AMPLIFA PROCUREMENT GLOSSARY

ABC/XYZ Classification Cycle: Systematically
Evaluate and Steer Item Master Data

The ABC/XYZ classification cycle describes the regular repetition of the combined value analysis
(ABC) and demand variability analysis (XYZ) across the company's own item portfolio. It ensures
that replenishment parameters, strategically sourced supplier relationships and warehouse
strategies are not based on outdated data, but are continuously adapted to changing sales and
procurement situations. For buyers, it is a central instrument for concentrating steering resources
where they have the greatest leverage on working capital and delivery performance.

Key facts

» The cycle combines the value-side ABC analysis with the variability-side XYZ analysis into a
nine-field matrix.

« Typically, a complete reclassification is carried out once per year, supplemented by rolling short
reviews each quarter.

* A-Xitems (high value, plannable) are suited to framework supply agreements and just-in-time
supply; C-Z items to automatic replenishment or VMI.

« Classification criteria, time windows and thresholds should be defined and documented individually
per company.

* The cycle links demand planning, warehouse strategy and supplier selection into a consistent
control loop.

» Results feed directly into safety stocks, replenishment proposals and sourcing decisions.

Definition: ABC/XYZ Classification Cycle

The ABC/XYZ classification cycle is the firmly defined, recurring process by which all items or material
numbers are re-evaluated with regard to their value share (ABC) and their demand structure (XYZ). The
result is a nine-field matrix from which automatable replenishment rules are derived.

ABC Dimension: Value Share and Criticality

ABC analysis ranks items by their annual consumption value or procurement value. A items typically
account for around 70 to 80 per cent of the total value with only 10 to 20 per cent of the number of
items, with B and C items following with a decreasing value share. In practice, the pure value view is
often supplemented by criteria such as criticality, replacement lead time or single-sourcing risk, so that
items of low value but critical to supply are also correctly classified.

XYZ Dimension: Demand Structure and Forecast Quality

XYZ analysis evaluates the predictability of demand. X items show steady, easily forecastable
consumption, Y items are subject to known fluctuations such as seasonality or order cycles, and Z items
show sporadic or barely forecastable demand. The class boundaries are usually defined using the
coefficient of variation of historical demand. An outlier filter is important: promotional items or project
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remnants should not systematically distort the cycle.

Methods and Approach in the Classification Cycle

A robust cycle follows a fixed sequence: preparing the data basis, automated pre-classification, expert
plausibility checking, approval and derivation of measures. It is typically part of an overarching
source-to-pay (S2P) process, as its results feed directly back into sourcing and purchasing operations.

Define the Data Basis and Time Window

The basis is consistent master data, a clean movement data history (ideally 12 to 24 months) and
defined review horizons. Cancelled orders, regionally induced outliers and one-off project demands are
excluded or separately flagged. Where several plants are considered at the same time, a decision must
be made as to whether classification takes place at plant, segment or group level — this significantly
influences safety stocks and transfer strategies.

Building the Matrix and Deriving Replenishment Rules

Crossing the ABC and XYZ classes produces the nine-field matrix with clear recommendations for
action: A-X items receive tight supply integration and high service levels, A-Z items high safety stocks
and close personal availability, C-Z items automatic order proposals with minimum order quantities.
Every class should have a defined strategy for safety stock, replenishment lead time, lot size and
supplier retention.

Rolling Rather Than One-Off Process

A two-stage rhythm has proven effective: a complete reclassification once per year and quarterly delta
reviews in which only items with changed classes or new items are examined. This keeps the cycle
manageable, even with tens of thousands of material numbers.

Key KPIs in the ABC/XYZ Classification Cycle

The effect of the cycle is reflected in a few clearly attributable indicators. They should be reported per
plant and month and discussed in regular review meetings with planning and procurement.

Forecast Quality and Service Level

The central performance indicators are forecast accuracy and the service level per ABC/XYZ class. In
practice, target values of over 98 per cent service level are common for A-X items, while C-Z items are
often deliberately managed with lower targets and safety expedite practices. Separate evaluation is
important, as an average figure masks the weak fields.

Inventory and Procurement Indicators

These indicators are accompanied by capital tied up, inventory coverage and coverage dispersion per
class. An effective cycle shows itself in stocks falling in the C segment while delivery performance in the
A segment remains stable. The share of automatically replenished positions and the number of manual
interventions in replenishment proposals also indicate the quality of the rules.

Risks and Controls in the ABC/XYZ Classification Cycle

The greatest risks lie less in the methodology than in maintenance, acceptance and data quality.
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Without clear responsibilities, classifications quickly become outdated and lose their steering effect.

Data Quality and Outliers

Faulty movement data, duplicate material masters or missing consumption postings distort the class
formation. Controls include sample checks before approval, defined outlier rules and documented
exception handling for new parts, spare parts and slow movers. Reconciliation with sales data is also
important: a reliable sales forecast can deliberately override XYZ classifications, provided this is
provided for in the process.

Organisational Acceptance

Classifications only have an effect if planners and buyers apply them. Common mistakes are overly
granular classes, frequently changing thresholds and a lack of consequences for non-compliance.
Helpful measures include clear approval processes with named roles, a sparing allocation of exceptions
and periodic checks of whether actual ordering practice matches the classification.

Interfaces to Sourcing and Contracts

The class results should feed into supplier evaluation and contract design: A items merit intensive
supplier relationships, vetted framework supply agreements and possibly larger sourcing levers, while C
items are handled via catalogue solutions, trading intermediaries or consolidation. Insurance and
preference calculations also benefit from clean master data per class.

Current Developments in the ABC/XYZ Classification Cycle

Technically, the cycle is moving away from static Excel analyses towards automated, data-driven
processes. In terms of content, the link with supplier and risk management is gaining in importance.

Automation and Intelligent Replenishment

Modern ERP and planning systems calculate ABC/XYZ classes on a rolling basis and automatically
update replenishment parameters. Machine learning approaches complement the classical variance
analysis with pattern recognition, for example for seasonal or trend-driven items. Traceability remains
important: fully automated reclassification without expert plausibility checking frequently creates
acceptance problems.

Risk and Supplier Perspective

In many companies, the classical matrix is extended by a risk dimension that takes account of supplier
concentration, procurement markets and geopolitical dependencies. This makes visible that a C item
with a single-source supplier may nonetheless be critical. In addition, transparency requirements such
as traceability along the supply chain are gaining weight, so that classification increasingly also takes
compliance-oriented criteria into account.

Typical metrics

Service level by class: A-X: >98%
Typical benchmark for plannable A items; deliberately lower for C classes.

Forecast accuracy: 80-95%
Depending on demand class; Z items often significantly below this.
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Share of A items in value: 70-80%
Usual benchmarks at 10-20% of the number of items.

Execution cycle: Annually + quarterly
Complete reclassification plus delta reviews.

Practical Example

A mid-sized mechanical engineering company with around 30,000 material numbers had last classified
its items five years ago and managed replenishment largely manually. Empty casings in the A segment
existed alongside high stock levels of value-irrelevant purchased parts. The introduction of a quarterly
ABC/XYZ classification cycle visibly changed this picture.

 Introduction of a rolling cycle: annual full classification plus a quarterly delta review with defined
approval levels.

« Derivation of replenishment rules per matrix field, e.g. higher safety stocks and tight framework
supply agreements for A items, automatic replenishment for C-Z positions.

+ Linking the class results to supplier selection, including targeted consolidation of C items with a
small number of trading suppliers.

» Monthly KPI review covering forecast quality and capital tied up, conducted jointly by procurement,
planning and sales.

Conclusion

The ABC/XYZ classification cycle combines two proven analysis methods into a continuous steering
instrument for replenishment, warehousing and sourcing. Its value arises not from the one-off analysis
but from the reliable rhythm of reclassification, plausibility checking and derived measures. Prerequisites
are clean master data, clear responsibilities and rules that are accepted in day-to-day business. Those
who consistently link the cycle with KPIs such as service level, forecast quality and capital tied up create
a solid foundation for delivery performance and working capital. It therefore belongs in the standard
toolkit of every professionally organised industrial procurement function.

Frequently asked questions

What does ABC/XYZ analysis mean in procurement?

The combination of ABC and XYZ analysis evaluates items simultaneously by their value share (A, B, C)
and their demand variability (X, Y, Z). This produces a nine-field matrix that allows conclusions to be
drawn about the replenishment approach, safety stock and supplier strategy for each item. In
procurement, it serves to concentrate care and resources where value and risk are highest.

How often should an ABC/XYZ classification be carried out?

In practice, a rolling approach has proven effective: a complete reclassification once per year,
supplemented by quarterly delta reviews in which only changed or new items are examined. In markets
with high dynamics or strongly fluctuating business, shorter intervals may also make sense. What
matters is that the rhythm is documented and binding.

Which classes exist in the ABC/XYZ matrix?

The matrix consists of nine fields: three value classes (A = high, B = medium, C = low value share)
combined with three demand classes (X = steady, Y = fluctuating, Z = sporadic). Typical strategies range

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/abc-xyz-klassifizierungszyklus



from just-in-time supply for A-X items to automated minimum stock replenishment for C-Z items.
Companies define the specific thresholds individually.

What data is needed for an ABC/XYZ classification?

What is needed is a clean material master, consumption or sales data from the last 12 to 24 months,
procurement costs, and information on replenishment lead time and supply criticality. Outliers such as
project materials or one-off large orders should be excluded. In experience, data quality is the most
common stumbling block when introducing the process.

What is the difference between ABC analysis and XYZ analysis?

ABC analysis looks at the significance of an item, usually measured by its annual consumption value.
XYZ analysis looks at the predictability of demand, i.e. how steady or volatile consumption is. Only the
combination of both dimensions enables differentiated decisions, because a high-value item with stable
demand needs to be managed differently from a high-value item with sporadic demand.

What are the benefits of the ABC/XYZ classification cycle?

It leads to more effective replenishment rules, lower stock levels combined with higher service levels,
and a focused use of procurement resources. It also creates transparency about the item structure and
strengthens the negotiating position vis-a-vis suppliers, as critical positions are systematically identified.
In the long term, it improves collaboration between procurement, planning and sales.
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