AMPLIFA PROCUREMENT GLOSSARY

Supplier quality target: systematically
controlling quality requirements for suppliers

The supplier quality target is the binding, measurable quality requirement that a company imposes
on its suppliers and anchors contractually as well as operationally. It typically comprises key figures
such as delivery reliability, scrap rate or complaint rate and forms the basis for supplier evaluation
and contract management. In industrial procurement, it serves to not merely demand quality, but to
measure, control and continuously improve it in a systematic way.

Key facts

* The supplier quality target defines measurable quality requirements for suppliers, often as part of
quality agreements and framework agreements.

« Typical key figures are the scrap rate, on-time-in-full delivery (OTIF), the complaint rate and the
number of 8D reports.

* In practice, target values are frequently above 98% delivery reliability and below 500 PPM defect
rate.

« Supplier quality targets form the basis of supplier evaluations, supplier audits and escalation levels.
» Violations can be sanctioned contractually, for example via liquidated damages or penalty clauses.

- Digital systems such as supplier portals and quality management systems support continuous
measurement.

Definition: supplier quality target

The supplier quality target describes the intended, measurable state of the quality of goods and
services delivered by a supplier. It is defined within the framework of supplier management, agreed
contractually and regularly reviewed against concrete key figures.

Distinction from quality agreement and inspection plan

The quality agreement documents the arrangements between customer and supplier, such as the scope
of inspection, documentation obligations and complaint processes. The supplier quality target is the
quantitative performance target derived from these arrangements. The inspection plan, in turn, specifies
how individual characteristics are to be inspected. All three elements interlock: the agreement governs
the how, the quality target defines the how much of achievable quality.

Legal and contractual anchoring

Supplier quality targets are frequently defined in general terms and conditions of purchase, framework
agreements or specific quality agreements. In addition, product liability clauses, penalty clauses or
liquidated damages may be agreed in the event of target shortfalls. The specific design is legally
complex and should be reviewed contractually and legally on a case-by-case basis. It is important that
targets are formulated clearly, are measurable and are underpinned by defined measurement methods
in order to avoid later disputes.
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Position within the procurement process

Supplier quality targets apply along the entire value chain: already in the enquiry phase (RFX in
procurement), in supplier selection via the bidder register, during the contract phase and in operational
collaboration. They are a central element of procurement optimisation, as quality defects cause direct
costs through scrap, rework and delivery delays. In negotiation management, too, quality targets serve
as an objective basis for price and terms negotiations.

Methods and procedures for defining supplier quality targets

Effective quality targets do not arise from gut feeling, but from a structured derivation of customer
requirements, product criticality and historical performance data. The process typically follows several
steps from supplier risk to the binding target agreement.

Risk-based target setting

Not every supplier requires the same quality requirements. Classifications according to Kraljic or
risk-based supplier evaluations help to tier the depth of quality requirements: for A-suppliers of critical
components, tight PPM limits and regular audits are common, whereas for C-items simpler incoming
inspections often suffice. Product liability clauses and safety-related requirements can justify additional
tightening, for example in the automotive or medical technology sectors.

Quality agreement and target cascade

Defined targets are typically documented in a quality agreement, which also governs escalation routes,
complaint processes and documentation obligations in addition to key figures. A target cascade is
advisable: from the company objective (e.g. overall scrap rate) via supplier groups down to the individual
supplier. For complex products, such as in the toolmaking procurement environment, first article
inspection procedures and release processes supplement the target agreement.

Communication and alignment with the supplier

Quiality targets only take effect if the supplier accepts them and can cascade them internally. A
structured dialogue — for example in the context of supplier days, audits or a supplier innovation
challenge — promotes understanding of the requirements. In practice, unrealistic targets without
resource support from the supplier lead to frustration and obscured key figures. Realistic, jointly agreed
targets with clear improvement stages significantly increase commitment.

Important KPIs for supplier quality targets

In practice, supplier quality is measured using a set of established key figures, which can usually be
combined into a supplier scorecard. The choice of KPIs depends on the industry, product risk and the
maturity of the collaboration.

Quality and delivery fitness key figures

Core key figures are the defect or scrap rate (often in PPM), the complaint rate, the first-pass yield and
delivery reliability (on-time-in-full, OTIF). In addition, the response time to complaints, the cycle time of
8D reports and the proportion of first article inspection reports delivered on time are often measured. In
just-in-time supply chains with Kanban or Vendor Managed Inventory (VMI), delivery reliability moves
further into the foreground, as quality defects directly trigger inventory spikes and line stoppages.
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Supplier scorecards and evaluation models

In practice, supplier scorecards that condense several KPls into a weighted overall score have proven
their worth — typically with weightings for quality, delivery reliability, cost and service. The score serves
as a basis for price negotiations, volume decisions and development partnerships. It is important that
the measurement methodology is transparently documented and that the supplier has access to its own
data, otherwise acceptance problems and data disputes threaten.

Operational data sources

The data basis typically comes from goods receipt inspections, complaint management systems, audit
reports and ERP data. The quality of suppliers' processes is also increasingly factored into the
evaluation — for example the quality of purchase requisition handling or the punctual delivery of correct
accompanying documents. In dangerous goods management, for example, correct bills of lading and
safety data sheets count towards the measured supplier performance.

Risks and controls around supplier quality targets

Without suitable control mechanisms, quality targets risk becoming a paper exercise. Typical risks are
data manipulation, unclear responsibilities and a lack of consequences when targets are missed.

Typical risks

Common risks are incomplete data (for example in maverick buying, when buyers procure outside
controlled processes), contradictory target specifications between quality and price, and dependencies
on suppliers in a monopoly position, where sanctions are difficult to enforce. Even measurable targets
can create distorted incentives: anyone who only optimises scrap rates may neglect delivery reliability or
service quality. Missing product liability clauses exacerbate the liability risk in the event of damage.

Control mechanisms: audits, escalation, sanctions

Proven control instruments are supplier audits (system, process and product audits), regular scorecard
reviews with defined escalation levels and contractually agreed sanction mechanisms such as penalty
clauses or liquidated damages. In addition, duplicate inspections for critical characteristics, extended
incoming inspections for conspicuous suppliers and the immediate blocking of components in the ERP
system take effect. Structured contract management ensures that agreed targets and sanctions actually
bite.

Sampling plans and inspection depth

The inspection depth for incoming goods is frequently defined using recognised sampling plans. For
demonstrably stable supplier processes, the inspection depth can be gradually reduced — up to and
including incoming inspection with sampling or trust-based inspection. Conversely, newly onboarded
suppliers or changes to the production process require increased inspection depth. This dynamic should
be stipulated in the quality agreement.

Current developments: digitalisation and supply chain
requirements

Supplier quality targets are changing as a result of digitalisation, sustainability requirements and
disrupted supply chains. Buyers must expand their key figure systems and respond more quickly to
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performance deviations.

Digital quality and supplier portals

Supplier portals and integrated quality management systems are increasingly used to capture KPls
automatically and to involve suppliers directly. There, suppliers can maintain complaints, 8D reports and
audit measures themselves. Digital procurement platforms also facilitate the pre-filling of enquiries and
the evaluation of historical performance data. This reduces administrative order costs and accelerates
the cycle time from purchase requisition to purchase order (requisition-to-PO cycle time).

Sustainability and expanded concepts of quality

Quiality is understood more broadly: alongside product quality, carbon footprinting, labour standards and
supply chain due diligence obligations are moving into the focus of supplier evaluations. Many
companies integrate sustainability criteria into scorecards and quality agreements. Compliance
requirements from supply chain laws lead to extended audit and documentation obligations, which
should be reviewed legally on a case-by-case basis.

Standardisation through classification systems

Standardised product and performance descriptions such as ECLASS improve the comparability of
quality data across system boundaries. They reduce scope for interpretation in specifications and
support complexity reduction in the item master. In procurement cooperatives or joint cross-group
purchasing, common standards and quality targets facilitate the pooling of volumes and uniform supplier
steering.

Supplier quality targets in the quality management system
according to 1SO 9001

Many companies formally anchor supplier quality targets in their quality management system.
Certifications according to ISO 9001 or IATF 16949 require the control of external providers, including
defined evaluation criteria. The supplier quality target is therefore not only a procurement instrument, but
also an audit object during certifications and customer audits.

Documentation requirements

Audits expect comprehensible target values, defined measurement methods, documented evaluations
and visible improvement measures when targets are missed. Seamless documentation of escalations
and follow-up of measures is a frequent audit item in practice during customer audits. Companies
should clearly regulate responsibilities between procurement and quality management in order to avoid
friction losses.

Collaboration between procurement and quality management

Successful quality control requires close alignment: procurement knows the business priorities and
contract details, while quality management contributes metrological and methodological expertise. Joint
supplier reviews, in which scorecards, audit findings and development measures are brought together,
have proven their worth in practice.

Typical metrics
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On-time-in-full delivery (OTIF): > 98%
Customary benchmark for reliable series suppliers

Defect rate (PPM): <500 PPM
Industry-dependent; in automotive sometimes significantly stricter

Complaint rate: < 1%
Proportion of complained-about deliveries as a share of total deliveries

8D response time: <48 hours
Time until the initial response to a complaint

On-time delivery of first article inspection reports: > 95%
Relevant for new parts and changes

Practical example

A medium-sized mechanical engineering company with around 400 active suppliers faced high
complaint costs and inconsistent quality requirements. As part of a procurement optimisation, the
company introduced uniform supplier quality targets, linked them to scorecards and anchored sanction
mechanisms in its framework agreements.

 Introduction of a supplier scorecard with the KPIs PPM, OTIF, response time to 8D reports and audit
status

» Risk-based tiering: strict targets and semi-annual audits for A-suppliers, basic targets for C-items

« Contractual anchoring of escalation levels and penalty clauses in contract management

« Digital supplier portal with automatic KPI evaluation and monthly reviews between procurement and
quality management

Conclusion

Supplier quality targets translate qualitative expectations of suppliers into measurable, contractually
anchored requirements. They create transparency, enable objective supplier evaluations and form the
basis for targeted development measures or sanctions. Consistent implementation is crucial: clearly
defined KPIs, a reliable data basis and defined consequences when targets are missed. Companies that
tier quality targets on a risk basis and evaluate them digitally demonstrably reduce complaint and
process costs. The supplier quality target is thus a central instrument of modern supplier management.

Frequently asked questions

What is a supplier quality target?

A supplier quality target is a measurable, binding quality requirement imposed on a supplier, such as a
maximum defect rate or a minimum on-time-in-full delivery performance. It is typically defined in quality
agreements and framework agreements. Compliance is regularly monitored via key figures such as
PPM or OTIF.

Which metrics are typical supplier quality targets?

Commonly used metrics are the scrap rate (PPM), the complaint rate, on-time-in-full delivery (OTIF),
response time to complaints and the cycle time of 8D reports. These key figures are usually combined
into a weighted supplier scorecard. The specific target values depend on the industry and the product
risk.
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How do you set realistic supplier quality targets?

Realistic targets are derived on a risk basis: product risk, supplier classification and historical
performance form the basis. It is advisable to agree targets with the supplier and to set them in stages
with improvement paths. In practice, unattainable targets without resource support lead to demotivation
and data distortion.

What happens if a supplier quality target is breached?

Typically, defined escalation levels apply: first improvement requests with 8D reports, then increased
inspection depth, later contractual sanctions such as penalty clauses or liquidated damages. In the
event of persistent violations, volume reductions or supplier exclusion follow. The specific consequences
should be clearly regulated contractually.

What is the difference between a supplier quality target and a supplier evaluation?
The supplier quality target is the target specification, whereas the supplier evaluation is the regular
measurement of actual performance against this and other criteria. The evaluation usually combines
quality, delivery reliability, cost and service into a single score. The quality target provides the
benchmark and the threshold for escalations.

Are supplier quality targets mandatory under ISO 90017

ISO 9001 requires the control and evaluation of external providers, without prescribing specific key
figures. Supplier quality targets are a proven means of systematically meeting this requirement. During
customer audits and certifications, documented targets, measurements and measures are regularly
reviewed.
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