AMPLIFA PROCUREMENT GLOSSARY

Replenishment: Automated Replenishment
Control in Procurement

Replenishment refers to the systematic reordering of materials and items before stock levels
become critically low. In industrial practice, the term covers both operational replenishment
planning and the associated processes, parameters and systems. For buyers, replenishment is a
key lever for keeping delivery service levels and inventory costs equally under control.

Key facts

* Replenishment controls reordering such that minimum stock levels are not undershot without
inflating inventory and tying up capital.

¢ Common methods include the minimum stock method (min-max), reorder point control with safety
stock, and periodic replenishment cycles.

» Metrics such as fill rate, delivery service level and inventory turnover show whether the
replenishment logistics are working.

« In practice, ERP or inventory management systems often take over the planning; the buyer remains
responsible for master data, framework agreements and supplier management.

« Consignment agreements and VMI models transfer part of the replenishment to the supplier and
reduce planning effort.

« Delivery schedule adherence and reliable replenishment lead times are prerequisites for stable
replenishment processes.

Definition: Replenishment

Replenishment describes the systematic replenishment of stock levels based on consumption- or
demand-oriented planning logic. The term originates from logistics and retail and, in industrial
procurement, is used mainly for C-parts, wear material, operating supplies and standard components.

Distinction from demand planning

While demand planning (e.g. via bills of materials and production orders) determines disaggregated
primary demand, replenishment typically applies to secondary and recurring demand items. These are
not controlled on a per-order-line basis but via stock parameters such as minimum stock level, reorder
point and replenishment lead time. This separation makes sense because replenishment items often
comprise thousands of positions that cannot be economically maintained manually.

Replenishment versus Just-in-Time

Replenishment is warehouse-based: it holds physical stock that buffers consumption. Just-in-Time
concepts, by contrast, rely on synchronised delivery with minimal stock levels. In practice, both
approaches are mixed: core components are delivered just-in-time, while standard and wear parts are
planned via replenishment logic. The choice depends on item value, replenishment lead time and supply
reliability.
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Methods and approach in replenishment

There are several proven planning methods, applied according to item structure and consumption
behaviour. What is crucial is not to apply the methods rigidly across all items but to apply them
differentially based on classification (e.g. ABC-XYZ analysis).

Minimum stock and reorder point methods

The classic method works with a minimum stock level and order quantity: when the stock level falls
below the reorder point, the system triggers an order in a fixed or demand-appropriate quantity. The
reorder point is typically calculated as average consumption during the replenishment lead time plus
safety stock. The method is simple, robust and suitable for consumables with stable demand.
Disadvantage: with irregular consumption, there is a risk of overstock or shortages.

Periodic replenishment and delivery schedules

With periodic methods, orders are placed at fixed intervals, e.g. weekly or monthly, up to a target stock
level. This bundles order volumes, reduces freight and processing costs and fits well with framework
agreements with delivery schedules. Delivery schedule adherence — i.e. the supplier's compliance with
scheduled quantities and dates — is a key lever here. If demand changes at short notice, the cycle must
be able to be flexibly shortened.

Supplier-managed models: consignment and VMI

Under a consignment agreement, the material is stored at the buyer's premises but remains the
property of the supplier until withdrawn; invoicing occurs only upon consumption. Vendor Managed
Inventory (VMI) goes further: the supplier monitors stock levels and arranges replenishment itself. Both
models reduce tied-up capital and planning effort, but require reliable data transmission, clear
mandatory fields in the master data and functioning master data governance. Before implementation, a
procurement proof of concept with selected item groups is recommended.

Key KPIs and metrics in replenishment

Without measurable metrics, replenishment control cannot be improved. The following selection shows
the most commonly used indicators in practice and their typical target direction.

Service-oriented metrics

The delivery service level measures what proportion of demand could be met from stock on time. The fill
rate additionally assesses what percentage of the ordered quantity was delivered immediately. Typical
target values range between 95 and 99 percent depending on item class; stricter requirements apply to
A-parts than to C-parts. If target values are undershot, replenishment lead times and safety stocks
should be reviewed.

Inventory and efficiency metrics

Inventory turnover and average inventory coverage show how economically capital is tied up in stock.
Additionally relevant: stockout days per item, the share of automated orders in the total volume, and the
number of expedited orders, which are often a symptom of safety stocks that are too low or unreliable
replenishment lead times. The buyer's on-time payment rate also has an indirect effect, because reliable
payment stabilises suppliers' readiness to deliver.
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Supplier and process metrics

A structured supplier score covering, among other things, schedule adherence and quality assessment
shows which suppliers are suitable for automated replenishment. In addition, the process capability of
delivery processes provides indications of how variable replenishment lead times are — a critical input
for safety stock calculation.

Risks and controls in the replenishment process

Replenishment automates decisions — and automated errors scale just as readily. Companies therefore
need clear control mechanisms that address both data quality and supply chain security.

Master data and parameter deficiencies

Incorrect replenishment lead times, outdated minimum stock levels or wrong units of measure lead to
ordering errors on a large scale. Clean master data governance with defined mandatory fields, regular
parameter reviews and clear responsibilities is therefore a fundamental prerequisite. In practice, a
semi-annual reconciliation of planning parameters with current consumption data and supplier
information is recommended.

Supply failures and business continuity

A single supply failure can stop production despite intact replenishment logic. A Business Continuity
Plan (BCP) therefore defines alternative sourcing, second sources and emergency stocks for critical
items. In international procurement, transport and customs documents such as the CMR consignment
note must be kept correctly to avoid delays at borders. Supplier segmentation helps to scale the level of
control and emergency preparedness in line with risk.

Cost and contract aspects

Replenishment orders are frequently placed under framework agreements. Price adjustment clauses
should govern the conditions under which suppliers may adjust prices, in order to avoid disputes over
recurring volumes. Total cost of ownership — not just the purchase price — is the right measure of
assessment, since freight, handling and inventory costs carry significant weight in replenishment.

Current developments in replenishment

Digitalisation and sustainability requirements are noticeably changing replenishment control. Three
trends currently dominate the discourse in industry and trade.

Automation and Al-supported planning

Modern systems forecast demand from consumption history and order situation and dynamically adjust
planning parameters. Al methods promise more precise safety stocks here than static formulas. In
practice: automation relieves buyers of routine decisions but shifts their role towards exception
monitoring and parameter control. Transparency about system suggestions remains important so that
buyers can verify plausibility.

Marketplaces and digital procurement channels

B2B marketplaces and catalogue solutions significantly shorten replenishment lead times for standard
items. Punch-out or catalogue-based ordering processes with autofill functionality reduce transaction
costs. This creates a new task for buyers: deliberately delineating planning autonomy and ensuring that
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critical items are not procured via unofficial channels.

Sustainability and circular economy

Replenishment decisions influence packaging volumes and transport intensity. Approaches such as
packaging reduction, reusable systems and recyclability assessment of procured items are gaining
importance. Companies increasingly also assess the product lifecycle management aspect: more
durable, repairable wear parts reduce both replenishment frequency and resource consumption.

Typical metrics

Delivery service level: > 95-99 %
Target value per item class; A-parts stricter than C-parts

Fill rate: > 95 %
Share of quantity delivered directly from stock

Inventory turnover: 4-12 per year
Guideline value; dependent on industry and item structure

Share of automated orders: > 60 %
frequently achievable in practice for C-parts

Delivery schedule adherence: > 95 %
Supplier compliance with scheduled quantities and dates

Practical example

A medium-sized mechanical engineering company with around 12,000 active C-parts struggled with
frequent parts shortages in assembly while simultaneously carrying excessive stock levels for standard
items. The procurement team carried out an ABC-XYZ analysis, implemented the reorder point method
for consumables with newly calculated safety stocks and concluded a consignment agreement with two
suppliers covering 40 fast-moving item groups.

* Review planning parameters semi-annually and define mandatory fields in the item master data as
binding

« Establish alternative sourcing with a second source for critical wear parts in the Business Continuity
Plan (BCP)

« Extend the supplier score with schedule adherence and delivery schedule adherence to enable
automated replenishment

« Evaluate expedited orders monthly and use them as an early warning indicator of planning errors

Conclusion

Replenishment is far more than automatic purchase requisition: it combines stock logic, supplier
management and data quality into a system that addresses supply security and capital efficiency
simultaneously. The approach succeeds when master data is maintained cleanly, planning parameters
are reviewed regularly and suppliers are assessed by performance. Metrics such as delivery service
level, fill rate and inventory turnover make the quality of replenishment control measurable.
Supplier-managed models such as consignment or VMI relieve the procurement organisation but
require stable data processes. Those who set up replenishment strategically create a resilient yet lean
supply base for production.
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Frequently asked questions

What does replenishment mean in procurement?

Replenishment refers to the systematic reordering of materials before stock levels become critically low.
It typically involves stock control via minimum stock levels, reorder points or periodic replenishment
cycles. The term originally comes from logistics and, in industry, is used mainly for standard parts,
C-parts and wear parts.

How do you calculate the reorder point and minimum stock level?

The reorder point is typically calculated as average consumption during the replenishment lead time
plus safety stock. The safety stock depends on demand and lead time variability and is often determined
via service level targets or statistical formulas. In practice, these parameters are stored in the ERP
system for each item and regularly adjusted to current consumption and delivery data.

What is the difference between replenishment and Just-in-Time?

Replenishment is warehouse-based and holds buffer stocks to cover peaks in consumption.
Just-in-Time, by contrast, relies on synchronised delivery with minimal stock levels. In industrial practice,
both approaches are frequently combined: core components just-in-time, standard items via
replenishment logic.

What is Vendor Managed Inventory (VMI)?

VMl is a model in which the supplier monitors the stock levels at the buyer and arranges replenishment
itself. The buyer shares usage or consumption data, and the supplier controls quantities and delivery
dates. VMI reduces planning effort and tied-up capital, but requires reliable data processes and a
capable, trustworthy supplier.

Which metrics are measured in replenishment?

Key metrics are delivery service level, fill rate, inventory turnover, average inventory coverage and the
number of expedited orders. Additionally relevant are stockout days, the share of automated orders and
adherence to delivery schedules. Target values differ by item class: A-parts require higher service levels
than C-parts.

What are the advantages of a consignment agreement for replenishment?

Under consignment, the stored material remains the property of the supplier until it is withdrawn;
invoicing occurs only upon consumption. This reduces tied-up capital and simplifies replenishment logic.
Requirements include a clearly defined contract, accurate withdrawal documentation and regular
reconciliation — legal details should be reviewed contractually and on a case-by-case basis.
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