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AMPLIFA PROCUREMENT GLOSSARY

Cost-Benefit Analysis: systematically
evaluating investment and procurement
decisions
The cost-benefit analysis is a systematic method for evaluating measures, projects or procurement

decisions in which all identifiable costs and benefits are compared and monetised as far as

possible. In industrial procurement, it serves as a decision-making basis for making alternatives

such as make-or-buy, supplier changes or process investments comparable. It creates

transparency about the overall cost impact and prevents short-term price savings from masking

long-term additional costs.

Key facts
• The cost-benefit analysis weighs all the expenditure of a decision against all the returns and savings

resulting from it.

• Non-monetary factors such as quality, risk or delivery capability are typically included via weighting

factors or shadow prices.

• In procurement, it is increasingly replacing pure price consideration with a total-cost-of-ownership

perspective.

• In practice, carefully examined procurement measures often pay for themselves within one to three

years.

• The validity of the results depends heavily on the quality of the input data and the completeness of

the cost types considered.

• It is a typical instrument in negotiation management and in preparing the business case for strategic

procurement projects.

Definition: cost-benefit analysis
The cost-benefit analysis (also known as utility value analysis or cost-benefit analysis) is a quantitative

evaluation method that compares the advantages and disadvantages of a decision in a comparable

form. The aim is to justify the merits of a measure in a traceable way and to compare several

alternatives objectively.

Distinction from classical capital investment appraisal

Whereas capital investment appraisal primarily evaluates capital flows over the term, the cost-benefit

analysis also takes into account effects that are difficult to quantify, such as reputation, supply chain

resilience or employee acceptance. It thus sits between pure economic viability appraisal and strategic

evaluation. In practice, both approaches are frequently combined: figures plus qualitative utility value

assessment.

• Monetary: investments, running costs, savings



Amplifa Marketplace · Procurement glossary amplifa-marketplace.com/en/glossary/kosten-nutzen-analyse

• Qualitative: risk, quality, flexibility, sustainability

Significance in procurement management

In procurement, the cost-benefit analysis serves as a means of evidence towards management and as

an internal argumentation tool towards functional departments. It typically decides on questions such as

supplier consolidation, the introduction of standard software, the switch to framework orders or the

build-up of emergency stock. In supplier capacity assessment, too, it provides the justification for

expenditures such as audits or setting up a second source.

Methods and procedure of a cost-benefit analysis
The process generally follows a multi-stage scheme: define objectives, identify alternatives, record costs

and benefits, evaluate and compare. The methodology agreed in advance is decisive so that results do

not appear manipulable after the fact.

Recording the cost and benefit drivers

First, all relevant cost drivers are recorded across the entire life cycle: purchase prices, transaction

costs, warehousing costs, quality costs, maintenance and disposal. On the benefit side are savings,

revenue increases, risk reduction and process improvements. A supplier landscape analysis helps to

reliably derive real market prices and cost drivers.

Valuing non-monetary factors

Factors such as delivery reliability, defect rate or delivery readiness cannot be expressed directly in

pounds sterling. Two routes are common: either a utility value analysis with weighted point scales, or

translation into shadow prices — for example, the cost of one hour of line stop as an upper limit for

losses of delivery reliability. The weighting should be determined by several stakeholders in a

competitive dialogue with the functional departments.

• Utility value analysis: point weighting, no monetisation

• Shadow prices: qualitative factors are assigned calculated marginal costs

Calculation and sensitivity testing

From the recorded values, metrics such as payback period, net present value or utility value per

alternative are calculated. A sensitivity analysis examines how stable the result remains under changed

assumptions — for example, fluctuating material prices or deviating volume forecasts. This reveals

under what conditions an alternative loses its superiority.

Total Cost of Ownership as the core model
In procurement, the most effective form of cost-benefit analysis is the consideration of total costs (Total

Cost of Ownership, TCO). It extends the price comparison to include all downstream costs of use and

availability.

Cost types across the life cycle

Typically, four cost levels are distinguished: acquisition (price, duties, freight), operation (energy,

maintenance, spare parts), quality and risk costs (scrap, recalls, replacement sourcing) and end of life

(disposal, residual value). A lower purchase price can thus quickly be eaten up by higher defect rates or

longer run times.
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TCO in the supplier comparison

When comparing several suppliers — for example as part of a supplier landscape analysis — location

factors are included: transport times, customs clearance, supplier cascades and exchange rate risks.

With offshoring options, TCO calculations regularly show that low unit prices are partly or entirely offset

by shipping times, demurrage charges and increased coordination effort.

Link to product selection and procurement strategy

TCO analyses feed into the procurement strategy and into decisions on single sourcing versus multiple

sourcing. They also support the ordering policy, for example the choice between individual orders,

framework orders with call-offs, or procurement-managed minimum stock levels. On this basis,

procurement approval thresholds and procurement routes can be plausibly derived.

Key KPIs and evaluation figures
A cost-benefit analysis only unfolds its effect through measurable metrics that are recorded before and

after the measure. Without a baseline measurement, the documented benefit remains vulnerable to

challenge.

Monetary metrics

Key figures are payback period, net present value, internal rate of return and savings ratio. The term

Savings Realized is used in procurement for savings that have actually been realised and have a budget

impact, and differs from purely calculated potentials. Only Savings Realized with a traceable data basis

are convincing in budget negotiations.

Operational metrics

In addition, service level, defect rate, inventory coverage, throughput times and invoice error rates are

used. These metrics make the quality and reliability effects of a procurement decision visible and serve

as early warning indicators if forecast benefit values fail to materialise.

Risk and resilience metrics

Modern cost-benefit analyses add resilience measures such as supplier concentration, downtime during

supply outages or replenishment lead times. Supply chain analytics tools enable data-based statements

here instead of estimates, for example on the susceptibility of supply paths to disruption or on the

volatility of upstream products.

Risks, limitations and controls
Despite its systematic approach, the cost-benefit analysis is not an objective instrument: results depend

on assumptions, the data situation and the interests of the participants. Sources of error must be

consciously managed.

Typical sources of error

Optimism bias in benefit forecasts, incomplete cost recording (for example, neglected internal

management costs) and perverse incentives frequently occur — for instance when buyers interpret

savings targets in a distorted way towards short-term price effects. Neglecting switching costs, training

effort or integration risks with new suppliers also distorts results. A supplier de-risking perspective

should therefore be incorporated into every analysis.
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Control mechanisms and governance

Reliability is created through standardised templates, defined procurement approval thresholds and an

independent review of assumptions — typically by controlling or a four-eyes principle. Documented

recommendations and parameter evidence make later reviews easier. Legal and tax aspects such as

warranties, hedging via forwards and swaps, or parent company guarantee restrictions should be

professionally examined on a case-by-case basis.

Dealing with uncertainty

Where uncertainty is high — new technologies, new markets, volatile demand — scenario calculations

or stage-gate decisions make sense. Instead of a go/no-go decision, the process proceeds in phases

with defined review points. This reduces the risk of bad investments and allows adjustments in the light

of new findings.

Current developments and outlook
The cost-benefit analysis is changing from a static decision template into a continuous steering

instrument. Digitalisation and sustainability requirements are considerably expanding the scope of

consideration.

Data-based analyses and automation

Supply chain analytics tools and AI-supported evaluations now enable continuous rather than one-off

analyses. Prices, delivery times and quality data can be continuously updated and TCO models

automatically refreshed. Item classification is also supported, making comparisons across categories

more reliable.

Sustainability as a cost and benefit factor

Reporting frameworks such as the GRI Standards make environmental and social impacts subject to

mandatory reporting, which increasingly forces these factors into cost-benefit considerations or shadow

valuations. Carbon pricing, recyclability and supply chain due diligence obligations visibly shift the

economic viability calculation. Strategic target pictures at category level, known as Category Visions,

help to embed these factors consistently in procurement decisions.

Integration into ongoing processes

Increasingly, cost-benefit logic is being integrated into operational processes: into promotion planning for

retail and promotional goods, into slot booking decisions in order scheduling, or into the evaluation of

alternatives for emergency orders. In this way, the instrument migrates from a one-off project evaluation

to the ongoing operational controlling of procurement.

Typical metrics
Payback period: typically < 36 months
Period until the measure has covered its costs through benefits

Savings Realized: typically 2–10 % of spend volume
Savings with an actual budget impact, depending on category and baseline

Service level: > 95 %
Delivery reliability as a central benefit and risk variable in the evaluation
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Defect rate: typically < 500 ppm
Quality metric incorporated into the analysis via shadow prices

Practical example
A medium-sized mechanical engineering company examined switching the supply of roller bearings

from three regional distributors to a direct manufacturer partnership with a framework order. Initially, only

the unit price was compared — the manufacturer was around eight per cent higher. A complete

cost-benefit analysis with a TCO view changed the picture considerably.

• Recording all cost types: price, freight, order transaction costs, warehousing costs, shortage

incidents and line stop risk over two years

• Valuing delivery reliability via shadow prices derived from production-related downtime costs

• Sensitivity analysis for delivery volumes, price index commitments and exchange rate risks

• Result: despite the higher unit price, payback within twelve months thanks to reduced shortage and

transaction costs — changeover implemented after a pilot phase

Conclusion
The cost-benefit analysis is one of the most important instruments for moving procurement decisions

from gut feeling to sound justification. Its value increases with the completeness of the recorded cost

and benefit drivers and the honesty of the assumptions. It replaces pure price thinking with a total cost

view and makes effects such as quality, risk and delivery capability measurable. Companies that use the

instrument in a standardised and regular manner make traceable, defensible procurement decisions.

What matters here is less formal elegance than data quality and the willingness to accept results even

when they contradict the original preference.

Frequently asked questions

What is a cost-benefit analysis?

A cost-benefit analysis is a systematic evaluation method that weighs all the costs of a measure against

all the benefits arising from it. It is used to make decisions between several alternatives objectively and

traceably. In procurement, it often serves as the basis for supplier and sourcing decisions across the

entire life cycle.

How does a cost-benefit analysis differ from a utility value analysis?

The utility value analysis (weighted attributes method) evaluates criteria using weighted point scales

without direct monetisation, whereas the cost-benefit analysis expresses as many effects as possible in

monetary units. In practice, both approaches are combined: quantitative cost accounting plus qualitative

weighting. The choice depends on how well the factors can be translated into monetary value.

What belongs in a cost-benefit analysis in procurement?

Besides purchase prices, transaction and acquisition costs, warehousing, quality and risk costs,

downtime costs, maintenance and disposal must be considered. On the benefit side, savings, process

improvements, risk reduction and, where applicable, strategic effects count. Non-monetary factors are

integrated via weighting factors or shadow prices.



Amplifa Marketplace · Procurement glossary amplifa-marketplace.com/en/glossary/kosten-nutzen-analyse

How do you calculate the payback period of a procurement measure?

The payback period is calculated by dividing the total investment or changeover costs by the periodic

net savings. It shows after what period of time the measure has covered its costs. In practice, a dynamic

variant with discounting is frequently used to include capital costs and time value losses.

What role does Total Cost of Ownership play in the cost-benefit analysis?

Total Cost of Ownership extends the cost-benefit analysis to include all downstream costs over the life

cycle of a product or service. This makes visible whether a lower unit price actually leads to lower total

costs. TCO is the most academically recognised approach for price comparisons in strategic

procurement.

What are typical mistakes in cost-benefit analyses?

Switching costs, internal labour time and risk costs are frequently neglected, or benefit potentials are

estimated too optimistically. Another classic mistake is comparing unequal alternatives without a uniform

observation period. Sensitivity checks and an independent review of the assumptions considerably

reduce these risks.


