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User Guide:  Cost Savings Tracking    

Objective: To track the effectiveness of the Purchasing staff in taking action that results in reducing the unit cost of materials procured and the subsequent tracking to the P & L. 

Definitions:

1. Savings:  A unit cost reduction compared to the standard cost due to action taken. A unit cost reduction when volume increases, volume stays equivalent or volume is reduced is considered a savings. 

2. Avoidance: Avoiding all or part of a unit cost increase by taking further action to mitigate/reduce said increase. Total avoidance is tracked as an internal Purchasing metric and reported as such, it is however not reported as part of the financial statement or included in the total reported Cost Savings.
3. Increase:  A unit cost increase when volume decrease, volume stays equivalent or volume is increased as compared to the standard cost is considered an increase.

4. Carry-over: A savings that is recognized in a subsequent year based upon PO placement date and receipt of product. (note: the baseline for the savings is the prior year standard cost at the time the contract/po is negotiated,  the carry-over will be accounted for 12 months from the date of the first receipt in the carry-over period.
Calculation:

1. Savings:  The delta between the Standard Cost and the PO price x quantity received.

2. Avoidance: The delta between the initial quoted price and actual PO price x qty received.

3. Increase: The delta between the Standard Cost and the PO price x quantity received.

4. Carry-over: The delta between the Baseline Cost ( see above definition) and the PO price x quantity received. 
Process:

1. Purchasing staff members will negotiate in best faith on behalf of PCB’s gross inventory management goals, lowest total cost and highest value add. 

2. When a purchasing staff member has achieved a Savings, Avoidance or has been unable to mitigate an increase they will submit it on the Purchasing Savetracker as either a Reduction/Increase/Avoidance . The Purchasing Manager will audit these entries periodically including review of back up documentation with the buyer to ensure compliance to the definitions in this document.
3. Monthly a Material Transaction Report will be run via Business Objects for all items received in that month which is then cross referenced with the items on the save tracker. 

a. The quantity received during the month will be placed in the Cost Savings Tracker field associated with that part in the “Actual” row for that part (not the Estimate row).  

b. The Cost Savings Tracker will contain the Standard Cost and the P.O. Cost and will calculate the savings  / avoidance /  ( increase) / carry-over for each line on the Tracker and Sum for the monthly and YTD net results. 
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