AMPLIFA PROCUREMENT GLOSSARY

Supplier Innovation Challenge: Winning
suppliers as innovation partners

A Supplier Innovation Challenge is a structured, often competition-style process through which
companies deliberately call on external suppliers and development partners to contribute innovative
solutions. It partially shifts the source of innovation to the supplier side and leverages the
technology and process expertise available there. For technical buyers, it is an instrument to relieve
engineering capacity, shorten time-to-market and identify cost- or material-saving solutions.

Key facts

* A Supplier Innovation Challenge is a structured call to suppliers to submit solutions to a specific
technical problem or product requirement.

» Typical objectives are cost reduction, material substitution, shortened development times and
expansion of the supplier portfolio.

« In practice, challenges are often time-limited to 8 to 16 weeks with defined evaluation and selection
phases.

» Successful concepts are frequently transferred into series integration via pilot run and acceptance
criteria.

« Key framework conditions include confidentiality agreements, clear evaluation criteria and a
cross-functional sourcing team.

* The approach links strategic procurement management with product lifecycle management and
procurement innovation.

Definition: Supplier Innovation Challenge

A Supplier Innovation Challenge is a time-limited competition or call initiated by a buying company in
which suppliers, developers and service providers submit solutions to defined technical or commercial
problems. It forms part of the toolkit of innovative supplier management and differs from the classic
Request for Proposal in its focus on open solution contributions rather than fulfilment of a predefined
specification.

Distinction from classic tenders

In a conventional tender, the buyer defines the specification level and compares offers primarily on
price, capacity and quality. In an Innovation Challenge, the company presents a problem and
deliberately leaves the solution approach open. This expands the range of possible solutions but
requires structured evaluation jointly by engineering and purchasing. The transition to classic
procurement occurs when a concept is adopted and binding requirements arise.

Positioning within supplier management

The challenge adds elements of procurement innovation to the supplier portfolio: existing suppliers are
activated as development partners, while new providers make low-threshold contact. In this way, it
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combines strategic category management with operational procurement and can support existing
processes such as the price deviation workflow or supplier capacity alignment when new solutions are
integrated into existing framework agreements.

Objectives and areas of application

The approach is particularly worthwhile where internal engineering resources are limited, material or
technology changes are pending, or existing components are at the end of the product lifecycle under
cost pressure. Depending on the objective, the problem statement, participant circle and evaluation
system can vary considerably.

Cost and material substitution

A common objective is the substitution of expensive components or materials. Suppliers can propose
alternatives that enable more cost-effective manufacturing with unchanged functionality, for example
through adapted design approaches or alternative materials. It is important that proposals are evaluated
across the entire lifecycle: component costs may fall, while testing and qualification effort rises. Product
Carbon Footprint (PCF) and sustainability criteria are increasingly included as additional objectives in
the problem statement.

Technology and process innovation

Challenges are suitable for tapping into new manufacturing processes, such as additive manufacturing,
advanced forming technigues or new joining technologies. The supplier brings process expertise that
the buyer does not hold in-house. If integration succeeds, this can result in a strategic partnership with a
modular sourcing character, in which the supplier is responsible for entire functional modules instead of
individual parts.

Supply chain and procurement logistics

Supply issues can also be addressed on a challenge basis: resilience for critical components, regional
sourcing or logistics concepts such as cross docking to shorten lead times. In periods of bottleneck
situations or during ramp-down management of discontinued products, suppliers can contribute
proposals for reallocating capacity or managing residual stock.

Methods and procedure of a Supplier Innovation Challenge

An effective challenge follows a clearly structured phase model. In practice, four to five phases have
become established, from problem formulation to series integration. Steering is typically handled by a
cross-functional sourcing team from purchasing, engineering, quality and, where applicable, logistics.

Phase 1: Problem definition and approval

The starting point is a precise but not over-regulated problem statement with framework conditions such
as volume, component size, cost target and regulatory constraints. The acceptance criteria for a later
transfer should be defined as early as possible so that participants can align their solutions accordingly.
In parallel, confidentiality agreements and intellectual property rights must be clarified before internal
information flows to external parties.

* Formulate the problem statement with technical constraints
» Define cost, quality and sustainability targets
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» Prepare confidentiality agreement and IP arrangements

Phase 2: Call and submission phase

The call is directed at the existing supplier base and selected external providers. The submission period
is usually between four and twelve weeks. Formats range from short solution sketches to detailed
technical concepts. To prevent the participation of qualified SMEs from failing on formalities, a
streamlined, low-barrier submission format has proven effective, which is deepened later upon entry to
the shortlist.

Phase 3: Evaluation and shortlist

Evaluation takes place based on criteria defined in advance: technical feasibility, cost impact,
implementation time, supplier capability and sustainability aspects. A structured scoring approach, as
also known from supplier evaluation, increases transparency and reduces subjectivity. Shortlisted
suppliers often proceed to sample parts, a pilot run or initial functional samples according to a
provisional inspection instruction.

Phase 4: Qualification and series integration

The winning concepts go through the usual procurement quality qualification steps: sampling, first
sample inspection approval, component declarations of conformity and the definition of a supplier
quality target for the series phase. Framework agreements are negotiated in parallel; new price
structures may emerge here, which are handled via the established price deviation workflow. Only then
does the supplier's upgrade within the supplier portfolio take place.

Key KPIs and success factors

The success of a challenge can be measured, provided target metrics are defined in advance.
Established metrics come partly from project management and partly from classic supplier evaluation.

Metrics for execution and results

Relevant metrics include the number of qualified submissions, the proportion of implemented concepts,

the achieved cost or material savings, and the time from call to release for series production. To gauge

participation quality, internal metrics can also be used, such as the requisition cycle time as an indicator
of how quickly submitted concepts are processed internally.

Soft success factors

Often, success is determined less by the problem statement than by the internal organisation: clear
decision-making authority, short feedback cycles to participants and visibility of purchasing within
development. Companies that run challenges as a one-off achieve weaker results in practice than those
that embed them as a recurring format within category governance.

Risks, controls and legal framework

Despite its advantages, the approach carries risks that can be managed through clear rules. Particular
attention should be paid to confidentiality, intellectual property and downstream supplier qualification.

Confidentiality and intellectual property
Submitted concepts may touch on existing patents of the buyer or contain protectable ideas themselves.
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Usage rights to submissions, remuneration rules for adopted concepts and the handling of background
knowledge must be clarified in advance. A legal review on a case-by-case basis is recommended,
particularly for tender formats relevant under competition law in the public sector.

Quality and failure risks

In practice, promising concepts not infrequently fail due to lack of series production capability, capacity
or process stability. Controls for this reason: defined acceptance criteria per project phase, binding
inspection instructions for sample parts and an escalating deviation process for quality problems. If
defects occur after adoption, structured complaint evaluation follows and, where applicable, a supplier
ESG improvement plan if sustainability commitments are also affected.

Dependency risks

Innovation challenges can produce suppliers who are technically excellent but economically fragile.
Before upgrading, a financial and capacity assessment is therefore advisable, supplemented by safety
capacity or second-source strategies. Minimum stock commitments for critical changeover phases are
also a common instrument for safeguarding the transition.

Current developments and digitalisation

Supplier Innovation Challenges are increasingly organised digitally and linked with sustainability and
resilience goals. This noticeably changes the approach and participant structure.

Digital platforms and data foundation

Digital procurement platforms enable broader calls, structured submission formats and automated
pre-screening. Enrichment with master data and content enrichment allows supplier profiles to be
matched far more precisely. Automatic spend classification also helps identify internal procurement
volumes for which an innovation call is economically viable.

Sustainability, regional sourcing and resilience

A growing number of challenges target CO2 reduction along the value chain, measurable via the
Product Carbon Footprint (PCF) of individual components, or the establishment of regional alternatives
in the sense of onshoring. This shifts the focus from pure cost savings towards supply chain security
and regulatory safeguards, for example regarding product requirements and supply chain due diligence
obligations.

Typical metrics

Qualified submissions: typically 5-30 per challenge
Rule-of-thumb figure from practice; depends on breadth of the call and attractiveness of the industry

Implementation rate: often 10-30 %
Proportion of submissions that make it through shortlist and sampling into series production

Time-to-integration: typically 6-18 months
Time from the call to release for series production, depending on qualification effort

Cost savings from implemented concepts: often 5-20 % per assembly
Gross savings before qualification costs; to be verified case by case
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Practical example

A medium-sized mechanical engineering company was facing declining margins on a complex
aluminium assembly in the post-development phase. Instead of a classic re-tender, procurement
initiated a Supplier Innovation Challenge with a twelve-week submission period, advertised via existing
supplier relationships and an industry platform. 23 concepts were submitted, four of which made the
shortlist and were tested as sample parts. One supplier convinced with a redesigned housing concept
that was compatible with the buyer's existing manufacturing process.

« Problem statement with cost target and acceptance criteria defined in advance

« Cross-functional sourcing team from purchasing, design and quality evaluated the submissions
using a scoring model

 Pilot run of 200 parts with a provisional inspection instruction prior to release for series production
» Securing the changeover phase via minimum stock levels and a second source

Conclusion

The Supplier Innovation Challenge shifts innovation performance to where process and material
expertise actually resides: with suppliers. For procurement organisations, it is an effective instrument for
addressing costs, the CO2 balance and supply chain security simultaneously. Prerequisites are precise
problem statements, transparent evaluation criteria and legally sound arrangements on confidentiality
and intellectual property. Those who embed challenges as a recurring format within supplier strategy
and category management achieve significantly more sustainable results in practice than with one-off
initiatives. Supplemented by clear qualification and safeguarding processes, the approach thus
becomes a firmly established component of modern procurement.

Frequently asked questions

What is a Supplier Innovation Challenge?

It is a time-limited, often competition-style call to suppliers and external developers to submit solutions
to a specific technical or commercial problem. Unlike a classic tender, the solution approach remains
open. The company evaluates the concepts in a structured way and incorporates suitable approaches
into qualification and series production.

How does a Supplier Innovation Challenge work?

Typically in four phases: problem definition with acceptance criteria, call and submission period of
usually four to twelve weeks, structured evaluation and shortlist with sample parts, followed by
qualification through pilot run up to series integration. Steering is usually handled by a cross-functional
sourcing team from purchasing, engineering and quality.

What objectives does a Supplier Innovation Challenge pursue?

Common objectives include cost and material substitution, access to new manufacturing technologies,
shortened development times, and resilience and sustainability goals such as CO2 reduction. Building
new supplier relationships and broadening the supplier portfolio are also among the aims.

What distinguishes an Innovation Challenge from a Request for Proposal?

In an RFP, the buyer defines the specification and compares offers based on predefined criteria such as
price, capacity and quality. In a challenge, the buyer presents a problem and leaves the solution
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approach open, allowing suppliers to contribute their own technical concepts. Only after a concept has
been selected do the requirements pass into the usual procurement processes.

How are submissions evaluated in an Innovation Challenge?

Submissions are typically assessed on technical feasibility, cost impact, implementation time, supplier
capability and, increasingly, sustainability criteria. A scoring model with weights agreed in advance
improves transparency. Shortlisted candidates then proceed to sample parts, pilot run and qualification
according to the usual procurement quality standards.

Which industries are suitable for Supplier Innovation Challenges?

They are particularly widespread in mechanical engineering, the automotive and electronics industries,
and in process and medical technology — wherever components and modules depend heavily on the
manufacturing expertise of suppliers. The format is also suitable for procurement logistics issues and
material substitution. Small volumes or purely off-the-shelf products, however, rarely justify the effort.
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