AMPLIFA PROCUREMENT GLOSSARY

Single-source management: strategic set-up
and control of a preferred supplier

Single-source management refers to the targeted control of procurement through a single,
deliberately selected supplier for a specific type of goods receipt or service. Unlike single sourcing
arising from the predicament of a supply failure, it is based on a strategic decision, usually
accompanied by certification, long-term contracts and close process integration. For buyers in the
industrial sector, it is a central instrument for securing cost, quality and innovation capability
through close partnerships — combined with the obligation to actively manage the dependencies
this creates.

Key facts

» Single-source management is a deliberate, strategic decision in favour of a preferred supplier per
requirement category, not an emergency state.

« Typical building blocks are supplier certification, framework agreements, process integration (e.g.
cXML) and joint innovation workshops.

* In practice, the approach frequently reduces transaction costs and improves delivery reliability, but
creates dependencies that must be actively managed.

« Key KPlIs are on-time-in-full delivery (OTIF), backorder rate, forecast error and the proportion of
critical parts without a second source.

« Professional management requires contingency plans, regular audits and defined escalation paths
to absorb supply crises.

* Legal aspects such as prohibition of assignment, binding periods and Incoterms (e.g. FCA) must be
taken into account at the contract design stage.

Definition: single-source management

Single-source management encompasses all strategic and operational measures for controlling a
procurement relationship in which a single supplier covers a defined requirement. The aim is to exploit
the benefits of concentration (economies of scale, depth of cooperation, process stability) while
mastering the drawbacks (risk of failure, pricing power) through systematic management.

Distinction from single and dual sourcing

With single sourcing in the narrower sense, there is in fact only one supplier; in single-source
management this is a deliberate choice that is managed in a structured way. Deliberately distributed
procurement through dual or multi-sourcing reduces the risk of failure but increases effort and
diminishes volume discounts. The decision depends on the criticality of the part, the fungibility of the
market and the strategic importance of the supply relationship.

Positioning within the procurement strategy
Single-source management is a form of close supplier integration and is distinct from indirect
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procurement, which frequently involves many low-volume purchases from multiple providers. While
standardisation and catalogue solutions dominate in indirect purchasing, single-source management
focuses on partnership, exclusivity and long-term value creation.

Benefits and objectives of the single-source approach

Concentration on a single supplier creates leverage that does not arise with a large number of small
purchases. It affects the cost side as well as quality, responsiveness and joint further development.

Cost and process benefits

Bundled volumes frequently allow lower prices, more stable cost calculations and reduced inspection
costs. Integration via cXML interfaces, automated order management and a high level of invoice
automation measurably reduce processing costs. Evaluation criteria such as on-time-in-full rate,
complaint rate and response time are systematically recorded within a supplier portfolio.

Quality and innovation capability

A certified core supplier knows the customer's specifications, tolerances and manufacturing boundary
conditions in detail — this reduces scrap and first-sample effort. Idea evaluation and defined incentive
models for innovation turn the supplier into a driver of cost reduction and technological advantage.
Certificates such as a Certificate of Conformity or standard proofs of compliance relieve the incoming
goods inspection.

Planning reliability and availability

With tight system coupling, the supplier's Available to Promise (ATP) data can be integrated directly into
the buyer's materials planning. This reduces the risk of backorders, and the backorder rate as a KPI is
measurably reduced. Forecast quality can be improved through shared forecasts; the forecast error on
the supplier side is often lower in practice than with anonymous market partners.

Methods and procedure in single-source management

Functioning single-source management follows a structured lifecycle: selection, contract design,
operational integration and continuous further development. Each phase demands its own tools and
decisions.

Supplier selection and certification

Selection takes place via structured tender management processes with defined bidder communication,
clear binding periods and transparent evaluation criteria. In addition to price, manufacturing
competence, capacity reserves, sustainability credentials and financial stability count. After the award,
practice involves audits, sample runs and joint quality agreements before single-source status is
confirmed.

Contract design and risk clauses

Framework agreements govern volume corridors, price escalation, escalation and exit clauses.
Alongside Incoterms such as FCA or Incoterms CIP, payment terms are also important, whose
cash-flow impact should be evaluated in terms of payment terms on both sides. Provisions on
prohibition of assignment, self-billing procedures (ERS) and the question of whether a Certificate of
Conformity must be mandatorily provided belong in every single-source contract in practice.
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Operational integration and control

In day-to-day business, a shared information base counts: shared forecasts, agreed order
acknowledgement processes and standardised feedback formats. Interfaces such as cXML automate
ordering, order confirmation and invoicing; higher levels of automation reduce error rates and approval
effort. Regular business reviews keep performance, projects and development goals visible.

Key KPIs in single-source management

Without robust KPIs, an exclusive supply relationship cannot be managed. The core is a set of KPIs that
captures availability, quality, cost and cooperation quality and is jointly reviewed with the supplier in
regular reviews.

Availability and delivery reliability

Key metrics are delivery reliability (typically above 95 % in good partnerships), the backorder rate and
compliance with promised availability from ATP data. In addition, lead time stability should be measured,
as fluctuating lead times drive safety stock. A rising forecast error on the customer side signals planning
problems that transfer to the supplier.

Quality and cost

Complaint and scrap rates, audit results and the rate of error-free delivery documents (including
Certificate of Conformity) reflect the quality perspective. On the cost side, unit price development, total
cost of the collaboration and the level of invoice automation or the proportion of electronic orders are
relevant measures. In addition, forwards and swaps on commodity prices can help smooth price volatility
— this is agreed and reported jointly with the supplier.

Cooperation and innovation metrics

Soft KPIs are becoming increasingly important: the number of implemented cost-reduction ideas, the
results of idea evaluation, response times to engineering changes and involvement in early-phase
projects. Incentive models for innovation motivate suppliers to engage beyond the contractual minimum.
These aspects feed into the periodic reassessment of supplier status.

Risks, dependencies and control mechanisms

The biggest drawback of the single-source approach is one-sided dependency. Supply failures,
insolvencies, capacity bottlenecks or political influences hit the buyer unfiltered. Professional
management neutralises these risks through prepared measures.

Failure risk and contingency planning

For every critical part there should be a documented business continuity plan: identified alternative
suppliers, approved alternative designs or emergency buffer stocks. In practice, regular review of
second-source capability is recommended, even if it is not actively used operationally. Stock levels are
oriented to the lead time and criticality of the part.

Power and price risks

An exclusive supplier holds negotiating power. Countermeasures include contractual price formulas,
benchmark clauses and a demonstrable ability to switch suppliers. Legal leeway — such as the question
of the admissibility of a prohibition of assignment in individual cases — should also be reviewed by
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solicitors before entering into long-term contracts. These pointers do not constitute legal advice.

Capacity and schedule risks
With highly utilised suppliers, there is a risk of losing priority. Early order acknowledgement, transparent

forecasts and agreed reservation models are proven remedies here. Schedule risks can be made visible
via ATP data; rising backorder rates are an early-warning indicator that should trigger escalations.

Current developments and digitalisation

Single-source management is increasingly digitally controlled: supplier portals, Al-supported risk
monitoring and standardised data exchange formats are transforming the management of closely
integrated partnerships. The focus is shifting from pure procurement to overall supply chain resilience.

Digital integration and data quality

Building a golden record for master data — from material numbers to certificates — is a prerequisite for
reliable system integration. cXML-based order and invoice processes reduce manual interfaces and
noticeably increase the level of invoice automation. Without clean master data, even more ambitious
endeavours such as Al-supported materials planning will fail.

Resilience and regulatory requirements

Supply chain due diligence requirements, sustainability credentials and traceability obligations increase
the documentation effort even in single-source relationships. Certifications, audits and a Certificate of
Conformity per batch are frequently required by law or by customers. Companies are therefore
increasingly aligning their single-source strategy with resilience criteria rather than cost efficiency alone.

Financial aspects and hedging

For long-term framework agreements, hedging instruments are gaining in importance: forwards and
swaps on commodities, forfaiting in export business and clear Incoterms provisions such as Incoterms
CIP reduce price and delivery obligation risks. The cash-flow impact of payment terms should be
accounted for on both sides so that a sustainable partnership is not burdened by one-sided financing
burdens.

Typical metrics

On-time-in-full delivery (OTIF): > 95 %
Usual target value in stable partnerships; below 90 % indicates control problems

Backorder rate: <2 %
Proportion of items not immediately available; early indicator of capacity bottlenecks

Invoice automation rate: > 80 %
Proportion of electronically processed invoices in integrated single-source relationships

Forecast error (MAPE): <15 %
Typical benchmark for shared forecasts; higher values drive safety stock

Proportion of critical parts without a second source: <10 %
Indicator of dependency risk in the supplier portfolio
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Practical example

A medium-sized mechanical engineering company currently sources a critical hydraulic module from
several suppliers with fluctuating quality. The company decides on a single-source strategy with a
certified core supplier and systematically builds up the partnership.

« Framework agreement with volume corridor, price escalation, defined prohibition of assignment and
FCA handover at the supplier's plant

 Integration via cXML incl. automated order acknowledgement and ATP check in materials planning

+ Joint innovation workshop with incentive models for cost-reduction ideas and a defined idea
evaluation process

« Contingency plan: documented second supplier, tested alternative design and safety stock for six
weeks

Conclusion

Single-source management is not a renunciation of competition, but a deliberate decision in favour of
depth rather than breadth in the supplier relationship. Those who shape the approach professionally
benefit from more stable quality, lower process costs and faster innovation. At the same time,
dependencies arise that can only be kept manageable through contractual safeguards, digital
transparency and contingency planning. Success is measured by hard metrics such as delivery
reliability and backorder rate as much as by the innovation dynamism of the partnership. For buyers in
DACH industry, it is therefore a strategic tool that demands continuous management — not a one-off
sourcing decision.

Frequently asked questions

What is single-source management?

Single-source management is the strategic control of procurement in which a single, deliberately
selected supplier covers a defined requirement. It encompasses selection, contract design, process
integration and ongoing performance monitoring. The aim is to exploit the benefits of concentration and
actively manage the resulting dependencies.

What is the difference between single sourcing and single-source management?

Single sourcing describes the state of having only one supplier for a part. Single-source management
refers to the systematic stewardship of this relationship — with certification, framework agreements, KPIs
and contingency plans. The term therefore emphasises active management rather than merely the
sourcing decision.

What are the risks of a single-source approach?

The key risks are supply failures, supplier insolvency, capacity bottlenecks and one-sided negotiating
power on pricing. Countermeasures include documented contingency plans, qualified alternative
sources, contractual price formulas and early-warning indicators such as the backorder rate. Regulatory
supply chain requirements also increase the level of control required.

When does single sourcing pay off for industrial buyers?

It typically pays off for highly complex or customer-specific parts with high handling effort, close design
dependencies or significant innovation potential. For standard parts with many market suppliers, the
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approach is often less sensible. The decisive factors are the fungibility of the market, the criticality of the
part and the ability to actively manage risks.

Which KPIs matter in single-source management?

Key KPIs are on-time-in-full delivery (OTIF), backorder rate, forecast error, complaint rate and the level
of invoice automation in the electronic ordering process. In addition, many companies measure the
supplier's innovation contributions and response times. These values are jointly reviewed in regular
business reviews.

How do you build up single-source management?

The set-up typically follows four steps: structured selection via tender management with defined
evaluation criteria, certification and audits, conclusion of a framework agreement including risk clauses
and Incoterms, and operational integration via interfaces such as cXML and shared forecasts. This is
followed by regular reviews and the continuous development of the partnership.

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/single-source-management



