AMPLIFA PROCUREMENT GLOSSARY

Supply Planning: Demand-Driven Supply
Planning in Manufacturing

Supply planning refers to medium-term planning of how the material-related demand of production
is covered on time and economically. It combines demand planning, inventory management and
procurement into a coordinated supply strategy. For buyers and supply chain managers, it is the
pivot between production planning and supplier management.

Key facts

« Supply planning answers the question of when, in what quantities and by what route demand
guantities are to be procured.

» Typical key metrics are reorder point, safety stock and demand confirmation to the disposition
function.

* Planning horizons in practice range from a few weeks to 18 months, depending on procurement lead
time.

« Key KPlIs are fill rate, on-time delivery and inventory metrics such as coverage or inventory turnover.

+ Digital planning tools are increasingly replacing spreadsheet solutions, but remain dependent on
clean master data.

« Supplier risks are managed in a structured way via risk classes and alternative sources of supply.

Definition: Supply Planning

Supply planning is the process by which companies determine how the planned and released demand
for materials, components and traded goods is to be covered in line with demand. It encompasses
quantity, timing and route planning of supply, taking into account stock levels, lead times and supplier
capacities. It is distinguished from demand planning (demand determination) and capacity planning
(capacity planning of own resources).

Distinction from Demand Planning and Material Requirements Planning

Demand planning forecasts what will be needed in future; supply planning determines how this demand
will be covered. Material requirements planning (MRP) breaks down requirements at bill-of-materials
level and generates purchase requisitions — it is thus the operational toolset within supply planning. In
practice, the boundaries may be blurred depending on the organisation; what matters is a clear
allocation of roles, which can be documented, for example, via roles in procurement (RACI).

Position in the Procurement Process

Supply planning sits between demand notification and order processing. The demand confirmation from
the specialist departments or the disposition function forms the input; the output is approved order
proposals and delivery schedules. In conjunction with purchase-to-pay processes, supply planning
ensures that purchase orders, goods receipt and invoice verification are based on consistent planning
data.
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Methods and Approach in Supply Planning

The methodological core is choosing the right disposition strategy for each material class. Not every
part needs the same depth of planning: high-value A parts justify detailed, simulated planning, while C
parts warrant a simple automatic replenishment logic. Classification by value and criticality has proved
its worth, often supplemented by risk classes for estimating the risk of supply failure.

Consumption-Driven Disposition with Reorder Point

With steady consumption, stock-based replenishment planning works with minimum stock levels. The
reorder point is triggered as soon as the stock level falls below the sum of average consumption during
the replenishment lead time plus safety stock. The order quantity often follows the efficiency
consideration of economic order quantity and set-up or transport costs. Regular calibration of the
parameters is important, as consumption patterns and lead times shift.

Demand-Driven Disposition and Gross-to-Net Calculation

With discontinuous demand, for example in mechanical and plant engineering, demand-driven
disposition dominates: net requirements per period are calculated from primary demand, bills of
materials and stock levels. This gross-to-net calculation takes account of order quantities, blocked stock
and forward/backward scheduling. The prerequisites are well-maintained bills of materials, routings and
realistic replenishment lead times.

Safety Stocks and Supply Strategies

Safety stocks buffer forecast and supply uncertainties; their level typically follows from the desired
service level, variance ranges and lead time dispersion. Alternatively, or in addition, just-in-time
sourcing, consignment stock or framework agreements with call-off scheduling are used. For critical
components, buyers also examine second-source strategies and build-to-order agreements with
suppliers.

Key KPIs in Supply Planning

Without robust metrics, planning remains guesswork. Measurement is orientated around three
questions: how well is demand being met, how efficiently is capital tied up in stock, and how reliably are
suppliers performing?

Supply and Supplier Metrics

The fill rate describes the proportion of items supplied in line with demand; in industry, targets of
typically over 95 to 98 per cent are common. In addition, delivery date adherence and carrier
performance provide insights into the reliability of the logistics chain. Deviations should be analysed
regularly in target-actual comparisons and fed back to suppliers.

Inventory and Planning Quality Metrics

Inventory metrics such as inventory turnover, stock coverage and capital tied up show whether safety
stocks are oversized. Planning quality is measured by metrics such as plan deviation, the number of
short-notice replanning actions or the proportion of items suitable for automation. Cost effects also
belong on the dashboard: Purchase Price Variance (PPV) makes price differences against planned
prices visible, while raw material indexation explains material-related price changes in part.
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Risks and Controls in Supply Planning

Planning risks arise at the interface of forecast uncertainty, supplier behaviour and master data quality.
A systemic approach with clear responsibilities, defined escalation paths and recurring controls reduces
both supply failures and stocking risks.

Delivery and Procurement Risks

Delivery delays, quantity reductions or quality problems on the supplier side jeopardise supply. Proven
controls include risk classes per material and supplier, monitoring of critical upstream products, hedging
strategies (safety stock, second source, long-term contracts) and a structured risk dialogue with key
suppliers. The transport route also needs attention: documentation obligations such as the CMR
consignment note and defined carrier performance standards ensure process quality through to goods
receipt.

Data Quality and Process Controls

Incorrect lead times, outdated bills of materials or unreliable consumption figures lead to mis-disposition
— the most common cause of emergency purchases and line stoppages. Regular master data
maintenance, reconciliation between planning and goods receipt and systematic target-actual
comparison reporting are therefore essential. In procurement involving public-sector customers or
regulated markets, award rules and policy compliance in procurement are added; tax aspects such as
substantive invoice verification relate more to downstream purchase-to-pay but should still be anchored
in the process.

Collaboration and Interfaces

Supply planning only works with well-coordinated interfaces: to sales planning (S&OP), to production
and to procurement. Co-creation with suppliers — for example joint capacity coordination or shared
forecasts — improves the planning basis for both sides. A clear allocation of roles via roles in
procurement (RACI) prevents friction between dispatchers, buyers and planners.

Current Developments and Digitalisation

Planning landscapes are changing: Al-supported forecasts, integrated business planning platforms and
supplier-facing collaboration tools are transforming the working environment. At the same time,
regulatory and sustainability-related requirements on procurement are increasing.

Digital Planning Systems and Al

Modern ERP and advanced planning systems automate disposition proposals, simulate scenarios and
detect supply bottlenecks at an early stage. Al methods improve forecasts for fragmented consumption
patterns and shorten lead times through better supplier selection. Before implementation, a structured
proof of concept in procurement is recommended to realistically assess data quality and benefits. Clean
master data remains the central prerequisite: none of these tools compensates for incorrect lead times
or stock data.

Sustainability, Reporting Obligations and Supply Market Monitoring

Reporting requirements such as the Corporate Sustainability Reporting Directive (CSRD) increase the
pressure to evaluate procurement decisions also by emissions criteria. CO2e figures per material or
supplier are gradually finding their way into planning decisions, for example in make-or-buy or mode
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selection (means of transport). In parallel, supply market intelligence is gaining in importance:
continuous market monitoring of capacities, raw material indexation and price developments feeds
directly into the planning parameters.

Resilience Instead of Pure Cost Optimisation

The experience of supply chain disruptions in recent years has shifted planning logic: multi-sourcing,
regional local sourcing and higher safety stocks for critical items are being accepted again more
frequently. In practice, a compromise between cost optimisation and resilience is emerging, managed
via risk classes and differentiated supply strategies per material family.

Typical metrics

Fill Rate: > 95-98 %
Proportion of items supplied in line with demand; target depending on criticality

Supplier On-Time Delivery: > 95 %
Proportion of on-time deliveries; key metric in supplier evaluation

Inventory Turnover: 4-12 per year
Industry-dependent; low values indicate excess stock

Demand Plan Deviation: < 10-15 %
Forecast accuracy per period; influences safety stock levels

Practical Example

A medium-sized mechanical engineering company with around 8,000 actively managed items struggled
with high capital tied up in stock and simultaneous line stoppages. The company introduced a two-stage
disposition strategy: A and B parts were managed on a demand-driven basis with regular planning
coordination with key suppliers, while C parts were switched to automatic reorder points with statistically
derived safety stocks. In parallel, risk classes were defined for each material group and second sources
were qualified for critical items. Within twelve months, the fill rate rose to over 98 per cent, while stock
coverage fell significantly.

« Classification of all items by value, criticality and risk class

» Switching C parts to automated reorder point disposition

» Quarterly planning coordination (forecast sharing) with key suppliers

* Monthly target-actual comparison of fill rate, on-time delivery and inventory metrics

Conclusion

Supply planning is the operational heart of material supply and determines whether production runs on
time or capital sits unnecessarily in stock. Success depends less on the tool than on reliable master
data, clearly coordinated processes and a clean allocation of roles. Differentiated strategies per material
class — from reorder point to demand-driven disposition — are an established standard in practice.
Metrics such as fill rate and inventory turnover make planning quality manageable. Those who
additionally factor in resilience and sustainability requirements systematically gain a genuine
competitive advantage in the procurement market.
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Frequently asked questions

What is meant by supply planning?

Supply Planning is the planning of how the demand for materials and components is covered on time
and economically. It links demand planning, stock disposition and procurement. The focus is on
quantities, dates and sourcing routes for all planning-relevant items.

What is the difference between demand planning and supply planning?

Demand planning establishes what is likely to be needed, usually via forecasts based on sales and
consumption data. Supply planning determines how this demand will be covered — through production,
procurement or stock. Ideally, both processes work together within an integrated S&OP cycle.

Which KPIs are important in supply planning?

Key KPIs are fill rate, on-time delivery and carrier performance on the supply side, as well as stock
metrics such as turnover and coverage on the efficiency side. In addition, plan deviations and the
proportion of short-notice replanning measure planning quality. Cost effects can be tracked via
Purchase Price Variance (PPV).

How does reorder point disposition work?

The reorder point is reached as soon as the stock level falls below the demand during the replenishment
lead time plus safety stock; a replenishment order is then triggered automatically. The order quantity is
often based on the economic order quantity. The parameters must be adjusted regularly to changing
consumption patterns and lead times.

What role does procurement play in supply planning?

Procurement translates planning requirements into purchase orders, delivery schedules and framework
agreements and secures availability on the supply market. It contributes supply market intelligence,
supplier capacities and price developments to the planning process. A clear allocation of roles, for
example via roles in procurement (RACI), is a prerequisite for smooth operations.

How can supply chain risks be reduced in supply planning?

Proven instruments include risk classes for materials and suppliers, safety stocks for critical items and
qualified second sources. Forecast sharing with suppliers and co-creation with suppliers improve the
planning basis for both parties. Continuous monitoring of on-time delivery and market developments
enables early response.
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