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Introduction: The Supplier Is Not the Enemy 
The adversarial model of supplier management — squeeze price in every negotiation, maintain distance to 
preserve leverage, replace suppliers readily to signal that no one is irreplaceable — dominated purchasing 
practice for most of the twentieth century. It is a model that consistently produces short-term price wins at 
the cost of long-term supply chain capability, innovation access, and resilience. And it has been 
comprehensively disproven by the competitive record of organizations that chose a different path. 

 

Toyota did not build the most capable automotive supply chain in the world by treating suppliers as 
interchangeable price competitors. It built it by investing deeply in supplier capability, sharing production 
knowledge, creating long-term stability, and holding suppliers to rigorous performance standards within a 
relationship of genuine mutual commitment. The result is a supply base that delivers quality, cost, and 
innovation performance that competitors have spent decades and billions of dollars attempting to 
replicate. 

 

Supplier Relationship Management (SRM) is the systematic approach to managing the full portfolio of 
supplier relationships — from transactional interactions with commodity suppliers to deep strategic 
partnerships with technology-critical providers — in a way that maximizes the total value created through 
the supply base. It is not about being nice to suppliers. It is about being deliberate: knowing which 
relationships deserve investment, what that investment should look like, how to measure the return, and 
how to build the governance structures that make the relationships perform. 

 

This guide covers the complete SRM discipline: the tiered relationship model, supplier performance 
measurement and scorecarding, joint business planning with strategic partners, the supplier innovation 
pipeline, supply base risk management, and the governance structures that make SRM work at scale. The 
Meridian Industrial Components case study shows a mid-sized manufacturer transitioning from reactive 
supplier management to a structured SRM program that transforms its most important supply 
relationships into genuine competitive assets. 

 

 MERIDIAN INDUSTRIAL COMPONENTS — GUIDE 5 CONTEXT 
In Guides 1-4, MIC rationalized its supply base from 187 to 94 suppliers, negotiated $7.2M in 
annual savings, established formal contracts covering 68% of spend, and improved supplier 
OTD from 88% to 95%. The sourcing and procurement transformation is substantially 
complete. Guide 5 follows MIC as it shifts from transactional supplier management to 
strategic SRM: segmenting supplier relationships, building a scorecard system, launching a 
strategic supplier program with its top 12 suppliers, and developing the governance structure 
to sustain supplier performance over the long term. 
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Section 1: The SRM Framework — From Concept to Operating Model 
Why Formal SRM Is Necessary 
Most organizations manage suppliers informally: buyers call suppliers when there are problems, account 
managers visit periodically, and performance is discussed when something goes wrong. This reactive 
model has a fundamental structural flaw — it spends management energy on symptoms rather than 
causes, addresses performance failures after they have already impacted the business, and fails to 
develop the supply base capability that could prevent problems and drive innovation. 

 

Formal SRM replaces reactive supplier management with a structured system of tiered relationships, 
defined governance processes, regular performance reviews, and deliberate investment in strategic 
suppliers. It treats the supply base as an asset to be developed, not merely a vendor pool to be managed. 

 

Dimension Reactive Supplier Management Formal SRM 

Relationship Trigger Problem or crisis drives contact Scheduled, structured engagement 
regardless of problems 

Performance 
Information 

Informal; shared in conversation when 
issues arise 

Formal scorecard data shared on 
defined cadence 

Supplier 
Segmentation 

All suppliers treated similarly (or based 
on personal relationships) 

Tiered segmentation drives 
differentiated investment and 
engagement 

Value Creation 
Focus 

Price reduction through leverage and 
pressure 

Total value: cost, quality, innovation, 
risk reduction, capability development 

Time Horizon Transactional: focused on current order 
or contract period 

Strategic: focused on multi-year 
capability development and mutual 
growth 

Risk Management Reactive: responds to disruptions as 
they occur 

Proactive: identifies and mitigates risks 
before they materialize 

Innovation Access Occasional and unstructured; depends 
on supplier initiative 

Systematic: innovation pipeline 
process, joint development 
agreements, supplier days 

Governance Informal; dependent on individual 
buyer-supplier relationships 

Structured: defined review cadence, 
escalation paths, executive 
sponsorship 

 

The SRM Operating Model Components 
A complete SRM operating model consists of five integrated components, each of which must be designed 
and implemented for the program to function as intended: 
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• Supplier Segmentation: The tiering system that differentiates management intensity and 
investment by supplier strategic importance and supply risk 

• Performance Measurement: The scorecard system that objectively measures supplier 
performance across quality, delivery, cost, and service dimensions 

• Relationship Governance: The structured review cadence, meeting formats, and escalation paths 
that give the relationship operational discipline 

• Value Creation Programs: The joint initiatives — cost reduction programs, quality improvement, 
innovation pipelines — through which relationship investment generates measurable return 

• Risk Management Integration: The assessment processes and mitigation plans that identify and 
address supply continuity risks across the supply base 

 

Section 2: Supplier Segmentation — The Foundation of SRM 
SRM begins with segmentation: a deliberate classification of each supplier relationship based on its 
strategic importance and the management approach it requires. Without segmentation, SRM is impossible 
at scale — the resources required to manage every supplier at the intensity appropriate for strategic 
partners would exceed any realistic budget, and the appropriate management model for a commodity 
fastener supplier is fundamentally different from the appropriate model for a sole-source precision 
component provider. 

 

The Three-Tier SRM Model 
Most organizations operate effectively with three supplier tiers, each representing a distinct relationship 
model, management intensity, and value creation objective. The tier definitions below represent a 
pragmatic implementation framework adaptable to most manufacturing and industrial supply chains. 

 

Dimension Tier 1: Strategic 
Partners 

Tier 2: Preferred 
Suppliers 

Tier 3: Approved 
Suppliers 

Selection Criteria Top 5-10% of supply base 
by strategic importance. 
High spend AND high 
strategic value: unique 
capability, critical 
technology, sole or dual 
source, deep integration 
with product 
development 

Top 20-30% of supply 
base by spend and 
performance. Important 
spend categories with 
capable, reliable 
suppliers; preferred for 
sourcing in their category 

All other qualified 
suppliers. Meet basic 
qualification standards; 
used when Tier 1/2 
unavailable or for spot 
purchases 

Typical % of Supply 
Base 

5-10% of suppliers 20-30% of suppliers 60-75% of suppliers 

Typical % of Spend 50-70% of direct spend 20-35% of direct spend 5-20% of spend (long tail) 
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Relationship Model Strategic partnership: 
executive relationships, 
joint business planning, 
shared cost reduction 
and innovation programs, 
mutual long-term 
commitments 

Preferred supplier: 
performance-based 
relationship, volume 
preference, scorecard-
driven feedback, 
development investment 
when warranted 

Transactional: 
compliance-based, 
performance monitored 
but not actively 
developed, competitive 
bidding maintained 

Review Cadence Quarterly executive 
review + monthly 
operational review 

Quarterly operational 
scorecard review 

Annual or event-triggered 
review 

Executive 
Involvement 

Required: C-level or VP-
level from both 
organizations at quarterly 
reviews 

Occasional: Director-
level involvement at 
strategic discussions 

Minimal: buyer and 
account manager level 
only 

Joint Business 
Planning 

Annual joint business 
plan covering shared 
goals, investment 
commitments, 
technology roadmap 
alignment 

Shared performance 
targets; periodic 
roadmap discussion 

None: contract terms 
govern the relationship 

Development 
Investment 

Significant: technical 
assistance, lean 
programs, capital co-
investment, technology 
transfer 

Moderate: targeted 
improvement programs 
when gaps identified 

Minimal: correct-to-
specification only; 
corrective action for 
failures 

 

 BEST PRACTICE: LIMIT TIER 1 TO SUPPLIERS WHERE INVESTMENT IS TRULY WARRANTED 
The most common SRM implementation error is inflating Tier 1 to include 20-30% of the 
supply base. This makes Tier 1 meaningless — there are insufficient management resources 
to engage 30 suppliers at the intensity a true strategic partnership requires. The discipline of 
limiting Tier 1 to 5-10 suppliers (for most mid-sized manufacturers) forces the organization to 
be explicit about which relationships genuinely justify executive time, joint planning, and 
development investment. A smaller Tier 1 with genuine investment outperforms a large Tier 1 
with diluted attention every time. 

 

Segmentation Criteria: Scoring Model 
Supplier segmentation should be based on a structured scoring model rather than buyer judgment or 
historical relationships. The scoring model evaluates each supplier on dimensions that predict strategic 
importance and relationship value. 

 

Scoring Dimension Weight Score 1 (Low) Score 3 (Medium) Score 5 (High) 
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Annual spend with supplier 20% <$500K $500K - $2M >$2M 

Uniqueness of capability or 
technology 

25% Multiple capable 
alternatives readily 
available 

Limited 
alternatives; 
switching cost 
moderate 

Sole or dual 
source; no near-
term alternative; 
switching cost 
very high 

Strategic alignment with 
product roadmap 

20% Supplies 
commodity items 
with no product 
roadmap 
connection 

Supplies important 
components; some 
roadmap relevance 

Deeply 
integrated with 
product 
development; 
co-development 
relationship; IP 
sharing 

Quality performance track 
record 

15% >1,000 PPM; 
frequent quality 
incidents 

200-1,000 PPM; 
occasional 
incidents; 
responsive to CARs 

<200 PPM; rare 
incidents; 
proactive quality 
improvement 

Delivery and service 
performance 

10% <90% OTD; 
frequent supply 
issues 

90-96% OTD; 
occasional issues; 
responsive 

>96% OTD; 
proactive 
communication; 
reliable 

Innovation contribution 
potential 

10% No innovation 
capacity; 
commodity supplier 

Some R&D 
capability; reactive 
to buyer requests 

Strong R&D 
capability; 
proactive 
innovation 
sharing; 
technology 
roadmap 
alignment 

 

Scoring interpretation: Total weighted score (1-5 scale) translates to tier assignment. Scores of 4.0-5.0 
indicate Tier 1 candidates. Scores of 2.5-3.9 indicate Tier 2. Scores below 2.5 indicate Tier 3. Tier 
assignment should be reviewed annually and adjusted when supplier performance or strategic context 
changes. 

 

Section 3: Supplier Performance Measurement and Scorecarding 
Supplier performance scorecards are the operational backbone of SRM. They provide the objective, 
consistent performance data that makes supplier reviews meaningful, enables fair comparison across the 
supply base, identifies improvement priorities, supports sourcing decisions, and holds both the supplier 
and the buying organization accountable for outcomes. 
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A scorecard without follow-through is a measurement exercise. A scorecard with consequence — for 
outstanding performance and for underperformance — is a management tool. The design of the 
consequence structure matters as much as the design of the metrics. 

 

The Supplier Scorecard Framework 
 

Performance 
Category 

Metric Definition Weight World Class Target 

Quality Incoming PPM 
Defective 

Defective parts per 
million received from 
supplier 

20% <200 PPM 

Quality Corrective Action 
Response Time 

Calendar days from CAR 
issuance to supplier's 
8D root cause response 

10% <10 business days for 
initial response; <30 
days for containment 
and root cause 

Delivery On-Time Delivery 
(OTD) 

% of PO lines delivered 
on confirmed date to 
buyer's dock 

25% >98% 

Delivery Order Fulfillment 
Accuracy 

% of PO lines delivered 
with correct quantity 
(within tolerance) 

10% >99% 

Cost Price 
Competitiveness 

Actual price vs. market 
index or benchmark 
(where applicable) 

15% At or below market 
benchmark 

Cost Cost Reduction 
Contribution 

Annualized savings 
contributed through 
supplier-initiated or joint 
cost reduction programs 

5% Target: 2-3% of 
annual spend per 
year for Tier 1 
suppliers 

Service and 
Responsiveness 

Lead Time 
Performance 

Actual lead time vs. 
contracted lead time 

5% 100% within 
contracted lead time 

Service and 
Responsiveness 

Issue Resolution 
Speed 

Average time from buyer 
issue escalation to 
supplier resolution 
confirmation 

5% <3 business days for 
routine issues; <1 day 
for critical supply 
issues 

Innovation Innovation Ideas 
Submitted 

Number of supplier-
initiated improvement or 
innovation ideas 
submitted per quarter 

5% >2 substantive ideas 
per quarter for Tier 1 
suppliers 
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Scorecard Scoring and Rating 
Each metric is scored on a consistent scale, with weighted scores summed to a total supplier rating. The 
rating system should use clear performance bands that translate directly to relationship management 
actions. 

 

Rating Score 
Range 

Performance 
Description 

Relationship 
Implication 

Required Action 

Preferred / 
Gold 

90-100 Consistently exceeds 
targets across all 
categories; top quartile 
performance 

Eligible for Tier 1 status; 
priority for new 
business; referenced as 
benchmark supplier 

Recognize formally; 
consider expanded 
partnership; share 
best practices with 
other suppliers 

Approved / 
Green 

75-89 Meets targets in most 
categories; occasional 
minor shortfalls 
promptly corrected 

Standard approved 
status; eligible for 
volume growth; Tier 2 
candidate 

Routine 
performance 
review; identify any 
improvement 
areas; maintain 
relationship 
investment 

Conditional / 
Yellow 

60-74 Underperforming in one 
or more significant 
categories; improvement 
trend needed 

Conditional status: 
under review; limited 
new business; formal 
improvement plan 
required 

Issue formal 
corrective action 
request; 90-day 
improvement plan; 
monthly review 
escalation; no new 
business awards 
pending 
improvement 

Probation / 
Red 

45-59 Consistently failing 
multiple categories; 
improvement plan in 
place but insufficient 
progress 

On probation; 
immediate alternative 
source qualification 
underway; executive 
escalation 

Dual-track: 
intensive corrective 
action engagement 
AND alternative 
source 
qualification; 
executive 
notification on both 
sides 

Disqualified <45 Fundamental 
performance failure; 
corrective action not 
effective; supply 
continuity at risk 

Disqualification process 
initiated; transition to 
alternative source 

Transition plan 
executed; exit 
supplier 
professionally; 
document lessons 
learned 
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 COMMON ERROR: SCORECARD WITHOUT CONSEQUENCE 
The most reliable way to destroy a supplier scorecard program's credibility is to score 
suppliers, share the results, and then continue awarding business regardless of scores. 
Suppliers learn quickly whether scores matter. If a Conditional-rated supplier continues to 
receive new purchase orders, every supplier in the portfolio learns that performance scores 
are a paperwork exercise. Scorecards require a clear, consistently enforced connection 
between performance rating and business outcomes: high ratings earn preference; low 
ratings trigger corrective action and business risk. The consequence structure must be 
communicated clearly to all suppliers and applied without exceptions. 

 

Data Collection and Scorecard Administration 
Scorecard credibility depends entirely on data quality. Metrics measured inaccurately, inconsistently, or in 
ways the supplier cannot verify are a source of conflict rather than improvement. Best-practice scorecard 
programs establish agreed measurement definitions before implementation and share raw data with 
suppliers so they can understand and independently verify their scores. 

 

Metric Data Source Measurement 
Frequency 

Shared with 
Supplier 

Dispute Resolution 

Incoming PPM Quality system / 
receiving inspection 
records 

Monthly 
(reported in 
quarterly 
scorecard) 

Yes: defect 
detail and date 
of each 
incident 

Supplier can dispute 
individual incidents with 
evidence; agreed upon 
correction applied 

On-Time Delivery ERP purchase order 
receipts vs. 
confirmed delivery 
dates 

Weekly 
tracked; 
monthly for 
scorecard 

Yes: line-item 
OTD report by 
PO 

Date discrepancies 
resolved against PO 
confirmation record; 
buyer-caused delays 
excluded 

CAR Response 
Time 

Quality 
management 
system CAR log 

Per incident; 
trended 
monthly 

Yes: supplier 
receives CAR 
log with open 
items 

Disputed date stamps 
resolved against system 
timestamps 

Cost Reduction 
Contribution 

Procurement 
savings tracking 
register; Finance 
validated 

Quarterly Yes: approved 
savings register 
with supplier 
category 

Finance validation 
required before credit; 
disputed savings 
arbitrated by Finance 

Order Fulfillment 
Accuracy 

Receiving records 
vs. PO quantity 

Monthly Yes: line-item 
report 

Over/under tolerance 
defined in contract; 
disputes against 
contract definition 
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Section 4: Strategic Supplier Governance and Business Reviews 
Governance is the structural backbone that transforms a scorecard into a managed relationship. Without a 
defined review cadence, meeting format, preparation process, and decision authority, even excellent 
performance data produces no management action. Governance ensures that performance data drives 
conversations, conversations drive decisions, and decisions drive outcomes. 

 

The Review Cadence by Tier 
 

Review Type Tier Frequency Duration Agenda Focus Attendees 

Executive 
Business Review 
(EBR) 

Tier 1 only Annual Half-day Strategic: 12-month 
relationship 
assessment, joint 
business plan 
review, 3-year 
roadmap alignment, 
investment 
commitments, 
executive 
relationship building 

CEO/VP level both 
sides; Procurement 
Director; technical 
leadership 

Quarterly 
Business Review 
(QBR) 

Tier 1; 
selected Tier 
2 

Quarterly 3-4 
hours 

Performance: 
scorecard review, 
trend analysis, 
improvement plan 
status, commercial 
topics, upcoming 
demand and 
capacity 

Director/Manager 
level; Procurement, 
Quality, Operations; 
supplier account 
manager + 
technical lead 

Operational 
Performance 
Review 

Tier 2; 
critical Tier 3 

Monthly 
(or 
quarterly 
for Tier 2) 

60-90 
minutes 

Operational: OTD 
issues, quality 
escapes, open 
CARs, upcoming 
volume changes, 
delivery schedule 
alignment 

Buyer, Quality 
Engineer, Supplier 
account manager 

Issue Resolution 
Meeting 

Any tier as 
needed 

Event-
triggered 

30-60 
minutes 

Specific: resolve a 
defined quality, 
delivery, or 
commercial issue; 
agree on 
containment and 
corrective action 

Relevant technical 
and commercial 
contacts; 
escalation as 
needed 

Supplier 
Development 
Session 

Tier 1; Tier 2 
with active 

Monthly or 
as defined 

Variable Improvement: 
progress on lean, 
quality, or cost 

Buyer/Procurement, 
Technical/Quality, 
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development 
programs 

by 
program 

reduction program; 
coaching and 
problem-solving 

Supplier operations 
team 

 

The Quarterly Business Review (QBR): Agenda and Structure 
The QBR is the primary governance mechanism for Tier 1 and key Tier 2 suppliers. Its effectiveness 
depends on disciplined preparation, a structured agenda, and explicit decision-making. 

 

 THE MODEL QBR AGENDA 
Opening and Relationship Check-in (10 min): Brief relationship temperature check; any items 
either party needs to flag before the formal agenda 
Prior Quarter Scorecard Review (30 min): Detailed metric-by-metric review; trend vs. prior 
quarters; root cause of any underperformance; improvement actions confirmed 
Quality Deep Dive (20 min): Any incidents not resolved; systemic quality risks; upcoming 
product changes requiring qualification 
Delivery and Capacity Review (20 min): Current and forward capacity position; upcoming 
demand changes; lead time performance; any at-risk periods 
Commercial Topics (20 min): Pricing status; contract renewals; savings program progress; 
new business pipeline 
Innovation and Development (20 min): Innovation ideas submitted and status; joint 
development programs; technology roadmap alignment 
Forward Planning (15 min): Upcoming 6-month demand outlook; supplier capacity 
commitments; milestone review 
Open Items and Actions (15 min): Review all open action items from prior QBR; assign new 
actions with owners and due dates 
Total: Approximately 2.5 hours of substantive content; build in breaks for a 3-hour meeting 
block 

 

 COMMON ERROR: QBR DEGENERATING INTO COMPLAINT SESSION OR SOCIAL CALL 
QBRs fail in two opposite directions. In the first, the meeting becomes a litany of complaints 
about recent performance issues with no structured path to improvement — the supplier 
feels attacked, becomes defensive, and the relationship deteriorates. In the second, the 
meeting becomes a relationship maintenance social event — lunch, conversation about 
industry trends, and a scorecard that is never examined seriously. Both failures produce the 
same result: no improvement. The antidote is the structured agenda enforced by a 
disciplined meeting owner, with preparation requirements for both parties and explicit action 
item ownership before the meeting ends. 
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Joint Business Planning 
Joint Business Planning (JBP) is the annual process through which a buyer and its Tier 1 strategic suppliers 
develop a shared plan for the coming year — aligning on commercial objectives, capability investments, 
technology development, and improvement targets that serve both parties. JBP is the mechanism through 
which a supplier relationship transitions from vendor management to genuine strategic partnership. 

 

JBP Element Content Buyer Commitment Supplier Commitment 

Commercial 
Framework 

Volume projections by 
product family; pricing 
framework and escalation 
mechanism; payment 
terms; contract renewal 
timeline 

Provide 18-month 
demand forecast with 
confidence bands; 
commit to volume range 
for planning purposes 

Provide capacity 
commitment for 
projected demand 
range; agree pricing 
framework for the period 

Quality 
Improvement 
Targets 

PPM reduction targets; 
systemic quality projects; 
PPAP requirements for new 
parts; process capability 
improvement goals 

Share quality data and 
analysis to support 
improvement; provide 
engineering support for 
critical quality projects 

Assign quality 
engineering resources to 
improvement programs; 
commit to target PPM 
levels by quarter 

Cost Reduction 
Program 

Joint savings target for the 
year; agreed categories 
and projects; savings 
sharing mechanism 

Share cost transparency 
for key assemblies; 
commit to process 
improvement 
collaboration 

Commit to identified 
savings projects; provide 
should-cost analysis for 
buyer review 

Technology and 
Innovation 
Roadmap 

Technology developments 
relevant to the 
relationship; new product 
introductions planned; 
supplier technology 
investment relevant to 
buyer 

Share product 
development roadmap 
(with appropriate IP 
protection); commit to 
early supplier 
involvement in new 
programs 

Share technology 
roadmap; commit to 
specific technology 
investments; provide 
early access to 
development 
capabilities 

Capability 
Investment 

Specific capability gaps to 
be addressed; investment 
commitments from buyer 
(if any); certification 
targets; capacity 
investments 

May provide volume 
commitment, advance 
payment, or technical 
assistance as buyer 
investment 

Commit to specific 
capability investments; 
timeline and milestone 
plan 

 

Section 5: Supplier Performance Improvement 
Supplier performance management is not complete when a scorecard is issued and reviewed. The true 
test of an SRM program is what happens when performance is unsatisfactory: whether the response is 
structured, timely, and effective at producing genuine and sustained improvement. 
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The Performance Improvement Process 
 

Stage Trigger Actions Timeline Escalation If 
Insufficient 

Stage 1: 
Informal 
Coaching 

First occurrence of 
a metric below 
target; minor 
isolated incident 

Buyer notifies supplier; 
discusses root cause 
informally; requests 
confirmation of 
corrective measures; 
documents in 
performance log 

Within 5 
business days 
of identifying 
the issue 

If same metric 
underperforms in 
next review period, 
move to Stage 2 

Stage 2: 
Formal 
Corrective 
Action 
Request 
(CAR) 

Repeated 
performance 
shortfall; 
significant quality 
or delivery 
incident; metric 
consistently below 
target for 2+ 
periods 

Issue formal written 
CAR; require 8D 
response within 10 
business days; root 
cause, containment, 
corrective action, and 
recurrence prevention; 
track in QMS 

8D initial 
response within 
10 business 
days; corrective 
action 
implementation 
within 30 days 

If 8D is inadequate 
or corrective action 
does not produce 
improvement within 
60 days, move to 
Stage 3 

Stage 3: 
Performance 
Improvement 
Plan (PIP) 

Multiple CARs 
outstanding; 
scorecard rating 
Conditional/Yellow 
for 2 consecutive 
quarters; systemic 
performance 
failure 

Issue formal PIP with 
specific targets, 
milestones, and 
timeline; monthly review 
escalation; consider on-
site audit; begin 
alternative source 
qualification as 
contingency 

90-day 
improvement 
plan with 
monthly check-
ins; formal 
assessment at 
90 days 

If PIP targets not met 
at 90 days, move to 
Stage 4; 
qualification of 
alternative source 
accelerates 

Stage 4: 
Probation 
and Exit 
Planning 

PIP targets not 
achieved; rating 
Probation/Red; 
supply continuity 
risk identified 

Executive notification 
both organizations; dual-
track: intensive recovery 
attempt AND alternative 
source qualification; 
restricted from new 
business awards; 
consider emergency 
inventory build 

Immediate 
executive 
engagement; 
60-day dual-
track intensive 
period 

If no credible 
recovery path within 
60 days, initiate 
managed transition 
to qualified 
alternative 

Stage 5: 
Managed 
Transition 

Recovery not 
achievable; 
strategic decision 
to exit supplier 
relationship 

Develop transition plan 
protecting supply 
continuity; qualify and 
onboard alternative; 
manage inventory 
bridge; execute exit 
professionally with 
supplier 

Transition 
timeline 
depends on 
lead time and 
qualification 
requirements; 
typically 3-12 
months 

Final: document 
lessons learned; 
review qualification 
process that 
approved this 
supplier 
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 THE 8D PROBLEM-SOLVING FRAMEWORK FOR SUPPLIER CORRECTIVE ACTIONS 
D1: Form the team — who is responsible for this problem at the supplier 
D2: Describe the problem — specific, measurable description with data 
D3: Containment — immediate actions to protect the customer from further impact 
D4: Root cause analysis — identify the true root cause (not just symptoms); 5-Why, Fishbone, 
or other structured tools 
D5: Corrective actions — permanent actions to eliminate root cause 
D6: Implement and validate — execute corrective actions; verify they eliminate the root 
cause 
D7: Prevent recurrence — update standards, procedures, and controls to prevent this class 
of problem 
D8: Congratulate the team and close — formal closure with evidence of sustained correction 
The 8D is a bilateral commitment: buyer provides clear problem description and data; 
supplier provides genuine root cause analysis and corrective action. A supplier that submits 
only symptoms as root cause ("operator error," "training gap") has not completed D4 — 
require resubmission. 

 

Section 6: Supplier Innovation and Value Creation 
One of the most underexploited opportunities in supplier relationship management is supplier-led 
innovation. Suppliers often know things the buyer does not: alternative materials, superior manufacturing 
processes, component redesigns that reduce cost or improve performance, and emerging technologies in 
their domain. Organizations that create structured channels for suppliers to share this knowledge 
consistently capture innovation value that never reaches organizations with purely transactional supplier 
relationships. 

 

The Supplier Innovation Pipeline 
A formal supplier innovation pipeline creates a structured process for capturing, evaluating, and 
implementing supplier-originated improvement ideas. It differs from the traditional value engineering 
process — which is buyer-initiated and specification-driven — in that it is supplier-initiated and open-
ended. 

 

Pipeline Stage Description Buyer 
Responsibility 

Supplier 
Responsibility 

Target Cycle 
Time 

Idea 
Submission 

Supplier submits 
innovation idea using 
standard template: 
description, 
estimated benefit, 

Provide standard 
template; 
acknowledge receipt 
within 5 business 

Submit ideas 
proactively; provide 
sufficient detail for 
initial evaluation; 

Immediate: 
template 
submission 
available at any 
time 
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implementation 
requirements, IP 
considerations 

days; assign internal 
review owner 

flag any IP 
considerations 

Initial Screening Procurement and 
technical team 
review for feasibility, 
strategic fit, and 
estimated value 

Complete initial 
screening; notify 
supplier of go/no-go 
for detailed 
evaluation; provide 
rationale for no-go 
decisions 

Available to provide 
clarification or 
additional 
information during 
screening 

15 business 
days from 
submission 

Detailed 
Evaluation 

Cross-functional 
team (Engineering, 
Quality, 
Procurement, 
Finance) evaluates 
technical merit, cost, 
timeline, and risk 

Assign evaluation 
resources; conduct 
analysis; develop 
business case if 
promising 

May be invited to 
present detailed 
proposal; provide 
test data or 
samples if 
requested 

45-60 days 
from screening 
approval 

Decision and 
Terms 

Business decision: 
implement, pilot, or 
decline; negotiate 
terms including 
savings sharing, IP 
ownership, 
exclusivity 

Make clear go/no-go 
decision; negotiate 
terms fairly; 
communicate 
decision to supplier 
promptly 

Negotiate in good 
faith; clarify IP 
contributions and 
expectations 

30 days after 
detailed 
evaluation 

Implementation Execute approved 
innovation: design 
change, material 
change, process 
change, or supplier 
capability 
investment 

Project manage 
implementation; 
validate results 
against business 
case; process 
savings credits 

Execute agreed 
implementation; 
provide data and 
support; deliver 
committed timeline 

Defined in 
implementation 
plan 

 

Savings Sharing: Making Innovation Sustainable 
Supplier innovation requires supplier investment — engineering time, development cost, risk. Without a 
fair return on that investment, the incentive to share innovations diminishes over time. Organizations that 
capture all the value from supplier innovations while sharing none of it find their innovation pipeline drying 
up within 18 to 24 months. Savings sharing mechanisms formalize the distribution of innovation value 
between buyer and supplier. 

 

Savings Sharing 
Model 

Description Buyer Share Supplier 
Share 

Best For 

50/50 Split Verified savings split equally 
between buyer (as price 

50% 50% Strong 
partnerships 
where mutual 
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reduction) and supplier (as 
margin improvement) 

investment is 
comparable; 
early-stage 
programs where 
supplier 
motivation needs 
maximum 
support 

Buyer Benefit First, 
Then Split 

Buyer retains 100% of 
savings for an agreed period 
(e.g., 12 months), then 
savings are split or reflected 
in contract renewal pricing 

100% for 
defined 
period, then 
negotiated 

Delayed 
benefit 

Situations where 
buyer is funding 
majority of 
implementation 
cost; buyer 
needs IRR on 
investment 
before sharing 

Price Reduction 
with Volume 
Commitment 

Supplier passes savings as 
price reduction in exchange 
for buyer volume 
commitment that gives 
supplier scale to sustain the 
saving 

100% as 
price 
reduction 

Indirect 
benefit 
through 
volume 

High-volume 
categories where 
volume 
commitment is 
the primary 
enabler of 
supplier cost 
reduction 

Fixed Fee Plus 
Share 

Buyer pays development fee 
upfront; remaining savings 
split after fee recovery 

Savings after 
fee recovery 
split 

Development 
fee + residual 
share 

Innovations 
requiring 
significant 
supplier 
development 
investment that 
buyer wants to 
de-risk 

 

 BEST PRACTICE: SUPPLIER INNOVATION DAYS 
Leading SRM programs host annual or biannual supplier innovation days: structured events 
where Tier 1 and selected Tier 2 suppliers present innovation ideas to a cross-functional 
buyer team. The format typically includes pre-submitted ideas reviewed in advance, 20-30 
minute supplier presentations with Q&A, and a scoring and prioritization process during or 
immediately after the event. Innovation days concentrate supplier engagement, create 
healthy competition among suppliers to bring their best ideas, and signal organizational 
commitment to supplier collaboration. Toyota, Honda, Boeing, and P&G all run variations of 
this model with demonstrated returns. 
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Section 7: Supply Base Risk Management 
Supply base risk management is the systematic identification, assessment, and mitigation of risks that 
could disrupt the flow of goods and services from the supply base to the organization. It is distinct from 
enterprise risk management in its focus on the external supply network, and distinct from supplier 
performance management in its focus on potential future failures rather than current performance. 

 

The COVID-19 pandemic exposed the catastrophic consequences of supply chain risk management 
failures at a global scale: organizations that had optimized their supply chains for cost efficiency without 
adequate risk mitigation found themselves unable to source critical inputs, without alternative suppliers, 
and without the inventory buffers or supply network flexibility to respond. The lesson was not that supply 
chains should be inefficient — it was that efficiency without resilience is fragility. 

 

Supply Risk Taxonomy 
 

Risk Category Risk Types Early Warning 
Signals 

Mitigation Strategies 

Financial Risk Supplier bankruptcy 
or insolvency; credit 
rating deterioration; 
cash flow crisis; 
acquisition or 
ownership change 

D&B rating changes; 
payment term 
extension requests; 
public financial 
reports; industry 
news; late invoice 
disputes becoming 
common 

Annual financial health review; require 
financial reporting in contracts; 
diversify spend across suppliers; 
qualify alternative sources for 
financially at-risk suppliers; consider 
payment terms that protect buyer in 
insolvency 

Operational 
Risk 

Plant fire, flood, or 
natural disaster; 
major equipment 
failure; labor 
dispute; key 
personnel loss; 
quality system 
failure 

Aging facility without 
capital investment; 
labor relations issues; 
management 
turnover; quality 
escapes increasing in 
frequency; deferred 
maintenance 

On-site risk assessment; dual 
sourcing for critical items; emergency 
inventory buffers for sole-source 
items; supplier business continuity 
plan requirement; geographic 
diversification 

Geopolitical 
Risk 

Trade tariffs or 
export controls; 
political instability 
in supplier country; 
currency volatility; 
sanctions; 
regulatory changes 

Trade policy 
developments; 
government 
relationship 
deterioration; 
currency trend 
analysis; Moody's/EIU 
country risk ratings 

Geographic diversification of supply 
base; near-shoring or friend-shoring 
strategy; tariff mitigation (country of 
origin optimization); currency-linked 
contract provisions 

Concentration 
Risk 

Single-source 
dependency; 

Sole-source spend as 
% of total; geographic 

Dual sourcing policy for critical items; 
geographic diversification targets; 
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geographic 
concentration; 
single commodity 
dependency; over-
reliance on one 
supplier for multiple 
categories 

supplier map analysis; 
commodity 
dependency analysis 

category-level concentration limits; 
second-source qualification programs 

Compliance 
and ESG Risk 

Labor violations in 
supply chain; 
environmental 
violations; conflict 
minerals; data 
privacy breaches; 
anti-bribery 
violations 

Third-party audit 
findings; NGO reports; 
media coverage; 
regulatory 
investigation; supplier 
questionnaire 
responses 

Code of conduct requirements; third-
party social audit programs; conflict 
minerals due diligence (OECD 
guidelines); supplier certification 
requirements; contract ESG clauses 
with audit rights 

Technology and 
IP Risk 

Supplier sharing 
buyer IP with 
competitors; 
cybersecurity 
breach at supplier; 
technology 
obsolescence; key 
technology supplier 
exited by 
acquisition 

Competitive 
intelligence on 
supplier customer 
base; cybersecurity 
assessment results; 
technology roadmap 
misalignment; 
supplier acquisition 
news 

Strong IP protections in contracts; 
supplier cybersecurity requirements; 
buyer-owned tooling; technology 
roadmap sharing and alignment; 
exclusivity provisions for critical 
innovations 

 

Supply Risk Assessment Process 
Risk assessment should be conducted annually for all Tier 1 and Tier 2 suppliers, and upon trigger events 
(financial news, geopolitical developments, operational incidents) for any supplier. The assessment 
produces a risk score and a mitigation plan. 

 

Assessment 
Dimension 

Score 1 (Low Risk) Score 2 (Medium 
Risk) 

Score 3 (High Risk) Weight 

Financial Health Strong: investment 
grade; positive cash 
flow; stable 
revenue; no debt 
concerns 

Moderate: below 
investment grade 
but stable; some 
leverage; 
manageable cash 
position 

Weak: deteriorating 
financials; high 
leverage; cash flow 
stress signals; 
recent covenant 
violations 

30% 

Operational 
Resilience 

Multiple facilities; 
recent capital 
investment; 
business continuity 
plan in place; low 

Single facility but 
well-maintained; 
moderate BCP; 
some key person 
dependency 

Single facility; aging 
equipment; no BCP; 
high labor risk; key 
person departures 

25% 
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labor risk; strong 
management team 

Geographic and 
Geopolitical Exposure 

Domestic supply or 
stable, low-risk 
country; diversified 
manufacturing 
footprint 

Moderate 
geopolitical risk 
country; some 
geographic 
concentration but 
manageable 

High geopolitical 
risk country; severe 
geographic 
concentration; tariff 
exposure; sanctions 
risk 

20% 

Strategic 
Concentration (Buyer 
Dependency) 

Multiple alternative 
sources qualified; 
easy to switch; low 
switching cost 

Limited 
alternatives; 
moderate switching 
cost and timeline 

Sole source; no 
qualified 
alternative; very 
high switching cost 
or long qualification 
timeline 

15% 

Compliance and ESG 
Track Record 

Clean audit history; 
certified; proactive 
ESG reporting; no 
violations 

Minor audit findings 
resolved; moderate 
ESG maturity; no 
significant 
violations 

Significant audit 
findings; poor ESG 
practices; 
compliance 
violations or 
investigations 

10% 

 

Risk Score Interpretation: Weighted average score 1.0-1.5 = Low risk (annual assessment sufficient). Score 
1.5-2.3 = Medium risk (semi-annual assessment; mitigation plan required for high-weight dimensions 
above score 2). Score 2.3-3.0 = High risk (quarterly assessment; active mitigation plan required; executive 
awareness; alternative source qualification if critical item). 

 

Section 8: SRM Technology and Data Infrastructure 
SRM programs at scale require technology infrastructure that can aggregate supplier performance data 
from multiple systems, administer scorecards efficiently, manage supplier information, support 
collaboration, and provide analytics. The technology investment should match organizational maturity — 
overly sophisticated platforms in underdeveloped SRM programs create expensive underutilization. 

 

Technology 
Category 

Capabilities Maturity Fit Representative Platforms 

ERP Supplier 
Module 

Purchase order 
management; goods receipt 
and quality inspection; basic 
supplier master data; invoice 
processing 

Level 1-2 SRM 
maturity: 
provides 
transaction 
foundation; 
limited SRM 
analytics 

SAP MM; Oracle Procurement; 
Microsoft Dynamics 365 
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Supplier Portal / 
Self-Service 

Supplier information 
management; document 
exchange; PO 
acknowledgment; delivery 
notification; invoice 
submission; scorecard 
visibility 

Level 2-3: 
reduces 
administrative 
overhead; gives 
suppliers 
visibility to their 
own data; 
foundation for 
digital 
collaboration 

SAP Ariba Supplier 
Management; Coupa Supplier 
Portal; Jaggaer 

Spend Analytics 
Platform 

Spend data aggregation and 
cleansing; category analysis; 
supplier spend 
consolidation; 
benchmarking; savings 
tracking 

Level 2-3: 
enables data-
driven sourcing 
and SRM 
decisions; 
requires clean 
spend data 
foundation 

Spend HQ; Synertrade; Ivalua; 
Sievo; Power BI with spend 
data warehouse 

Supplier 
Performance 
Management 
Platform 

Structured scorecard 
administration; metric 
calculation and trending; 
corrective action tracking; 
supplier development 
program management; risk 
scoring 

Level 3-4: core 
SRM 
technology; 
automates 
scorecard 
calculation; 
centralizes 
performance 
management 

Ivalua; Jaggaer; SAP Ariba; 
Zycus; Determine 

Supply Chain Risk 
Intelligence 

Real-time supplier risk 
monitoring; financial health 
signals; geopolitical risk 
alerts; ESG incident 
monitoring; supply disruption 
early warning 

Level 3-5: 
proactive risk 
management; 
requires 
mature risk 
management 
process to act 
on intelligence 

Resilinc; Riskmethods; 
Everstream Analytics; DHL 
Resilience360 

Collaboration and 
Innovation 
Platforms 

Supplier innovation idea 
management; joint 
development project 
tracking; knowledge sharing; 
supplier community 
management 

Level 4-5: 
advanced 
capability for 
leading SRM 
programs; 
value 
proportional to 
innovation 
program 
maturity 

Ideawake; Qmarkets; SAP 
Business Network; purpose-
built supplier collaboration 
modules 

 

 TECHNOLOGY FOLLOWS PROCESS 
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The sequence matters: process design and organizational capability must precede 
technology investment in SRM. Organizations that implement sophisticated supplier 
performance platforms before establishing scorecard disciplines, review cadences, and 
consequence structures find that the technology produces reports nobody acts on. The right 
sequence is: (1) design the SRM process; (2) pilot manually with Tier 1 suppliers for 6-12 
months; (3) invest in technology to scale what the manual pilot validated. Technology 
accelerates a working process — it cannot substitute for one that does not exist. 

 

Section 9: Case Study — Meridian Industrial Components SRM Program Launch 
MERIDIAN INDUSTRIAL COMPONENTS: BUILDING A WORLD-CLASS SRM 
PROGRAM 

 

Context: Post-Sourcing Transformation Supply Base 
Eighteen months after the procurement transformation described in Guide 3, MIC has 94 active suppliers, 
formal supply agreements covering 68% of spend, and a supplier base that has improved OTD from 88% to 
95% and PPM from 1,840 to 920. The supply base is now qualified and contracted. The challenge is the 
next phase: transitioning from transactional supplier management to strategic SRM that extracts the full 
value from the most important relationships. 

 

Step 1: Supplier Segmentation 
MIC's Procurement Director applies the segmentation scoring model to all 94 active suppliers. The scoring 
process takes 3 weeks and involves Procurement, Quality, Engineering, and Operations in evaluating each 
supplier. 

 

Tier Number of 
Suppliers 

% of Direct 
Spend 

Representative Suppliers Segmentation 
Rationale 

Tier 1: 
Strategic 
Partners 

8 suppliers 62% Primary steel supplier (sole 
source specialty alloys); 
precision machining partner 
(deep product development 
integration); specialty coating 
provider (unique process 
capability); primary logistics 
partner 

High spend + strategic 
dependency + no 
near-term alternative 
in at least 2 criteria 

Tier 2: 
Preferred 
Suppliers 

26 suppliers 31% Commodity steel suppliers; 
standard fastener distributor; 
secondary machining shops; 

Significant spend; 
capable and reliable; 
competitive 
alternatives exist; 
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MRO distributor; regional 
freight carriers 

performance-driven 
relationship 

Tier 3: 
Approved 
Suppliers 

60 suppliers 7% Spot suppliers; specialty 
items; backup sources; low-
spend transactional 
suppliers 

Qualified to buy from; 
managed 
transactionally; no 
active development 
investment 

 

Step 2: Scorecard Design and Rollout 
MIC designs a three-tier scorecard system differentiated by supplier tier. Tier 1 scorecards are the most 
comprehensive and include innovation metrics. Tier 2 scorecards focus on operational performance. Tier 3 
suppliers receive an annual compliance assessment rather than a quarterly operational scorecard. 

 

The scorecard rollout is handled as a supplier communication event. MIC's Procurement Director hosts a 
supplier conference for all Tier 1 and Tier 2 suppliers where the scorecard system is introduced, the 
measurement methodology is explained, and the consequence framework is clearly communicated. 
Suppliers receive their baseline scorecard at the conference — the first time many have seen objective 
performance data across all dimensions. 

 

 MIC INSIGHT: THE BASELINE SCORECARD CONVERSATION 
At the supplier conference, MIC's primary steel supplier — a Tier 1 partner — received a 
baseline scorecard showing 89% OTD (target: 98%), 380 PPM (target: 200), and a cost 
competitiveness rating of 3/5. The conversation that followed was the most productive 
quality and delivery discussion MIC had ever had with this supplier. Confronted with 
objective data rather than complaints, the supplier's operations director acknowledged that 
internal production scheduling had been the primary cause of late deliveries and committed 
to a 90-day improvement program. By Month 6, OTD was 97% and PPM was 210. The 
scorecard made the conversation possible; the relationship made the commitment credible. 

 

Step 3: Strategic Partner Program — Tier 1 QBR Cadence 
MIC establishes a formal Tier 1 Strategic Partner Program. The program governance structure for the first 
year: 

 

• Q1 QBR (all 8 Tier 1 suppliers): Baseline scorecard review; relationship health assessment; 12-
month improvement targets set jointly 

• Q2 QBR: Performance trend review; mid-year commercial review; innovation pipeline review (first 
formal submission cycle) 



 

24 | P a g e  
 

• Q3 QBR: Performance review; joint business planning kick-off; preliminary next-year volume 
outlook shared 

• Q4 QBR + Annual Executive Business Review: Full-year performance assessment; joint business 
plan for following year; executive relationship meeting with MIC CEO and supplier CEO/President 

• Innovation Day (Q3, annual): All Tier 1 and selected Tier 2 suppliers invited; structured idea 
presentations; cross-supplier learning; MIC technology roadmap shared 

 

12-Month SRM Program Results 
 

Metric Pre-SRM Program Month 12 Improvement 

Tier 1 average OTD 91% 97.3% +6.3 percentage points 

Tier 1 average PPM 680 PPM 185 PPM -73% defect reduction 

Tier 1 supplier satisfaction 
score (annual survey) 

Not measured 4.1 / 5.0 Baseline established; 6 
of 8 rated relationship 
as "significantly 
improved" 

Innovation ideas submitted 
(Tier 1, full year) 

0 (no formal channel) 23 ideas submitted 7 approved for 
evaluation; 3 
implemented; est. 
$840K annual savings 
from implemented ideas 

Joint cost reduction program 
savings 

$0 (no structured 
program) 

$1.4M (Tier 1 
suppliers only) 

Incremental to 
procurement sourcing 
savings from Guide 3 

Supplier-identified risk 
events (proactive) 

0 (reactive only) 4 risk events flagged 
by suppliers 
proactively 

All 4 managed before 
impacting MIC 
production; est. $1.2M 
disruption cost avoided 

QBR completion rate N/A 100% (all 8 Tier 1; 22 
of 26 Tier 2) 

Governance cadence 
established and 
followed 

Scorecard coverage 0% (no scorecard) 100% Tier 1; 100% 
Tier 2; annual for 
Tier 3 

Full supply base 
performance visibility 
established 

 

 MIC LESSON: THE SUPPLIER RELATIONSHIP THAT SAVED THE LINE 
In Month 9 of the SRM program, MIC's primary precision machining Tier 1 partner proactively 
flagged that one of its key CNC machines was showing signs of imminent failure — a bearing 
issue that their maintenance team had identified. Under the old transactional model, the 
supplier would not have called until the machine failed. Under the Strategic Partner Program, 
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the supplier called MIC's operations director within 24 hours of identification, and the two 
teams developed a short-term capacity plan that bridged 3 weeks of reduced output while 
the machine was repaired. The potential impact of an unplanned line stoppage at MIC was 
estimated at $800K. The proactive communication — a direct product of the trust built 
through the QBR relationship — prevented it entirely. 

 

Section 10: SRM Metrics and Performance Framework 
 

Metric Category Key Metrics World Class Target Measurement 
Frequency 

Owner 

Supply Base 
Quality 

Incoming PPM (overall); 
PPM by tier; CAR closure 
rate and time; systemic 
quality escapes 

<300 PPM overall; 
<100 PPM Tier 1; 
>90% CAR closure 
within 30 days 

Monthly Quality / 
SRM 

Delivery 
Performance 

OTD by tier; order fill 
accuracy; supply 
continuity events (line 
stops attributable to 
supply) 

>98% OTD Tier 1; 
>95% overall; zero 
line stops from 
supply failure 

Weekly / 
Monthly 

Procurement 
/ Operations 

Cost Performance Year-over-year price 
change vs. market index; 
supplier cost reduction 
contribution; savings 
realization rate 

Price at or below 
market index; 2-3% 
cost reduction from 
Tier 1 per year; >90% 
savings realization 

Quarterly Procurement 
/ Finance 

Relationship 
Health 

Supplier satisfaction score 
(annual survey); QBR 
completion rate; 
escalation frequency; 
supplier-initiated contact 
rate 

>4.0/5.0 satisfaction; 
100% QBR 
completion rate; <5% 
of reviews requiring 
formal escalation 

Annual 
survey; 
quarterly 
review 

SRM 
Program 
Lead 

Innovation 
Pipeline 

Innovation ideas 
submitted; ideas in 
evaluation; ideas 
implemented; savings 
from implemented 
innovations 

>2 ideas per Tier 1 
supplier per quarter; 
>25% of submitted 
ideas advance to 
evaluation; >$500K 
annual savings from 
supplier innovation 

Quarterly Procurement 
/ Engineering 

Risk Profile High-risk supplier count 
and trend; mitigation plan 
coverage %; supply 
disruptions avoided 
through proactive risk 
management 

<10% of Tier 1 
suppliers rated high 
risk; 100% of high-
risk suppliers with 
active mitigation plan 

Quarterly / 
Annual 

SRM / Risk 
Management 
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Section 11: Best Practices, Common Errors, and Tips 
Ten Principles of Supplier Relationship Excellence 
 

# Principle Why It Matters 

1 Segment deliberately — the 
number of true strategic partners 
must be small enough to engage 
deeply 

Resource dilution across too many "strategic" relationships 
produces shallow engagement everywhere and deep 
investment nowhere 

2 Share performance data with 
suppliers before and after the 
review meeting — no surprises 

Suppliers who see their data for the first time in the review 
meeting become defensive; those who have reviewed it in 
advance have root cause analysis ready 

3 Enforce scorecard consequences 
consistently — one exception 
destroys the system's credibility 

If a Conditional-rated supplier receives new business because 
the buyer likes their account manager, every supplier learns 
that scores are theater 

4 Reciprocate: measure buyer 
performance as a supplier, not 
just supplier performance as a 
vendor 

Payment timeliness, forecast accuracy, specification stability, 
and responsiveness all affect supplier performance; 
acknowledging buyer-side failures builds trust and gets honest 
feedback 

5 Make the annual Joint Business 
Plan a genuine two-way 
commitment document 

JBP commitments from the buyer (volume, forecast visibility, 
development investment) are as important as commitments 
from the supplier; mutual obligation sustains the relationship 

6 Fund and protect the innovation 
pipeline — do not let operational 
issues crowd out strategic 
discussions 

Innovation agenda items are the first to be cut when operational 
issues fill the QBR agenda; protect innovation time structurally 
in the meeting design 

7 Assess supply risk annually for 
every strategic supplier, not just 
when a crisis occurs 

Supply risk changes continuously; annual assessment ensures 
that emerging risks are identified with sufficient lead time to 
develop mitigation before they become disruptions 

8 Celebrate and formally recognize 
supplier excellence — 
acknowledge outstanding 
performance 

Recognition programs (Supplier of the Year, Gold status 
designation, public acknowledgment) signal that performance 
excellence is valued; they also motivate performance in the 
middle of the supplier base who want to achieve the recognition 

9 Invest in the supplier relationship 
even when performance is good 
— do not only engage during 
problems 

Suppliers who hear from buyers only when something is wrong 
disengage from proactive partnership; regular positive 
engagement sustains the relationship through difficult periods 

10 Develop SRM capability in 
procurement professionals — 
relationship management is a 
skill, not an instinct 

Scorecard design, difficult performance conversations, 
negotiation within a relationship, and joint business planning 
are skills that require training; invest in developing the people 
who run the program 
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The Five Most Damaging SRM Failures 
 

 CRITICAL FAILURE 1: SOLE-SOURCING STRATEGIC ITEMS WITHOUT CONTINGENCY 
Tier 1 suppliers — by definition the most important and often the hardest to replace — 
represent the highest supply continuity risk in the portfolio. A sole-source Tier 1 supplier 
without a qualified backup and without a business continuity requirement is not a strategic 
partner; it is a single point of failure. Every Tier 1 supplier should have a documented 
contingency plan that answers: if this supplier cannot deliver for 4 weeks, what do we do? 
The plan should be tested conceptually in the annual QBR. 

 

 CRITICAL FAILURE 2: DEMANDING PARTNERSHIP WHILE BEHAVING TRANSACTIONALLY 
Organizations cannot expect strategic partner behavior from suppliers they treat 
transactionally. Demanding open-book cost transparency, early technology access, and 
supply priority during shortages while refusing to share demand forecasts, paying 90 days 
late, and switching suppliers on 5% price differences sends a clear and accurate signal: this 
is not a partnership. Strategic supplier behavior is earned through strategic buyer behavior. 
The relationship investment must be bilateral. 

 

 CRITICAL FAILURE 3: EXECUTIVE SPONSORSHIP WITHOUT OPERATIONAL FOLLOW-
THROUGH 
Some organizations have excellent executive supplier relationships and poor operational 
supplier management. The CEO shakes hands with the supplier CEO quarterly. But on the 
ground, purchase orders are issued late, quality rejections are not documented, corrective 
actions are not tracked, and the scorecards are not kept current. Executive relationship 
warmth cannot compensate for operational dysfunction. SRM requires both dimensions: 
executive alignment for strategic direction and operational discipline for performance 
management. 

 

 CRITICAL FAILURE 4: CAPTURING SUPPLIER INNOVATION WITHOUT SHARING THE 
VALUE 
Organizations that systematically take supplier innovation ideas, implement them, capture 
all the financial benefit, and provide suppliers with no recognition, savings share, or 
competitive advantage from the innovation will find their innovation pipeline empty within 18 
months. Suppliers are rational actors who invest where they see return. If sharing ideas 
produces no return, sharing stops. A fair savings-sharing mechanism is not generosity — it is 
the investment that keeps the innovation pipeline flowing. 
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 CRITICAL FAILURE 5: BUILDING SRM ON PERSONAL RELATIONSHIPS RATHER THAN 
SYSTEMS 
When an SRM program is built on individual buyer-supplier relationships rather than 
institutional systems, it leaves with the individual when they move jobs. The supplier account 
manager who had a strong personal relationship with the former buyer encounters a new 
buyer who does not know the history, does not understand the relationship context, and 
reverts to transactional behavior. SRM must be institutionalized: documented in systems, 
governed by process, and owned by the organization rather than any individual. Personal 
relationships are important and valuable — but they should supplement institutional 
systems, not substitute for them. 

 

 
 

QUICK REFERENCE: SUPPLIER RELATIONSHIP MANAGEMENT 

 

Supplier Tier Model at a Glance 
 

Element Tier 1: Strategic Partner Tier 2: Preferred 
Supplier 

Tier 3: Approved 
Supplier 

% of Supply Base 5-10% 20-30% 60-75% 

% of Spend 50-70% 20-35% 5-20% 

Scorecard 
Frequency 

Quarterly full scorecard Quarterly scorecard Annual compliance 

Review Cadence Monthly ops + Quarterly 
QBR + Annual EBR 

Quarterly QBR Annual or event-triggered 

Innovation Program Full pipeline; Innovation 
Day 

Invited to Innovation Day None 

Joint Business Plan Annual JBP required Shared targets only Contract governs 

Risk Assessment Quarterly Annual Trigger-based 

Development 
Investment 

Significant Targeted Corrective action only 

 

Scorecard Rating Quick Reference 
 

Rating Score Business Status Required Action 
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Gold / Preferred 90-100 Priority for new 
business; recognized 
publicly 

Formal recognition; consider Tier upgrade; 
share best practices 

Green / Approved 75-89 Standard approved; 
eligible for volume 
growth 

Routine QBR; identify improvement areas; 
maintain investment 

Yellow / 
Conditional 

60-74 Under review; limited 
new business 

Formal CAR; 90-day improvement plan; 
monthly escalation 

Red / Probation 45-59 On probation; alt source 
qualification underway 

Executive notification; dual-track recovery 
and transition 

Disqualified <45 Exit process initiated Transition plan; exit professionally; 
document lessons learned 

 

SRM Performance KPI Summary 
 

KPI World Class Target Cadence 

Tier 1 OTD >98% Monthly 

Overall Supply Base PPM <300 PPM Monthly 

CAR Closure Rate >90% within 30 days Monthly 

Supplier Satisfaction Score >4.0 / 5.0 Annual survey 

QBR Completion Rate 100% Quarterly 

Innovation Ideas (Tier 1) >2 per supplier per quarter Quarterly 

Supplier-Led Cost Reduction (Tier 1) 2-3% of Tier 1 spend annually Quarterly 

High-Risk Suppliers with Mitigation 100% Quarterly 

Supply Disruptions from Supply 
Base 

Zero line stops from supply 
failure 

Monthly 

 

 
 

Sources and Further Reading 
 

Liker, J. & Choi, T.Y. (2004). "Building Deep Supplier Relationships." Harvard Business Review, December 
2004. The definitive description of the Toyota supplier development model and the principles of 
collaborative supplier partnership; essential reading for any SRM practitioner. 
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Bensaou, M. (1999). "Portfolios of Buyer-Supplier Relationships." Sloan Management Review, Summer 
1999. Research-based framework for differentiating buyer-supplier relationships; theoretical foundation 
for tiered SRM models. 

 

Dyer, J. Collaborative Advantage: Winning Through Extended Enterprise Supplier Networks. Oxford 
University Press. Comprehensive treatment of inter-firm collaboration in supply chain networks, drawing 
on extensive Toyota and Chrysler supplier relationship research. 

 

Handfield, R. & Nichols, E. Supply Chain Redesign: Transforming Supply Chains into Integrated Value 
Systems. Prentice Hall. Strong coverage of supply base management, supplier integration, and SRM 
program design for manufacturing contexts. 

 

CAPS Research: capsresearch.org. Center for Advanced Procurement Strategy; independent research on 
procurement and SRM best practices; annual benchmarking studies on supply management performance. 

 

Deloitte. "Global Chief Procurement Officer Survey." deloitte.com. Annual survey of CPO priorities; SRM 
and supplier collaboration consistently among top strategic priorities; useful for benchmarking SRM 
program maturity. 

 

ISM (Institute for Supply Management): ismworld.org. Professional organization resources on supplier 
management, supplier development, and supply base risk management; CPSM certification covers SRM in 
depth. 

 

Resilinc: resilinc.com. Supply chain risk intelligence platform; their annual EventWatch report documents 
supply chain disruption trends and the cost of supply base risk events; valuable for building the business 
case for supply risk management investment. 

 


