AMPLIFA PROCUREMENT GLOSSARY

Ordering Costs: A Price for Every Transaction
— How Buyers Keep Them Under Control

Ordering costs are the expenses incurred in connection with triggering and processing a single
order — regardless of the value of the goods ordered. They include personnel processing time,
system costs, approval processes, communication with the supplier, and verification and posting of
the goods receipt and the invoice. Because they are incurred per transaction, they have a
particularly strong impact on real unit costs for very small quantities and frequent repeat orders.

Key facts

» Ordering costs are transaction-related process costs and are independent of the order value.

* In practice, the costs per order typically range from about 50 to over 200 euros, depending on
process automation and complexity.

* The classic optimisation lever is the order quantity formula according to Harris/Wilson, which weighs
ordering costs against inventory costs.

« Catalogue purchasing, framework agreements and call-off orders significantly reduce the number of
full-order transactions.

» Ordering costs are among the relevant procurement KPIs in procurement controlling and form part of
the Total Cost of Ownership analysis.

» For direct material with high item-specific effort — for example contract manufacturing — the ordering
costs per transaction are considerably higher than for catalogue goods.

Definition: ordering costs

Ordering costs (also known as procurement fixed costs or Order Processing Costs) are all costs
incurred once per order transaction, regardless of how many units are ordered. Together with inventory
holding costs and procurement-variable costs, they form one of the three basic categories of
procurement costs.

Components of ordering costs

Ordering costs consist of several components that are sometimes underestimated in day-to-day
practice. Typically incurred are:

» Processing time for demand identification, enquiry, quotation comparison and order placement
» Approval and authorisation effort according to thresholds

«  Communication with the supplier (clarifications, queries, delivery date confirmations)

» Goods receipt inspection, posting and invoice verification including variance clarification

« System and licence costs of procurement management, allocated per transaction

Distinction from inventory holding costs

While ordering costs are incurred anew with every transaction, inventory holding costs arise from capital
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tied up, storage space, insurance and shrinkage over the storage period. These two cost blocks move in
opposite directions: the larger the order quantity and the less frequently orders are placed, the lower the
annual ordering costs — but the higher the inventory costs. The optimisation task is to find the cost
minimum of this opposing relationship.

Distinction from search and negotiation costs

Search costs (supplier sourcing, research) and negotiation costs (tendering, price negotiation) are
typically not incurred with every transaction, but once per procurement decision. In the literature they are
sometimes attributed to ordering costs and sometimes recorded separately as initiation costs. For
practical purposes, it is advisable to clearly assign the cost drivers in the process so that optimisation
measures can be applied in a targeted manner.

Methods and approach: capturing and optimising ordering costs

Before ordering costs can be optimised, they must be made visible. In practice this is rarely achieved via
financial accounting, but rather via process costing, spot-date surveys and processing cost rates per
transaction type.

Capture via process costing

Proven approach: break the ordering process down into sub-steps (demand notification, enquiry,
guotation solicitation, ordering, receipt, invoice), determine the average personnel effort per step in
minutes and multiply by a full cost rate per hour. System costs and allocated IT costs are apportioned
across the number of transactions. This yields a cost rate per order, which should be differentiated by
transaction type — for example standard catalogue order, direct order or a line item from a works
contract.

Quantity optimisation with the order quantity formula

The classic order quantity formula (optimal order quantity according to Harris/Wilson) calculates the
quantity at which the sum of annual ordering and inventory holding costs is minimal. In its basic form it
reads: square root of (2 x annual demand x ordering costs per transaction divided by inventory holding
cost rate times unit price). The prerequisite is even consumption. With fluctuating demand or critical
items, the formula is suitable only as a guide; consumption-driven replenishment and stochastic
methods deliver more realistic results in these cases.

Reduce the number of transactions rather than just the cost rate

The most effective lever is often not reducing the cost rate but reducing the number of transactions.
Proven instruments include framework agreements with call-off orders, consolidation of demand through
consolidated orders, catalogue purchasing with a high order rate per catalogue, and the automation of
approvals. Requisition management also has an effect here: the more clearly structured demand
notifications are, the fewer follow-up queries and correction loops arise in the ordering process.

Key KPIs around ordering costs

Ordering costs can only be steered if they are measurable. The KPIs should be evaluated regularly in
procurement controlling and compared against benchmark values from the organisation's own previous
periods.
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Costs per order and per order line

The most important figure is the average processing cost rate per order, supplemented by the costs per
order line. The latter shows how strong the consolidation effect is: an order with twenty lines distributes
the fixed costs better than a single-line order. In practice, experienced purchasing organisations
differentiate this KPl by commodity group and process type, as there is no entitlement to industry-wide
uniform values.

Share of released orders and processing time

In addition, the share of orders processed automatically (touchless rate), the requisition cycle time from
demand notification to order dispatch, and the share of orders placed under framework agreements or
via catalogue provide valuable insights. High shares of released, approval-free transactions indicate a
lean process landscape; long lead times, by contrast, indicate approval bottlenecks or unclear
responsibilities.

Combination with capital KPIs

Ordering costs must not be viewed in isolation. Combined with inventory turns, this reveals whether the
chosen order frequency adequately accounts for capital tied up. A low turnover rate with many small
orders is usually a warning signal of fragmented procurement processes; conversely, a very high
turnover rate can be expensively purchased through unnecessarily frequent order transactions.

Risks and controls in handling ordering costs

The greatest danger lies in optimising ordering costs in isolation and thereby missing overall objectives.
Cost-saving programmes that solely reduce the number of transactions quickly generate inventory,
misallocations or supply problems.

Missteering through overly large order quantities

Anyone who merely reduces the number of orders imports risks: capital tied up, obsolete stock and
reduced flexibility in the event of demand changes. Especially for technology-intensive parts, which are
subject to a high rate of change in ramp-up management anyway, large order quantities are risky.
Controls focus on regular stock and replenishment reviews as well as clear rules on which items are
excluded from quantity optimisation.

Risks in international procurement

When sourcing from countries with elevated country risk in procurement or pronounced geopolitical risk,
actual ordering costs often exceed the calculated process cost rate: expenses for customs clearance,
documentation, quality assurance and traceability are added. Mandatory reporting obligations such as
CBAM for relevant imported goods or certification evidence such as FSC/PEFC certification for wood
products also increase the verification effort per transaction. These additional costs should be reflected
in the cost rate per order type.

Organisational controls and data foundation

Effective controls include threshold values for order values, separation of the requesting and approving
functions, the four-eyes principle for direct orders, and clean supplier master data maintenance —
without a reliable golden record in master data management, cost-saving initiatives fizzle out in
duplicates and incorrect assignments. Regular schedule variance analyses also show whether process
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simplifications have damaged delivery reliability. Quotation checks should be standardised in order to
limit clarification effort per transaction.

Current developments: automation and new procurement models

Digitalisation is fundamentally shifting the cost structure of the ordering process. Routine transactions
can increasingly be processed automatically, while the remaining manual effort concentrates on
exceptions and complex procurement.

Catalogue purchasing and touchless procurement

Catalogue solutions connected to the supplier considerably reduce the effort per transaction in practice,
because text, price and supplier data are pre-maintained. The prerequisite is a high order rate per
catalogue — a catalogue that is barely used does not amortise its maintenance effort. In addition,
self-triggering processes based on consumption-driven replenishment support routine repeat demand,
allowing buyers to focus on strategic topics.

Al-supported demand and availability processes

New tools reduce clarification effort: enquiries can be generated more quickly and in a structured way
with Al support, and availability queries via Capable to Promise (CTP) at the supplier replace
time-consuming chains of queries. This accelerates the process and reduces the share of error-prone
manual intermediate steps. At the same time, the demands on data quality rise, as automated
processes do not correct errors on their own.

New procurement models and sustainability requirements

Alternative models change the cost logic: in contract manufacturing and make-or-buy decisions, order
transactions with high item-specific coordination effort arise, for example with works contracts or in the
ramp-up of new series parts. A structured pilot project with the supplier before the start of series
production shifts effort forward but reduces correction effort per order later. Sustainability requirements
too — such as supplier evidence along the GRI Standards — increase the verification effort per
transaction and should be taken into account when determining costs. In international supply
relationships, Incoterms such as Incoterms CPT or Incoterms CIP determine which logistics and
verification costs fall to the order processing.

Typical metrics

Ordering costs per order: typically approx. €50-200
strongly dependent on the degree of automation and order type; an own cost rate is recommended

Ordering costs per order line: often approx. €15-50
shows consolidation effectiveness; decreases with more lines per transaction

Touchless Rate: > 60% (catalogue area)
share of orders processed automatically as a maturity indicator

Share of orders under framework agreements: > 70% for repeat demand
a high share significantly reduces the number of transactions and effort per order

Practical example: Mechanical engineering company reduces
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ordering costs per transaction

A mid-sized mechanical engineering company with around 30,000 orders per year found in a process
analysis that small orders below 100 euros in goods value accounted for almost a third of the volume
but went through the same full process as series orders. The calculated cost rate for high-value direct
parts was close to the catalogue standard, although the effort varied considerably.

 Introduction of catalogue purchasing for C-parts with extended approval only above defined
thresholds

* Switching recurring series parts to framework agreements with call-off orders instead of individual
orders

» A differentiated cost rate per order type (catalogue, framework call-off, direct procurement, contract
manufacturing) as a basis for steering

» Quarterly schedule variance analysis to ensure that process simplifications do not impair on-time
delivery performance

Conclusion

Ordering costs are unremarkable but economically relevant, because they multiply with every
transaction. Anyone who makes them measurable quickly recognises that it is not the individual
transaction but the number of transactions that is the decisive lever. Framework agreements, catalogue
purchasing, call-off orders and automated approvals reduce the effort considerably more effectively than
any isolated process slimming. At the same time, the rule applies: always weigh optimisations against
inventory costs, supply capability and the risk situation. Anyone who understands ordering costs as part
of Total Cost of Ownership and the procurement KPIs steers procurement more robustly than by
focusing on unit prices alone.

Frequently asked questions

What are ordering costs in simple terms?

Ordering costs are all costs incurred once per order transaction — for example processing time,
approvals, communication with the supplier, and goods receipt and invoice verification. They do not
depend on the value of the goods. A £50 order can therefore be considerably more expensive in
percentage terms than a bulk order.

What are the average ordering costs per order?

In practice, depending on the degree of process automation, industry and complexity, typical figures of
around 50 to over 200 euros per order are cited, and for manually processed direct orders even higher.
There is no binding industry standard. It is advisable to establish your own cost rate differentiated by
order type, based on process costing.

How do you calculate the optimal order quantity?

The order quantity formula according to Harris/Wilson is frequently used: it balances annual ordering
costs against inventory holding costs and delivers the cost-minimising order quantity. The formula
assumes even consumption and constant costs. With fluctuating demand, price tiers or critical items, it
serves only as a guideline value.
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How can ordering costs be reduced?

The most effective approach is to reduce the number of transactions: consolidated orders, framework
agreements with call-off orders, catalogue purchasing and consumption-driven replenishment. In
addition, automated approvals, clean master data and standardised quotation checks reduce the effort
per transaction. It is important not to lose sight of inventory costs and supply capability in the process.

Do ordering costs count as procurement costs?

Yes. Procurement costs are usually broken down into ordering costs, inventory holding costs and
procurement-variable costs (such as transport and packaging). Ordering costs represent the
transaction-related share and are an integral part of Total Cost of Ownership analyses and procurement
controlling.

What is the difference between ordering costs and transaction costs?

Transaction costs is the overarching term and also includes initiation effort such as supplier sourcing,
negotiation and contract conclusion. Ordering costs more narrowly denote the effort of the operational
ordering and fulfilment process. In practice, the terms are sometimes used synonymously; what matters
is a consistent definition within the company.

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



