AMPLIFA PROCUREMENT GLOSSARY

Procurement Cost Centre Reporting:
Transparency on Procurement-Side Costs by
Cost Driver

Procurement cost centre reporting refers to the systematic capture, allocation and evaluation of all
procurement-related costs by cost centre and cost object. It links controlling with procurement
practice and makes visible which departments, projects or products cause which procurement
costs. For buyers and supply chain managers, it is an important basis for creating transparency,
managing budgets and making savings demonstrable.

Key facts

« Cost centre reporting allocates procurement costs such as material usage, freight or process costs
to the cost-driving units.

|t forms the basis for budget control, contribution margin analysis and the evaluation of sourcing
levers.

« Typical data sources are ERP systems, shopping basket data, account assignment data from
purchase requisitions and freight invoices.

 In practice, a distinction is often made between directly product-related costs and discretionary
process costs.

» Monthly or quarterly reporting cycles with variance analysis are the usual standard.

» Without clean master data and account assignment discipline, the reporting remains unreliable in
terms of significance.

Definition: Procurement Cost Centre Reporting

Procurement cost centre reporting is the periodic, structured evaluation of all costs arising from
procurement activities, allocated to cost centres, cost objects or projects. It answers the question of who
procured what, in what quantity and at what prices, and which process costs arise as a result.

Distinction from Material Group Analysis

While material group analysis focuses on assortments and suppliers, cost centre reporting puts the cost
drivers at the centre: departments, plants, projects or machines. The two perspectives complement each
other. Only the cost driver view shows where in the company demand arises and makes demand
notification visible as a management variable.

Positioning within Controlling

The report is the interface between procurement controlling, cost accounting and financial accounting. It
draws on account assignment data from the purchase requisition and inventory, in particular the cost
centre, order number or project number in the ERP system. In practice, processes often converge here
that are also relevant for inventory management and product costing.
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Methods and Approach in Procurement Cost Centre Reporting

Robust reporting does not arise ad hoc but through clearly defined steps: defining data sources,
establishing the cost driver logic, automating evaluations and regularly discussing the results. It is
essential that account assignment is carried out correctly in the ordering process itself.

Data Basis and Account Assignment

The basis is purchase order data with cost centre reference, goods receipt and invoice data, and
third-party costs such as freight, packaging or customs clearance. For catalogue buying and shop
solutions, account assignment can be largely automated via approved catalogue items. For free-text
requisitions, a mandatory check in the approval workflow is advisable, as account assignment errors
typically arise here.

Allocation Logic and Cost Types

A distinction is frequently made between direct material costs, logistics costs (including demurrage or
warehouse follow-up costs) and discretionary overheads of the procurement department. Process costs
are either charged on as an allocation rate per purchase order item or allocated via activity-based
calculations. Both approaches are common; what matters is a consistent, documented methodology.

Reporting Cycle and Structure

In practice, a monthly cycle with standard reports has proven effective: actual versus plan per cost
centre, variance analysis by price, volume and structural effects, and a top list of the largest cost drivers.
Procurement provides commented variances, and controlling sets the formal requirements. Quarterly,
target-versus-actual comparisons from agreed sourcing levers are added.

Key KPIs in Procurement Cost Centre Reporting

Metrics make the report decision-ready. They should always be linked to a comparative figure: budget,
prior-year value or calculated price. Only then can statements about improvement or deterioration be
made.

Material and Price Metrics

Key figures are material costs per cost centre, price variance against calculated or last purchase prices,
and budget utilisation in per cent. In addition, duplicate detection in master data and purchase orders
shows how much volume has flowed through non-negotiated channels. The product level is also
relevant: variances feed into product costing and thus into quotation prices.

Process and Efficiency Metrics

Process costs per purchase order item, the share of automated purchase orders, the share of maverick
buying and processing time per requisition describe the efficiency of procurement. In addition, metrics
from supplier performance evaluation such as on-time delivery and quality provide explanations for cost
variances, for example through replacement purchases or production-related special deliveries. Tracking
the delivery dates of open purchase orders helps to avoid follow-up costs from shortfalls at an early
stage.
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Risks and Controls in Procurement Cost Centre Reporting

The report is only as good as its data. Typical risks are incorrect account assignment, missing cost
centre instances, duplicate structures and insufficient reconciliation with accounting. Controls should
therefore cover both data quality and economic plausibility.

Data Quality and Master Data

Incorrect cost centre assignments distort statements down to the level of product costing. Regular
master data maintenance, mandatory fields in the ordering process and spot checks at goods receipt
mitigate the risk. Inventory management also plays a role: posting errors in the warehouse directly affect
cost centre values and inventory optimisation metrics.

Compliance and Internal Control

Four-eyes principles for approvals, budget checks before ordering and regular reconciliation between
procurement, accounting and cost accounting are standard controls. For international procurement,
topics such as origin preference and the tax treatment of import costs are added; their specific
assessment should be carried out on a case-by-case basis with tax or legal advice. Long contract terms
also require period allocations so that costs are assigned to the correct month and the correct unit.

Acceptance within the Company

If the reporting is perceived as a control instrument, data quality suffers due to avoidance behaviour. It
works better as a management instrument: cost centre owners receive their evaluations in advance,
variances are explained in dialogue and actions are derived jointly. Transparency thus becomes a
shared concern rather than a monitoring tool.

Current Developments in Procurement Cost Centre Reporting

Digitalisation, automated procurement processes and changing supply chains are changing the
requirements for reporting. It is becoming faster, more granular and more strongly integrated into
ongoing processes.

Automation and Data Integration

Automated procurement processes, such as catalogue buying and digitalised purchase requisitions,
generate significantly finer data in real time. Dashboards are increasingly replacing static monthly
reports. The prerequisite is clean data governance: who may access which evaluations and which data
basis is regarded as binding must be regulated.

Supply Chain and Sustainability Costs

Disruptions in supply chains make additional costs visible that previously went under the radar: special
transports, warehouse rent, demurrage or extra work. In the case of relocation of production, for
example in the context of onshoring or transfer of work, retooling and ramp-up costs must also be
allocated to the correct project cost centres to make decisions assessable. Sustainability-related costs,
such as packaging take-back in the context of the PPWR declaration of conformity, are also finding their
way into reports.

Sourcing Strategy as a Supplier to the Reporting

Modern procurement organisations also use reporting in reverse as a source of steering: cost centre
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and consumption data can be used to derive bundling potentials, which lead via the sourcing pipeline to
market prices and via the sourcing levers to negotiation targets. The sourcing pipeline links demand
analysis, supplier search and contract award; cost centre reporting provides the fact-based starting
material.

Typical metrics

Budget utilisation per cost centre: 90-100 %
Deviations below 90 % or above 100 % are typically a trigger for analysis

Price variance against calculation: <2 %
Benchmark for stable procurement prices per cost centre

Process costs per purchase order item: in practice often in the low double-digit EUR range
depending on degree of automation and order structure

Share of maverick buying: <5 %
volume outside regulated channels; often significantly higher in unmanaged areas

Account assighment error rate: <1 %
share of purchase order items subject to post-assignment, month-on-month comparison

Practical Example

A mid-sized mechanical engineering company with around 400 employees found that maintenance
costs at three plants were significantly over budget without a clear cause. Procurement controlling
introduced a cost centre report that automatically allocated purchase order items to the asset and
project cost centres and reported process costs as an allocation rate.

 Introduction of binding cost centre mandatory fields in the purchase requisition process with release
checks.

* Monthly variance analysis with a commented comparison of calculated and actual prices per plant.

« Enrichment with logistics costs including demurrage and special freight to make hidden subsequent
costs visible.

« Derivation of bundling potentials via the sourcing pipeline and tracking of savings in subsequent
quarters.

Conclusion

Procurement cost centre reporting creates the cost driver transparency that both controlling and
procurement strategy need. It shows where demand arises, which costs are actually incurred and which
savings measures genuinely work. What is decisive is clean master data, a consistent allocation logic
and a regular reconciliation rhythm with the cost centre owners. Those who understand the reporting as
a dialogue instrument rather than a control instrument increase data quality and acceptance alike. It
thus becomes a sound basis for budget negotiations, sourcing decisions and the cost-based
management of the company.

Frequently asked questions

What is included in cost centre reporting in procurement?
Typically included are direct material costs, freight and packaging costs, customs and import costs, and
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allocated process costs of the procurement department. Assignment is made via the account
assignment in the purchase requisition and purchase order. In addition, subsequent costs such as
replacement purchases or warehouse rent are often included.

How often should cost centre reporting in procurement be produced?

In practice, a monthly cycle with variance analysis has proven effective, supplemented by quarterly
target-versus-actual comparisons. Where there is high volatility, for example in raw material prices or
project business, weekly evaluations of individual cost centres are also common. What matters more
than frequency is the binding nature of the review meeting and the derivation of actions.

Which metrics are important in procurement cost centre reporting?

Key metrics are material costs per cost centre, budget utilisation, price variance against calculated
prices and process costs per purchase order item. In addition, on-time delivery from supplier
performance evaluation, the share of volume sourced outside negotiated channels and inventory
metrics provide explanatory value. Every metric should be compared against budget, prior year or
target.

How does cost centre reporting differ from classic procurement controlling?

Procurement controlling typically looks at suppliers, material groups and savings targets from the
buyer's perspective. Cost centre reporting turns the perspective around: it asks which internal cost
drivers triggered which costs. Both perspectives use the same data but answer different management
questions.

What role does master data play in cost centre reporting?

They are the decisive prerequisite: incorrect cost centres, material numbers or account assignments
distort all evaluations. Mandatory fields in the ordering process, regular master data maintenance and
duplicate detection for supplier and material master records ensure data quality. Without this basis, even
elaborate evaluations remain unreliable.

How can maverick buying be detected in cost centre reporting?

By identifying purchase orders without an assigned framework contract, placed outside approved
catalogues or with deviating suppliers, and allocating them to the cost centres. If a cost centre shows
unusual suppliers or prices, this indicates purchasing outside the regulated process. These signals can
be addressed through training and process improvements.
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