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AMPLIFA PROCUREMENT GLOSSARY

Inventory KPIs: Metrics for Controlling
Inventory Levels and Capital Tied Up
Inventory KPIs are quantitative measures with which companies evaluate and control the

performance of their inventory management. They make inventory levels, turnover speed, capital

tied up and service level comparable and form the basis for ordering policy, safety stock and

working capital optimisation. In technical procurement, they are a central control instrument

between supply availability and capital tied up.

Key facts
• Inventory KPIs quantify inventory levels, turnover, availability and capital tied up in stock.

• The inventory turnover rate typically shows how often an inventory is sold or consumed per year.

• The inventory coverage figure indicates the period over which the current inventory covers demand.

• The core objective is balancing delivery capability (service level) against minimal capital tied up.

• Inventory KPIs interact closely with lead time, safety stock and call-off processes such as the annual

call-off.

• In practice, they are frequently evaluated monthly or quarterly by warehouse location, product group

and ABC class.

Definition: inventory KPIs
Inventory KPIs are defined measures that map the state and efficiency of inventory management in

figures. They include stock quantities (volume, value), dynamic measures (turnover, coverage) and

quality measures (availability, inventory accuracy).

Distinction from general logistics metrics

Inventory KPIs primarily look at the stock at the warehouse location, while general logistics metrics also

include transport, picking or carrier performance. In practice, the two areas overlap, as inventory levels

always depend on delivery and transport times. What matters for technical procurement is the interface:

order quantities, call-offs and supplier delivery reliability significantly shape the inventory KPIs.

Why procurement needs inventory KPIs

For buyers, inventory KPIs are the objective basis for tendering processes with suppliers, for volume

pooling and for setting purchase commitments. Those who know inventory coverage and turnover

recognise oversized safety stock and can renegotiate order intervals or minimum purchase quantities. In

addition, targets from the commodity strategy can be translated directly into inventory targets per

product group.

Methods and approach for determining metrics
Sound inventory KPIs presuppose clean master data, consistent valuation rules and a defined
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evaluation cycle. In practice, the build-up is gradual: clarify the data basis, define the metrics, assign

responsibilities and agree targets at each level.

Data basis and period delimitation

The basis is movement data from the inventory management system or ERP: goods receipts, goods

issues, open orders and reservations. A uniform period delimitation is important – point-in-time inventory

at month end or average inventory over twelve months – as the two approaches yield different results.

Average inventory is frequently preferred because it smooths out seasonal fluctuations.

ABC and XYZ analysis as a filter

Before evaluation, items are typically classified by consumption value (ABC) and consumption pattern

(XYZ). A items receive tight control with short coverage targets, while C items are managed with larger

inventories and less frequent planning runs. Inventory KPIs are thus not interpreted across the board

but by item class – experience shows that a uniform turnover target across the entire range leads to

mismanagement.

Responsibilities and target agreements

Inventory KPIs only work if targets are agreed as binding: procurement is responsible for delivery times

and call-off policy, logistics for inventory levels, and sales for planning quality. In companies with a

supplier day or regular supplier meetings, inventory targets can be anchored directly in delivery

agreements and purchase commitments. In addition, bonus agreements can create incentives for high

delivery reliability, which in turn allows smaller safety stock.

Key KPIs of inventory metrics
Practice uses a manageable set of KPIs covering inventory levels, dynamics, availability and accuracy.

The combination is essential: a single metric almost always leads to misinterpretation.

Turnover, coverage and capital tied up

The inventory turnover rate is typically calculated as sales or consumption divided by average inventory.

Its reciprocal is the average inventory holding period; inventory coverage relates the current inventory to

planned demand. Capital tied up results from the inventory value plus any allocated inventory costs and

is a key figure for working capital.

Service level and availability

The service level measures what proportion of demand can be met from stock – in practice often as

delivery reliability or delivery readiness with target values above 95 per cent. High availability costs

inventory; it is therefore controlled differently by item class. A items typically receive higher target

service levels than discontinued items.

Inventory accuracy and inventory health

Inventory accuracy (stocktaking or cycle count deviation) shows whether system inventory and physical

inventory match. In addition, structural metrics have become established, such as the share of

slow-moving or obsolete inventory (dead stock) and the composition by ABC class. They reveal where

capital is permanently tied up without creating value.
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Risks and controls in inventory management
Misinterpreted or isolated inventory KPIs create considerable risks: supply failures, obsolescence and

distorted reporting values. Controls must therefore address data quality, the target system and supplier

risks together.

Typical interpretation errors

A high turnover can mean efficiency – or be a sign of under-supply and impending production

standstills. Conversely, a low turnover can be strategically intended, for example for safety stock of

critical parts with long lead times. Inventory KPIs should therefore always be assessed for risk together

with service level, delivery reliability and scenario planning.

Data quality and process controls

Without clean master data, inventory KPIs are worthless: incorrect units of measure, missing transfers

or unmaintained planning parameters distort every evaluation. Proven controls are cycle counts, quality

gates in data maintenance processes and defined containment for inventory errors, i.e. immediate

limitation and correction rather than a subsequent full stocktake.

Supplier-side influencing factors

Inventory levels depend directly on delivery reliability and lead times. When deadlines are met, safety

stock falls; in the event of failures it rises – or production interruption looms. Instruments such as

supplier RTO (required time of order, i.e. binding replenishment time), quality gates in inbound logistics

and structured management of supplier cyber risk secure the data and material availability on which the

metrics rest.

Current developments in inventory KPIs
Automation, AI-supported inventory planning and sustainability requirements are changing how

inventory KPIs are collected and used. The trend is moving away from static monthly reports towards

continuous, granular evaluations.

Automated data preparation

Tools for automatic spend classification and automated commodity group assignment shorten the path

from raw data to meaningful metrics. This makes evaluations more frequent, more granular and less

dependent on individuals. The prerequisite remains verified data quality; automation does not replace

process discipline.

Scenario-based inventory planning

In view of supply chain disruptions, more companies are using risk-based scenario planning: they

simulate how inventory and coverage develop in the event of supply failures, demand peaks or extended

lead times. Inventory KPIs serve as starting values and as early indicators in ongoing operations.

Sustainability and reporting obligations

Inventories tie up not only capital but also resources: overstock means unnecessarily produced

quantities and thus higher Scope 3 emissions in one's own value chain. Increasingly, inventory targets

are therefore also assessed from a sustainability perspective. Tax and balance sheet aspects of

inventory valuation (for example in the case of write-downs for dead stock) must also be examined on a
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case-by-case basis.

Typical metrics
Inventory turnover rate: typically 6–12 per year
strongly dependent on industry and product group, only meaningful in comparison

Inventory coverage: commonly 30–90 days
differentiate target values by ABC class

Service level / delivery readiness: > 95 %
critical A items typically with higher targets

Inventory accuracy: > 98 %
determined via cycle counting; the basis of any evaluation

Dead stock share: < 5 % of inventory value
benchmark; check deviations for obsolescence

Practical example
A mid-sized mechanical engineering company discovers in an evaluation that purchased C-class parts

bind over 40 per cent of inventory value, while critical A parts repeatedly cause production stoppages.

The procurement team corrects the planning parameters, negotiates shorter binding lead times with key

suppliers and introduces cycle counting for high-value items. Within one year, capital tied up falls

noticeably while the service level for A items is stabilised.

• ABC/XYZ classification of the entire purchased range and derivation of differentiated coverage

targets

• Negotiating delivery commitments and call-off rules (annual call-off) with key suppliers

• Introducing monthly inventory KPI reviews with procurement, logistics and production

• Cycle counting instead of annual full stocktaking to ensure inventory accuracy

Conclusion
Inventory KPIs are the central control instrument for making the balance between delivery capability and

capital tied up measurable. They only unfold their effect in combination: with clean master data, a clear

allocation of responsibilities and coordinated targets between procurement, logistics and production.

Anyone who looks at them in isolation steers wide of the mark. In practice, it has proven effective to

differentiate metrics by item class, review them regularly as a team and consistently link them with

supplier metrics such as delivery reliability and lead times. This turns inventory KPIs from a reporting

tool into an active lever for working capital and supply security.

Frequently asked questions

What inventory KPIs are there?

The most important ones are inventory turnover rate, average inventory holding period, inventory

coverage, capital tied up, service level or delivery readiness, and inventory accuracy. These are often

supplemented by the share of dead stock and the inventory structure by ABC class. Depending on the

industry, additional metrics come into play, such as the safety stock ratio or the expiry rate.
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How is the inventory turnover rate calculated?

The inventory turnover rate is typically calculated as annual consumption (quantity or value) divided by

average inventory. The reciprocal gives the average inventory holding period in days or months. What

matters is a consistent delimitation of consumption and inventory, for example averaged over twelve

months.

What is a good inventory turnover rate?

There is no universally valid target value, as it depends heavily on industry and item class. In practice,

values between 6 and 12 turns per year are considered a common guideline range for many industrial

sectors, while long-lived capital goods show significantly lower values. What is decisive is comparison

over time and within the product group.

How can procurement reduce inventory levels?

Levers are shorter and more reliable delivery times, higher delivery reliability, smaller order quantities

with more frequent call-offs, and the reduction of safety stock with reliable suppliers. Consolidating

suppliers and standard articles also frees up inventory. A prerequisite is a joint target agreement with

logistics and production.

What is the difference between inventory coverage and inventory turnover?

Inventory coverage answers the question of how long the current inventory will cover planned demand –

it is a forward-looking measure. Inventory turnover retrospectively describes how often the inventory has

turned within the observation period. The two complement each other: coverage drives operations,

turnover evaluates efficiency over time.

What role do inventory KPIs play in working capital?

Inventories are a major component of current assets; every reduction in capital tied up directly improves

working capital. Inventory KPIs make this lever measurable and provide arguments in negotiations on

order quantities, call-off rules and delivery times. They should therefore be considered together with

financial metrics such as liquidity and cash flow.


