AMPLIFA PROCUREMENT GLOSSARY

Delivery schedule tolerance bands: steering
accepted deviations in quantity and date in a
defined way

Delivery schedule tolerance bands define the range within which deviations from the confirmed or
planned delivery quantity and from the delivery date are acceptable to the buyer. They are a central
control instrument in operational procurement and materials planning, enabling consistent
evaluation of plan-versus-actual comparisons and the automation of escalations. Anyone who
anchors tolerance bands as binding terms in the framework agreement or ordering conditions
reduces queries, disputes and safety stocks.

Key facts

» Tolerance bands define which deviations in quantity and delivery date within the delivery schedule
are still accepted before an escalation or rating takes effect.

 In practice, quantity tolerances often range from +2% to £10%, and date tolerances from zero to
several working days depending on material class.

« Shortfalls are usually tolerated less generously than over-deliveries, since shortages directly
jeopardise production.

» Tolerance bands should be defined material-class- and supplier-specifically and recalibrated
regularly using the plan-versus-actual stock comparison.

* In ERP systems, tolerance bands are typically represented via mandatory fields in purchase orders
and delivery schedules and act as an automatic check at goods receipt.

« Binding tolerance rules belong in the framework agreement or the ordering conditions and should be
linked to the supplier rating model.

Definition: delivery schedule tolerance bands

Delivery schedule tolerance bands describe the agreed upper and lower limits within which the actual
delivery quantity and the actual delivery date may deviate from the plan without triggering a deviation
procedure. They form part of the delivery schedule (scheduling agreement release or call-off) and
provide the basis for the automated plan-versus-actual stock comparison.

Quantity tolerance

The quantity tolerance specifies by what percentage the delivered quantity may deviate from the
reported or called-off quantity. Typically an asymmetry applies: over-deliveries of around +5% to +10%
are often accepted, while under-deliveries are classified as critical from 2% to 5% onwards, because
shortages directly threaten production. For series-production or expensive materials, buyers choose
narrow ranges; for C-parts, more generous ones.
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Date tolerance

The date tolerance defines how many days a delivery may arrive before or after the confirmed date
without counting as an inadmissible deviation. Early deliveries cause storage costs and tied-up capital;
late deliveries pose a risk to production scheduling. For just-in-time or kanban-based supply concepts,
the tolerance in practice is often zero to one day; for standard materials, five to ten working days.

Distinction from similar concepts

Tolerance bands are not identical to the quantity and price tolerances of the invoice verification run,
even though ERP systems use both terms. Delivery schedule tolerances operate at planning level
before goods receipt; invoice tolerances afterwards in accounting. The material availability check (ATP)
also draws on planned quantities, but knows no negotiated tolerance — here exact availability counts.

Methods and approach: defining and agreeing tolerance bands

Sensible tolerance bands arise from a structured ABC and risk analysis of the material range, not from
a blanket rule. The approach typically follows several steps, from forming material classes to contractual
anchoring.

Form material classes

Buyers group materials by value, criticality for production and procurement risk. A-parts with high
in-house value creation receive narrow bands, standardised bought-in parts more generous ones. In
addition, the supplier's RTO data (reliability, time, order fulfilment, i.e. the underlying delivery reliability
data) provides an objective basis: if a supplier has historically delivered reliably with a low forecast error,
the band can be set narrower.

Define band ranges

For each material class, an upper limit, a lower limit and, where applicable, a warning corridor are
defined. The warning corridor flags deviations that are still acceptable but should be monitored. It is
important to distinguish between accepted and tolerated deviations: tolerated does not mean free of
charge — in the event of a breach, contractual penalties or credit note arrangements may be provided.

Anchor contractually

Tolerance bands belong in writing in the framework agreement, the ordering conditions or the
specification of requirements. The consequences must also be regulated there: what happens in the
event of a tolerance breach, who decides on acceptance or complaint, and how the deviation flows into
the supplier rating model. In addition, the supplier self-disclosure during onboarding can provide
indications of actual delivery reliability, which feed into the definition of the band ranges.

Systemic integration: ERP, delivery schedule and automated
checks

Tolerance bands only take effect when they are checked by the system. Modern ERP and supplier portal
solutions continuously evaluate the delivery schedule and automatically flag deviations.

Mandatory fields and master data
For tolerances to be verifiable, they must be stored in the master data and as mandatory fields in the
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purchase order or call-off process. Missing or inconsistent tolerance maintenance is one of the most
common reasons why automated checks come to nothing. Changes, for example due to an Engineering
Change Notice (ECN), require a parallel adjustment of the tolerance bands, because new part starts
justify different acceptance thresholds.

Schedule agreements and demand communication

As part of the demand communication, manufacturers transmit their requirements to the supplier as
call-offs flagged as firm and non-firm. In practice, tolerance bands apply predominantly to the firm
period of the planning time fence; non-binding horizons may be treated more flexibly. This differentiation
protects the supplier from overreactions and the buyer from unnecessary commitments.

Goods receipt and settlement

At goods receipt, the system automatically checks whether the delivered quantity is within the band.
Breaches can be blocked, posted to blocked stock or accepted with approval. In combination with
Evaluated Receipt Settlement (ERS), where the invoice is generated from the goods receipt, separate
invoice verification is dispensed with — the tolerance check thus directly determines the trigger for
payment.

Key KPIs and evaluation

Tolerance bands are only as good as their regular evaluation. Key indicators show whether the bands
are realistic and whether suppliers comply with them.

On-time delivery within the tolerance

The measured KPI should not only show strict on-time delivery but also adherence within the tolerance
band. A delivery that arrives three days late but within the date tolerance is operationally unproblematic
—yet it should still be monitored as a trend, because it can be an early indicator of deterioration in the
supplier's scheduling.

Deviation structure and escalation rate

Analysis of the distribution is important: how often do under-deliveries occur compared with
over-deliveries, in which material classes do deviations accumulate, and how many cases result in an
escalation or complaint? A persistently high escalation rate indicates incorrectly set bands or structural
supplier problems, which should be addressed through a supplier landscape analysis or re-selection.

Capital tied up and safety stock

Generous tolerance bands ideally allow the reduction of safety stocks, because planning uncertainty is
contractually covered. Conversely: if suppliers consistently deliver up to the band limit, planners need
safety stocks — which then become visible in the plan-versus-actual stock comparison. The impact on
stock levels should form part of the regular tolerance review.

Risks and controls: managing tolerance bands effectively

Tolerance bands carry risks when they are too generous, unclear or negotiated one-sidedly. Targeted
controls can avoid these pitfalls.
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Band ranges that are too generous

Wide bands mask increasing delivery problems: as long as deviations remain within tolerance, they
generate no notifications and are not included in the supplier rating model. If a supplier deteriorates
gradually, this only becomes apparent late. Control: regular trend evaluation even within the bands and
periodic recalibration, for example six-monthly.

One-sided distribution of burden

If tolerances are set one-sidedly at the supplier's expense, for example zero per cent under-delivery with
a ten per cent over-delivery option, this jeopardises the partnership and can burden price negotiations.
Balanced bands differentiated by material class are fairer and more robust in practice. With every price
enquiry or new tender, the tolerance rules belong on the review checklist.

Legal and tax aspects

The question of whether surplus quantities within the tolerance band are paid automatically or require
separate release must be regulated contractually and can have tax implications. It must likewise be
defined whether late deliveries trigger contractual penalties or a credit note. Since the assessment
varies from case to case and according to applicable law, relevant provisions should be reviewed legally
and for tax purposes before the contract is concluded.

Current developments: digitalisation and dynamic tolerances

Tolerance bands are evolving from static master data to dynamic, data-driven control variables — driven
by supply chain digitalisation and greater market volatility.

Dynamic bands based on historical data

Evaluation systems increasingly calculate band ranges from historical on-time delivery per
supplier—material combination: reliable suppliers receive narrower bands, volatile ones wider. This
increases the meaningfulness of the delivery rating and reduces manual exceptions. The basis is
consistent master data and clean supplier data maintenance within Supplier Lifecycle Management
(SLM).

Supplier collaboration and shared forecasts

Supplier portals give suppliers real-time visibility of call-offs, tolerance bands and warning corridors.
When suppliers report foreseeable tolerance breaches early, the buyer can intervene — through planning
adjustments, alternative sources or an early material availability check (ATP). Transparency reduces the
forecast error on both sides and stabilises production scheduling.

Integration with quality processes

Quantity and date tolerances increasingly interact with quality processes: a delivery within the tolerance
band may still be non-conforming, for example due to inspection deviations. Here the concept of Control
of Nonconforming Product applies: tolerated quantities also go through inspection release. In addition,
supplier certificates ensure that delivered materials meet the agreed requirements — tolerance in
quantity does not replace conformity in quality.

Typical metrics
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On-time delivery within tolerance band: > 98%
Proportion of deliveries arriving within the agreed bands; benchmark for A-parts.

Tolerance breaches per month: < 1%
Proportion of non-conforming deliveries as a share of total deliveries; benchmark, to be differentiated by material
class.

Escalation rate: < 0.5%
Proportion of cases triggering a deviation procedure; persistently high values indicate incorrectly set bands.

Safety stock reduction: typically 5-15%
Potential stock reduction with reliable suppliers under tight, contractually secured bands.

Practical example

A medium-sized mechanical engineering company with around 6,000 actively procured items had
previously defined blanket tolerances of £10% on all quantities and no date tolerance. The
consequence: safety stocks across the board, frequent discussions with suppliers and a delivery rating
that treated deviations within the bands as irrelevant. Following an ABC analysis, three material classes
were introduced with graduated bands: A-parts with +2% quantity tolerance and zero to two days of
date tolerance, B-parts with 5% and five days, C-parts with +10% and ten working days. The bands
were integrated as mandatory fields into the call-off process, updated in the framework agreement and
linked to the supplier rating model. Within one year, the escalation rate fell significantly, and safety
stocks could be reduced for several A-parts because the contractual tolerance partly covered the
planning uncertainty.

» Group materials by value and criticality and define tolerance bands by class.

» Store tolerances as mandatory fields in purchase orders and schedule agreements and activate
automatic checks at goods receipt.

« Anchor tolerance rules with consequences (credit note, contractual penalty, rating downgrade) in the
framework agreement.

< Carry out six-monthly recalibration based on plan-versus-actual stock comparison and on-time
delivery data.

Conclusion

Delivery schedule tolerance bands are an unspectacular yet highly effective instrument of operational
procurement: they make deviations in quantity and date measurable, assessable and controllable. What
matters is differentiation by material criticality and supplier performance rather than a blanket rule.
Anchored systemically and recalibrated regularly, tolerance bands reduce safety stocks, escalations and
friction losses in the supply chain. At the same time, they protect procurement against creeping supplier
problems that would otherwise remain hidden within wide bands. Anyone who consistently interlinks
tolerance bands with the framework agreement, delivery rating and quality processes turns them from
an administrative quantity into a genuine control instrument.

Frequently asked questions

What is a tolerance band in the delivery schedule?

A tolerance band defines the range within which the delivered quantity and the delivery date may
deviate from the plan without triggering a deviation or escalation. It is defined material- and
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supplier-specifically and stored in the ERP system. Breaches trigger automatic checks and defined
consequences.

What tolerances are common for quantities and delivery dates?

In practice, quantity tolerances typically range from £2% for critical A-parts to +10% for C-parts. Date
tolerances range from zero days for just-in-time supply to five to ten working days for standard
materials. Over-deliveries are usually tolerated more generously than under-deliveries.

Where are delivery schedule tolerances contractually regulated?

Tolerance bands belong in the framework agreement, the ordering conditions or the specification of
requirements. The consequences of a breach must also be regulated there, for example contractual
penalties, credit notes or effects on the supplier rating. The specific design should be legally reviewed
on a case-by-case basis.

What role do tolerance bands play in the ERP system?

ERP systems automatically check at goods receipt whether the delivered quantities and dates are within
the agreed band. For this purpose, the tolerances must be maintained as mandatory fields in the master
data and documents. In combination with procedures such as Evaluated Receipt Settlement (ERS), the
tolerance check also helps determine when payment is triggered.

How often should tolerance bands be adjusted?

A six-monthly to annual recalibration is common in practice. Triggers may include changed market
conditions, new suppliers, Engineering Change Notices (ECNs) or noticeable trends within the bands. It
is important to also evaluate tolerated deviations in order to detect creeping deterioration early.

What are the disadvantages of tolerance bands that are too wide?

Wide bands mask delivery problems because deviations do not generate notifications and are not
included in the delivery rating. They can also cause high safety stocks and storage costs if planners
have to assume that suppliers will deliver right up to the band limit. Trend analysis within the bands and
periodic recalibration counteract this.
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