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Can Cost Savings Ratios Make Reporting Easier?

Spotlight On Professional Development Opportunities

Reporting cost savings is easiest when you negotiate a
lower price and buy the same quantity of goods or
services from one year to the next. Then, your cost
savings is equal to the reduction in spend.

Are you tired of not getting enough opportunities,
respect, and money out of your purchasing career?
Well, guess what? Nothing will change unless you take
action towards becoming a world-class purchasing
professional.

Things get a little trickier when volume changes. For
example, if you paid $10 for an item last year and
bought 100,000 units and you pay $8 this year and will
buy 150,000 units, your spend will actually increase to
$1,200,000 from $1,000,000 despite a price reduction.
In these cases, you have to communicate your savings on
a per unit basis: “we saved $2 per unit.”

You see, today’s employers refuse to reward
employees for yesterday’s skills. They demand that
purchasing professionals like you use the most modern
skills and achieve unprecedented results. They want you
to save more money, achieve better operational
performance, and reduce risk.

But it becomes even more difficult when both volume
and the exact composition of a category of goods or
services changes. Airline travel is a good example
because the number of flights, destinations, number of
days in advance tickets are purchased, and other factors
will change from one year to the next.

Earning your SPSM® Certification by completing the
Senior Professional in Supply Management® Program
is the action to take if you want to bring the most
modern purchasing practices into your organization
and achieve your career potential. Learn how to earn
your SPSM® Certification (and perhaps get an iPod) at:

How do you report cost savings in these types of
categories? “There’s just no good way to do apples-toapples based on a total spend,” says Jim Nelles, Partner
with Roland Berger Strategy Consultants. Instead,
Nelles finds cost savings ratios to be a solution.
For airline travel, Nelles suggests using a cost savings
ratio such as cents per mile flown and striving for a yearover-year reduction in this ratio. But this type of cost
savings ratio is not just limited to airline travel.
“For something like office supplies, again you’re rarely
ever going to buy the same market basket of goods from
one year to the next,” according to Nelles. “But if you
can calculate office supply spend by…employee, it’s a
nice way to demonstrate that [you] were spending
$50.00 per employee last year and now that number has
gotten down to $47.50 this year.”
So rather than tracking the spend on every single pen or
line item – especially when items are routinely
discontinued – you can use cost savings ratios to
demonstrate your contribution. Nelles contends that “it
is by coming up with these interesting ratios and these
different ways to demonstrate savings that people will
start to believe what you are doing.”
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The Latest Purchasing News!
 Purchasing Managers/Directors:
Are you
struggling to develop a plan for improving your
team’s performance? If so, visit:
www.NextLevelPurchasing.com/benchmark
 Bob Hockin, a Purchasing Agent from Flint,
Michigan, won the Amazon gift certificate
awarded to one randomly-selected participant in
our recent survey. Thanks to all who participated!
 Considering a career move? Browse jobs
preferring candidates with the SPSM® Certification
at www.NextLevelPurchasing.com/jobs
FREE Offer!
Want to learn more about today’s topic? Then check
out my podcast interview with Jim Nelles! Podcasts are
audio files that you can listen to on your PC, download
to your iPod/MP3 player, or burn to CD.
It’s absolutely FREE to download the audio. So why
not add to your collection of great purchasing education
material?
Download This And Other Podcasts For FREE At
www.NextLevelPurchasing.com/podcast

