of the reserved capacity is of interest: a buffer that is never called
off for years is potentially too large and ties up liquidity or incurs reservation fees. A target correlation
between buffer level and call-off rate is therefore typically defined. In addition, inventory optimisation
metrics indicate whether capacity and stock buffers are sensibly aligned with each other.

Response and ramp-up times

An often overlooked metric is the actual ramp-up time: how quickly can the supplier deliver additional
volumes when the buffer kicks in? It is measured as the difference between the demand request and
goods receipt for unplanned additional volumes. Short ramp-up times allow smaller buffers and reduce
the overall cost of supply security.

Risks and controls for safety capacity

Safety capacity is not a foregone conclusion: it costs money, can be misused and loses value without
active management. A functioning control environment is therefore just as important as the
dimensioning itself.

Cost risks and capital tie-up

Reserved but unused capacity frequently incurs reservation or provision flat fees in practice and ties up
capital at the supplier, which is recovered through prices. Excessive buffers also conceal inefficiencies in
the demand process: anyone who responds to every planning uncertainty with capacity instead of
improving demand notification pays twice. A systematic comparison of forecast quality and buffer level
creates transparency here.

Controls in the ordering and inspection process

For the buffer to work in an emergency, robust processes are needed: mandatory order confirmation
ensures that commitments are binding, purchase order process optimisation reduces frictional losses,
and goods receipt inspection — for example via AQL sampling — prevents additional volumes with quality
problems from entering the company. Goods receipt posting and the payment run must also be
harmonised with the special terms of the capacity call-off.

Transparency in the supply chain

Safety capacity at tier-1 level is of little help if the failure occurs at a sub-supplier. Tier-n transparency
shows where bottlenecks actually threaten in the chain and allows targeted capacity reservations at the
genuinely critical sources. In addition, bidder questions in tenders can clarify what additional capacity
bidders can realistically hold — for example, in competitive dialogue for complex awards.

Current developments: safety capacity in day-to-day digital
procurement

Digitalisation and increased supply chain uncertainty have brought the topic of safety capacity back into
sharper focus. New tools make dimensioning and control more precise than just a few years ago.

Dynamic buffers instead of rigid rules
Modern planning systems adjust safety capacities dynamically to demand and supplier data rather than
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applying rigid percentages across all items. Available to Promise (ATP) functions show in real time
which capacity is actually available, and the purchase order proposal automatically takes the buffer into
account. This reduces over-buffering for stable items and increases security for critical positions.

Integration into Procure-to-Pay

For capacity reserves to be operationally usable, they must be visible in the Procure-to-Pay (P2P)
process: from the purchase requisition through item number determination to order confirmation and
goods receipt. Without this integration, the agreed reserve exists only on paper. Increasingly, the call-off
of reserved capacity is also mapped via standardised interfaces to the supplier.

Risk early detection and scenario planning

Early warning systems monitor delivery indicators and market developments and provide input for
scenario planning: how much additional capacity would be needed if supplier X failed? Such simulation
exercises help to calibrate buffer levels on a factual basis. Non-binding offer procedures with potential
second-tier suppliers are also increasingly used to identify flexible capacity reserves without a binding
order award.

Typical metrics

Level of supply security: > 98%
Proportion of demands fully supplied on time; benchmark varies by industry

Call-off rate of safety capacity: typically 20-60%
Persistently close to 0% indicates oversized buffers

Delivery reliability (OTD): > 95%
Basis for adjusting buffer levels per supplier

Ramp-up time for additional volumes: often 1-4 weeks
The shorter it is, the smaller the capacity buffer can be

Practical example

A mid-sized mechanical engineering company with around 400 active suppliers suffered several weeks
of production downtime following the failure of a casting supplier. The company subsequently introduced
a structured safety capacity concept. First, all items were classified by criticality using a scoring matrix;
an FMEA of supplier risks was drawn up for the roughly 60 A-items. The purchasing function then
negotiated contractually reserved capacities of typically 15 to 25 per cent above planned requirements
for the critical items, combined with defined ramp-up times. The reserves were stored in the ERP
system as ATP-relevant capacity and monitored monthly via call-off rate and delivery reliability.

« Criticality classification of the portfolio using a scoring matrix and FMEA-based supplier risk
assessment

« Contractually reserved capacities of 15-25 per cent for A-items with defined ramp-up times

« Second-tier suppliers identified as flexible reserve via non-binding offer procedures

* Monthly KPI evaluation of call-off rate, delivery reliability and ramp-up time with adjustment of buffer
levels
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Conclusion

Safety capacity is the capacity buffer that makes supply security possible beyond mere stockholding. Its
value arises not from the reserve itself but from systematic dimensioning based on demand variance
and supplier risk, as well as contractual binding effect. Those who align buffer levels, safety stock and
ramp-up times achieve supply security at significantly lower overall costs. Regular KPI evaluations and
tier-n transparency keep the concept effective. For purchasing organisations, safety capacity is therefore
less a cost item than an investment-like safeguard of the ability to supply.

Frequently asked questions

What does safety capacity mean in procurement?

Safety capacity is capacity available beyond planned requirements, or contractually reserved capacity,
at suppliers or in a company's own manufacturing. It serves to absorb demand peaks, supply failures
and quality problems. In practice, it is often defined as a percentage surcharge, typically 10 to 30 per
cent, on planned requirements.

How high should safety capacity be?

There is no blanket answer; typical benchmarks range between 10 and 30 per cent. The decisive factors
are demand variance, replenishment lead time, the criticality of the item and the supplier's failure risk.
For single-sourcing items with long replenishment lead times, higher buffers are justified than for items
with a broad supply market.

What is the difference between safety stock and safety capacity?

Safety stock is stored quantity; safety capacity is capacity potential. The stock bridges short-term
interruptions, while the capacity makes it possible to deliver quantities again quickly after a disruption.
The two instruments complement each other and should be dimensioned together in inventory
optimisation.

How do you agree safety capacity with suppliers?

Typical instruments are capacity reservations within a framework agreement, option quantities,
take-or-pay arrangements and defined ramp-up times for additional volumes. Reservation or provision
terms and a binding commitment to call off the reserve in the event of need are important. The detailed
design should be reviewed on a contractual basis and case by case.

Which KPIs are measured for safety capacity?

Key KPlIs are the level of supply security, supplier delivery reliability (OTD), the call-off rate of reserved
capacity and the actual ramp-up time for additional volumes. In addition, schedule deviation analysis
and inventory metrics provide indications of whether the buffers are correctly dimensioned.

When is safety capacity worthwhile and when is it not?

It pays off for critical items, single sourcing, long replenishment lead times or high demand volatility. For
standard items with a broad market and short lead times, it is often unnecessarily expensive; flexible
alternative sources are sufficient here. A scoring matrix across the portfolio helps to distribute buffers in
a targeted manner.
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