AMPLIFA PROCUREMENT GLOSSARY

Incoming Quality: Defect-Free Goods Receipt
as the Foundation of the Supply Chain

Incoming quality refers to the quality of goods and components at the moment they arrive at
procurement or in production. It encompasses technical conformity, completeness, packaging,
documentation and the agreed delivery date. High incoming quality significantly reduces inspection
effort, complaints and production interruptions and is therefore a key metric in supplier
management.

Key facts

* Incoming quality describes the condition of goods, documentation and packaging upon arrival at the
recipient.

« Itis typically measured via the proportion of defect-free deliveries, with a target value of over 98
percent commonly set in practice.

« Itis a core component of the supplier rating and influences supplier selection and allocation
decisions.

« Common causes of poor incoming quality include unclear specifications, missing first article
approval and inadequate packaging and load carrier requirements.

« Digital goods receipt inspection and statistical sampling reduce inspection effort while maintaining
high informative value.

« Agreements on Incoterms DAP or other delivery terms influence who is responsible for quality and
transport risk up to the place of receipt.

Definition: Incoming Quality

Incoming quality is the totality of the characteristics of a delivery at the time of goods receipt, measured
against the agreed specifications and logistics requirements.

Distinction from process quality

Incoming quality is not identical to the supplier's process quality: goods produced defect-free can still be
deemed a defective delivery at the recipient due to incorrect packaging, incomplete accompanying
documents or damaged containers. Conversely, a late rework at the supplier's plant can save the
incoming quality even though the manufacturing process was unstable. In practice, a distinction is
therefore made between product quality, logistics quality and documentation quality, which together
constitute incoming quality.

Components of incoming quality

In addition to the technical conformity of the parts, incoming quality also includes the correct quantity,
the agreed container sizes, correct labelling, complete delivery notes and certificates as well as
punctual receipt within the agreed time window. The condition of load carriers, such as pallets and
containers, is also part of this and is systematically recorded in load carrier management. As a rule, a
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delivery is only considered quality-compliant if all of these dimensions are free of complaints.

Legal classification

Quality agreements, inspection obligations and notice periods arise from the respective contract,
frequently supplemented by quality assurance agreements. Which delivery clause (Incoterms) governs
the transfer of risk and responsibility for transport and the place of receipt should be examined on a
case-by-case basis, in particular for Incoterms DAP or EXW. This presentation is of a general nature
and does not replace legal advice in individual cases.

Methods and procedures for securing incoming quality

High incoming quality is not achieved through final inspection at the recipient, but through systematic
prevention along the entire procurement chain.

Specification and first article approval

The basis is an unambiguous specification with drawings, tolerances and inspection requirements. Prior
to serial release, the First Article Inspection (FAI) serves as evidence that the supplier can manufacture
the part in a process-capable manner. Without documented first article approval, the risk of later
systematic deviations remains high. Serial release should be tied to clear criteria and re-triggered when
the supplier makes process changes.

Goods receipt inspection and inspection strategy

At goods receipt, depending on the criticality of the part, a full inspection, sampling inspection or purely
documentary check is carried out. Proven suppliers can be transferred to a reduced inspection regime,
while new or conspicuous suppliers are subject to tightened controls. A bottleneck analysis helps to
assign critical articles a higher inspection depth. The results are consistently incorporated into the
supplier rating, keeping inspection intensity and supplier performance coupled.

Packaging, load carrier and logistics requirements

Requirements for packaging, labelling and container sizes belong in framework agreements and
supplier manuals. Structured load carrier management prevents the loss and damage of reusable
containers and governs return routes. In just-in-time or Kanban systems, incoming quality is additionally
safeguarded by firmly defined time windows, sequence requirements and standardised containers.
Missing agreements at this point are one of the most common causes of complaints in practice.

Key KPIs for measuring incoming quality

Incoming quality is made transparent through metrics that make both individual deliveries and suppliers
assessable over time.

Key metrics

The most important metric is the proportion of defect-free deliveries out of all deliveries, typically
measured over rolling quarters. Additionally relevant are on-time delivery performance, the complaint
rate, the number of blocked stock items at goods receipt and the effort required for rework or special
transports. Soft factors such as the completeness of documentation can also be quantified, for example
as the proportion of deliveries without missing documents.
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Link with supplier evaluation

Incoming quality is incorporated into the supplier rating as a weighted criterion and thus influences
award decisions, volumes and the position in the supplier portfolio. If a supplier permanently falls below
the agreed target values, a second source threshold may apply, above which a second supplier is
qualified as an alternative. In the annual review with strategic suppliers, the metrics serve as an
objective basis for improvement agreements.

Capturing cost impact

Poor incoming quality causes direct and indirect costs: blocked stock storage, rework, special freight,
administrative and clarification effort as well as production downtime. A total cost calculation across the
entire procurement process makes these effects visible and allows them to be weighed against nominal
price advantages. This makes it clear that a cheaper supplier with poor incoming quality is often more
expensive in the overall assessment.

Risks and controls in incoming quality

Without consistent management, poor incoming quality leads to supply failures, additional costs and
loss of trust in the supply chain.

Typical risk causes

Common causes are unclear or outdated drawing statuses, missing process capability evidence, staff
changes at the supplier, a switch to new materials or inadequate final inspections before dispatch.
Logistics influences such as unsuitable packaging, insufficient safety capacity in transport or unresolved
responsibilities under Incoterms DAP also affect incoming quality. A risk heatmap across the supplier
portfolio makes critical dependencies visible.

Control and escalation mechanisms

Effective controls include defined inspection plans, blocked stock rules at goods receipt, 8D reports for
complaints and clear escalation levels up to a delivery stop. In the event of repeated deviations, qualified
audits at the supplier and a temporary return to full inspection help. In strategic procurement, incoming
quality should already be anchored in the tender as a requirement with metrics and tracked across
supplier generations as part of the commodity strategy.

Organisation and responsibility

Incoming quality is an interface topic between procurement, quality, logistics and production. Clear
responsibilities, such as who handles complaints and who grants releases, prevent friction losses.
Stakeholder management is essential here: specialist departments must contribute requirements early,
and the results of goods receipt inspection must flow systematically back into requirements planning
and supplier management.

Current developments in incoming quality

Digitalisation, supply chain transparency and increasing cost pressure are changing how companies
measure and ensure incoming quality.

Digital goods receipt and quality processes
Digital goods receipt systems record inspection results automatically and link them with order and
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supplier data. Image-based inspections, barcode and RFID capture and automated delivery note
reconciliation reduce manual effort and create seamless histories. This also facilitates catalogue
management and the maintenance of correct article master data, on which purchase requisitions and
purchase release are based.

Resilience and diversification

Supply chain disruptions in recent years have sharpened the focus on safeguarding: second sources,
higher safety capacity for critical parts and more flexible blanket order structures compensate for
failures. At the same time, the expectation is rising that high incoming quality will be demanded from
alternative suppliers from the very outset. Qualification cycles are becoming shorter as a result, but not
less thorough.

Sustainability and external service providers

Incoming quality is increasingly being supplemented by sustainability and compliance criteria, such as
packaging reduction and material traceability. When using 3PL providers, part of the responsibility for
transport and goods receipt processing shifts externally; interfaces and quality obligations must then be
clearly regulated contractually. Raw material indexation in long-term contracts can also indirectly
influence quality assurance agreements, as price and quality mechanisms should be coupled.

Typical metrics

Proportion of defect-free deliveries: > 98 %
Typical target value in serial production; critical parts require higher standards

Complaint rate: <1 %
Based on delivery line items; industry-dependent

On-time delivery (OTD): > 95 %
Punctuality within the agreed time window, influences incoming quality

Blocked stock rate: < 0.5 %
Proportion of blocked receipt quantities relative to total goods receipt volume

Practical example

A medium-sized mechanical engineering company recorded increasing complaints about purchased
parts over several months: missing certificates, damaged containers and dimensional deviations, which
led to blocked stock and a production stoppage. Procurement reinstated full inspection at goods receipt,
evaluated the complaint data by supplier and anchored packaging and labelling requirements in the
supplier manual. In parallel, a second supplier was qualified for a critical component.

« Graduate inspection intensity according to supplier risk instead of blanket full inspection

» Contractually fix packaging, labelling and load carrier requirements

 Include incoming quality as a weighted criterion in the supplier rating

» Check the second source threshold in the event of persistent deviations and qualify a second source

Conclusion

Incoming quality is an early indicator of the stability of the entire procurement chain: it shows whether
specification, process and logistics quality at the supplier are aligned. Those who measure it
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systematically, evaluate it consistently in the supplier rating and safeguard it with clear packaging,
inspection and documentation requirements reduce inspection costs, complaints and failure risks. The
collaboration of procurement, quality and logistics at the goods receipt interface is crucial. Digital
inspection processes and risk analyses make weak points visible early on. In this way, incoming quality
evolves from a mere receipt criterion to a steering element of supplier management.

Frequently asked questions

What does incoming quality mean?

Incoming quality describes the quality of a delivery upon arrival at the recipient. It encompasses the
technical conformity of the goods, the correct quantity, packaging, labelling, documentation and delivery
within the agreed time window. It is typically measured as the proportion of defect-free deliveries.

How is incoming quality measured?

The standard metric is the proportion of defect-free deliveries, supplemented by the complaint rate,
on-time delivery performance and the number of blocked stock items at goods receipt. These figures are
frequently incorporated into the supplier rating. In practice, target values above 98 percent are set
depending on the industry.

What to do about poor incoming quality from a supplier?

First, the causes should be analysed with the supplier, for example via an 8D report, and the inspection
intensity at goods receipt should be temporarily increased. In the event of repeated deviations, audits,
binding improvement agreements in the annual supplier review and, where appropriate, the qualification
of a second source are advisable. Escalation levels up to a delivery stop should be contractually agreed.

What role does packaging play in incoming quality?

Packaging, labelling and container sizes are full components of incoming quality: damaged or incorrectly
labelled containers count as a complaint, even if the parts themselves are defect-free. Structured load
carrier management governs the condition, return and exchange of reusable containers. Requirements
to this effect should be included in the supply contract or the supplier manual.

How does incoming quality relate to the supplier rating?

Incoming quality is one of the most important evaluation criteria in the supplier rating and influences
volume allocation, inspection intensity and the supplier development strategy. Poor values can trigger
additional effort such as full inspection or lead to the qualification of a second source. Conversely, good
values enable reduced inspection regimes and greater trust.

Who is liable for defects that only become apparent after delivery?

This depends on the contract, the quality assurance agreement and the chosen delivery terms; under
Incoterms DAP, the seller typically bears the risk up to the place of receipt, whereas liability for material
defects follows from the sales contract. Notice periods and inspection obligations must be observed in
detail. The assessment should be legally reviewed on a case-by-case basis.
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