AMPLIFA PROCUREMENT GLOSSARY

Consumption-Based Replenishment:. Demand
Determination Based on Actual Withdrawals

Consumption-based replenishment is a demand determination method in which items are
replenished automatically based on actual consumption — without a specific customer or production
order preceding it. It underpins numerous call-off orders and blanket orders in industrial
procurement and stands in contrast to order-based replenishment. For buyers and supply chain
managers, it is a central tool for supplying standard and C-parts. Those who understand its
mechanics, limitations and control parameters reduce inventories while simultaneously protecting
against supply failures.

Key facts

» Consumption-based replenishment derives demand from historical or ongoing withdrawals, not from
individual customer orders.

» Typical methods include cycle counting, minimum stock replenishment and forecasting methods
using moving averages.

It is suitable above all for recurring standard items, raw materials, consumables and supplies, and
C-parts with stable demand.

« Core control parameters are the reorder point, minimum and maximum stock levels and the delivery
time grid.

« KPIs such as service level, inventory coverage and procurement costs make the quality of
replenishment measurable.

» Digital systems and Al-based forecasts are increasingly improving the accuracy of
consumption-based demand determination.

Definition: consumption-based replenishment

Consumption-based replenishment is a materials management method in which the demand for an item
is derived from its actual consumption. With every withdrawal, the system checks whether the stock level
falls below a defined threshold and, if so, automatically generates a purchase proposal or call-off order.

Distinction from order-based replenishment

In order-based replenishment, demand is generated from concrete customer orders or bills of materials
— it is traceable back to the end customer. Consumption-based replenishment, by contrast, dispenses
with this order-specific reference: it relies on the assumption that future demand will behave similarly to
past withdrawals. This significantly reduces planning effort but causes obsolete stock if the base
demand disappears. Buyers often operate both types in parallel: serial parts run on a
consumption-driven basis, while customer-specific components are replenished against orders.

Typical areas of application
Items typically replenished on a consumption basis include standard fasteners, seals, small electrical
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components, raw and operating materials and tooling consumables — in short: items with a uniform base
load and low individual significance. In the supplier environment, this is often backed by a call-off
agreement with fixed and volume-variable grids. Linking such items via demand planning to upstream
sales forecasts allows consumption to be reconciled with market developments. For high-value A-parts,
however, the method in its pure form is rarely sensible.

Methods and approach of consumption-based replenishment

The approach begins with a sound data foundation: correct consumption figures, proper stock
management and defined procurement parameters per item. On this basis, replenishment planning
selects a method that reflects consumption patterns and lead times.

Reorder point and minimum stock replenishment

In the reorder point method, a threshold value is calculated from consumption during the replenishment
lead time plus safety stock. If the stock level falls below this, the system triggers an order in a fixed lot
size or up to the maximum stock level. In practice, reorder points typically lie at one to two times weekly
consumption, depending on lead time and safety margin. It is important to calibrate the parameters
regularly: if demand falls, an outdated reorder point leads to creeping excess stock.

Forecast-based methods

Forecasting methods use statistical techniques such as moving averages or exponential smoothing to
estimate future demand. They smooth individual spikes and are suitable for items with seasonal or
trend-driven demand. Forecast quality improves significantly when consumption is reconciled with the
consensus forecast from sales, production and procurement. This combines the statistical basis with
business knowledge about projects, promotions or product changes that pure figures cannot capture.

Call-off orders and schedule grids

In industry, consumption-based replenishment is frequently translated into call-off orders: the buyer
sends the supplier firm quantities for the next period and non-binding quantities for further time
horizons. Flexible elements can be governed via delivery schedule tolerance bands that define
acceptable deviations from firmed quantities. This gives suppliers planning security and protects the
buyer from abrupt quantity jumps.

Key KPIs for control

Whether consumption-based replenishment works only becomes apparent in key figures. They reveal
whether high material availability is achieved with lean inventories and calculable procurement costs.

Service level and delivery capability

The service level measures the proportion of demand that could be covered on time from stock — typical
targets in practice lie above 98 per cent. For critical items, the value should be viewed by segment, as a
blanket target service level drives up costs. A persistently low service level indicates safety stocks set
too tightly, unreliable lead times or incorrect item categorisation.

Inventory coverage and inventory turnover

Inventory coverage and inventory turnover show whether the replenishment parameters are
market-appropriate. Coverage that is too long for many C-items ties up capital and warehouse space;
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coverage that is too short creates replenishment churn and freight costs. Questions to check regularly:
Are items still suited to consumption-based replenishment or are they being phased out? Are lot sizes
still congruent with pack sizes and price breaks? Such reviews can be readily embedded in a Quarterly
Business Review (QBR) with key suppliers.

Procurement and process costs

Besides inventories, process costs matter: how many purchase proposals arise per item and year, and
what share is posted automatically? Cost accounting reveals whether the administrative effort for small
orders exceeds the material value. In that case, consolidation helps: combining volumes across fewer
suppliers, catalogue solutions or price breaks that enable larger order quantities with minimal inventory
disadvantage.

Risks and controls

Consumption-based replenishment only works as well as its data and boundaries. Without active
control, it gradually creates obsolete stock or — conversely — supply problems in the event of unforeseen
demand spikes.

Obsolete stock and discontinued items

The biggest risk complex: the base consumption disappears — a product is discontinued, a machine is
decommissioned — and the system keeps ordering based on historical patterns. Phase-out processes in
which items are automatically blocked from the end of the contract, together with periodic inventory
analyses for non-moving stock, help counter this. Spare-part conversions are equally problematic:
one-off demand must not enter consumption figures and thereby create permanent lot sizes.

Data quality and withdrawal discipline

Consumption-based replenishment lives on correct goods issue postings. Bypassing the materials
system, intermediate storage at the workbench or unposted consumption distorts the reorder points
until the service level falls or inventories rise. Regular cycle counting and clear withdrawal guidelines
keep the data foundation intact. Persistently high stock discrepancies are an early warning indicator of
process problems — not only in replenishment planning.

Mitigating supplier risks

Because the buyer is supplied on call, supply depends heavily on the supplier's performance. Before
linking an item to consumption-based call-offs, a supplier assessment of delivery date and quantity
reliability is therefore essential. Critical items should run via a preferred supplier policy with contractually
secured capacities. Clean quantity control at goods receipt (GRN) is mandatory so that call-off
quantities and actually delivered quantities are posted consistently.

Current developments and digitalisation

Consumption-based replenishment is a classic method — but its degree of automation is changing.
Al-supported forecasts, electronic alignment and cloud catalogues are changing the requirements
placed on buyers and system landscapes.

Al forecasts and dynamic parameters
Modern ERP and inventory planning systems automatically adapt reorder points, safety stocks and lot
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sizes to movement patterns — seasonal fluctuations, trend changes or irregular consumption are
systematically taken into account. In practice, Al-based forecasts promise noticeably higher accuracy
than simple smoothing methods, especially for items with fragmented patterns. For buyers, this shifts the
role away from individual ordering towards parameter monitoring, exception handling and strategic
integration into demand planning.

Electronic call-offs and supply chain integration

Call-off orders are increasingly migrating to EDI or portal-based channels, allowing schedule grids and
quantity changes to reach the supplier faster. Some manufacturers propagate replenishment signals as
far as the supplier's sub-supplier, which, combined with cross docking, significantly shortens throughput
times. This requires binding interfaces and clear rights: who may correct quantities, by when, with what
tolerances? Such rules should be contractually fixed, not just agreed in emails.

Procurement strategy and consumption control

Consumption-based replenishment is not a purely tactical tool: it helps define how much procurement
volume flows through which channels and contracts. The procurement business plan should explicitly
account for consumption items, their suppliers and target terms, as significant recurring expenditure sits
here. If the consumption segment is reported separately within the spend taxonomy, levers such as
framework agreements, terms management or material consolidation can be applied in a targeted
manner.

Practical implementation: step by step

For companies looking to introduce or improve consumption-based replenishment, a structured
approach is decisive. A rough roadmap that is also helpful in the context of technical procurement
platforms.

Item segmentation before method selection

First, it must be clarified which items should run on a consumption basis at all. Segmentation by value
(ABC), pattern stability and criticality is common. Items with very low or irregular demand are better
placed in manual or reorder-point-based processes; highly critical parts need additional protection
through safety stockping. This avoids a blanket method treating all items alike.

Setting, monitoring and adjusting parameters

Subsequently, reorder point, safety stock and lot size are defined per item — ideally system-supported
from consumption and lead time history. This is followed by a monitoring cycle: service level, inventory
coverage and automation share are evaluated regularly. Deviations lead to adjusted parameter
maintenance or item delisting. The effort pays off: companies that have calibrated their replenishment
parameters properly once typically achieve significantly leaner inventories at the same or better service
level in practice.

Typical metrics

Service level: > 98%
Proportion of demand covered on time from stock; consider critical items separately

Inventory coverage: 1-3 months
typical guideline for consumption items, depending on lead time

Amplifa Marketplace - Procurement glossary amplifa-marketplace.com/en/glossary/verbrauchsgesteuerte-disposition



Inventory turnover: > 6X per year
common guideline for C-parts, significantly higher for A-parts

Share of automated purchase proposals: > 80%
shows the degree of automation in replenishment

Inventory variance (cycle counting): < 2%
indicator of data quality in goods issue postings

Practical example

A medium-sized mechanical engineering company with around 40,000 item numbers suffered frequent
material shortages in electrical and fastening parts for years. The cause was a mixed approach:
planners sometimes ordered against orders, sometimes by gut feeling. The company introduced
structured consumption-based replenishment for around 8,000 consumption items.

* Segmentation of all items by value, criticality and demand-pattern stability as preparation
 Introduction of automatic reorder points with safety stock per item and lead time calibration
« Alignment of call-off orders with key suppliers including agreed tolerance bands

* Monthly reporting on service level and inventory coverage, incorporated into the Quarterly Business
Review (QBR) with strategic suppliers

Conclusion

Consumption-based replenishment is the backbone of supply for recurring standard items. It replaces
individual ordering with systematic demand determination based on actual withdrawals, thereby
noticeably reducing effort and inventories. Clean consumption data, calibrated parameters and
disciplined follow-up control are prerequisites — otherwise obsolete stock or supply gaps arise. Those
who combine the method with clear KPls, a segmented item strategy and digital forecasting create a
robust, efficient supply chain. For buyers, it means a shift in role: away from order processing, towards
parameter control and supplier management.

Frequently asked questions

What is consumption-based replenishment?

In consumption-based replenishment, the demand for an item is derived from its actual consumption.
When the stock level falls below a defined threshold, the system automatically generates a purchase
proposal or call-off order. The method does not reference individual customer orders and is suitable for
items with stable, recurring demand.

When does consumption-based replenishment pay off?

It pays off for recurring items such as fasteners, seals, lubricants or C-parts with a steady base load. It is
unsuitable for highly volatile or one-off demand, customer-specific components or products being
phased out. The decision is typically made as part of item segmentation by value, criticality and
demand-pattern stability.

How do you calculate the reorder point?

The reorder point is typically derived from consumption during the replenishment lead time plus a safety
stock to cover fluctuations. Example: 50 units weekly consumption, two weeks delivery lead time and
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100 units safety stock give a reorder point of 200 units. The parameters should be regularly adjusted to
changed consumption and lead times.

What is the difference between consumption-based and order-based replenishment?

Consumption-based replenishment derives demand from historical or ongoing withdrawals, whereas
order-based replenishment derives it from concrete customer orders and bills of materials. The former
reduces planning effort but can create obsolete stock if the base demand disappears. In practice, both
methods often run in parallel, depending on the type of item.

Which KPIs show the success of consumption-based replenishment?

Key indicators are service level, inventory coverage, inventory turnover and the share of automated
purchase proposals. Additional relevant metrics are process costs per order and inventory variance from
cycle counting. The goal is a high service level with lean inventories and low manual effort.

How can obsolete stock be avoided?

Important measures include phase-out processes that block items in the system at end of product life,
and periodic analyses for non-moving stock. One-off demand spikes must not permanently feed into
reorder points. In addition, regular parameter reviews and alignment with product management and
sales help.
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