AMPLIFA PROCUREMENT GLOSSARY

Total Cost Tree: Cost transparency across the
entire value chain

The Total Cost Tree is a structured method for mapping all costs of a purchased item or service in a
structured cost capture — comparable to a cost framework. It extends pure net purchase price
thinking to include delivery, process, quality and follow-on costs across the entire life cycle. For
buyers and supply chain managers, it serves as the basis for comparability, award decisions and
negotiation strategy. The term is often used synonymously with TCO analysis (Total Cost of
Ownership), but as a dendritic breakdown scheme it is more operational and granular.

Key facts

« The Total Cost Tree maps all relevant cost blocks hierarchically — from acquisition via logistics and
quality through to disposal.

It replaces price comparison with total cost comparison, creating a sound basis for decision-making.
|t typically comprises five to seven main cost branches, each with any number of deeper sub-levels.

* The methodology can be built without special software using a spreadsheet; consistent assumptions
and data maintenance are what matter.

« In the award procedure, it improves the comparability of bids based on different calculation logic.

Definition: Total Cost Tree

A Total Cost Tree is a hierarchical cost structure that systematically captures all direct and indirect costs
of a procurement item and breaks them down into branches and sub-branches. In contrast to
point-in-time price analysis, it considers the entire procurement and usage period.

Distinction from TCO analysis

TCO analysis answers the question of the total costs of a product or investment over the life cycle. The
Total Cost Tree provides the methodological framework: it breaks the TCO down into defined,
measurable cost categories. Only this breakdown reveals where optimisation levers lie and which
assumptions underpin a calculation.

Why price alone is not enough

Two bids with identical unit prices can differ by a double-digit percentage in the overall assessment if
logistics routes, tooling costs, minimum order quantities or quality risks are weighted differently. The
Total Cost Tree forces these factors to be quantified explicitly rather than considered intuitively. This
protects against poor decisions that only materialise after contract award in the form of additional
claims, stockouts or scrap.

Structure and cost branches of a Total Cost Tree

A practically useful Total Cost Tree follows the path of the procurement item from enquiry to end of life.
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The depth of the breakdown should be chosen so that each level corresponds to an independent
influencing factor.

Direct cost branches

At the root are typically landed price, material costs, manufacturing costs, tooling and set-up costs, and
packaging. For bought-in parts, volume tiers, volume guarantees and price indexation are added. These
branches can usually be derived well from quotations, Request for Quote (RFQ) documents and the
supplier's cost breakdowns.

Indirect cost branches

These include transport and customs costs, warehousing, capital costs, quality costs such as incoming
inspection and rework, as well as administrative effort for order management and complaints. Risk costs
— for example for supply failures or currency fluctuations — also belong in the tree as a risk buffer or
expected value.

Follow-on costs over the life cycle

For capital goods and long-lived components, maintenance, spare parts, energy consumption,
downtime costs and disposal are added. In strategic procurement in particular, these follow-on costs
often exceed the acquisition price several times over. A Total Cost Tree that does not map these
branches creates only apparent transparency.

Methods and approach for creating a Total Cost Tree

Building a Total Cost Tree follows a repeatable process: define scope, derive cost categories, establish
data sources, calculate and then update regularly. Quality depends less on the software than on
discipline in assumptions and data maintenance.

Define scope and cost drivers

First, it is defined which costs fall within the observation period: procurement only, procurement plus
operation, or the complete life cycle. The cost drivers per category are then identified. A preceding
market analysis helps to identify realistic cost drivers before the tree becomes too detailed.

Data sources and assumptions

Reliable sources are bid documents, historical data from the ERP, freight tariffs, internal costing
guidelines and — where available — the supplier's cost structure analyses. Where data is missing,
documented assumptions with ranges are used. Every assumption should be assigned to an owner.

Integration into the award procedure

In the award procedure, the Total Cost Tree is applied as a uniform evaluation structure across all
bidders. This makes it possible to compare bids calculated in different ways — for example in a price
negotiation within the award procedure or in parallel pre-qualification rounds. Supplier qualification
provides the required information on capacities, processes and logistics concepts.

Key KPIs in the Total Cost Tree

The Total Cost Tree only delivers its full benefit once the captured costs are condensed into controllable
metrics. These KPIs make cost developments visible and support decision-making bodies.
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Cost metrics per branch

Per cost branch, target values and actual values are compared: unit costs, cost per order, logistics cost
share, quality cost rate or total cost per year of use. Deviations are clarified in a structured way via a
price variance workflow rather than negotiating individual items ad hoc.

Total cost and lever KPIs

At the top level are TCO per unit, cost share per branch, savings potential per lever and the range of
estimation uncertainty. In addition, it is worth looking at the award readiness level: it shows how
complete the cost basis already is for a sound award decision.

Risks, sources of error and controls

The most common mistake is an incomplete tree that appears precise but in fact delivers distorted
comparisons. Further risks arise from outdated assumptions, double counting of costs and lack of
traceability.

Typical sources of error

Classic pitfalls are: costs appearing twice in several branches; omissions regarding customs, disposal or
downtime costs; one-sided optimisation of the purchase price at the expense of quality or delivery
reliability. Unclear responsibilities in framework agreements — such as a Master Service Agreement
(MSA) — also lead to negotiated terms not being included in the cost calculation.

Control mechanisms and anchoring

Effective controls are: defined update cycles per branch, plausibility checks against benchmarks, the
four-eyes principle for assumptions and documented versioning. For project procurement, alignment
with make-or-buy analysis and zero-based budgeting is recommended so that old cost structures are
not carried forward unchecked.

Current developments and digital implementation

Total Cost Trees are increasingly moving into digital systems: supplier portals, ERP and e-procurement
platforms provide cost data in a more structured way than before. At the same time, sustainability and
compliance costs are gaining in importance.

Digitalisation and automation

Via a supplier portal or structured RFQ processes, cost data can be captured directly from the bidder
and fed into the tree automatically. Processes such as the PO flip and automation around call-off orders
reduce administrative costs, which are likewise mapped as a branch. A procurement proof of concept
can make the cost estimate robust ahead of series award.

Compliance, sustainability and contractual incentives

Regulatory requirements — such as packaging and circular economy rules — create new cost items for
which evidence such as a PPWR declaration of conformity is required. On the contractual side, cost
risks can be controlled through liquidated damages for late delivery or clear delivery schedule
requirements; dunning and escalation costs from delivery chasing also belong in the tree.
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Typical metrics

TCO per unit: project-specific
Total costs over the observation period; comparison metric against benchmark or actual costs

Logistics cost share: typically 3-15% of TCO
Depends on industry and distance; lever for optimisation

Quality cost share: commonly 2-5% of TCO
Inspection, rework and complaint costs per cost branch

Estimation uncertainty: typically +10-20% at the quotation stage
Range should be documented and managed within the tree

Practical example

A mid-sized machinery manufacturer re-awards a strategic cast part. The unit price of the cheapest
bidder was around 12% below that of the runner-up. However, the Total Cost Tree drawn up showed:
higher freight costs due to overseas sourcing, longer lead times with higher safety stock, additional
incoming goods inspection due to historical quality problems, and tooling costs not included in the unit
price. In the overall assessment, the ostensibly cheapest bid was more than 15% higher over the entire
period of use.

» Uniform cost structure specified for all bidders in the RFQ

+ Logistics, inventory and quality costs quantified using historical data

» Tooling and one-off costs accounted for as a separate branch over the term

» Results used as a factual basis in price negotiations within the award procedure

Conclusion

The Total Cost Tree transforms a fragmented price catalogue into a decision-ready cost architecture. It
makes hidden costs visible, creates comparability across bids calculated in different ways and
strengthens the negotiating position with reliable figures. The effort typically lies in set-up and data
maintenance, not in the methodology itself. Those who consistently embed the tree in award processes,
supplier evaluation and cost driver management achieve more sustainably sound procurement
decisions. What matters is the willingness to make even inconvenient cost items visible.

Frequently asked questions

What is a Total Cost Tree?

A Total Cost Tree is a hierarchical cost structure that breaks down all direct and indirect costs of a
procurement item along its life cycle into branches and sub-branches. It serves as the basis for total cost
comparisons, award decisions and negotiations. Unlike a pure price analysis, it also captures logistics,
quality, risk and follow-on costs.

What is the difference between a Total Cost Tree and TCO?

TCO (Total Cost of Ownership) describes the result: the total costs over the life cycle. The Total Cost
Tree is the methodological tool behind it — a structured cost breakdown that decomposes TCO into
measurable categories. In practice, the two terms are often used synonymously.
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How do you create a Total Cost Tree?

First, the scope of consideration is defined; then cost categories are defined as main branches —
typically price, logistics, quality, capital tie-up, administration and disposal. Data comes from quotations,
ERP history and supplier information; missing values are supplemented with documented assumptions
and ranges. The tree is then regularly updated in award and negotiation processes.

When is a Total Cost Tree worthwhile?

It is always worthwhile where quotations are difficult to compare, hidden costs are expected, or strategic
procurement runs over long periods. Typical use cases are bought-in parts, capital goods, project
procurement and outsourcing decisions. For simple catalogue purchases, the effort usually exceeds the
benefit.

Which costs belong in a Total Cost Tree?

These include landed and unit price, tooling and one-off costs, freight, customs, packaging,
warehousing and capital costs, quality and complaint costs, administrative effort, as well as disposal and
downtime costs. Risk costs such as supply failures or currency fluctuations are also frequently factored
in as an expected value. It is important to capture each item exactly once.

How does the Total Cost Tree support price negotiation?

It provides a transparent cost breakdown that allows price components to be discussed individually
rather than generically targeting discounts. Buyers can see where a bidder has over- or
under-calculated and can address levers in a targeted manner. It also makes scope changes and
additional demands during the ongoing contract traceable.
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