AMPLIFA PROCUREMENT GLOSSARY

Supplier PPM target: quality requirements as
a steering instrument for supplier evaluation

The supplier PPM target is a quantified requirement for the maximum number of defects per one
million parts or units delivered by a supplier. It translates quality expectations into a measurable key
figure and serves as a binding benchmark in supplier evaluation, contractual agreements and
escalation-supported management of the supplier base. In practice, the PPM target (Parts per
Million) is a central element of supplier qualification and quality management in procurement.

Key facts

* PPM stands for Parts per Million and describes defective units per one million delivered parts.

* The PPM target is typically agreed as binding in the quality assurance agreement (QAA) between
customer and supplier.

» Usual benchmark values range, depending on industry and component criticality, from a few PPM for
safety-relevant parts to several thousand PPM for non-critical commodity groups.

» The PPM figure presupposes structured feedback rates: without consistent complaint and data
mining processes, the value is not reliable.

« PPM targets ideally interact with upstream and downstream key figures such as supplier evaluation
grade, supplier approval and deviation management.

» Exceeding the PPM target triggers defined escalation stages in practice, up to and including removal
from the Approved Vendor List (AVL).

Definition: Supplier PPM target

The supplier PPM target is a quantitative upper limit for the number of defects per one million delivered
parts. It is agreed as a target value for a defined period — frequently a calendar or financial year — and
serves as a measure of a supplier's process and product quality.

Basis of calculation

The calculation follows a simple formula: number of defective units divided by the total quantity of
delivered units, multiplied by one million. What is decisive is the uniform definition of what counts as
defective: only proper complaints, also blocked stock and scrap from incoming inspection, or additionally
internal detection costs in production. Without uniform numerator and denominator definitions (complaint
guidelines, reporting procedures), the two parties can easily arrive at different values.

Position within supplier evaluation

The PPM target is typically one component within a weighted supplier evaluation, which additionally
covers categories such as delivery reliability, price level and service level. Suppliers who permanently
meet their PPM requirements are often classified as A-suppliers and benefit from preferred awards.
Persistent exceedances can result in loss of supplier approval.
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Methods and approach for setting the PPM target

A robust PPM target does not arise from a generic number, but from a structured analysis of the
component, its application and the verification level of one's own production.

Requirements analysis and part criticality

The starting point is the requirements analysis: What function does the part perform, what
consequential damage could occur if it fails, and what is the quantity? Safety-relevant or
customer-critical components require significantly stricter targets than simple standard or consumable
parts. The results orientation is guided by risk analyses such as FMEA and by the inspection
possibilities within one's own process.

Target values in the quality assurance agreement

The PPM target is stipulated as binding in the quality assurance agreement (QAA) or supply contract.
Typically regulated there are: the target value and period, the evidence/reporting procedures, the
measurement points (incoming goods, production, end customer), exception rules for prototypes or
initial deliveries, and consequences in the event of exceedance. Contractual consequences such as
defect rights or a right of termination for cause in the event of persistent denial of quality should be
drafted with legal review on a case-by-case basis.

Differentiation by commodity group

In practice, differentiation by commaodity group has proven effective: safety-relevant parts with very low
target values, technical components in the single-digit to low three-digit PPM range, and trade goods
and consumables with more generous limits. A single blanket value for the entire supplier base misses
the differing risk profiles.

Important KPIs relating to the PPM target

The PPM target only works in interplay with other measures. Excessive focus on the pure PPM figure
can otherwise lead to questionable behaviour, such as avoiding complaints in order to protect the
statistics.

Key figures in quality monitoring

Alongside the actual PPM value, the following have become established: the complaint rate per supplier,
the average processing time for 8D reports, the first-pass yield/first inspection rate, and the cost of poor
quality (internal failure and external failure). In addition, incoming goods blockings and scrap rates
provide indications of systematic process weaknesses.

Trend analysis rather than a snapshot

A single month with an exceeded PPM value is rarely meaningful — for example during series ramp-up
or after a production change. Consideration of rolling periods (e.g. twelve months) combined with early
warning indicators has proven effective in practice. Only a sustained upward trend triggers escalation
mechanisms.

Link with economic key figures

Quiality defects are also reflected in monetary key figures: rework, replacement deliveries, tracing costs
or even inventory discrepancies due to blocked stock. Anyone setting PPM targets should consider them
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alongside a lifecycle cost calculation: a favourable price quickly loses significance if quality costs rise.

Risks and controls in handling PPM targets

The greatest weakness of the key figure approach is data quality: PPM values are only as good as the
complaint and reporting processes on which they are based.

Distortions and typical sources of error

Common distortions: small quantities lead to extreme statistical outliers (one defect in 1,000 parts
formally corresponds to 1,000 PPM), inconsistent reporting cultures between plants or regions,
unreported defects in one's own process, and seasonal effects with fluctuating seasonal volumes. These
effects must be taken into account when interpreting the data.

Control mechanisms and escalation

Effective controls are: binding complaint management with defined deadlines, a deviation workflow for
first samples and changes, regular supplier audits for critical parts, and documented escalation stages
(e.g. sales meeting, action plan, restriction of urgent orders, temporary 100 % inspection, final removal
from the Approved Vendor List (AVL)).

Country risk and supplier base

With a supplier base including sub-suppliers from different regions, country risk must be considered in
procurement: differences in understanding of standards, reporting culture and logistics infrastructure
influence the achievable PPM values. The supplier strategy should therefore combine the PPM target
with overall responsibilities — particularly in dual sourcing and the safeguarding of critical materials.

Current developments: digitalisation and sustainability

The collection and evaluation of PPM data is increasingly being digitised and integrated into overarching
procurement platforms and KPI dashboards.

Automated data capture

Digital quality management systems and e-procurement platforms record complaints in a structured
manner and calculate PPM values almost in real time. In conjunction with invoice automation and
invoice clearing, quality events can also be linked to fiscal processes, for example in renegotiations or
returns. A price deviation workflow can systematise additional cost elements in the event of persistent
defects.

PPM in the context of the circular economy

With the growing importance of the circular economy, the understanding of quality is expanding:
durability, repairability and material purity are gaining importance alongside the classic defect rate. For
materials with certification obligations — such as a Certificate of Analysis for metal or chemical deliveries
— documented material specifications supplement the pure PPM assessment.

Guided buying and supplier selection

Digital procurement systems with guided buying rules automatically direct requisitioners to suppliers
who meet the quality requirements. The PPM target thus flows into system-supported supplier selection
and becomes part of tender management: in a tendering process or e-auction, the required quality level

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/ppm-ziel-lieferant



is a fixed evaluation criterion, often accompanied by a template for specification in the enquiry process.

Typical metrics

Actual PPM value: 10-3,000 PPM depending on commodity group
always assess against the agreed target value and as a rolling 12-month trend

Complaint rate: frequently target < 1-2 %
supplements the PPM value with the relative defect frequency per supplier

8D processing time: typically 2—4 weeks
measures the supplier's responsiveness to quality problems

Incoming goods blocking rate: usual benchmark < 0.5 %
early warning indicator for process weaknesses before production

Practical example

A medium-sized mechanical engineering company with around 800 active suppliers found that
complaints were recorded inconsistently and the PPM values were barely comparable. In a project, the
company defined uniform reporting procedures and set differentiated PPM targets by commodity group:
50 PPM for safety-relevant components, 500 PPM for technical purchased parts, 3,000 PPM for
consumables. The values were incorporated into the quality assurance agreements and discussed
quarterly in the quality review per supplier.

 Introduction of a uniform complaint form with defined defect categories and automatic PPM
calculation

- Differentiated PPM target values by commodity group and criticality level in the QAA
» Four-stage escalation ladder with clearly defined measures up to supplier restriction
« Linking PPM data with supplier evaluation and annual audit planning

Conclusion

The supplier PPM target is a proven steering instrument for making quality expectations measurable
and binding. However, its benefit depends crucially on three factors: a sound, uniform data basis,
differentiation by criticality and commodity group, and effective escalation mechanisms. PPM targets
should never be considered in isolation, but in conjunction with further quality and cost key figures and
the overall supplier base strategy. Those who use the figure as a steering variable rather than an end in
itself create transparency, reduce quality costs and strengthen their own supply chain in the long term.

Frequently asked questions

What does PPM mean for suppliers?

PPM stands for Parts per Million and describes the number of defective parts per one million delivered
units. A value of 100 PPM means that, statistically, 100 out of one million delivered parts are defective.
The key figure is agreed as a target value in the quality assurance agreement and serves for supplier
evaluation.

How is the PPM value calculated?
The formula is: (number of defective units / total number of delivered units) x 1,000,000. What is
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decisive is a uniform definition of which defects are counted and which measurement point the
recording refers to — for example incoming goods inspection, production or the end customer. Without
these definitions, values are barely comparable between suppliers.

Which PPM values are realistic targets?

Typical benchmark values range, depending on the criticality of the part, from a few PPM for
safety-relevant components to several thousand PPM for non-critical commodity groups. In practice,
differentiation by commodity group has proven effective. A blanket value for all suppliers is rarely
purposeful, as risk profiles vary considerably.

What happens if the PPM target is exceeded?

Tiered escalation measures are common: qualitative discussion rounds with the supplier, a binding
action plan, intensified incoming goods inspection and, where appropriate, restrictions on new awards.
In the event of persistent or serious violations, contractual consequences may apply, up to and including
loss of supplier approval and removal from the Approved Vendor List.

What are the weaknesses of the PPM key figure?

PPM values depend heavily on the reporting culture and data quality: incomplete complaints distort the
picture downwards, and small quantities lead to statistical outliers. Moreover, the key figure only records
the defect rate, not the cost of poor quality or process maturity. It should therefore be combined with
further KPIs and audits.

Where is the PPM target contractually stipulated?

Usually in the quality assurance agreement (QAA) or in the quality requirements of the supply contract.

This regulates the target value, period, reporting procedure, measurement points and consequences in

the event of exceeding the target. Legal consequences such as defect rights or a right of termination for
cause should be legally reviewed and drafted on a case-by-case basis.
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