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Students spell out “NO HIKES” with their bodies in the Malcom X Plaza in opposition of the 
tuition price hikes at SF State on Wednesday, March 15, 2017 in San Francisco Calif.. (Mason 
Rockfellow/ Xpress)



Agenda

1. Why is Cost Savings/ Avoidance important?

2. How Procurement can Impact the bottom line?

3. Methodology Best Practices

4. Data Collection 

5. Reporting & Metrics

6. Telling the story



Procurement is critical to the transformation
2017 UC Expenditures
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Procurement is one of the only departments in the organization that can continually and materially impact the bottom line. 
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Total Procurement Benef it (savings) 

Purpose: To understand the total Benefit achieved through procurement’s sourcing, transactional, and other value-add activities. 

Total Annual Benefit = Cost Reduction + Cost Avoidance + Incentives + Revenue + Efficiency

Benefit Type Definition

Cost Reduction

Benefit achieved when procurement action results in a total cost that is lower than baseline cost, 
and the baseline cost calculation is supported by documented historical price  (i.e., previous 
contract, historical costs, or imputed historical cost).

Cost Avoidance
Benefit achieved when procurement action results in avoidance of additional cost (i.e., 
maintenance fees, requested price increases, or other ancillary costs).

Incentives

Benefit achieved when procurement action results in new gross incentive (based on volume, 
compliance/utilization,  transaction size, electronic payment, e-commerce, signing bonus, GPO, 
management fees, etc.).

Revenue Benefit achieved when procurement action results in new revenue generating projects.

Efficiency Benefit achieved when procurement actions result in increased technology, process, and/or 
organizational efficiency.

Definition: Total annual Benefit generated by procurement actions, including cost reduction, cost avoidance, incentives, revenue, and            
efficiency.



Measurement of annual benefit enables performance management of the procurement 
organization and supports calculation of cumulative savings for the measurement of P200. 

Measuring Annual Benef it vs. Cumulative Benef it
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Period 1 Benef it $88 $88 $88 $264

Period 2 Benef it $61 $61 $122

Period 3 Benef it $57 $57

Total $88M $149M $206M $443M
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Benef it Types - Examples

• Cost Reduction - The hourly cost for marketing services is reduced through 
negotiations from the previously agreed-to rate.

• Cost Avoidance – Negotiated Previously negotiated software renewal agrees annual 
10% price increases, which is negotiated down to changes in CPI or 3%, whichever i  
less.

• Incentive - A contract extension with Staples is negotiated that includes a $1MM 
upfront signing bonus

• Revenue - Procurement markets and arranges the sale of obsolete commercial 
boilers to a public customer, generating revenue

• Efficiency – A new eProcurement system reduces the time from requisition to PO 
dispatch by 65%.
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Baseline Types
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Baseline Type Definition

Previously Contracted
Pricing, terms and peripheral costs in baseline are specified in pre-existing vendor
agreements. Current procurement project scope is for like set of
products/services.

Historical
Costs

Pricing, terms and peripheral costs in baseline are actual costs for specific
category or sub-category of spend over the immediately preceding 12-month period.

Imputed
Historical

Costs

The pricing, terms and peripheral costs in the baseline are established either by:
• initial quoted price from vendor for basket of goods, processes or services.
• average of all responsive, non-awarded bids from multi-vendor RFP process
• budget, index or other benchmark.

Cost
Inclusive of

Increase
(Cost Avoidance Only)

The pricing, terms and peripheral costs in the baseline are to established either by:
• the supplier’s request for a price increase
• a documented trend in market price increase
• other contributing factors to an increased cost



Best Practices

• Ensure alignment with Campus client’s expectations
• Validate definitions and methodology with Finance
• Use approvals and audits to maintain consistency and credibility
• Provide tools for data capture – MS Excel, Sharepoint, Webform, 

Software Application
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Challenges to Benef it achievement

• Overly comfortable supplier relationships
• Campus clients think that Procurement is a transaction shop and will 

just delay their purchases
• Lack of resources
• Lack of focus on “Benefit” attainment and reporting
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Reporting and Metrics
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Why Measure and Report?

• Continuous improvement 
• Demonstrate added value
• Improve credibility
• Increase Motivation/Satisfaction
• Improved cross-functional communication
• Communicate the importance of Procurement involvement
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How? (Reporting and Metrics)

• Granular Reports:Tie back to the cost center and categoryof the good 
or service purchased.

• Summary Reports:Provide an overall summary of procurement’s impact

• Compliance Reports:Give an indication of who is purchasing from 
contracted suppliers and who is not

• Lost Savings Reports:Show saving opportunity lost in terms of dollars

• Metrics: Need to be Standardized to avoid accusations of “fuzzy math” or 
arguments over what amount has been saved. 
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Reporting and Metrics
• Tracking System: Manual or automated system
• Collect Detailed Records (Credibility & Accuracy): to validate, approve and audit 

actual cost savings. 
• Reporting Functionality: A measurement system must have the ability to 

generate savings reports 
• Target for performance: By using validated and normalized data, Procurement 

can set realistic goals (buyer, commodity group, Procurement, organization, 
etc.). 

• Tool for improvement: Provides a framework for identifying areas of 
improvement and helping to set priorities.

*Approve and document any methodology exceptions
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Marketing Procurement's Value

“…Procurement’s involvement in sourcing projects should not be 
seen as adding process or complexity, but should be viewed as a 
valuable resource in helping budgets go further.”
SourceOneManagement Services, LLC
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Marketing Procurement's Value

1. Impact report

2. Department brochure

3. UCSD “benefit statement”
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Impact Report
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Department Brochure
“If you don’t drive your business, you will be driven out of business.” – B.C. Forbes



UCSD “ balance sheet”
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Closing – Thank You
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Learning Checkpoint #1

• Buyer receives a requisition for an IT Hardware purchase. A 
quote was not associated with the requisition. Buyer 
searches through previous purchase orders and finds that 
the campus made a similar purchase within the past 3 
months for $75,000.  Buyer contacts the vendor and 
negotiates a reduced price of $62,500.

• What’s The Benefit Type?
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Learning Checkpoint #1

• The Benefit type is cost reduction . This is because 
procurement actions resulted in a reduced price of 
$62,500 from the original price of $75,000.
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Learning Checkpoint #2

• Buyer receives a requisition for temporary 
accounting personnel. There is an existing agreement 
for this type of personnel for $38 per hour. 

• What’s The Baseline Type?
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Learning Checkpoint #2

• The baseline type is previously contracted . This is 
because there is currently a contract in place for this 
service.
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Learning Checkpoint #3

Document the Baseline Cost & Negotiated Cost
• Buyer receives a requisition for 1,000 mattresses for dormitory 

beds. A contract does not exist but another campus recently 
purchased new dormitory mattresses within the past year. Buyer is 
able to use Spikes Cavell to determine that the price paid was $100 
per mattress. Based on the volume, Buyer is able to achieve a 
purchase price of $90 per mattress.
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Learning Checkpoint #3

• Which is the Baseline Cost? 
• The baseline cost is $100,000. This is because the historic price 

per item was $100, and the anticipated volume is 1,000 
mattresses.

• Which is the Negotiated Cost?
• The negotiated cost is $90,000. This is because the new price 

per mattress is $90, and the anticipated volume is 1,000 
mattresses.
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Learning Checkpoint #4

Perform Benefit Calculation
• Using the previous example, calculate the Identified Benefit 

for the purchase of 1,000 mattresses? 
• What’s the Identified Benefit?
• The identified Benefit is $10,000, which is equal to the 

baseline cost ($100,000) minus the negotiated cost 
($90,000), factoring in the anticipated volume.
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Learning Checkpoint #5: 

• Putting it All Together!
• Buyer receives a requisition for marketing services for a new campus 

initiative with no associated budget. A similar purchase has not been 
made in recent CSU history. Buyer creates an RFP and receives three 
responsive proposals: (1) $50,000, (2) $40,000 and (3) $45,000.

• The supplier who bid $40,000 was selected for negotiation. The buyer is 
able to negotiate the price down to $39,000 by offering more favorable 
payment terms than what was specified in the RFQ. 

Please answer the questions on the next slide:
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Learning Checkpoint #5: 

• What is the Baseline type? 
• Imputed cost. This is because there is no contract or historical purchases from which to baseline.
• What is the Benefit type? 
• Cost reduction. This is because procurement actions through RFP and negotiation resulted in a reduced 

cost.
• What is the Baseline cost? 
• $45,000. This is the average of the responsive non-awarded bids. 
• What is the negotiated cost? 
• $39,000. This is the negotiated price of the awarded supplier.
• What is the identified Benefit? 
• $6,000. This is the baseline cost minus the negotiated price.
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