CORPORATE SPEND ANALYSIS

Aim: To assess the impact of the decisions of Purchasing Management on operations.
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Objective 1: Analyze the current purchasing pattern to identify concentration of purchasing power.

Audit Procedure: For each major activity/product that is bought, analyze over a set time period the various suppliers used by your company and the price incurred at each purchase.  Calculate the relative weighting of each vendor’s supply concentration for that particular activity/product.  

Objective 2: Determine the amount of spend under negotiated contract terms.

Audit Procedure: Select the product item(s) for which a special price is obtained and measure this expenditure as a % of total re-current expenditure. The best measure for this computation is value of items received under a special price, as a fraction of total Accounts Payable charges for newly acquired, re-current items (receivals).

Objective 3: Assess the type of your company’s spend.

Audit Procedure: For all recurrent items, divide then into product purchases and service procurement.  Measure the relative weightings between the two and identify with assistance from the Purchasing Department, as to who are the major marketplace vendors for each item. See if your company is using any of these vendors.

Objective 4: Compute the extra costs by non-compliance with contacted price terms. 

Audit Procedure:  Using ACL, determine which product/service was purchased above the negotiated price. Investigate these cases to see if documentation exists to justify emergency purchases from non-negotiated vendors at a higher price or the reason why the price was in excess of the contract term.

Objective 5: Assess the likelihood of obtaining reduced prices.

Audit Procedure: Examine the opportunity for a downward price negotiation with the suppliers by concentrating purchasing power within the group rather than fragmenting purchasing. Identify 2 major vendors for each item to prevent against losses due to non-delivery or stock-outs by your #1 vendor.  See if management has a pro-active strategy to periodically solicit bids.

