AMPLIFA PROCUREMENT GLOSSARY

Procurement lever: deliberately leveraging
leverage in strategic procurement

The procurement lever describes the effect by which savings in the cost of materials increase
company profit disproportionately strongly. Since material costs in industry often represent the
largest cost block, a comparatively small price improvement leads to a disproportionate contribution
to the result. The term therefore describes less a single measure than a central management
principle of procurement. Those who know the relevant levers and apply them systematically can
influence earnings without changing sales volumes.

Key facts

« A procurement lever describes the disproportionate profit impact of cost savings in the procurement
area.

* In practice, the cost of materials in industry typically accounts for 40 to 70 per cent of revenue, which
is what creates the leverage effect.

* Key levers are price negotiations, volume bundling, specification changes, supplier selection and
process optimisation.

* Frequently cited rule of thumb: a one per cent price reduction in material costs can, depending on
the margin, increase profit by a comparable magnitude to a multi-percentage increase in revenue.

» Sustainable leverage arises from systematic procurement optimisation rather than one-off initiatives.
» KPIs such as procurement ROI and variance analysis make the leverage effect measurable.

Definition: procurement lever

A procurement lever is any category of measure in procurement that achieves a disproportionate
improvement in cost, risk or value contribution with manageable effort. The term makes clear that, by
virtue of its lever position between the market and the cost structure, procurement can deliver a multiple
of its personnel costs as a contribution to the result.

Origin of the term

The word derives from the law of the lever in the figurative sense: a small force at the long end moves a
large weight. Transferred to procurement, this means that changes in areas such as contract duration,
specification or supplier selection can move large sums in material expenditure. This is why many
companies regard procurement as the area with the greatest leverage on the operating result. In
balance sheet analyses it is frequently argued that savings flow through in full to the earnings line,
whereas revenue is accompanied by sales costs.

Distinction from cost reduction in general

Not every cost reduction is a procurement lever in the narrower sense. The term emphasises the
proportionality of effort and impact as well as the direct controllability by the procurement function. Cost
reductions internalised elsewhere, for example in production, do not fall under the term, even though
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they can have a similar commercial effect. The procurement lever is meaningfully distinguished from
zero-based approaches or general restructuring measures, since it remains market- and
supplier-related. This distinction is practically relevant for the procurement manager's objectives and for
reporting to management.

Types of procurement lever

In practice, buyers distinguish several classes of levers that differ considerably in impact,
implementation barriers and time until the effect materialises. A rough classification helps to prioritise
bundles of measures sensibly.

Market levers: price, volume and competition

The classic levers are price negotiations, tenders and the deliberate creation of competitive pressure.
Volume bundling across plants and sites strengthens the negotiating position, as does a credible
supplier switch. Instruments such as an e-auction implement competitive pressure transparently, but are
better suited to standardisable goods. The contract mechanism itself is also a lever: price adjustment
clauses, index linkage and option volumes influence the price level over the term. The foundation of all
market levers is robust demand planning with quantity and requirement forecasts.

Specification levers: from demand to alternative

Specification levers address the requirement itself before a price is negotiated. Tolerance adjustments,
material substitution, standardisation of parts or a move away from drawing-based specifications
towards performance specifications open up competition. These levers often have a stronger effect than
price reductions on existing items, but require close collaboration with engineering and quality. A
structured planned-versus-actual price comparison against alternative solutions makes the potential
visible. Typical partners for these levers are suppliers with their own development and process expertise.

Process and relationship levers

Process levers reduce process costs rather than price: order process optimisation, automated
reconciliation, fewer transactions and less firefighting purchasing. Relationship levers exploit
partnerships: joint cost reduction programmes, early involvement in the start of production (SOP) or
long-term contracts in return for price stability. Structural levers such as slimming down the supplier
base or dual sourcing for critical parts also count among these. They work more slowly, but more
sustainably than one-off price negotiations.

Key KPIs for leverage

Lever effectiveness can only be managed if it is measured. In practice, several metrics have established
themselves which capture the effect from different perspectives.

Savings and procurement ROI

The central KPI is realised savings against a defined baseline, usually prior-year prices or quoted

prices. Procurement ROI sets the savings achieved in relation to the cost of the procurement function. In
practice, ROI figures of well above five to one are regarded as usual, although the calculation method
varies considerably. It is important to distinguish between negotiation success and realised savings: only
the latter shows up in the result and belongs in a regular planned-versus-actual price report. Without
clean baseline figures, every KPI loses its meaningfulness.
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Additional control metrics

In addition to savings, relevant metrics include price penetration, compliance with framework
agreements, the early payment discount rate as a short-term financial lever and supplier consolidation.
A supplier rating helps to evaluate price and relationship levers together. The supplier credit limit
perspective is particularly relevant when buying west, if levers are to be applied through financial
incentives. For commodity groups, the category roadmap provides the plan for the sequence in which
levers are activated.

Implementation: methods and approach

Levers are rarely pulled one at a time. In practice, a structured process has proven its worth: potential
analysis, prioritisation, implementation and reintegration into ongoing processes.

Potential analysis and prioritisation

The starting point is a spend analysis at commodity group level covering prices, quantities, suppliers
and contract situation. In addition, benchmarking approaches, should-cost analyses and simple variance
analysis provide indications of untapped potential. Prioritisation is usually by savings potential, likelihood
of implementation and internal effort. A category roadmap schedules the measures across several
quarters and prevents all levers from being pulled at once. Every initiative should include responsibilities
and a timetable from the outset.

Implementation and safeguarding

Different instruments are used in implementation: tenders and e-auctions for competition levers, contract
negotiations for term and conditions levers, specification workshops for requirements levers. Critical
points are safeguarded with contract mechanisms, such as price escalation clauses or a clear notice
period in framework agreements. International business requires safeguards such as letters of credit or
precise contractual provisions on commercial invoices and CMR consignment notes for cross-border
goods flows. Every completed measure must be transferred into binding framework agreements and
ordering processes, otherwise the effect dissipates.

Anchoring in day-to-day business

Sustainable leverage requires anchoring in day-to-day operations: framework agreements are enforced
by the system, catalogues lead to the agreed price, exceptions require approval. A
planned-versus-actual price comparison per item quickly reveals deviations. Disciplines such as S&OE
ensure that short-term shifts in demand do not undermine the negotiated terms. Professional data
management, often supported by a data steward, is a prerequisite for reliable reporting. Without
operational discipline, even major negotiation successes evaporate within a few quarters.

Risks and controls when using procurement levers

Every lever has side effects. Those who ignore them achieve short-term prices that lead to failures,
quality problems or dependency in the long term.

Supplier default risk and dependency

Tough price negotiations can push suppliers to the limits of economic viability, especially in tight markets
or where capacities are scarce. The consequences are loss of priority during shortages, declining
quality or capital shortages at the supplier. Countermeasures include clear minimum margin

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



expectations in supplier selection, dual sourcing for critical parts and a balanced supplier rating that
does not evaluate price in isolation. A supplier credit limit approach also protects against dependency
on financially weak partners. Sustainability and security of supply belong in every lever decision.

Quality, specification and compliance

Specification changes must never be made without approval from engineering and quality. Changes to
safety-relevant parts are subject to approval processes that take time and must be completed before the
start of production (SOP). Documentary aspects are also relevant: for international deliveries,
commercial invoices and CMR consignment notes must be consistent with the specification and the
value in order to avoid customs and liability risks. Compliance checks and a mandatory order
confirmation requirement ensure that agreed terms actually apply. All legal aspects should be examined
by legal counsel on a case-by-case basis.

Current developments in procurement levers

The tool landscape and the framework conditions for procurement levers have changed significantly in
recent years. New data sources and automation are expanding the repertoire, while at the same time
volatility and sustainability requirements are changing the rules of the game.

Digitalisation and data-driven levers

Data quality is today itself a lever: standardised material master data according to ECLASS first makes
comparisons across plants and suppliers possible. Match-and-merge rules automatically identify when
the same part is procured under different numbers and create bundling potential. Al-supported analyses
can identify price spreads, pattern signals and negotiation blind spots. Slot booking and similar logistics
tools extend the lever concept to transport costs as well. Agile procurement brings short iteration loops
to the implementation of lever projects.

Volatility, sustainability and resilience

Energy price fluctuations, raw material volatility and geopolitical disruption have increased the
importance of levers for risk mitigation. In practice, a supplier energy audit is increasingly used as part
of supplier evaluation in order to incorporate energy strategy and CO2 footprint into lever decisions.
Price escalation clauses and index linkage protect contracts against market fluctuations. Sustainability
requirements from supply chain legislation broaden the concept of the lever: through deliberate supplier
selection, buyers can manage not only costs but also risks and reputation. The trade-off between price
and resilience remains a management decision.

Typical metrics

Realised savings: typically 2-5 % p.a. of material costs
against a defined baseline, realised in the result

Procurement ROI: frequently > 5:1
savings versus cost of the procurement function; define methodology

Framework agreement compliance: > 90 %
proportion of orders placed at contractually agreed terms

Early payment discount rate: frequently 30—60 % of the relevant volume
short-term financial lever, dependent on liquidity position
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Practical example

A medium-sized mechanical engineering company with a material cost ratio of around 60 per cent of
revenue identified in a spend analysis an unusually large spread for standard fasteners: identical parts,
several suppliers, price differences of up to 30 per cent. Match-and-merge rules were used to identify
duplicates in the material master and harmonise them on the basis of ECLASS standard data.

« Bundling of the total volume across three plants in a Europe-wide tender
« Specification workshop with engineering to substitute special solutions with standard parts
» Conclusion of a framework agreement with a price escalation clause and defined notice period

* Involvement of top suppliers before the start of production (SOP) of new model series, supported by
regular supplier ratings

Conclusion

The procurement lever is one of the most powerful management principles in industry, because even
small improvements in material costs unleash a major impact on results. What matters is not the
individual price negotiation but a systematic interplay of market levers, specification levers and process
levers. The prerequisites are clean data, clear KPIs and operational discipline once negotiations have
concluded. At the same time, sustainable leverage requires an eye for supplier risks and quality
requirements. Those who systematically combine potential analysis, implementation and anchoring turn
the lever concept into a lasting competitive advantage.

Frequently asked questions

What is a procurement lever?

A procurement lever is a category of measure in procurement that achieves a disproportionate
improvement in cost or risk with manageable effort. Typical examples are volume bundling, price
negotiations, specification changes and process optimisation. The term emphasises the proportionality
of effort and impact.

Why does procurement have such high leverage?

In industry, the cost of materials typically accounts for 40 to 70 per cent of revenue and thus exceeds
every other cost block. Savings there flow almost in full to the operating result. For this reason, a one per
cent price improvement in procurement often delivers more in practice than a significantly higher
increase in revenue.

How are savings from procurement levers calculated?

The basis is a defined baseline, usually prior-year prices or quoted prices, multiplied by the actual
quantities. It is important to distinguish between negotiation success and realised savings that become
visible in the annual accounts. A planned-versus-actual price comparison and a variance analysis report
ensure traceability.

What procurement levers are there?

The common classification is into market levers (price, competition, volume), specification levers
(requirements, standardisation, substitution) and process and relationship levers (supplier partnership,
order process optimisation). Further levers are structural measures such as supplier consolidation and
improving data quality. Depending on the commaodity group, different levers have the strongest effect.
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What risks arise from aggressive procurement levers?

Overly tough price negotiations can weaken suppliers economically and lead to supply problems in a
crisis. Declining quality and increased dependency are also typical side effects. Countermeasures
include a balanced supplier rating, dual sourcing for critical parts and realistic margin expectations in
supplier selection.

How are procurement levers successfully implemented?

A structured process has proven effective: potential analysis at commodity group level, prioritisation via
a category roadmap, implementation with suitable instruments and subsequent anchoring in framework
agreements and ordering processes. Without operational discipline, negotiation successes quickly
evaporate. Data quality and clear responsibilities are essential prerequisites.
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