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Supplier de-risking: systematically
Identifying and reducing supplier
risks

Supplier de-risking refers to the systematic identification, assessment and reduction of risks
arising from suppliers and supplier relationships. It encompasses strategic measures such as
diversification, dual sourcing and contractual safeguards as well as operational controls along
the entire procurement process. The goal is to reliably secure supply, cost structure and
compliance even in the event of disruptions.
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Key facts at a glance

01 Supplier de-risking begins with a structured risk analysis of the supplier portfolio based
on criticality and probability of failure.

02 Typical measures are second sourcing, safety stocks, contractual safeguards and
ongoing supplier evaluation.

03 In practice, an ABC/XYZ classification is often used as the basis for the risk
classification of items and suppliers.

04 The German Supply Chain Due Diligence Act and the CSRD increase the
documentation effort in the de-risking process.

05 Financial instruments such as reverse factoring also stabilise the supply chain at the
cash flow level.

06 De-risking is a continuous process, not a one-off project.

| Definition: supplier de-risking

Supplier de-risking is the proactive management of all risks arising from dependencies on suppliers. It
combines risk identification, assessment, measure planning and ongoing control into a closed loop. The
term is often used synonymously with supplier risk management or supply risk management.
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Distinction from classical supplier management

Classical supplier management focuses on supplier performance, price and development in normal
operations. Supplier de-risking additionally focuses on disruptive events: failures, insolvencies, quality
incidents, geopolitical disruptions or supply volume shortages. Both disciplines complement each other
and share largely the same data sources, such as supplier evaluation and suitability assessment.

Risk categories at a glance

In practice, four main categories are distinguished: operational risks (delivery reliability, capacity,
quality), financial risks (insolvency, currency, commodity price volatility), compliance risks (sanctions,
human rights, sustainability) and strategic risks (single-source dependencies, technology loss,
succession). Depending on the industry and depth of value creation, the focal points shift considerably.

| Methods and approach in supplier de-risking

Effective de-risking follows a multi-stage approach: first create transparency about suppliers and
commodity groups, then assess risks, subsequently derive measures and continuously monitor the
situation. It is important that the methodology fits the procurement volume and the company's maturity
level. In practice, small steps with clear priorities achieve more than comprehensive but unused risk
registers.

Risk analysis and criticality assessment

The starting point is segmentation of the supplier portfolio, typically using an ABC/XYZ classification by
revenue relevance and delivery reliability. For A suppliers and critical items, an in-depth analysis
follows: uniqueness of the component, availability of alternatives, lead times, regional risks and the
supplier's financial stability. A risk score is often created that combines probability of failure and impact
and is updated quarterly.

Catalogue of measures: from second sourcing to framework agreements

The range of measures extends from operational to strategic: second sourcing for critical items, safety
stocks and adjusted lot sizes, dual qualification of components, and long-term framework agreement
structures with assurances on capacity and prioritisation. The tendering strategy can also reduce risk if
several qualified providers per commodity group are deliberately kept in competition. Price risks are
limited by means of a price adjustment clause and defined index linkages.

Contractual and procedural safeguards

Contracts should govern scenarios that are rarely considered in normal operations: delivery and
performance obligations, penalties for delay, credit checks, information rights and a right to audit for
audit cases. Ahead of sensitive negotiations or benchmarkings, a non-disclosure agreement (NDA)
safeguards confidential information. For ongoing business, clear mandatory fields in master data and
purchase requisitions help keep evaluation and compliance data machine-readable.
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| Key KPIs for steering de-risking

De-risking can only be steered if it is measurable. Proven metrics combine security of supply, supplier
quality and financial impact. What matters is less the exact figure than the trend across several periods
and comparison with the supplier benchmark.

Supply and performance KPIs

Key figures are OTIF (on-time in-full), replenishment lead time for critical items, the share of
single-sourced items in procurement volume and the number of qualified alternative suppliers per
critical commodity group. In practice, more mature procurement functions typically target OTIF values
above 95 to 98 per cent. The ABC/XYZ classification cycle should be short enough that quality
deterioration in X items becomes visible early.

Financial and compliance KPIs

Financially relevant include, among others, the cash-to-cash cycle along the supply chain, the share of
open returns and the rate of invoice discrepancies resolved within deadlines in GR/IR clearing.
Compliance KPIs include the coverage of procurement volume with risk-assessed suppliers and the
completeness of supporting documents. The response time in the price variance workflow is also
regarded as an indicator of the robustness of procurement processes.

| Risks and controls in implementation

De-risking itself can fail if it is treated as a one-off exercise or if data quality and responsibilities are
lacking. Typical stumbling blocks are incomplete supplier master data, missing escalation paths and too
many measures for too many suppliers at once. Clear governance and lean controls prevent this.

Supplier assessment and ongoing monitoring

Before new business, the suitability assessment examines financial, technical and compliance criteria;
for existing suppliers, regular quality audits and credit reports provide the updates. Delivery tracking of
open purchase orders detects deviating supply situations early, before a failure becomes critical. For
international suppliers, customs documents such as the commercial invoice are part of the standard
checks in the import process.

Governance, escalation and evidence documentation

A documented escalation path defines who decides when threatened supply failures occur: buyers,
functional departments, management. Decisions on alternative suppliers or volume shifts are logged
and tracked in the supplier portfolio. In view of the German Supply Chain Due Diligence Act and the
CSRD, audit-proof documentation of due diligence has long become part of de-risking; the specific
legal obligations should be reviewed legally on a case-by-case basis.
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| Current developments in supplier risk management

Three drivers are currently noticeably changing supplier de-risking: regulation, geopolitics and
digitalisation. Procurement organisations are restructuring their processes accordingly and shifting risk
management from reaction to prevention.

Regulation and sustainability

The German Supply Chain Due Diligence Act, the EU supply chain directive and the Corporate
Sustainability Reporting Directive (CSRD) make documentation obligations binding beyond the
company's own level. Buyers must be able to provide emissions-related data, for example for reporting
on Scope 1 emissions and, above all, on upstream Scope 3 emissions. Sustainability data thereby
becomes an integral part of the suitability assessment and supplier evaluation.

Resilience strategies and regional diversification

Many companies pursue multi-region sourcing or nearshoring in order to diversify geopolitical and
logistical risks. Agile procurement complements this with shorter decision cycles and flexible framework
agreements with optional volumes. On the financial side, reverse factoring supports the liquidity of
sound suppliers during crisis phases and thereby stabilises the supply chain from a capital market
perspective.

Digitalisation and data quality

Modern systems automate risk signals: credit updates, delivery reliability data, news alerts and
reference data from master data. Elements such as punchout catalogues and structured quotation
evaluation levels standardise data from procurement processes and make risk assessments
reproducible. The prerequisite remains clean mandatory field discipline: without consistent master data,
even the best software is blind.

| Typical metrics

Metric Typical value

On-time in-full delivery (OTIF) > 95-98%
typical benchmark for more mature procurement organisations

Share of single-sourced items <10-15%
measured as a share of procurement volume of critical commodity
groups

Alternative suppliers per critical >=2

commodity group qualified and approved sources of supply

Risk assessment review cycle quarterly

for A suppliers; C suppliers at longer intervals
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| Practical example

A mid-sized mechanical engineering company with an import share of around 60 per cent identifies in a
risk assessment that three A suppliers of precision components are sole sources and show a high
probability of failure. After a supply failure at an Asian supplier, final assembly slows down by several
weeks. The company then establishes a structured de-risking process.

e ABC/XYZ analysis of all items and creation of a risk score for the top 50 suppliers.

e Second sourcing and dual qualification for the ten most critical components, accompanied by
quality audits at the alternative suppliers.

e Framework agreement with a price adjustment clause and right to audit for the two main suppliers
of critical assemblies.

e Quarterly supplier benchmark and integrated delivery tracking with defined escalation levels.

| Conclusion

Supplier de-risking is not a completed project but a continuous cycle of analysis, measures and control.
Getting started succeeds pragmatically via a classification of the supplier portfolio and a focus on a few
critical commodity groups. Contractual instruments, operational early-warning indicators and financial
safeguards only work in combination. Those who consider compliance requirements and data quality
from the outset significantly reduce later effort. In this way, risk management turns from a cost factor
into a genuine competitive advantage in security of supply.

| Frequently asked questions

? What does supplier de-risking mean?

Supplier de-risking refers to the systematic identification, assessment and reduction of risks arising
from supplier relationships. These include operational failures, financial risks such as insolvencies,

compliance breaches and strategic dependencies. The goal is a stable supply even under disrupted
conditions.

? How do you start supplier risk management in a mid-sized company?

A proven approach starts with an ABC/XYZ classification of the supplier portfolio and identifies
single-sourced A items. For these, a simple risk score is created and a catalogue of measures is
drawn up, such as second sourcing and safety stock. A quarterly review cycle keeps the effort
manageable.

7 Which measures reduce risk with sole suppliers?

Proven measures include dual qualification of components, building up a second qualification
candidate, increased safety stocks and contractual commitments on capacity and prioritisation. In
addition, regular quality audits and credit checks provide early warning signals. The cost of these
measures is typically lower than that of a single prolonged supply failure.
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? Which KPIs are relevant for supplier de-risking?

Key metrics are on-time in-full delivery (OTIF), the share of single-sourced items in volume, the
number of qualified alternative suppliers per critical commodity group and replenishment lead time.
Financial KPIs such as the cash-to-cash cycle and compliance metrics on audited volume coverage
are also helpful. Crucial is the trend comparison across several periods.

? What does the CSRD have to do with supplier risks?
The Corporate Sustainability Reporting Directive extends reporting obligations to sustainability
aspects of the value chain. Among other things, buyers must collect and document data on
suppliers' emissions. This makes sustainability and compliance risks an integral part of de-risking.

? How often should supplier risks be assessed?

A semi-annual or quarterly review cycle for A suppliers has proven effective in practice,
supplemented by event-driven checks in cases of credit deterioration or industry crises. C suppliers
can be reviewed at longer intervals and on a more general basis. It is important that assessment
results are documented and measures are followed up.

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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