AMPLIFA PROCUREMENT GLOSSARY

Safety stock: planning and controlling a
buffer against supply uncertainty

Safety stock is the quantity of a material held beyond the demand-driven stock in order to cushion
unforeseen fluctuations in demand or lead time. It is a central control instrument of procurement
logistics and prevents production stoppages when suppliers deliver late or consumption rises. At
the same time, safety stock ties up capital and storage space, which is why its level should be
calculated systematically and reviewed regularly.

Key facts

« Safety stock buffers lead-time and consumption fluctuations and prevents production interruptions.

« lts level is typically derived statistically from service level, demand variability and lead-time variance.
» Higher service levels lead disproportionately to higher safety stock and thus to capital tied up.

« ABC/XYZ analyses help to concentrate safety stock specifically on critical material groups.

« Supplier delivery reliability and quality directly influence the need for safety stock.

* Regular reviews prevent once-sensible buffers from turning into zero-stock or over-stock situations.

Definition: safety stock

Safety stock (also known as safety inventory) is the portion of the stock that is reserved exclusively for
unplanned events. It is not consumed for regular demand, but only comes into play when inflows arrive
later or consumption is higher than planned. This distinguishes it from lot-size stock, which results from
economic order quantities (batch sizes).

Distinction from related stock types

Safety stock must be distinguished from cycle stock (average stock between two goods receipts), peak
stock and, where applicable, seasonal forward stock. In practice, these components are often merged in
procurement planning, but should be considered separately for stock analysis. Only then is it possible to
trace which portion of stock arises from planning uncertainty and which from procurement strategy.

Purpose and protection objectives

Safety stock protects at several points: against unforeseeable material demand in production, against
delivery delays and partial deliveries, and against quality problems via blocked stock. It gives
procurement time for responses such as an express order or the search for alternative sources. Without
safety stock, every deviation would immediately lead to missing parts and stoppages.

Legal and economic classification

Stock including safety stock must be recorded in the balance sheet as inventories and is subject to
valuation and, where applicable, write-down rules, which should be examined with tax advisors on a
case-by-case basis. Economically, it represents tied-up working capital. Capital carrying costs include
not only interest but also warehousing costs, insurance and the risk of loss of value.
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Methods: calculating and sizing safety stock

Safety stock should not be sized on the basis of experience or blanket estimates, but on a statistically
sound methodology. The prerequisites are reliable consumption and delivery data as well as a clear
service level definition per material group. Only then can the trade-off between availability of supply and
capital tied up be controlled transparently.

Basic statistical formulas

In practice, a formula has proved effective that combines the variability of demand and lead time: safety
stock is approximately derived from a safety factor (derived from the target service level, usually from
the normal distribution) multiplied by the square root of the lead time times the variance of demand plus
the square of average demand times the variance of lead time. The safety factor rises disproportionately
with the service level: typically, a 95% service level requires a factor of about 1.65, while a 99% service
level already requires around 2.33.

Setting the service level per material group

A uniform service level for all materials is rarely sensible. Differentiation along material groups is more
sensible, for example via an ABC-XYZ analysis: A-XYZ items with high value and stable demand
receive low buffers, while critical A-X items for production bottleneck components receive high ones.
Products with long procurement lead times, single-source situations or items with deep bills of materials
also tend to require higher safety stocks.

Assessing supply-side influencing factors

In addition to demand variability, lead-time variability and delivery reliability are central input variables. A
systematic supplier rating provides the data basis by evaluating delivery reliability and delivery flexibility
per supplier. With unstable supply chains — for example, visible in the commodity index through volatile
raw material prices — a temporarily increased safety stock or a framework call-off with fixed call-off
quantities may also offer a viable alternative.

Implementation in the procurement and planning process

A calculated safety stock is only useful if it is consistently applied in day-to-day planning. That means:
clear responsibilities for defining and maintaining parameters, integrated system support and defined
escalation paths when stock falls below the safety line. Even at this stage it is decided whether safety
stock remains a control instrument or just a number in the system.

Automatic procurement planning and system parameters

In ERP or inventory management systems, safety stock is stored as a planning parameter and flows into
demand determination and order proposals. Automatic procurement planning can generate
replenishment proposals from it and relieve planners of routine decisions. Regular recalculation is
important, as demand structures and delivery reliability change over time.

Escalating the consumption of safety stock

When stock levels fall into the safety zone, this should be reported automatically. The planner then
checks whether open orders will arrive in time, whether an express order or a call-off against an existing
framework agreement is necessary, or whether alternative suppliers should be engaged. Structured
monitoring of open order dates prevents delays from being noticed only when the buffer has already
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been used up.

Interaction with framework agreements and call-off logistics

For C parts and serial materials, a combination of framework call-offs and consignment-like models
reduces the company's own need for safety stock, because the supplier shares responsibility for
availability. Conversely, with long procurement lead times or imported goods with complex handling
processes such as letter-of-credit transactions or payment against documents (CAD): the more complex
the procurement chain, the larger the sensible buffer generally is, since replenishment can hardly be
accelerated at short notice.

Key KPIs for controlling safety stock

Without key figures, it is impossible to assess whether safety stocks are correctly sized. The relevant
metrics link stock levels, availability of supply and capital tied up. They should be evaluated regularly —
typically monthly or quarterly — and compared against targets per material group.

Service level and stock coverage

The material service level (proportion of demands covered from stock without a stockout) is the central
target figure. In addition, stock coverage shows how many days or weeks the stock covers average
consumption, and inventory turnover shows the efficiency of capital tied up. These key figures are
evaluated per material group and, where applicable, per storage location.

Stockouts and backorders

The missing-parts rate or the number of material-related production interruptions shows whether the
buffers are effective. The backorder rate indicates the proportion of replenishment orders not
immediately deliverable and points to structural bottlenecks in procurement. High safety stock combined
with a high missing-parts rate indicates incorrect parameters or delivery problems, not too little stock.

Capital carrying costs and stock quality

To make the price of protection visible, the capital carrying costs of safety stock should be reported
separately — typically as the product of stock value and a notional interest rate, often 8 to 15% per year,
plus warehousing costs. Stock quality (proportion of aged or slow-moving stock) reveals where buffers
no longer correspond to current demand. The on-time payment rate of one's own solvency can also be
indirectly relevant, as payment discipline influences suppliers' willingness to deliver.

Risks and controls: avoiding errors in safety stock

The most common errors do not arise in the formula, but in data quality, parameter maintenance and
the lack of reviews. Excessive safety stock grows insidiously because no one reduces buffers, while at
the same time critical items are inadequately safeguarded. Structured controls and clear governance
correct this imbalance.

Typical sources of error

Common problems are: outdated lead times in master data, artificially inflated buffers after individual
crisis events, safety stock for items that are in fact never consumed again, and duplicate buffers when
planners maintain manual additions on top of system specifications. With highly fluctuating demand, a
normal-distribution assumption also leads to distorted results — other distribution models or scenario

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/sicherheitsbestand



planning are more suitable here.

Governance and regular reviews

A periodic review cycle has proved effective, in which service levels, stock coverage and missing parts
per material group are compared against targets. For strategic material groups, a category charter
defines the direction — for example, availability of supply before capital tied up — and thus also sets the
parameter specifications. Lying stock and zero-consumption items with safety stock are identified and
reduced.

Developing suppliers as a buffer substitute

In the long term, the best safety stock is a reliable supplier. Instruments such as supplier qualification,
joint forecast alignment within co-development or co-planning, and contractual delivery flexibility reduce
uncertainty at the source. For critical single-source situations, a structured root cause analysis using the
5-Why method is additionally recommended when delivery problems recur, rather than simply
increasing stock.

Current developments: safety stock in a changing supply chain

After years of radical stock reduction, the pendulum in many industries has swung towards resilience.
Safety stock is experiencing a renaissance, but is increasingly managed more intelligently: data-driven,
differentiated by criticality and closely interlinked with supplier management and digital planning tools.
The trend is moving away from blanket buffers towards targeted protection against strategic bottlenecks.

From just-in-time to just-in-case — but differentiated

Many companies have deliberately held higher buffers for critical materials since the supply chain
strains of recent years, but combine this with systematic analysis rather than blanket mark-ups. The
central question is for which materials a stockout would be existential and which can alternatively be
safeguarded through market flexibility. Category intelligence — i.e. structured market and supplier
information — provides the decision basis for this.

Digitalisation and data-driven forecasting

Modern planning systems use historical consumption data, supplier performance and partly external
signals to reset safety stocks dynamically per item and period. As a result, average stock levels fall while
service levels rise. The prerequisites are well-maintained master data and a consistent data catalogue,
for example based on standardised classifications such as UNSPSC, so that material data can be
represented unambiguously across systems and partners.

Sustainability and stock decisions

Sustainability aspects are also playing an increasingly important role: excess stock means wasted
resources and, for certain materials, the risk of loss of value or disposal costs, which can become
relevant in a product's life cycle assessment (LCA). At the same time, higher buffers for sustainably
sourced, elaborately produced materials can avoid energy- and emission-intensive express transports.
The trade-off should sensibly be made per material group rather than across the board.

Typical metrics
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Material service level: typically 95-99% per material group
Proportion of demands covered from stock without a stockout

Stock coverage: often 2-12 weeks, depending on material group
Period for which the stock covers average consumption

Inventory turnover: in practice 4-12 turns per year
Key figure for the efficiency of capital tied up in stock

Backorder rate: < 5%
Proportion of replenishment orders not immediately deliverable

Practical example

A mid-sized mechanical engineering company with around 8,000 stock-managed items struggled with
recurring production stoppages due to missing standard components, even though total stock was
above the industry average. An analysis revealed: buffers were concentrated on inexpensive C parts
with short lead times, while critical gearbox components from a single supplier with fluctuating delivery
reliability were hardly safeguarded at all. The company introduced an ABC-XYZ analysis, defined
service levels per material group and stored the newly calculated safety stocks in the automatic
procurement system.

+ Statistical recalculation of safety stock for all A and B items based on actual lead-time and
consumption variability

 Introduction of an automatic warning stage when stock falls into the safety zone, with defined
escalation paths to the planner

« Supplier rating for the ten most critical suppliers and derivation of differentiated buffers by delivery
reliability

* Quarterly stock review with reduction of over 1,200 line items carrying safety stock with no
consumption in the last twelve months

Conclusion

Safety stock is a classic instrument of procurement logistics that has regained considerable importance
in uncertain supply chains. What matters is not the blanket level, but targeted sizing based on service
levels, material group criticality and actual delivery reliability. Companies that derive buffers statistically,
monitor them consistently and adjust them regularly achieve high service levels with moderate capital
tied up. At the same time, safety stock should always be understood as an interim solution: in the long
run it is more cost-effective to reduce uncertainty at the source — through reliable suppliers, clear
contracts and a sound data basis.

Frequently asked questions

What is safety stock?

Safety stock is the quantity of material held in addition to the regular demand stock in order to cushion
delivery delays or higher consumption. It is consumed when replenishment arrives later than planned or
demand unexpectedly increases. The aim is to avoid production interruptions and stockouts.

How do you calculate safety stock?
A common formula combines a safety factor (depending on the target service level) with the variability of
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demand and lead time. The safety factor is typically around 1.65 at a 95% service level and around 2.33
at a 99% service level. In addition to the formula, reliable master data and differentiation by material
group are decisive.

What service level is sensible for safety stock?

A uniform service level for all items is rarely sensible. Differentiation by material group is common:
critical production materials often receive 98 to 99%, while standard and C items receive significantly
less. The choice should be economically justified, as the effort for the last percentage point of service
level grows disproportionately.

What is the difference between safety stock and minimum stock level?

The minimum stock level is a reordering or warning threshold that triggers a replenishment order when
breached; it may include the safety stock. Safety stock itself is the pure buffer quantity for unplanned
events. In many systems the two terms are used with overlapping meanings, so the definitions should
be clearly regulated within each company.

What are the disadvantages of safety stock that is too high?

Excessive safety stock ties up capital, causes warehousing, insurance and, where applicable,
loss-of-value costs, and can lead to obsolescence if demand or technology changes. It also conceals
delivery problems rather than fixing them. Regular stock reviews and clear parameter governance limit
these risks.

How often should safety stock be adjusted?

Best practice is a review at least quarterly for A and B items, and semi-annually or annually for C items.
Event-driven adjustments also make sense when suppliers change, demand structures shift, or supply

chains are disrupted. Automated recalculation in the system is important so that maintenance does not
fail due to the number of items.
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