AMPLIFA PROCUREMENT GLOSSARY

Supplier Risk Management: systematically
Identifying and controlling supplier risks

Supplier Risk Management refers to the systematic identification, assessment and control of risks
that suppliers and service providers pose to a company. It covers the entire supplier relationship,
from selection through contract management to ongoing monitoring. The aim is to secure supply
continuity, compliance, financial stability and reputation before damage occurs. In practice, it is
therefore a core component of modern procurement objectives and supplier management.

Key facts

* Supplier Risk Management identifies, assesses and mitigates risks along the entire supplier
relationship.

» Typical risk categories include delivery capability, financial strength, compliance, sustainability, cyber
security and country or concentration risks.

* In practice, risk segmentation by criticality and probability of failure has proven effective, often based
on an ABC-XYZ analysis.

- Effective controls range from dual sourcing and safety stock to contractual instruments such as
limitation of liability or a bank guarantee.

« Key metrics are the supplier risk score, the proportion of critical items with alternative suppliers, the
on-time-in-full rate and the complaint rate.

* The process should be carried out annually or on an event-driven basis and closely integrated with
supplier master data maintenance and supplier development.

Definition: Supplier Risk Management

Supplier Risk Management is the internal corporate discipline that identifies potential disruptions and
losses from procurement relationships at an early stage and controls them by means of suitable
measures. It combines strategic procurement, quality assurance, legal affairs and finance into a holistic
view of the supplier base.

Distinction from classic supplier management

Classic supplier management focuses on supplier performance, prices and development. Supplier Risk
Management adds to this perspective the question of which events could jeopardise one's own supply
or compliance. Both disciplines draw on the same data pool, in particular clean supplier master data
management. In practice, risk assessment and supplier evaluation are therefore often bundled in a
single process.

Why the topic is gaining in importance
Global supply chains, stricter supply chain due diligence obligations and increasing electronics and

software content in products increase the number of potential sources of disruption. At the same time,
failures of key components can directly threaten production and revenue. Supply chain legislation also

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/supplier-risk-management



requires documented due diligence processes that can hardly be delivered without structured risk
management. Information on specific legal consequences should always be reviewed legally on a
case-by-case basis.

Supplier risk categories

Effective Supplier Risk Management begins with a structured risk landscape. In practice, six categories
have proven effective that are applicable to almost every industry.

Delivery and performance risks

These include delivery date deviations, quality defects, capacity bottlenecks and failures due to
insolvency or disasters. Typical early indicators are falling on-time delivery rates, increasing complaints
or growing price discussions. Single sources for long-running tooling or specialised manufacturing
processes are particularly critical.

Financial risks

A supplier failure due to insolvency often hits buyers with warning signals visible weeks in advance:
changed payment terms, staff departures or a lack of investment. In practice, credit ratings, annual
financial statements and payment experiences are regularly assessed. For high advance payments,
instruments such as a bank guarantee or advance payment recourse secure the risk.

Compliance, legal and sustainability risks

Violations of procurement policy compliance, product safety or environmental requirements can
jeopardise the movement of goods, certifications and reputation. Material-related requirements such as
a Restricted Substances List (RSL) must be actively monitored at the supplier. On the contractual side,
liability issues are safeguarded through limitation of liability, indemnity and a clear jurisdiction clause.

Cyber and data risks

Suppliers with access to internal systems or drawing data expand the company's own attack surface. In
practice, buyers check information security certifications, access concepts and incident response plans
before approval. In the context of IP co-creation, confidentiality and rights allocation must also be
contractually defined.

Methods and approach in Supplier Risk Management

The process typically follows five steps: risk identification, segmentation, assessment, derivation of
measures and ongoing monitoring. Prioritisation is crucial, since not every one of the often several
thousand suppliers can be examined in the same depth.

Supplier segmentation using ABC-XYZ analysis

The combination of procurement volume (ABC) and supply or demand stability (XYZ) provides a proven
basis for risk segmentation. A-items with fluctuating supply (A-Z) deserve the most intensive attention,
for example through dual sourcing or safety stock. This segmentation should also be complemented by
supplier segmentation according to degree of dependency: how dependent is the supplier on one's own
business, and vice versa?
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Assessment and scorecards

In practice, risks are often assessed using scorecards in which impact and probability of occurrence are
scaled for each risk category. The result is a supplier risk score that feeds into regular supplier
evaluations. In addition, audits according to a structured audit plan, qualification questionnaires and
reference checks provide a sound assessment basis. The assessment should be updated on an
event-driven basis, for example before volume shifts or in the event of critical notifications.

Measures for risk mitigation

Typical measures include dual sourcing, safety or strategic stock, contractual recovery and inspection
rights, and active supplier development to address weaknesses. For decisions relevant to awards, a
structured Request for Proposal (RFP) with uniform risk questions supports the comparison.
Cost-benefit analysis helps to weigh up the effort and damage potential of measures against each other.
Low-Cost Country Sourcing should only be pursued with an additional risk buffer, such as longer lead
times and a verified logistics chain.

Integration into procurement processes

Supplier Risk Management only unfolds its effect when it is embedded in the operational and strategic
procurement processes — from master data quality to production planning.

Data basis and master data

Without consistent supplier master data management, risk management is barely controllable:
certificates, insurance confirmations, credit data and contact persons must be available centrally and
kept up to date. Structured catalogue management and catalogue content management also help to
ensure that only approved suppliers and items are allowed in requisition processes. This prevents
unqualified sources from entering the procurement process via detours.

Operational coupling with planning and ordering

Risks have a direct impact on material planning and production: the Master Production Schedule (MPS)
should take account of critical pre-products with extended lead times or alternative sources. Ordering
processes via the PO order provide transparency data, such as actual delivery date deviations per
supplier. In cross-border procurement, transport and documentation risks must be observed, for
example when checking the bill of lading and certificates of origin.

Finance and process interfaces

The finance department provides payment and credit information and assesses advance payment risks.
Invoice automation increases transparency over payment flows and detects anomalies such as changed
bank details earlier. In the event of damage, defined escalation and complaint processes are required,
ranging from the complaint report to contract review.

Key KPIs for Supplier Risk Management

Metrics make risks measurable and show the effect of measures. In practice, a lean set of KPIs has
proven effective, evaluated regularly — often monthly or quarterly.

Performance and quality metrics

The on-time-in-full rate (OTIF) shows what proportion of orders arrived complete and on time; in
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practice, values above 95 to 98 per cent are often targeted. The complaint rate per supplier and the
first-pass inspection rate qualify the quality side. Both metrics typically feed into the supplier evaluation
and trigger defined escalations if they deteriorate.

Risk and coverage metrics

Key control variables are the proportion of critical items without a qualified alternative supplier, the
proportion of volume with single sources and the average risk score per supplier segment. In addition,
inventory turns indicate whether safety stock for critical positions is appropriately dimensioned.
Should-costing can also be used to assess whether supplier price changes are genuinely cost-driven or
risk-related.

Current developments and digitalisation

Risk data is increasingly available in an automated form, and regulatory requirements make continuous
monitoring a mandatory task. The trend is moving away from annual spot checks towards ongoing
monitoring.

Automated monitoring and early-warning systems

External data sources such as credit data, news services and commercial register information are
increasingly matched automatically against the company's own supplier base. Internal data from
ordering and quality data — such as OTIF trends and complaint developments — complement these
early-warning signals. The aim is to detect conspicuous patterns before a failure occurs.

Regulatory requirements along the supply chain

Supply chain due diligence and sustainability reporting obligations require documented risk analyses
and preventive and remedial measures along the company's own supply chain. This requires robust
evidence of audits, training and corrective actions, which should also be taken into account in the quality
department's audit plan. The specific obligations depend on company size, location and industry and
should be legally reviewed on a case-by-case basis.

Resilience instead of pure cost optimisation

Many companies are rethinking their one-sided focus on low purchase prices and are regionalising
parts of their procurement. Nearshoring and dual sourcing are gaining weight, even if unit costs are
higher. A sound cost-benefit analysis also takes into account avoided failure costs and reduced capital
tie-up through shorter distances.

Typical metrics

On-Time-in-Full Rate (OTIF): > 95-98 %
Common target range in industry; a deterioration is regarded as an early-warning indicator

Proportion of critical items without an alternative supplier: <5 %
Rule of thumb; the more critical the technology, the greater the effort required for alternative sources

Complaint rate per supplier: <1-2 %
Industry-dependent; should be evaluated on a normalised basis by commodity group

Proportion of single-source volume: falling / < 20 %
Rule of thumb for industrial companies; the target depends heavily on manufacturing depth and technology
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Inventory turns (critical items): 6-12 per year
Typical rule of thumb; lower values indicate high safety stock held to cover risk

Practical example

A medium-sized machinery manufacturer with around 1,200 active suppliers discovered that only single
sources existed for several cast and electronic components. Following the short-term failure of a
supplier, production came to a standstill for almost two weeks. The company subsequently established a
structured Supplier Risk Management process.

* ABC-XYZ analysis across all actively procured items to identify critical positions

* Risk scorecards for the top 100 suppliers with annual updates and defined escalation levels

- Establishment of alternative sources for critical assemblies, including qualification according to a
standardised audit plan

» Contractual safeguards through limitation of liability and clear complaint processes in new framework
agreements

Conclusion

Supplier Risk Management turns supplier risks from a day-to-day surprise into a manageable quantity.
Clean data, consistent segmentation by criticality and the leanest possible, repeatable process are
decisive. Measures must withstand cost-benefit scrutiny and be firmly anchored in ordering, planning
and quality processes. Companies that systematically evaluate early-warning indicators gain reaction
time and negotiating power. Ultimately, risk management is not a one-off project but a continuous
component of supplier relationships.

Frequently asked questions

What is meant by Supplier Risk Management?

Supplier Risk Management is the systematic identification, assessment and control of risks arising from
suppliers. These include supply failures, quality defects, insolvency risks, compliance violations and
cyber threats. The aim is to secure supply continuity and compliance at an early stage, before damage
occurs.

What supplier risks are there?

Typical risk categories include delivery and performance risks, financial risks such as insolvency, quality
defects, compliance and sustainability violations, as well as cyber and data risks. Added to this are
country and logistics risks and concentration risks with single sources. Which of these takes priority
depends on the industry, product and procurement structure.

How do you create a supplier risk management process?

In practice, a five-stage process has proven its worth: risk identification, supplier segmentation,
assessment using scorecards, derivation of measures and ongoing monitoring. The basis is clean
supplier master data as well as performance data from ordering and quality processes. The process
should be carried out annually and on an event-driven basis.

How do you assess supplier risks objectively?
Scorecards have proven effective, in which impact and probability of occurrence are scaled for each risk
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category and consolidated into an overall score. Hard data is additionally incorporated: OTIF rate,
complaint rate, credit rating and audit results. An ABC-XYZ analysis helps to tier the depth of
assessment according to criticality.

Which measures reduce the risk of supplier failure?

Typical measures include dual sourcing, safety stock for critical items, active supplier development to
address weaknesses and contractual safeguards. Regular audits and early-warning monitoring of credit
and performance data also effectively reduce risk. The choice of measures should always be based on a
cost-benefit analysis.

Which metrics belong to Supplier Risk Management?

Key metrics are the supplier risk score, the proportion of critical items without an alternative supplier, the
OTIF rate and the complaint rate. In addition, inventory turns and the volume share with single sources
provide important insights. These metrics should be evaluated in regular supplier assessments.
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