AMPLIFA PROCUREMENT GLOSSARY

Cost Breakdown: cost breakdown as a
negotiating basis in procurement

The cost breakdown, also known in German as Kostenaufschliisselung or
Kostenstrukturaufstellung, is the detailed breakdown of the price of a service or component into its
cost-driving elements. It shows how the quoted price is composed of direct costs, overheads, profit
and other items. Technical buyers use it to check quotations for plausibility, understand price
differences between suppliers and put negotiations on a fact-based footing.

Key facts

* A cost breakdown typically decomposes a quoted price into material, labour, machine costs, material
overheads, manufacturing overheads, sales, administration and profit margin.

* The cost breakdown is a core tool of price analysis and serves as the basis for target cost
specifications and price adjustment clauses.

« Suppliers often share cost data only under confidentiality commitments, for example within the
framework of a Master Service Agreement (MSA) or a non-disclosure agreement (NDA).

« Cost breakdowns are particularly suitable for labour- and material-intensive parts and for series
parts with recurring procurement volumes.

* In practice, the completeness of the information is often a matter for negotiation: not every supplier
discloses all cost groups at the same level of detail.

* Regularly updated cost breakdowns support contract management and benchmarking in
procurement.

Definition: Cost Breakdown

The cost breakdown is the systematic decomposition of a price into its individual components. It
answers the question of what the buyer is paying for and to what extent each cost type contributes to
the final price. In this respect, it differs from mere price comparisons, which only look at the end result.

Distinction from price analysis and should-costing

Price analysis compares quoted prices with each other or with historical values without questioning how
they arise. The cost breakdown goes one step further and reveals the cost drivers. Should-costing builds
on this by not only mapping the costs but recalculating them from technical data such as cycle times,
material requirements or routings. In practice, many buyers start with a rough cost breakdown and
develop it into a should-cost analysis as needed.

Typical line items in a cost breakdown

A typical structure comprises six to ten cost groups depending on the industry. Common main blocks
are structured as follows:

* Material costs (differentiated, where applicable, into raw materials, semi-finished goods and
bought-in parts)
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+ Direct manufacturing costs: labour, machine hourly rates, tool wear

» Material and manufacturing overheads (material overhead rate, allocation of overheads)

» Logistics and packaging costs as well as tooling costs, amortised over the number of units
» Development, testing and quality costs

» Sales and administration, research expenditure and profit margin

Methods and approach for creating a cost breakdown

The path to a meaningful cost breakdown begins with the data basis and ends with taking action at the
right moment in the procurement process. Buyers should define early on what level of detail is
economically sensible for the respective material group, since a complete breakdown for low-volume
components quickly creates a disproportionate effort.

Requesting it in the quotation process

The strongest lever lies in the tender itself: whoever demands a cost breakdown as early as the request
for quotation receives structured quotations and makes tactical pricing more difficult. To this end, the
buyer defines a binding template with uniform line items, units of measure and reference quantities (e.g.
per 1,000 units). Optionally, the cost breakdown can be used beyond the award so that deviations
between the calculation and the invoice become transparent. For complex services, it is advisable to
align the format with the specialist departments in advance, as the demand specification significantly
shapes the cost structures.

Calculation basis and data collection

If no supplier data is available, the buyer can build their own calculation: material requirements from the
bill of materials and drawing minus scrap, labour values from the routing, machine hourly rates from
industry-standard reference ranges. It is important to cleanly separate market-specific elements such as
raw material indices from company-specific elements such as energy prices. Master and comparison
data from the ERP system provide a valuable basis for this, provided the ERP integration consistently
maintains material master records, routings and purchase prices.

Data quality and supplier commitments

Since cost data is commercially sensitive information, both parties frequently conclude a confidentiality
agreement or a Master Service Agreement (MSA) before detailed figures are disclosed. The buyer
should check whether the information is consistent: Do material prices match market quotations? Does
the labour grade schedule match the region and qualification level? Do overhead rates fall within
plausible industry ranges? Thorough plausibility checks increase negotiating power far more than the
mere existence of a table.

Use in procurement: objectives and concrete use cases

Cost breakdowns are not an end in themselves but a tool with clear use cases along the entire
procurement cycle, from supplier selection through price negotiations to ongoing price adjustment. The
benefit depends directly on how consistently the insights gained flow into pricing, contract and supplier
decisions.

Supplier selection and price comparison

In supplier selection, the cost breakdown enables a fair comparison of different business models: a
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highly automated supplier shows lower labour costs but higher machine depreciation; a contract
manufacturer behaves in exactly the opposite way. This makes it possible to assess which supplier is the
best fit for the specific volume and the required depth of manufacturing. The results often feed into a
supplier rating model or supplier score, allowing price logic to be combined with qualitative evaluations
such as parts-per-million (PPM) figures.

Negotiation and target costing

On the basis of the cost breakdown, it is possible to derive where realistic savings potential lies: raw
material drift, learning curve effects, capacity utilisation or overhead ratios. From this, the buyer
formulates target costs and argues not with blanket discount demands but with comprehensible cost
drivers. This methodology also strengthens contract management, for example when setting tiered
prices, volume rebates or index clauses.

Price adjustments and ongoing support

For long-term contracts, the cost breakdown forms the basis of transparency-based price adjustment
clauses: raw material, energy or labour indices are applied to the price using agreed shares. In practice,
typical benchmarks for material shares or overhead rates vary greatly depending on the industry and
must be contractually defined on a case-by-case basis. Periodic recalibration of the breakdown line
items is important, otherwise the clause loses its informative value over the contract term.

Key KPIs and evaluation metrics for the cost breakdown

A cost breakdown only delivers its benefit through systematic KPIs that make cost structure, negotiation
results and data maintenance measurable. The following metrics have proven effective in practice,
although target values vary considerably depending on the material group and manufacturing process.

Cost shares and cost driver analysis

Central are the shares of the main cost groups in the total price, in particular the material cost share,
which typically lies between 40 and 70 per cent in the capital goods industry. Also informative are
overhead rates, machine utilisation and the spread between revenue on the one hand and the sum of
costs on the other as an implicit margin. These figures form the basis for benchmarking in procurement,
though caution is advisable with comparisons lacking industry context, since accounting and overhead
allocation logic can differ considerably.

Quality and timeliness of breakdown data

As with master data, the rule applies: an outdated cost breakdown does more harm than good. Useful
control metrics are the proportion of material groups with a valid breakdown (typically targeted at over
80 per cent for A and B parts), the age of the last confirmation or review, and the proportion of
quotations that fully comply with the required format. These KPIs can be easily mapped in a supplier
score and integrated into the supplier rating model.

Negotiation success and savings impact

The impact of the breakdown is reflected in KPIs such as clean cost savings versus baseline, target
cost achievement rate, and the price deviation between the breakdown calculation and the actual
supplier price. It is important to cleanly separate price effects (such as index adjustments) from genuine
savings so that management does not misinterpret interpolated figures as real results.
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Risks and controls when using cost breakdowns

Working with cost breakdowns involves specific pitfalls: from excessive transparency demands to
manipulated or sloppy calculations to data protection and antitrust grey areas. Targeted controls keep
the benefit high and reduce the potential for disputes.

Excessive transparency demands and acceptance problems

Anyone who indiscriminately demands full cost transparency for every requirement risks rejection or
tactical evasion by suppliers and puts unnecessary strain on the relationship. In practice, it has proven
effective to scale the level of detail in proportion to procurement volume and risk relevance: for C parts,
a rough template is often sufficient, while strategic components justify a deeper engagement. Open,
results-oriented communication, such as jointly searching for cost reduction potential, significantly
increases acceptance.

Manipulation, allocation errors and data maintenance

Cost breakdowns can be distorted deliberately or inadvertently: excessive overhead rates, double
allocation of tooling costs, unrealistic labour rates or opaque pricing and volume tiers. Controls include
plausibility checks against industry-standard reference values, target-actual comparisons for series
production volumes already exceeded, and occasional on-site audits, which can be well integrated into
a supplier development concept or a Layered Process Audit (LPA) logic. Legal and tax aspects, for
example regarding the composition of price components for accounting or contract purposes, should
also be professionally reviewed on a case-by-case basis.

Current developments: digitalisation, sustainability and resilience

The cost breakdown is evolving from a mere negotiation table into a strategic transparency tool. Drivers
are rising raw material and energy prices, increasing regulatory requirements and the growing
availability of digital cost analysis tools.

Digitalisation and automated cost breakdown

Modern e-procurement and SRM systems support standardised breakdown templates, automated
plausibility checks and the linking with forecast data for demand planning. Al-supported solutions extract
the cost structure of similar parts from historical data and accelerate the quotation phase. What remains
important: automation does not replace professional judgement but reduces routine tasks and creates
space for negotiation strategy.

Sustainability and Scope 3 emissions

Companies are increasingly extending the cost breakdown to include sustainability dimensions and
enquiring about CO emissions along the value chain. This perspective, often summarised under the
term Scope 3 emissions, links cost drivers with emission drivers: energy-intensive manufacturing steps
are both cost and emission hotspots. This allows economic and ecological trade-offs to be weighed
transparently, for example when choosing between material alternatives or production locations.

Resilience and supply chain due diligence

In volatile procurement markets, the cost breakdown is gaining importance as a tool for location
comparisons and scenario calculations: how does the target price change if production is relocated to
another country? What cost bridges arise from additional logistics or higher inspection effort? At the
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same time, supply chain requirements are coming into sharper focus: aspects such as documented
child labour risk assessments are increasingly becoming part of the assessment of whether a cheaper
supplier is actually viable. The cost breakdown provides the cost side of an overall picture that maps
risk, quality and compliance alongside price.

Typical metrics

Material cost share: 40-70%
Typical benchmark in the capital goods industry; varies considerably depending on the product

Breakdown data coverage: > 80%
Proportion of A and B parts with a valid, auditable cost breakdown

Maximum age of the last review: <= 12 months
Older breakdowns lose their informative value with index clauses

Template acceptance in RFQs: > 90%
Proportion of quotations that fully comply with the required template

Target cost achievement: > 90%
Proportion of negotiated prices that reach the target costs derived from the breakdown

Practical example: cost transparency for an injection-moulded
series part

A medium-sized mechanical engineering company sources a plastic series part from several suppliers
and observes price differences of more than 20 per cent that it cannot explain. Before the next sourcing
decision, the buyer demands a binding cost breakdown template in the request for quotation and
defines uniform reference quantities.

« The buyer defines a mandatory template ranging from material to the threshold margin and links its
submission to participation in the supplier selection qualification process.

« A plausibility check reveals that one supplier has spread tooling costs over an unusually low number
of units, which explains the seemingly low unit price.

* On the basis of the corrected calculation, the buyer negotiates target costs and an index clause for
the key material, coordinated with contract management.

* The cost data is incorporated into the supplier rating model and has since served as a reference for
annual price reviews.

Conclusion

The cost breakdown is one of the most powerful tools in technical procurement because it moves price
negotiations from subjectivity to facts. However, its value depends decisively on the quality of the data
and the consistency with which buyers implement the insights in decisions, contracts and supplier
evaluations. Successful companies apply the level of detail in stages and in proportion to volume,
recalibrate the figures regularly and link them to KPIs such as a supplier score. Those who consistently
maintain cost breakdowns gain not only short-term margin advantages but also long-term planning and
resilience benefits. The prerequisite is a trusting yet clear collaboration with suppliers who see
transparency as a mutual benefit.
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Frequently asked questions

What is a cost breakdown?

A cost breakdown is the detailed breakdown of a price into its cost components such as material,
manufacturing, overheads and profit. It shows which cost drivers determine the quoted price. Buyers use
it to check the plausibility of quotations, explain price differences and negotiate on an informed basis.

How do I, as a buyer, create a cost breakdown?

The most efficient approach is to request the binding template as part of the request for quotation, with
uniform line items and reference quantities. Alternatively, you can build your own calculation from the bill
of materials, routing and industry-standard cost rates. The next step is to check all data for consistency
and plausibility before deriving target costs.

Must the supplier disclose a cost breakdown?

As a general rule, there is no legal obligation to disclose cost data; it is a contractual and
partnership-based arrangement. Many suppliers only provide transparency under confidentiality
commitments or in return for an appropriate order volume. In practice, linking the disclosure to award
prospects and handling sensitive data fairly significantly increases suppliers' willingness to cooperate.

What is the difference between a cost breakdown and should-costing?

A cost breakdown itemises an actually quoted price, whereas a should-cost calculation recalculates the
costs independently of the quotation based on technical data. The should-cost analysis answers what
the part should cost; the breakdown shows what the supplier is charging. The two methods complement
each other and together form a strong negotiating position.

For which parts is a cost breakdown worthwhile?

The benefit is greatest for material- or labour-intensive parts with relevant repeat volumes, typically A
and B components according to ABC analysis. For C parts, the effort often exceeds the benefit; price
comparisons or simple estimation models suffice here. A solid cost breakdown also pays off for
long-term contracts and index clauses.

How often should a cost breakdown be updated?

Annual review has proven effective in practice, supplemented by trigger events such as index changes,
volume jumps or changes of location. Where raw material or energy prices are highly volatile, shorter
intervals may make sense. It is important to agree updates on a binding basis so that agreed price
adjustment mechanisms are based on current data.
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