AMPLIFA PROCUREMENT GLOSSARY

Minimum stock level: safety buffer for
uninterrupted material availability

The minimum stock level is the lower stock limit of an item in the warehouse, below which
replenishment is triggered immediately. It serves as a safety buffer to absorb delivery delays,
unplanned demand peaks or quality problems in supply. For buyers and material planners, the
minimum stock level is therefore a key control variable at the interface between material planning,
warehouse logistics and supplier management.

Key facts

* The minimum stock level typically covers demand during the replenishment lead time plus a safety
allowance.

« |tis usually stored in the ERP system as an absolute quantity value per item and storage location
and monitored automatically.

< Minimum stock levels that are too high tie up capital and warehouse space; levels that are too low
increase the risk of shortages and production stoppages.

+ Sizing in practice usually follows rules of thumb or statistical methods based on consumption,
procurement lead time and variability.

* Regular review and adjustment — for example when ranges, suppliers or demand change — is
essential for effective inventory control.

 In digital procurement, the minimum stock level acts as a trigger for automatic purchase requisitions
and delivery schedules.

Definition: minimum stock level

The minimum stock level denotes the defined quantity of an item that must be held in stock at minimum
in order to secure supply during replenishment. It is also referred to as a reorder point component or
safety stock, although different distinctions are common in practice. If the stock level falls below this
threshold, the ERP or inventory management system usually automatically triggers a purchase
requisition or an alert to material planning.

Distinction from safety stock and reorder point

Safety stock statistically covers the variability of demand and delivery time, whereas the minimum stock
level is often understood as a fixed alert threshold. The reorder point typically results from demand
during the replenishment lead time plus safety or minimum stock. However, in many ERP systems the
terms are used synonymously or with overlapping meanings, which is why an internal company
definition is important.

» Reorder point = demand during the replenishment lead time + safety stock
* Minimum stock level = threshold value below which planning is alerted
« Actual stock < minimum stock level purchase requisition is triggered
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Function in the procurement process

The minimum stock level shifts the triggering of replenishment from manual planning to rule-based
monitoring. It is particularly relevant for C items and standard parts with stable demand, where
elaborate individual demand planning would be uneconomical. For A items with fluctuating demand, by
contrast, it is often maintained only as a fallback alongside demand-oriented planning.

Methods and approaches for sizing the minimum stock level

The level of the minimum stock should never be set arbitrarily, but derived methodically from
consumption data, procurement lead times and supplier risks. In practice, both simple rules of thumb
and statistical methods have become established. What is decisive is that the parameters are updated
regularly, as consumption patterns and delivery times change constantly.

Simple rules of thumb

A common approach is to set the minimum stock level as average consumption multiplied by the
replenishment lead time, increased by a safety margin of typically several days to a few weeks.
Alternatively, it is defined as a percentage uplift on the average stock level. Such rules of thumb are
quick to implement and easy to understand, but carry the risk of systematic over- or under-supply for
items with strong fluctuations.

* Minimum stock level daily demand x replenishment lead time in days
» Allowance for safety time depending on supplier risk

« Embed the rulebook in the procurement policy MRO vs. Capex, as consumables and capital goods
need to be treated differently

Statistical methods and service level

More sophisticated methods calculate the safety stock from the standard deviation of demand and lead
time as well as a defined service level. A target delivery readiness level of typically 95 to 99 per cent
determines how many standard deviations are held as a buffer. This requires clean master data and
reliable document verification of incoming delivery notes so that consumption and throughput times
provide realistic data.

Iltem classes and differentiation

An ABC and XYZ analysis helps to focus effort on the critical items. C/X items with stable consumption
receive rather fixed, low-maintenance minimum stock levels, while critical Z items with sporadic demand
remain subject to active material planning with individual decisions. The supplier side also plays a role:
results from supplier self-assessments and supplier evaluations influence the safety time allowances.

Key KPIs relating to the minimum stock level

The minimum stock level itself is not a procurement metric, but it acts as a control variable on key
supply and inventory management metrics. Anyone steering minimum stock levels should therefore
always keep an eye on the interplay between delivery readiness, stock levels and procurement
throughput time. Procurement metrics provide the control toolkit here.

Supply and inventory metrics
The delivery readiness level (service level) shows what proportion of requirements could be met on time
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from stock. Inventory coverage and stock turnover reflect how much capital is tied up in stock. In
addition, the number of fallen-below minimum stock levels and the response time until ordering are
useful process metrics.

» Delivery readiness level: typically a target value of 95-99% per item class

* Inventory coverage: stock throughput in days or weeks
» Proportion of items below minimum stock level: indicator of planning quality

Procurement-side metrics

Supplier on-time delivery and actual replenishment lead time are direct input variables for the minimum
stock calculation. If they regularly deviate from the planned value, safety buffers or the supplier structure
must be adjusted. Metrics from the quotation assessment, such as the quotation collection rate or the
cycle time through to ordering, also influence the effective replenishment lead time.

Risks and controls when using minimum stock levels

Minimum stock levels are a double-edged instrument: they secure supply, but cause costs and often
mask operational weaknesses. Professional risk management therefore regularly reviews whether the
buffers are still appropriate and what causes lie behind frequent reorder point breaches.

Cost and capital tie-up risks

Minimum stock levels dimensioned too generously lead to capital tie-up, warehouse costs and, in
extreme cases, obsolescence, for example when product specifications change. In practice, a

considerable share of working capital sits in C items that are rarely examined critically. A periodic
clean-up of old stock and the reduction of outdated thresholds are therefore part of routine duties.

* Annual review of all minimum stock parameters recommended
» Actively remove expired or technologically obsolete items from planning
* Report and assess capital tie-up per item class

Supply and data risks

Buffers that are too low or outdated replenishment lead times lead to shortages and production
interruptions. Incorrect master data, unreliable inventory results or incomplete movement postings
distort the planning basis. Controls such as regular stock counts, plausibility checks of master data and
the systematic evaluation of shortage reports are therefore indispensable.

Supplier and market risks

The minimum stock level is also an instrument of supplier risk mitigation: with single sourcing or long
replenishment lead times, the pressure to hold buffers increases. Deeper supply market intelligence
helps identify alternative sources of supply and thereby reduce the safety requirement. Likewise,
supplier consolidation to a few reliable partners can reduce the variability of delivery times — albeit with
greater dependence, which must be assessed separately.

Current developments: the minimum stock level in the digital
supply chain

Digitalisation and current supply chain pressures have raised the importance of a well-considered
inventory strategy. On the one hand, integrated systems enable more precise, consumption-driven
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planning; on the other hand, supply chain disruptions have shown many companies that radical
inventory minimisation can be fragile. The trend is towards more differentiated, risk-based buffer
strategies rather than global slash-and-burn reduction.

Automation and integrated systems

In a digital supply chain, the minimum stock level is fed dynamically from current consumption and
delivery data rather than maintained statically. Automatic purchase requisitions, delivery schedules and
a supplier's Advance Shipping Notice (ASN) shorten the effective replenishment lead time and reduce
the required buffer. Dock appointment systems additionally reduce variability in goods receipt, further
shrinking the safety time.

Collaboration and bundling

Demand aggregation across multiple sites or a purchasing cooperation can lower minimum stock levels,
because larger, bundled volumes lead to shorter replenishment intervals and better terms. Netting
processes also balance internal demand and surpluses group-wide before external procurement is
triggered. For commaodity-like standard parts, e-auction and electronic tendering methods additionally
increase market transparency during replenishment.

Resilience and sustainability

Resilience considerations lead to deliberately holding higher or strategic buffers for critical items,
complemented by second-source strategies. Sustainability aspects also come into play: transport
optimisation and less emergency air freight reduce the air freight cost components and the emissions of
procurement, which becomes relevant in the context of supply chain decarbonisation. The minimum
stock level is thus evolving from a purely logistics variable into an element of strategic resilience
planning.

Typical metrics

Delivery readiness level: 95-99%
typical target range per item class; determines the height of safety buffers

Inventory coverage: individual, often 4-12 weeks
varies considerably depending on industry and item value

Supplier on-time delivery: > 95%
input variable for the replenishment lead time in the minimum stock model

Proportion of items below minimum stock level: < 5%
indicator of planning and master data quality

Practical example

A medium-sized mechanical engineering company with around 15,000 actively planned items
repeatedly recorded shortages of standard consumable parts, even though total stock levels were above
the company's targets. The analysis showed that minimum stock levels had not been adjusted in some
cases for years and that replenishment lead times based on outdated supplier information were being
used.

* ABC/XYZ analysis of all items and recalculation of minimum stock levels based on current
consumption and lead time data
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 Introduction of a quarterly review of critical items involving material planning and procurement

« Integration of top suppliers via delivery schedules and ASN noatifications to shorten the
replenishment lead time

» Bundling of demand from multiple sites through demand aggregation, making shorter delivery
intervals economically viable

Conclusion

The minimum stock level is an apparently simple, but in its effect powerful control instrument of
materials management. It determines whether production is supplied or how much capital sits
unnecessarily in the warehouse. A methodologically sound sizing, regular updating and linkage to
supplier metrics are prerequisites for its success. In digitalised procurement processes it is increasingly
calculated dynamically and monitored automatically. Buyers and planners should therefore understand it
not as a static master data value, but as an actively designable control variable of their supply and
inventory strategy.

Frequently asked questions

What is a minimum stock level?

The minimum stock level is the lower stock limit of an item; when it falls below this level, replenishment
procurement is triggered. It secures supply during the replenishment lead time and is maintained in the
ERP system as a threshold value per item. The term safety stock is often used synonymously, although
the precise distinction is company-specific.

How do you calculate the minimum stock level?

Simple methods multiply the average daily consumption by the replenishment lead time in days and add
a safety margin. Statistical methods additionally take into account the variability of demand and delivery
time as well as a defined service level. It is important to update the parameters regularly, as
consumption and delivery times change.

What is the difference between minimum stock level, reorder point and safety stock?

Safety stock statistically covers fluctuations in demand and delivery, while the reorder point is the
quantity below which an order is triggered. The minimum stock level is often understood as an alert or
reporting threshold and is factored into the reorder point. In many ERP systems the terms overlap, so an
internal definition is recommended.

How high should the minimum stock level be?

There is no universally valid level; it depends on consumption, replenishment lead time, supplier
reliability and the target service level. Higher buffers make sense for critical items with unreliable supply,
lower ones for standard parts with stable procurement. In practice, a differentiated approach per item
class is better than a uniform rule.

What are the risks of a minimum stock level that is too high?

A minimum stock level that is too high ties up capital, occupies warehouse space and can lead to
obsolescence when items become technologically outdated or are no longer consumed. It also masks
operational problems such as unreliable suppliers or incorrect master data. Regular reviews and stock
clean-ups limit these risks.
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Is the minimum stock level monitored automatically in the ERP system?

Yes, modern ERP and inventory management systems monitor stock continuously and automatically
trigger a purchase requisition or alert when the minimum stock level is fallen below. This requires correct
master data and reliable stock postings. In addition, automatic delivery schedules and suppliers’' ASN
notifications can shorten response times.
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