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Welcome! In this lesson, we’ll continue to explore how the internal environment 

impacts the way we work within procurement towards a great procurement plan. 



First, you will be introduced to internal procurement analytics. Next, we will teach 

you the added value and some examples of procurement analytics. Then, you learn 

which three steps are important in Procurement Analytics. Finally, you will learn 

which Procurement KPIs you should consider including in your plan. 



Purchasing performance consists of two elements; efficiency and effectiveness. 

effectiveness means "doing the right things” and Efficiency means "doing the things 

right".



Effectiveness is another dimension of procurement performance measurement, 

Purchasing effectiveness is the extent to which an established goal or standard is 

being met. A strategy or activity is either effective or not: a goal is reached or not. 

Effectiveness within procurement is related to the goal of obtaining the right 

material of the right quality, at the right time and right place.

The process will contribute to innovation and reduce your company's supply risk. It 

makes sense that every procurement plan should include effectiveness measures 

and criteria to assess the effectiveness of the procurement performance.



Efficiency is the relationship between planned and actual sacrifices made in order 

to realize a goal. Procurement performance is critical to the success of every firm. 

Superior performance leads to competitiveness. Thus it became vital to check the 

efficiency of the procurement process. Efficiency means the organization is "doing 

things right". 



This lesson will be about effectiveness: internal analytics will help you build a 

perfect Personal Procurement Plan. In another module, we will dive further into the 

details of efficiency, when we dive into how to implement a good procurement 

process.



First, I am going to Introduce internal Procurement Analytics.



As stated by KPMG, “CEOs are looking to the procurement function to take on a 

broader and deeper set of strategic responsibilities than ever before.”
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Analytics is widely regarded as one of the most important resources and disruptive 

forces in procurement. According to a recent survey by Deloitte, most Chief 

Procurement Officers (CPOs) consider analytics as the technology area with the 

most impact on business. What’s more, Ernst and Young identified analytics as the 

most disruptive force in procurement over the next decade.



Procurement analytics is the process of collecting and analyzing procurement data 

to form meaningful insights and aid effective business decision-making. 



Procurement analysis typically involves collecting data from a number of different 

sourcing systems such as ERPs, classifying data to standard or use-case specific 

taxonomies, and displaying data in a visualization dashboard or within business 

intelligence tools.



The need for procurement analytics has developed from many organizations' 

desire to get a consolidated view on the procurement spend. Initially offered 

through one-off projects such as spend cubes, procurement analytics has evolved 

to encompass a number of specialized solutions, dashboards, and types of 

automation software.


Hereunder- we will first start with a short introduction to the latest update on 

procurement data, then we will dive into the three steps of procurement analytics 

and some important metrics to build your own procurement plan. 



Data might sound very boring to procurement managers, but understanding what 

can be achieved with is crucial for Procurement Managers. But don’t worry, we 

won’t go into every detail. That being said, you probably agree that every 

professional should understand more than just the basics of analytics, right? 



As you might know, “you have to have the procurement data available to be able to 

mine it.” Yet, current common practices in data governance and management are 

limited to the collection of raw transactional data. Common sources of data may 

include your company’s ERP system, any procurement system such as Ariba, Coupa, 

or Bravo, third-party Group Purchasing Organizations, or even your suppliers. Many 

providers restrict their data acquisition to only readily available electronic data, 

thereby missing a significant “chunk” of the total buying data. A common problem 

faced in companies is the issue of how to structure the front-end data entry process 

to ensure data quality. Because of inadequate data governance programs in most 

organizations, low usage of analytics is the current norm.
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ERP systems are typically not designed to provide easy user interfaces that enable 

effective analytics. In the future, more fundamental data governance will be 

required to realize the benefits of analytic technologies for procurement. Master 

data governance will increasingly become an automated function, and us 

delivering input into the system will be replaced by learning algorithms that 

recognize data errors. Once data is captured, coded, and enriched, the real power 

of the data can be leveraged through merging with other data forms for analytic 

queries, dashboards, data visualization, and cognitive computing.  Purchase orders 

may be eliminated entirely, replaced by blanket order contracts. Suppliers will 

virtually track demand and service requests through system integration and will 

fulfill customer demand based on reorder point triggers and sensors.



Three American-based professors, Robert Handfield, Seongkyoon Jeong & Thomas 

Choi made a great overview of how data & spend management is handled 

nowadays and how that will most likely change in the future of your company. If 

you are interested in a deep-dive about the future of Procurement Data, make sure 

you check our Course & Reading materials later in this course! 


There is a difference between internal and external data. Internal data assets are 

hosted or originated within your corporate applications. It is common for businesses 

to utilize more than one transactional database, such as enterprise planning 

systems (ERPs) or accounting software. External data assets are any data sources 

that come from outside of your company's own financial databases. These may be 

public systems, such as information on suppliers, commodity prices, or currencies 

readily available on the Internet. External data sources also include 3rd party 

proprietary sources, such as supplier industry codes, credit ratings, or supplier risk 

profiles.



Depending on your organization there may be different applications of 

procurement analytics. We will list six of the most common examples for you:
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 Spend analytics – the analysis of procurement spend data from internal or 

external data sources

 Contract analytics – the analysis of supplier contracts and their meta-data, 

such as payment terms and expiration dates

 Supplier analytics – the analysis of individual supplier’s performance, 

comparison of supplier performance, analysis of supplier risk, sustainability or 

diversity, or analysis of supplier base

 Savings lifecycle analytics – the analysis of savings projects and their impact 

on the financial bottom-line

 Spend forecasting – the forward-looking analysis of procurement spend data 

and its impact on profitability

 Procurement benchmarking – the comparison of a procurement organizations’ 

performance to peer or market benchmarks.



The Added value Procurement analytics is broad. Procurement analytics has the 

potential to improve operational efficiency across the entire sourcing and supplier 

management lifecycle. Common business objectives for procurement analytics 

include:


 Cost reduction – identification of savings opportunities and measuring savings 

impact on the financial bottom-line

 Risk management – identification, measurement, and mitigation of supplier or 

market risks within procurement operations

 New opportunity identification – explorations of new or more strategic ways to 

manage suppliers or categories based on historic procurement data

 Cash flow improvement – highlight ways to improve operational cash flow, for 

example, through payment term optimization.




Many organizations recognize that procurement is a critical business contributor. 

Typically up to 70% of all costs are procurement-related, and these costs are often a 

volatile source of competitive advantage. Effective organizations leverage data to 

manage supplier relationships and growth more effectively. It even brings new 

innovations to life. Actually, more data has been created in the last two years than in 

the previous history of mankind. If you think about it, this brings so many new 

opportunities and challenges for procurement analytics. Advancing analytical 

technologies accelerate the process from data to insights and unlock new 

opportunities.
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There are three Steps of Procurement Analytics that will bring you visibility into 

spend and supplier performance and helps to untap potential savings and 

opportunities. But even though spend data already exists in systems, making sense 

of it is often far from straightforward. The three steps are required before insights 

can be uncovered. Think about it like oil. It starts as crude oil – raw and unfiltered. 

The only way to leverage its potential is to filter and refine it until it becomes 

gasoline, which is a usable product that powers the whole world.



he first step is data extraction: extract your data from all possible sources and 

consolidate it into one central database. Once it's extracted, data is ready to be 

enriched and cleansed. Data extraction is the process that takes outdated and 

messy sources of information into a clean and consolidated format that can be 

easily understood and is ready for analysis.



The second step is data cleansing, categorization, and enrichment. After extracting 

it, data has to be classified into clear and defined categories. To make your spend 

analysis effective, a precise data classification is needed, as it makes the 

heterogeneous spend data easier to address and manage across the 

organization. 

This process harmonizes all purchasing transactions to a single taxonomy in order to 

enable customers to gain visibility on their global spending. In this step, data can 

also be enriched through automated translations or supplier consolidation.



The final step is reporting and analysis. After the data has been classified, it is now 

ready to be analyzed. Spend Analysis gives you the needed spend visibility to 

deliver insightful analysis for accelerated opportunity identification, smarter 

sourcing decisions, and full control of your spending. Access to accurate spend 

analysis is the key to massive savings and potentially realizing opportunities.



Now we will dive into which Procurement KPIs and Metrics to include in your plan. 

Procurement metrics provide you with quantifiable values to measure performance 

and guide your own Personal Procurement Plan. Not all will be applicable for your 

own plan, but choose the most important ones for you and add them to your 

personal procurement strategy. 



 To get a better understanding, we’ve listed each possible metric to include in your 

plan in more detail on the next page.
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1. Key figures (Cost of Goods, Volume, etc)


Every analysis starts with the basics, so does the forming of a clear Procurement 

Plan. Total Cogs of Goods Sold (COGS) is the cumulative cost of all spend 

purchases. Make sure you take a decision whether to take or not take into account 

all cost that are incurred during the procurement phase and include all direct and 

indirect costs of a product or system. It’s not limited to just the purchase price but 

includes transaction fees, warehousing, and other incidental costs. Volume is the 

total amount of pieces that you are buying. If needed, make a clear distinction 

between cost of goods sold & volume bought against regular and promotional 

prices. 


2. Spend under management


Spend under management is the total amount of spend that is actively managed by 

you as a procurement manager. This figure can include every product group,  

category, or supplier that you are working with, or can be divided into separate 

metrics that represent a specific region or category.  Spend under management is 

an important metric for a procurement organization because it reflects maturity 

and controls overspending. For example: "as a procurement manager, I have 

increased my span of control over my spend from 70% to 80% over the past six 

months."



3. Value chain analysis


A value chain is a concept describing the full chain of your business's activities in the 

creation of a product or service -- from the initial reception of materials all the way 

through its delivery to market, and everything in between. The value chain concept 

was first described in 1985 by Michael Porter, in his book Competitive Advantage: 

Creating and Sustaining Superior Performance. The value chain framework helps 

organizations understand and evaluate sources of positive and negative cost 

efficiency. 
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Conducting a value chain analysis can help you to diagnose points of 

ineffectiveness for corrective action, understand linkages and dependencies 

between different activities and areas in your business and create a cost 

advantage over competitors.



4. Cost price breakdown


The cost price breakdown is the process of identifying the individual elements that 

comprise the total cost of your bought goods or services. It assigns a specific value 

to each element. Alternately, the value of the individual elements are expressed as 

a percentage of the total cost. A good cost breakdown structure provides insight 

on overspend, or underspend, against your original plan. Having a good structure 

makes it straightforward to understand deviations. When you see a deviation from 

the plan within a cost category early it is easier to make the right decisions for 

improvement



5. Number of suppliers 


The number of suppliers tells you how many distinct suppliers are being used in 

your procurement organization, or in a specific category. Reducing the number of 

overlapping suppliers in a category can result in efficiencies or cost savings. 

Increasing the number of suppliers in key categories may be advantageous to 

reduce supply risk.



6. Cost Savings


Cost savings is measured by the cumulative amount of savings gained. You could 

break them down per category and/or supplier for focused measurement. They are 

followed over a time period to see how cost-saving targets are met. Cost savings 

could be achieved through aggregating spend, taking out longer-term contracts or 

introducing more competition, ordering in larger quantities, standardizing and 

rationalizing the spend, or using combinations of these different levers.



7. Payment terms


Average payment terms measure the average time (in days) invoices are paid by, 

calculated using every single instance of payment term information. Improving 

payment terms among suppliers is a perfect way of improving your company’s 

working capital. While the improvement in working capital will not be reflected in 

financial statements, you can calculate savings based on proxies such as the cost of 

borrowing. For example: by increasing average payment terms from 0 to 45 days 

across your supplier you are able to save 20.000 dollars in interest charges.
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8. Contract coverage 


Contract coverage measures the amount of spend that is covered by a contract. 

Increasing the amount of spend that is covered by contracts (or procurement 

approved purchase orders) can result in savings, while also reducing compliance 

risk.



9. Exchange rate


This only applies if you buy and sell goods or services outside of your own country. 

Exchange rate exposure measures the changes currency fluctuations and 

conversions have on the overall spend. The long-term impact of exchange rates 

can be measured and isolated from realized savings measurement. For example: 

Over the last financial term, the procurement team’s contribution of €3m euro 

spend reduction was offset by an increase of €900K euro costs from the increasing 

value of the US dollar.


10. Supplier Rating


The unhappier you are with the performance of your supplier, the higher the need to 

reduce dependency. Supplier accountability measures suppliers’ performance and 

how they are responsible for handling deliveries, quality issues, errors, and claims. 

The goal of vendor accountability is to ensure that the overall best product or 

service is delivered, and the development of more strategic supplier relationships.



And that’s a wrap on internal procurement analytics! In this lesson, you have 

learned about the impact that your organization’s internal data has on setting up 

your procurement plan. First, you discovered some of the most important ways to 

look at and use the data of your own company to your advantage. Finally, you 

learned about the most common analytics that


will likely impact your personal procurement plan structure. 



Now you’ve identified your key procurement metrics it’s time to develop a 

procurement performance plan yourself. One method to utilize procurement metrics 

is through the templates that we will provide you with! 



