AMPLIFA PROCUREMENT GLOSSARY

Service Level: Delivery Reliability as a
Measurable Quantity in Procurement

The service level denotes the proportion of demand cases or order items that can be served
completely, on time and in the agreed quality by a supplier or from one's own warehouse. It is a key
supply chain metric that makes delivery reliability measurable. For technical buyers, the service
level is also a control variable for supplier selection, safety stocks and contractual penalties. Those
who measure the service level systematically can identify bottlenecks early and safeguard the
supply capability of their own production.

Key facts

* The service level typically measures what percentage of demand is met completely and on time.

« Usual target values in industry frequently range between 95 and 99 per cent depending on the
material group.

« Alpha and beta service levels differ in whether complete order items or individual quantities are
evaluated.

« A high service level costs capital: safety stocks and extra production must be weighed against
downtime costs.

* The service level is suitable as a key performance indicator for supplier evaluation and contract
management.

* A meaningful measurement requires unambiguous counting rules and a clean data basis in
e-procurement.

Definition: Service level

The service level describes the probability, or proportion, with which a demand can be covered without a
shortfall from existing stocks or through on-time delivery. It is usually expressed as a percentage and
related to a review period such as a month or a quarter. The exact definition is company-specific and
should be set out in binding form in the procurement data model and in supply contracts.

Alpha and beta service levels

The alpha service level (also known as the order or delivery reliability service level) considers how many
order items or customer orders were fulfilled completely and on time. A partial delivery is deemed
unfulfilled here, even if only a residual quantity is missing. The beta service level, by contrast, relates to
the quantity level: it reflects the ratio of delivered to ordered quantity, so that partial deliveries are
recognised proportionally.

» Alpha: percentage of fully fulfilled order items or orders
* Beta: percentage of total quantity covered across all demands
* Gamma service level: additionally takes into account the duration of undersupply
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Distinguishing it from delivery reliability and supply capability

The term delivery reliability is often used synonymously, but strictly speaking it refers only to the
supplier's adherence to promised dates and quantities. The service level is broader and can also include
supply from warehouse stocks, substitution through planning measures or emergency procurement. In
practice, the buyer should clarify which metric represents which obligation, so that suppliers are not held
liable for internal planning errors.

Relationship to safety stock

The service level governs the level of safety stock: the higher the targeted service level, the larger the
safety stock held to hedge against demand and lead time fluctuations. The relationship is not linear: at a
beta service level of 99 per cent, the safety stock is significantly higher than at 95 per cent, even though
the coverage probability differs by only four percentage points. Planning and procurement must evaluate
this trade-off together.

Methods and approach for setting the service level

Service levels should not be set across the board but specifically by material group. A central spare part
for a critical plant component demands a higher service level than a commercially standard fastener that
can be replenished at short notice. A tiered approach along the material group hierarchy makes sense,
combined with an assessment of the supplier base and an evaluation of downtime costs per material

group.

ABC and criticality analysis

In a first step, material groups and items are assessed by procurement value (ABC analysis) and by
production criticality. Items with a high risk of failure and long replenishment lead times receive the
highest service level, often 99 per cent or more. Commodities with several suppliers and short
procurement times can be covered at 95 per cent. The result feeds into the procurement business plan
and the planning department's ordering policy.

Contractual anchoring with the supplier

The service level is fixed in the supply contract as an agreed value, supplemented by measurement
rules, notification obligations in the event of foreseeable bottlenecks and consequences of falling short.
Time tolerances for meeting deadlines and clear rules for handling partial deliveries and residual
guantities are sensible. In addition, payment terms or an early payment discount calculation can be
linked to delivery performance; legal details such as contractual penalties or rights of recourse must
always be examined on a case-by-case basis.

Forecast basis and alignment

A realistic service level presupposes a reliable demand forecast. In direct supplier relationships, the
exchange of the consensus forecast has proven effective, in which procurement, sales and the supplier
arrive at a coordinated demand forecast. This makes it possible to identify demand peaks earlier,
reserve capacity at the supplier and shorten the lead time for critical parts. For new parts with still
uncertain demand, a deliberately conservative service level target with regular readjustment is
recommended.
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Key KPIs surrounding the service level

The service level is rarely meaningful in isolation. Only the combination with inventory, throughput time
and quality metrics shows whether it is achieved with justifiable capital expenditure. For supplier
management, it usually forms part of the supplier evaluation and complements quality metrics such as
the supplier quality target or characteristics from the Initial Sample Inspection Report (ISIR) in first
article inspections.

Key metrics in the metrics set

Typical accompanying metrics are inventory value (capital tied up), the number of shortfalls per period,
the replenishment lead time and the number of emergency procurements with increased procurement
costs. On-time delivery measured in days and the number of quality gates that a pre-product passes
through during development and production ramp-up also provide indications of supply quality. Those
who consistently collect these KPIs can evaluate service level improvements for their cost-effectiveness.

« Service level (alpha/beta) per material group and supplier
* Inventory coverage and capital tied up per item

« Shortfall and emergency procurement rates

* On-time delivery and adherence to lead times

Service level as part of supplier evaluation

As arule, the service level carries a weight of around 20 to 40 per cent in the overall evaluation of a
supplier. Notable deviations are addressed in manufacturer and supplier meetings; in the event of
sustained failure to meet the supplier quality target, an escalation process follows, often supported by
an audit checklist and an assessment of supplier status. For critical parts, additional hedging via second
suppliers or long-term framework agreements should also be considered.

Ramp-up and ramp-down phases

During production ramp-up, the service level is considered separately through ramp-up and ramp-down
management. During ramp-up, fluctuations are normal, whereas in the run-out phase demand tapers off
gradually, so that stock levels and firm call-offs must be carefully wound down. Anyone who fails to
define clear rules here risks residual stock, advance production and value losses that unnecessarily
inflate the service level actually achieved.

Risks and controls in service level management

The biggest mistake is an excessive service level without demand analysis: capital tied up, warehousing
costs and obsolescence risks rise without production becoming measurably more secure. Conversely,
targets that are too low for critical parts lead to production stoppages with high downtime costs.
Controlling is therefore required that regularly reviews target values and adjusts them when the demand
structure changes.

Typical sources of error

Frequently, the service level is calculated from unfiltered ERP data without taking into account posting
errors, substitution issues or stock transfers. It is also overlooked that internal planning errors — such as
forgotten reorders or incorrect planning parameters — distort the supplier's service level. Another risk is
the watering-down of measurement rules: if partial deliveries are counted as complete in case of doubt,
the metric loses its informative value.
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Control mechanisms in the procurement process

Effective controls require a clean data basis: a consistent procurement data model, clear responsibilities
between planning and procurement, and a regular reporting and escalation logic. Linking with
e-procurement systems, in which order status and goods receipt are automatically recorded, is sensible.
In the event of bottlenecks, a short-form naotification channel applies in practice, supplemented by
graduated escalation up to an escalation meeting with the supplier.

Contractual and compliance safeguards

Contract compliance ensures that agreed service levels and measurement rules are actually adhered
to. This includes periodic reconciliation of reported values with measured values, documented evidence
from the supplier and defined sanction mechanisms. Financial instruments such as reverse factoring or
modified payment terms can be used as levers when suppliers need incentives to improve their supply
performance; however, tax and balance sheet implications must be examined by specialists on a
case-by-case basis.

Current developments: data-based service level management

The management of the service level is increasingly shifting from static target values to data-based,
forward-looking approaches. Supply chain transparency, automated status queries with suppliers and
better forecasting methods make it possible to identify risks earlier. For procurement teams this means:
the metric is turning from retrospective reporting into an active control instrument.

Forecasting and early warning systems

Modern approaches combine demand and supply forecasts and use supplier call-offs, order
confirmations and transport data as early indicators. This allows an emerging delay to be identified
before the planned delivery date and mitigated through contingency measures — such as stock
transfers, substitution or expedited procurement. The prerequisite is a uniform data situation across the
entire procurement network, not just one's own site view.

Multi-tier supply structures

In multi-tier networks with upstream suppliers, central warehouses and production sites, a service level
per warehouse is not sufficient. Instead, target values are defined at network level and broken down to
the individual tiers. In practice, it is evident that especially for critical parts, collaboration along the chain
—including joint innovation projects such as an innovation roadmap with suppliers — improves actual
delivery reliability more than mere stock increases.

Sustainability and resilience

Resilience and sustainability requirements are increasingly being incorporated into the service level
definition. Higher resilience can be achieved through second sources, regionally diversified suppliers or
tiered safety stocks; all options cost money and should be weighed against the risk of downtime costs.
In transport as well, process and freight decisions affect the service level, for example with fluctuating
sea freight cost components that make air freight alternatives more expensive or more attractive.

Typical metrics

Alpha service level: >=98 %
Proportion of order items fulfilled completely and on time; stricter measure than quantity-based measurement
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Beta service level: >= 95-99 %
Quantity-based measurement; target value depends on material criticality

On-time delivery rate: >= 95 %
Proportion of on-time deliveries; often part of supplier evaluation

Shortfall rate: <2 %
Proportion of order items with incomplete fulfilment; complements the service level

Emergency procurement rate: <1 %
Indicator of supply risks with increased procurement costs

Practical example

A medium-sized mechanical engineering company with around 15,000 active items had a blanket
service level target of 98 per cent but only achieved it for standard components — for critical plant parts,
stockouts occurred repeatedly. The team segmented the material groups by criticality, defined tiered
target values and anchored clear measurement rules in the supply contracts.

« Tiering: 99 per cent for critical spare parts, 97 per cent for A-parts, 95 per cent for commaodities

« Contractual anchoring of the service level including escalation logic and measured partial delivery
rules

» Consensus forecast with the five most important suppliers to improve demand forecasting
» Monthly reporting per supplier, integrated into supplier evaluation

Conclusion

The service level translates delivery reliability into a measurable, manageable quantity — provided that
the alpha and beta definitions, counting rules and reference variables are clearly defined. For
procurement, it is an effective control instrument in supplier selection, contract management and
inventory planning. The decisive factor is the balance between supply security and capital tied up, tiered
by the criticality of material groups. Supplemented by supplier evaluation, forecast exchange and a
robust data model, the service level turns from a retrospective metric into an active control lever. Those
who implement this system consistently reduce shortfalls and downtime risks without investing in
excessive stock levels.

Frequently asked questions

What does service level mean in simple terms?

The service level indicates to what percentage the demand for goods or parts is met completely and on
time. A service level of 97 per cent means that out of 100 demand cases, 97 are fulfilled without
shortfalls or delivery delays. The remaining 3 per cent result in partial deliveries, delays or stockouts.

How do you calculate the service level?

With the beta service level, the delivered quantity is divided by the ordered or required quantity and
multiplied by 100. With the alpha service level, only order items fulfilled completely and on time are
counted. The exact formula and counting rules, such as the treatment of partial deliveries, should be
defined as binding internal standards within the company.
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What is a good service level?

In industry, typical target values range between 95 and 99 per cent depending on the material group.
Critical parts with long replenishment lead times justify values of 99 per cent or more, while standard
commodities with several suppliers are often adequately covered at 95 per cent. The decisive factor is
weighing this against capital tied up and downtime costs.

What is the difference between the alpha and beta service level?

The alpha service level evaluates entire order items or orders and treats a partial delivery as unfulfilled.
The beta service level measures by quantity and recognises partial deliveries proportionally. Alpha is
stricter and is suitable for customer-facing supply, beta for internal inventory planning.

How does the service level relate to safety stock?

A higher target service level typically requires a higher safety stock to hedge against fluctuations in
demand and lead times. The relationship is progressive: the last percentage points of service level cost
disproportionately more capital. The target value should therefore be set specifically per material group
rather than across the board.
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