AMPLIFA PROCUREMENT GLOSSARY

Warehousing: Costs, Strategies and Control
of Inventory in Industrial Procurement

Warehousing means bringing in and permanently holding goods, raw materials, semi-finished and
finished parts in a warehouse. For industrial buyers it is not merely a logistics topic but a cost and
liquidity factor with a direct impact on the cash-to-cash cycle. This article explains the terms,
methods, KPIs and risks of warehousing from a buyer's perspective.

Key facts

« Warehousing means the physical receipt and management of goods in a warehouse until the point
of demand.

« Inventory ties up capital and typically increases total costs by 15-25% of the inventory value per
year.

« Consignment stock, vendor managed inventory and cross docking reduce capital tied up on the
buyer's side.

« Safety and minimum stock levels secure supply availability but create holding and loss risks.

» KPIs such as inventory turnover, inventory coverage and inventory accuracy are central control
variables for procurement.

« Storage obligations and liability with third-party warehouses must be clearly regulated contractually.

Definition: warehousing

Warehousing is the process by which incoming goods are physically accepted, identified, placed at the
designated storage location and recorded in the stock management system. It also covers the
subsequent management of the stock until it is withdrawn for consumption or dispatch.

Distinction from storage and picking

Strictly speaking, warehousing (putaway) is only the admission of goods into the warehouse; storage
describes the entire period of holding goods, and picking describes their withdrawal. In procurement
practice, the terms are often used synonymously when it comes to inventory holding. What matters for
buyers is the difference between tying up capital through own inventory or the supplier carrying the
inventory, as in consignment stock or just-in-time delivery.

Warehousing within procurement processes

Warehousing is the interface between goods receipt, quality inspection and demand coverage. Only
after successful inspection, for example based on the declaration of conformity or received inspection
documents, should goods be transferred to usable stock. Blocked stock and complaints should ideally
run through a structured claim management process so that inventory and invoice data remain
accurate.
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Legal and contractual foundations

With in-house warehousing, the buyer bears the physical risk; with third-party warehouses or
consignment models, warehousing contract and custody rules apply. Retention of title by the supplier,
transfer of risk and insured value should be clarified in the framework agreement. As provisions vary
depending on legal form and country, case-by-case review by qualified professionals is advisable.

Methods and approach to warehousing

The choice of warehousing concept determines capital tie-up, space requirements and supply
availability. The head of procurement decides on the warehousing strategy, ordering policies and
supplier collaboration.

In-house warehousing versus external warehouses

With in-house warehousing, the buyer retains full control over availability and quality status but bears
rent, staff, cost of capital and shrinkage risk. External or supplier warehouses shift fixed costs into
variable costs and relieve the balance sheet. In practice, the value and rule-based inbound flow often
decides: high-frequency A items tend to be held close to the point of consumption, rare C items in the
central or external warehouse.

Consignment stock and vendor managed inventory

With consignment stock, the goods are physically at the buyer's premises but remain the supplier's
property until withdrawn. Vendor managed inventory goes one step further: the supplier monitors stock
levels and reorders sustainably on its own initiative. Both models improve the buyer's cash-to-cash cycle
and strengthen supply availability, but require high data quality and clear contractual provisions on
withdrawal reporting, settlement and liability.

Warehousing strategies in warehouse operations

Fixed placement, chaotic warehousing (free placement) and zoning strategies determine picking routes
and inventory transparency. In practice, chaotic warehousing supported by a warehouse management
system achieves high space utilisation rates and short putaway times. For standardised series parts,
just-in-time delivery or cross docking complement inventory holding, as goods reach production or
dispatch directly without intermediate storage.

Key KPIs for controlling warehousing

Without reliable KPIs, inventory management remains guesswork. Procurement should steer
warehousing together with logistics and controlling using a few stable KPIs.

Inventory turnover and inventory coverage

Inventory turnover sets annual consumption in relation to average inventory; inventory coverage shows
how many days of demand the stock will cover. Typical benchmarks vary widely by industry: series
production often achieves higher turnover than plant engineering with spare parts inventories. Rising
coverage without a known cause is an early warning signal of forecast deviations or excessive order
quantities.

Inventory accuracy and stocktaking variances

Inventory accuracy compares target and actual stock levels per item; in practice, values above 98% are
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regarded as desirable. Discrepancies cause shortages, emergency procurement and incorrect invoice
verification. Perpetual inventory taking at goods receipt and for critical items reduces the effort and
improves the data basis for e-procurement and automatic replenishment planning.

Cost KPIs and capital tie-up

Warehousing costs typically consist of cost of capital, warehouse space, handling, insurance and
shrinkage; usual benchmarks are 15-25% of the average inventory value per year. The cash-to-cash
cycle shows how long capital is tied up between paying the supplier and receiving payment from the
customer. Price increases, for example through raw material surcharges, automatically raise the value of
warehoused stock and thus these costs.

Risks and controls in warehousing

Warehousing creates risks across value, quality and time. Procurement must identify these
systematically and limit them through contractual and organisational controls.

Obsolete stock and loss of value

Stock that is no longer usable — for example due to product changes or obsolete interfaces — ties up
capital and generates disposal costs. A regular obsolescence analysis by item group, combined with
close forecast management and coordination with design and sales, reduces legacy stock. Minimum
stock levels should only apply to items with genuine supply relevance and demonstrable demand
stability.

Quality loss and warehouse liability

Storage time can impair quality: humidity, temperature, degradation of adhesives, seals or electronics.
Shelf-life and batch data must be maintained in the system, first-in-first-out implemented and inspection
intervals monitored. With third-party warehouses, the contract clarifies liability limits, insurance cover
and burden of proof; damage is handled via defined complaint and claim management processes.

Supplier and process dependencies

Anyone warehousing large volumes from a single supplier creates dependency and loses negotiating
scope. A preferred supplier programme with defined reserve sources and agreed service levels on
delivery performance mitigate this risk. For new products, a pilot project with the supplier or a
procurement proof of concept is sensible before fixed minimum stock quantities are contractually
committed.

Current developments: digitalisation and resilience

Warehousing is being transformed by automation, data platforms and a new understanding of supply
security. Buyers should actively translate these trends into their warehousing and procurement strategy.

Automation and digital warehouse management

Warehouse management systems, barcode and RFID capture, automated small-parts storage systems
and picking support systems reduce error rates and staffing costs. The prerequisite is a clean master
data foundation: dimensions, weights, hazard classification and storage regulations must be maintained
digitally. Coupling with e-procurement platforms accelerates goods receipt, invoice verification and
inventory valuation.
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Resilience instead of pure leanness

The experience of supply chain disruption has partly rehabilitated inventory. Rather than blanket stock
reduction, many companies rely on differentiated safety stock for critical items and bilateral agreements
on stockholding at the supplier. Contracts with price adjustment clauses and traceable price formation
facilitate long-term stockholding agreements, as cost developments are reflected transparently.

Sustainability and regulation in the warehouse

Packaging and the circular economy are gaining importance: requirements from the packaging
regulation, such as PPWR declarations of conformity for packaging, influence warehousing, handling
and disposal. In addition, the documentation requirements for proof of origin and compliance
requirements are increasing. Buyers should incorporate warehousing and packaging requirements early
into supplier evaluation and framework agreements.

Typical metrics

Inventory accuracy: > 98%
Target-actual match per item; practical benchmark, varies by industry

Inventory turnover: 4-12 per year
Industry-dependent; manufacturing with standard parts higher, spare parts warehousing significantly lower

Inventory coverage: 20-90 days
Differentiate the target value by item class; investigate increases without underlying demand

Warehousing cost ratio: 15-25% p.a.
Share of average inventory value; includes capital, space and shrinkage costs

Stocktaking variance: < 1%
Value variance in perpetual inventory; critical for shortage risk

Practical example

A medium-sized mechanical engineering company with around 120 active suppliers struggled with
growing inventories and frequent material shortages at the same time. The analysis showed: standard
parts were being overstocked while critical long-lead-time parts were missing. Within one year, the
warehousing strategy and supplier models were realigned.

 Introduction of consignment stock with the five most important catalogue parts suppliers to reduce
capital tie-up

 Differentiated safety and minimum stock levels only for critical A and B items with a validated
demand forecast

» Perpetual inventory taking at goods receipt to raise inventory accuracy above 98%

 Integration of forecast management with sales and production planning to avoid obsolete inventory

Conclusion

Warehousing is far more than a logistics process: it decisively shapes the capital tie-up, supply
availability and cost structure of an industrial company. Buyers should regard warehousing strategy,
ordering policy and supplier models as one unit and steer them using a few stable KPIs. Consignment
models, cross docking and just-in-time delivery relieve working capital but require reliable data and clear
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contracts. Risks such as obsolescence, quality loss and supplier dependency can be managed through
differentiated inventory policies and structured claim management. Those who steer warehousing
strategically turn a cost monster into a competitive advantage.

Frequently asked questions

What does warehousing mean?

Warehousing (putaway) is the physical receipt of goods into a warehouse together with entry in the
stock management system. It covers acceptance, identification, placement and booking up to the later
withdrawal from stock. For procurement, the key questions are who carries the inventory and how much
capital is thereby tied up.

What does warehousing cost per year?

In practice, a rule of thumb is 15-25% of the average inventory value per year. This includes cost of
capital, warehouse space, handling, insurance and shrinkage. The exact figure depends heavily on the
industry, item value and turnover frequency.

What is consignment stock?

With consignment stock, the goods are physically stored at the buyer's premises but remain the
supplier's property until withdrawn. The buyer only pays at the point of withdrawal, which improves the
cash-to-cash cycle. This requires clear contractual provisions on withdrawal reporting, liability and
settlement.

How do you calculate the minimum stock level?

The minimum stock level typically covers demand during the replenishment lead time plus a safety
stock. Input factors are average consumption, delivery lead time, fluctuations in demand and the
supplier's delivery reliability. The values should be reviewed regularly using current forecast data.

Which KPlIs are relevant for warehousing?

Key metrics are inventory turnover, inventory coverage (days of supply), inventory accuracy, the
warehousing cost ratio and the supply availability of critical items. In addition, the cash-to-cash cycle
shows capital tie-up across the entire chain. Benchmarks vary considerably by industry and should be
assessed as a trend, not as absolute figures.

When is cross docking worthwhile instead of warehousing?

Cross docking pays off for high-volume, plannable quantities that can be forwarded directly without
intermediate storage. It requires reliable advance shipping notifications, high delivery reliability and short
transport routes. With unpredictable demand or critical spare parts, classical warehousing is usually the
safer solution.
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