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Organizations that develop an understanding 
of their spend have an edge when it comes 
to strategic sourcing. They better understand 
how much is being spent – where and on what 
and with which vendors and suppliers –  than 
others who purchase blindly or as a knee-
jerk reaction to an incumbent price hike. This 
is particularly important on the indirect side 
of spend, where those smaller, unmanaged 
purchases that account for up to 20 percent of 
spend, or tail spend, too often fly under the radar. 

That edge isn’t a given, however. Building a spend analysis 
can serve as the foundation for strong opportunity 
assessments, but doing so won’t automatically lead to 
better sourcing projects. If you are an organization that 
spends time on spend analyses, you may still be failing 
at strategic sourcing for a very big reason. You could be 
putting too much faith in the front-end process of building 
this analysis, and forsaking the back-end, leaving a critical 
gap in your understanding of a complete spend profile. 

THE RIGHT (AND WRONG) WAY TO 
CONDUCT A SPEND ANALYSIS

THE FRONT END SPEND ANALYSIS

The first steps of a spend analysis are akin to cleaning out your 
basement. What’s the first thing you do? Before sorting into 
keep-or-toss piles can begin, even before moving and opening 
boxes – you need to turn on the light and survey the room. 
“Turning on the light” is really what the front-end of a spend 
analysis is. Your goal should be to shine a light on your spend 
so sourcing project identification can begin. How does a spend 
analysis accomplish this?   

• Cleansing + Consolidation 
Take all of the disparate data sources that make up our profile 
and create a single view of them, cleaning up supplier names 
and other critical fields along the way. For example, referring 
to the supplier “Dun and Bradstreet,” with that single name, 
even when spend from a second set that refers to “D&B.”

• Classification 
When all spend is in one consolidated set, attach meaningful 
classifications. Care should be taken here. Choose a system 
that speaks to your organization’s process, products, and 
objectives. 

For example, you may want to look into your IT spend to see 
where you can cut costs. A spend analysis covering the points 
above informs you about the following: You have four locations 
using four different managed IT service providers offering similar 
services at four different price points.

This is the type of intelligence that suggests a strategic sourcing 
initiative may be called for. Pitting these suppliers against each 
other in a market event will drive down costs and potentially 
streamline operations if you can establish a single supplier for 
all four locations. You can estimate these savings by building a 
baseline spend profile and comparing to your average savings 
by following this strategy within this category. Simple enough. 
So why do sourcing initiatives often fail to deliver? 

MOVING INTO OPPORTUNITY ASSESSMENT 

Sourcing initiatives often fail to deliver due to this one big 
mistake: You took your initial view of the spend and jumped 
right to goal-setting without taking the time to properly scope. 
You went from turning on the basement light to selling boxes, en 
masse and unopened, directly on Ebay without knowing what 
was inside. As you go to market, your sourcing event fails each 
of your four locations for different reasons:

• The first location is locked into a multi-year contract with a 
painful termination clause. Without scoping, you didn’t know 
what your contractual obligations looked like.

• The second location isn’t locked into a contract, but is locked 
in by a lack of competition in the market. Without scoping, 
you never looked beyond your buying history into the 
market landscape.

• The third location is free of both of these problems, but this 
isn’t their first rodeo. They used the providers that locations 
one and two used in the past, but abandoned them due to 
severe performance issues. Without scoping, you couldn’t get 
a good enough view into the decision-making process that 
led to incumbent relationships. 

1. The taxonomy must be universally 
applicable to all company spend.

2. The taxonomy must aid in 
developing actionable information  
for future cost saving initiatives.  
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BETTER SPEND ANALYSIS THROUGH BETTER SCOPING 

Once your spend analysis is complete, you’ll need to bring 
additional stakeholders into the fold. Bring in the employees 
who actually interact with these suppliers and their products 
and work with them to develop a sourcing history:

• Did you accurately describe how you use this supplier with 
your chosen classification system?

• What are you specifically buying from this supplier, and 
are these purchases made regularly or only once every few 
years?

• How was this supplier selected, and who chose them? Were 
any competitors engaged at the same time? How did this 
incumbent beat them out?

•  What does this supplier do well? Where are their biggest 
points of failure?

• Has this category been sourced recently? How was the event 
conducted, and what was the result?

Beyond this interview, ask these stakeholders to provide copies 
of any active MSAs, SOWs, SLAs, or any other document 
that can help define the relationship. Of particular note will 
be termination clauses. What date does the agreement end, 
and what are the renewal terms? What steps do we follow to 
terminate on that date, and by when do they need to be taken? 
If terminating before that date, are there any penalties?

FROM INSIGHT TO ACTION

Building a detailed spend analysis takes time, and the 
commitment of resources that could be doing other things. As 
such, you need to ensure you get a good ROI out of the exercise 
The best way to do that is to see beyond the front-end of what 
a spend analysis is (the unification, cleansing, and classification 
of spend data) and consider what a spend analysis helps 
Procurement do (identify strategic sourcing initiatives and 
estimate potential impact). Scoping is a critical part of this 
process, and properly scoping opportunities that a spend 
analysis shines a light on is a great way to get that ROI.

WHAT MAKES A SPEND ANALYSIS 
VALUABLE?

Procurement pros typically see the value of a spend analysis 
right away. “We don’t know what we don’t know” is a quick 
and dirty assessment of why spend analyses are important 
- they provide the foundation to identify paths forward in 
strategic sourcing initiatives and, therefore, help produce 
savings. While Procurement may have a beat on which specific 
market initiatives to pursue based on apparent pain points, 
many more will be hidden in their spend data. Spend analyses 
draws them out.

On the other hand, it can be difficult to convince upper 
management of this value without assigning a specific ROI to 
the analysis. Upper management doesn’t have visibility into the 
sourcing process, and shouldn’t be expected to – that’s what 
they trust you for. Because of this, tagging an ROI figure to the 

USING A STANDARDIZED  
TAXONOMY?  
 
 Pros
- Pre-developed and ready-to-use

- A good degree of built-in granularity

- Lots of data enrichment options

 Cons
- Poor alignment to unique needs and goals

- Structural rigidity

- A good degree of built-in granularity   
   (yes, this is a pro and a con.) 

• Finally, your fourth location. No issues with suppliers, 
contracts, or market competition. The problem here? When 
you dig into the spend, you realize the bulk was capex: The 
purchase of equipment for a new server room buildout. Now 
that the equipment is purchased, you won’t see this spend 
come back around for years to come. Without scoping, you 
assumed spend was annually recurring, and now you have 
next to nothing.
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process seems like a good idea. It is a 
quick, easy number to track against for 
decision makers. But does this really 
make sense? 

WHERE ROI DOESN’T MAKE SENSE
 
The goal of assigning an ROI to a spend 
analysis seems like a good idea until you 
look under the hood. 

To stick with the car metaphor, consider 
you’re in the market for a new vehicle. 
You may wonder if now is the time to 
switch to an electric vehicle because gas 
prices are getting pretty high. Is this a 
good idea? One way to find out at-a-
glance would be to find an ROI on this 
purchase. Namely, you can find out at 
what point your new green car starts to 
save money: 

• First, find some price points of electric 
vehicles in the market.

•  Determine how much I can sell my 
current car for.

• Subtract the old car’s sales value 
from the new car’s price to develop a 
baseline target.

• Figure out my monthly fuel expense 
for the old vehicle to arrive at a 
break-even date

Simple enough. However, this ROI 
calculation considers the vehicle as 
a whole – what it can’t do is tell you 
the ROI on the steering wheel, leather 
seats, sun roof, or any other individual 
component. Spend analysis is similar in 
that it is a component of an overarching 
strategic sourcing initiative. You can’t 
easily determine a true dollar ROI, 
because those dollars are made within 
the sourcing projects that result from 
the analysis, and finding a differential in 
savings due to spend analysis is murky 
at best. 

That’s not to say that spend analyses 
should be conducted without a care 

for costs. It can be all too easy to get 
lost in the weeds, especially if you’re 
looking at a large set of data points. 
When this happens, the amount of time 
(and therefore money) that go into an 
analysis can explode if left unchecked. 
Procurement needs to ensure that a 
spend analysis has as much bang for the 
buck as possible. To do that, you need to 
consider what your organization’s goals 
are and how you can best achieve them.

FROM DATA TO WISDOM 
The worst thing you can do is spend too 
much time on an analysis. Too often, 
analysts get too caught up in “data,” 
collecting it, cleansing it, and centralizing 
it… But then what? This data obsession 
is a mistake – you need to shift this 
preoccupation towards an obsession 
with developing “information” and 
transforming it into “knowledge.” Only 
then can you help your organization 
create “wisdom.” That was a lot of 
quotation marks, and many people aren’t 
clear on the difference between these 
terms, so let’s break this down a bit:

• Data is raw fact. Clean, simple, single-
minded facts. By itself, a data point is 
useless.

• Information is the organizationof 
data into a collective whole. 
Information can be useful in terms of 
understanding a bigger picture.

• Knowledge is the application of 
our subject matter expertise to 
information. Using the knowledge 
you accumulate, you are able to 
apply it to your organization.

• Wisdom is applying that knowledge 
to real problems in order to generate 
action. Wisdom allows you to 
improve upon your processes and 
practices

Too many of analysts get stuck hovering 
somewhere between point A (data) and 

WHY SPEND ANALYSES 

GO WRONG 

1. Ignoring Parameters   
One of the first questions you should 
be asking yourself as you begin the 
spend analysis process: “How far back 
should I go when collecting data?” 

2. Ignoring Low-Spend 
Suppliers 
Consolidation of spend is a great point 
of leverage for negotiations. Offering 
a supplier greater volume in exchange 
for more competitive rates creates a 
win-win for both sides. 

3. Ineffective Cleansing 
One of the biggest issues that will 
prevent us from getting a good visual 
of our supplier landscape is improper 
cleansing techniques. 

 

4. Too Much Detail 
Isn’t granularity important to truly 
understand spend? Yes and no. 
Ultimately, it depends on our ultimate 
purpose – In this case, our purpose is 
to set the stage for strategic sourcing 
initiatives.

5. Failing to Act 
Failing to come to any sort of 
actionable conclusion.
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point B (information), never closing in on the level of actionable 
wisdom to truly make an impact. You can have the best 
spend analysis in the world, but it won’t matter one bit if upper 
management comes to you for proactive wisdom and all you can 
do is hand them a stack of facts and figures (with a few pie charts 
thrown in for good measure).

What makes a spend analysis valuable is that it should be both 
timely and impactful. Consider your entire population of data, but 
target only spend that is truly relevant to Procurement’s goals.

WHY SPEND ANALYSES GO WRONG

For all the benefits of a strategic, effective spend analysis, 
there are also a good number of ways that a poor analysis can 
wreak havoc. At worst, you could end up going to market with 
inaccurate data and lose out on potential savings or cause 
delays to the point of of creating “lost opportunity” costs.  So 
what leads to these issues, and how can Procurement pros 
avoid them?

IGNORING TIME PARAMETERS 

This first problem also relates to one of the first questions you 
should be asking yourself as you begin the spend analysis 
process: “How far back should I go when collecting data?” 
The answer depends on the type of products or services being 
purchased. For example, take office supplies, or any other similar 
commodity. Ideally, Procurement will pull a year’s worth of data 
when planning a strategic sourcing initiative in order to ensure 
properly identify a basis for usage. A short time frame will not 
be representative of typical usage. 

A number of years can pass between capex purchases – if such 
purchases are relevant to your analysis, you must identify these 
time periods and collect data accordingly. In short, if you aren’t 
correcting enough historical spend data, you risk developing an 
inaccurate market basket for your RFP or RFQ at a minimum. 
Even worse, you could potentially exclude entire supplier 
relationships from consideration.

 
IGNORING LOW-SPEND SUPPLIERS

At first, it may seem appropriate to ignore the small 
expenditures. After all, you are looking for the most bang for 
your buck – identifying and achieving savings with a million-
dollar supplier is much more appealing than saving with one 
representing $10,000 or less in spend. You want the big fish! But 
is it that simple?

Consolidation of spend is a great point of leverage for 

negotiations. Offering a supplier greater volume in exchange 
for more competitive rates creates a win-win for both sides. 
Beyond the hard-dollar savings opportunity, there are 
soft-dollar opportunities as well. Think how much simpler a 
streamlined process involving fewer players would be. So where 
does this consolidated spend come from? If we never classify 
those low-spend suppliers, we won’t know what consolidation 
opportunities exist – we’ve just given up one of our points of 
leverage during negotiations, and eliminated the chance to 
streamline our internal processes. 

INEFFECTIVE CLEANSING

One of the biggest issues that will prevent us from getting a 
good visual of our supplier landscape is improper cleansing 
techniques. As a simple example, consider the case of AT&T. At 
the outset, there are a number of ways this company could be 
named within their systems. “AT&T,” “AT&T, Inc.,” “AT and T,” “A 
T T,” and “ATT” are just a few – and this name fragmentation 
is compounded when you consider AT&T’s cellular subsidiary 
“AT&T Mobility,” which falls prey to not only these same issues, 
but the chance that such spend records are lumped together 
with their wireline counterparts. Already, you have 10 possible 
naming conventions instead of two, with the added threat 
of consolidating the two different types of spend together 
erroneously. That’s a good-sized headache!

All organizations face this problem, but it can be most 
pronounced when:

• Multiple supplier databases exist that aren’t tied together 
with some form of Master Data Management.

• Different departments, business units, or other silos share 
the same pool of suppliers, but don’t seek to align with each 
other on said suppliers.

• Mergers or acquisitions slam two completely separate 
sets of supplier bases together, at a time when rooting 
through supplier databases is likely low on either side’s list of 
priorities. 

TOO MUCH DETAIL

Due diligence is key. While granularity is important to truly 
understand spend, your purpose is to set the stage for strategic 
sourcing initiatives and not get lost in the details. Good 
granularity, in this sense, is doing due diligence to  understand 
any niche players and how they impact the supplier landscape. 
Bad granularity would be seeking too fine a level of detail as to 
risk paralysis by analysis.

Consider the relationship between an organization and its 
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Contact our 
Spend Analysis experts 
today to get started at 

corcentric.com

suppliers. There is a lot of data that you could collect, rightdown 
to the number of blue felt tip pens compared to black ballpoints 
that get purchased. But why do you need this detail at this 
stage? Since your goal should be to identify candidates for 
sourcing initiatives, all you need to know right now is how large 
your spend is so you can compare the incumbent to other 
candidates. 

There will be a time when knowing all about the types of pens 
purchased at a granular level will provide helpful data points. 
But this comes into play during the later phases of the sourcing 
process. First, make sure you lay the groundwork for a successful 
spend analysis. 
 

FAILING TO ACT

The final mistake is failing to come to any sort of actionable 
conclusion. This one is simple: Think “trees falling in vacant 
forests” – the best analysis in the world means nothing if 
you don’t actively use it to advance your strategic sourcing 
initiatives. Just like working from a data point without bringing 
to bear thoughtful and informed knowledge, the existence of a 
spend analysis is not enough. Without previous understanding 
of the market or cognizance of some sort of process for teasing 
out all the variables necessary to analyze organizational spend, 
your final result will be impotent. 

Timing is also crucial to classify, cleanse, assemble, and assess 
all the data points. Again, if there is no process in place, by 
the time you finish, the analysis may be out-of-date, the 
initiative could lose traction with upper management, or 
contract renewals may have come and gone, leading to missed 
opportunities. And so, despite best intentions, you’ve failed to 
act. A simple solution to ensuring an effective spend analysis 
is to partner with a provider who has the expertise and can 

manage the process for you, from the front-end all the way 
through to the back-end and implementation. Corcentric has 
developed a spend analysis service that can be deployed 
quickly, generating the actionable information you need to 
launch sourcing initiatives faster. Our spend analysis services 
can be delivered on a rapid schedule without compromising 
data integrity or classification. We are able to do this because, 
simply put, no one has conducted as many sourcing projects 
with as many suppliers as we have; for as long as we have. Your 
sourcing initiatives will hit the ground running faster than any 
other spend analysis service.
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