AMPLIFA PROCUREMENT GLOSSARY

Inventory Coverage: A Metric for Supply
Availability and Capital Tied Up

Inventory coverage indicates how many days or weeks a company can cover its demand for
materials and goods solely from existing warehouse stock. It is one of the central operational
metrics in procurement and logistics because it directly weighs up supply availability against capital
tied up. For buyers, it serves as an early-warning indicator of supply risks and as a control variable
for ordering policies, safety stock and S&OP processes.

Key facts

* Inventory coverage relates average warehouse stock to daily consumption and is typically stated in
calendar days.

» Target values depend heavily on industry, lead time and criticality; in practice, target coverage for
C-parts is often 60 days or more, for A-parts frequently only a few days.

» Excessive coverage ties up working capital and increases warehousing and obsolescence risks,
while insufficient coverage jeopardises supply availability.

« The metric should be evaluated differentiated by material class, storage location and ABC class, as
averages conceal important distortions.

* In conjunction with the service level and Days Inventory Outstanding (DIO), inventory coverage
provides the basis for balanced ordering policies.

* Reliable master data and good data quality are prerequisites; a data quality report helps make errors
in stock and consumption management visible.

Definition: Inventory Coverage

Inventory coverage describes how long the current warehouse stock will cover expected demand before
replenishment is needed. It is usually expressed in days and calculated as the ratio of stock to average

daily consumption. As a dynamic metric, it responds both to stock changes and to demand fluctuations,

making it a central control parameter in material planning.

Calculation Principles

The classic formula is: inventory coverage = available stock + average daily consumption. For daily
consumption, an average of the last weeks or months is often used; in more detailed planning systems,
the forecast gross requirement from detailed planning is applied. It is crucial that stock and consumption
are considered at the same level — for example, item and plant level — otherwise systematic distortions
arise.

» Available stock: physical stock minus reserved quantities, plus open purchase orders depending on
the perspective

« Consumption basis: historical average or forecast requirement from detailed planning

< Output level: item, material group, storage location or supplier
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Distinguishing from Related Metrics

Inventory coverage is a forward-looking supply metric, whereas Days Inventory Outstanding (DIO)
reflects the average storage duration of the past on an annual average. Inventory turnover, by contrast,
describes the frequency of replenishment ordering, and the service level measures the probability that
demand can be met from stock. Only the interplay of these metrics provides a reliable picture of stock
management.

Methods and Approaches for Controlling Inventory Coverage

Controlling inventory coverage begins with a clean classification of the product range according to ABC
and XYZ criteria. On this basis, ordering policies, safety stocks and target coverage are defined and
regularly monitored. The process links operational planning activities with the tactical alignments in the
S&OP cycle.

ABC/XYZ Analysis as a Starting Point

A-items with high value but stable consumption typically receive low target coverage and tight planning,
while C-items with low value and irregular demand are managed with higher coverage and reorder point
procedures. X-items (steady consumption) are suited to automatic replenishment rules, Z-items
(sporadic demand) to demand-driven individual procurement. This classification should be updated at
least annually, as consumption patterns change.

Deriving Safety Stock and Target Coverage

Target coverage results from lead time, supplier delivery reliability and the required service level. The
longer and more uncertain the replenishment lead time, the higher the necessary safety stock — and the
greater the difference between minimum and maximum coverage. In practice, minimum and maximum
coverage levels are often used, with planning raising an alert when they are breached.

Integration into S&OP and Detailed Planning

While detailed planning controls procurement capacities and order proposals at week level, the S&OP
cycle sets coverage targets on a binding monthly basis. This ensures that sales planning, production

and procurement follow the same stock philosophy. Deviations from target coverage are a standard topic
in S&OE meetings, where short-term disruptions in day-to-day business are addressed.

Key KPIs Around Inventory Coverage

Inventory coverage is embedded in an interplay of supply metrics and capital-tied-up metrics. Anyone
who optimises only coverage quickly optimises past the actual objective. It should therefore always be
assessed together with service level, DIO and inventory accuracy.

Supply Metrics

The service level (cycle service level or fill rate) quantifies how reliably demand is met from stock.
Supplier delivery reliability determines how long the required coverage actually needs to be. A dunning
run on overdue purchase orders protects coverage operationally, as impending shortfalls are detected
early. In an emergency — for example, quality problems — a stop shipment can suddenly derail the
planned coverage calculation and must be factored into buffer considerations.
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Capital Tied Up and Stock Quality

Days Inventory Outstanding (DIO) shows how much capital is tied up in the warehouse; inventory
coverage provides the operational explanation for its level. Inventory record accuracy determines
whether the calculated coverage reflects the real situation — in practice, it is typically above 95 per cent
in well-run warehouses. Below this threshold, all derived planning decisions lose reliability.

Process Metrics in Goods Receipt

Throughput times in goods receipt influence how quickly open purchase orders become available and
feed into the coverage calculation. Long put-away times mean that seemingly available replenishment is
not yet physically available. The metric should therefore be reported separately for book stock and
physically available stock.

Risks and Controls in Inventory Coverage

Poorly controlled coverage causes either supply failures or unnecessary capital tied up. Typical risks lie
in faulty master data, unrealistic consumption figures and a lack of coordination between procurement,
planning and sales. Controls must therefore target data quality, process discipline and alignment.

Data Quality and Master Data Maintenance

Without reliable consumption data, correct bills of material and up-to-date lead times, every coverage
calculation is worthless. A regular data quality report makes systematic errors visible — for example,
outdated planning parameters, duplicate item numbers or incorrect base quantities. In practice, a
considerable proportion of apparent stock problems are in fact master data problems.

Obsolescence and Capital-Tied-Up Risk

Excessive coverage for long-lived or technology-driven items leads to obsolescence and write-down
risks. Particularly for electronics and semiconductors, excess stock can become worthless within a short
time. Countermeasures: reduced target coverage for risk items, defined returns and take-back
processes, and regular stock valuations with expiry classes. Incoterms such as FOB also influence the
transfer of stock and thus the point at which goods enter the company's own coverage.

Supply Chain Risks and Contractual Aspects

For critical sole sources, higher coverage can deliberately serve as a safeguard — complementing risk
diversification across several suppliers. Contractually, commitment periods for price commitments and
binding offers should be taken into account, so that excessive order quantities for coverage purposes do
not fail due to outdated prices or expired commitments. For emergencies, a disaster recovery (DR) plan
is recommended, defining which items are held with increased safety coverage.

Current Developments: Digitalisation and Sustainability

The control of inventory coverage is shifting increasingly from static monthly evaluations to dynamic,
data-driven processes. Digital procurement platforms and integrated planning systems reduce latencies
and make short-term coverage control practicable. At the same time, sustainability and reporting
obligation topics are moving into the focus of stock valuation.

Digital Procurement and Automation
E-procurement in purchasing shortens throughput times from demand natification to order and thus
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reduces the required coverage. Standards such as cXML enable automated catalogue and ordering
processes directly from the ERP system. The shorter the ordering and goods receipt processes, the
lower the target coverage can be set at a constant service level — a direct lever for working capital
optimisation.

Sustainability and Reporting Obligations

Warehouse stock causes resource consumption, space utilisation and ultimately CO2e emissions,
which are increasingly subject to reporting under the Corporate Sustainability Reporting Directive
(CSRD). Deliberately managed coverage reduces excess stock and thus also the emissions and
indebtedness footprint of the warehouse. This links the classic stock metric with sustainability reporting.

From Metric to Process Optimisation

Leading companies do not view inventory coverage as an isolated figure but as a starting point for
process optimisation in procurement: shorter throughput times, better supplier collaboration and more
precise demand forecasts. Approaches such as should-costing also provide indirect support, because
transparent cost structures enable better lot sizes and ordering policies. The trend is towards continuous
coverage reviews rather than annual stock inventories.

Typical metrics

Inventory coverage (average): 30—90 days
Industry-dependent; machinery and plant engineering often 60-120 days, retail considerably lower

Target coverage A-items: 5-20 days
Critical A-parts with low coverage but high procurement certainty

Target coverage C-items: > 60 days
Low-value items with high coverage to reduce planning effort

Inventory accuracy: > 95%
Prerequisite for reliable coverage calculations

Days Inventory Outstanding (DIO): 60—120 days
Capital-tied-up perspective; to be assessed in the context of coverage targets

Practical Example

A mid-sized machinery manufacturer with around 25,000 active items found that although an average
inventory coverage of 85 days suggested high supply availability, shortages of critical purchased parts
nevertheless occurred repeatedly. A differentiated analysis showed: A-parts were sometimes at only 12
days of coverage, while C-parts had more than 200 days tied up. By realigning ordering policies based
on ABC/XYZ classification and introducing weekly coverage reviews, the company was able to reduce
overall coverage to around 65 days within 18 months without deteriorating the service level.

» Target coverage defined per material class and planning parameters systematically updated
* Weekly coverage monitoring with alerting when minimum coverage is breached

- Data quality report established that makes master data errors visible monthly

» Targeted risk diversification for critical sole sources and increased safety coverage agreed
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Conclusion

Inventory coverage is more than a simple stock metric: it translates capital tied up into supply security
and makes the conflicting goals between procurement, production and sales measurable. What matters
is a differentiated view by material class rather than a single average value. Those who consistently
anchor coverage targets in S&OP and detailed planning and regularly review data quality can release
capital without jeopardising supply availability. In practice, even a moderate level of discipline in master
data and reviews pays off quickly.

Frequently asked questions

How do you calculate inventory coverage?

Inventory coverage is calculated as available stock divided by average daily consumption, usually
expressed in calendar days. Alternatively, the forecast requirement from detailed planning is used as the
consumption basis. It is important that stock and consumption are considered at the same
organisational level.

What inventory coverage is optimal?

There is no universally optimal coverage level; it depends on lead time, delivery reliability, the value of
the item and the required service level. In practice, 60 days or more is common for C-parts, while for
critical A-parts it is often only a few days to weeks. It makes sense to set a target coverage per material
class rather than a single global value.

What is the difference between inventory coverage and Days Inventory Outstanding?

Inventory coverage is a forward-looking metric indicating how long the current stock will cover future
demand. Days Inventory Outstanding (DIO), by contrast, measures retrospectively how many days stock
was tied up on average. The two complement each other: DIO shows capital tied up, while coverage
shows the supply situation.

How can inventory coverage be reduced?

Key levers are shorter and more reliable lead times, automated ordering processes via e-procurement,
improved demand forecasts, and smaller, more frequent orders. A sound ABC/XYZ classification with
tailored ordering policies also reduces excess stock. The prerequisite is high inventory accuracy and
well-maintained master data.

What do high and low inventory coverage mean?

High coverage means high availability, but also high capital tied up, warehousing costs and
obsolescence risks. Low coverage saves capital but increases the risk of shortages and production
stoppages. The right balance is defined via the target service level and delivery reliability.

What role does inventory coverage play in S&OP?

In the S&OP cycle, coverage targets are agreed as a stock philosophy between sales, production and
procurement. Deviations and short-term disruptions are handled in S&OE. This ensures that stock
buffers and sales planning are consistent.
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