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Executive Summary

Now more than ever, the need for organizations to develop a culture of cost reduction is paramount.

Uncovering additional cash flow within your organization can yield many important benefits and
enable your business to reach new heights. Whether you are looking to reinvest in your people,
technology, marketing, or more - the extra dollars you save today can help you achieve what’s possible
for tomorrow.

In our previous whitepaper, Creating a Culture of Cost Optimization, we addressed the importance
of developing organization-wide strategies that lead to improved purchasing practices, ultimately
resulting in substantial savings potential.

Our latest whitepaper, Becoming Best in Class, introduces simple methods your organization can
utilize to achieve savings from your supplier base and best practices that can lead to maintaining
savings over time.

“Now more than
ever, the need for
organizations to
develop a culture
of cost reduction IS

paramount.”




Common Myths to
Keep in Mind:

X Group Purchasing Organizations (GPOs) will
always get you the lowest price

X You are asking the right questions in
your RFPs

National pricing agreements are always
X better than local/regional agreements with
the same supplier




Negotiate More Effectively

In order to successfully negotiate favorable agreements with your suppliers, it’s imperative to
understand how suppliers can glean profit within their contracts.

Suppliers will typically develop contracts that are in their favor to reduce risks that could be costly
on their end. Depending on the industry, suppliers can incorporate multiple profit-generating
components into their agreements, including non-contract products/items, accessorial charges, or
termination clauses. Each itemized fee may be negligible, but when combined within a multi-year
agreement, the costs can add up quickly.

However, this doesn’t mean you don’t have room to add elements that will benefit your organization
as well. You need to come to the table with an offer that takes into consideration your organization’s
current requirements and relevant benchmarking data to ensure your offers are competitively priced.

Whether you are considering negotiations with an incumbent supplier
or kickstarting the bidding process, review your organization’s current
needs and what products and services will be necessary to keep your
organization running smoothly.

By keeping your organization’s must-have requirements top of mind, you'll
be able to articulate this during the negotiation process better. Providing
suppliers with greater context can reduce their risk and potentially secure
you with improved services (compared to their standard offer).

/N\ It is also important to rely on industry benchmarking to ensure that the
offer you're receiving from a supplier is competitive. You can develop
industry-specific benchmarks as well as per capita benchmarks to

ensure that you are getting the best pricing as compared with your
peers as well as compared to other industries.




Negotiation Tactics to Utilize

Separate negotiator and relationship owner

One effective technique to manage a fair negotiation process is to consider
bringing in a third-party or designating a different employee within the
company to be responsible for facilitating a new contract. Doing so
removes the emotional aspect of discussions - and it takes the pressure
off the individual who directly deals with the supplier. A third party can
also help negotiate more significant savings. For example, a supplier may
initially offer a 5 percent discount, whereas a knowledgeable third party
may get a vendor to agree to a 20-25 percent discount.

Help the supplier save money

A supplier will likely be more accommodating during the negotiation
process if you can convey that your organization is willing to find ways
to optimize their costs associated with serving your organization. For
example, if your organization can consolidate deliveries from multiple
times per week to once a week, it will streamline your supplier’s delivery
process. If there are fewer deliveries placed or shipments are sent to a
centralized facility, it is ultimately more economical for your supplier. As
a result, they may provide you with a bonus or incentives that allow your
organization to capture savings as well.

Quickly carry out a favorable contract offer

Once a contract with favorable terms has been reached, it's important to
sign and put it into effect before the offer expires. Most offers are good
for 30-60 days. Stakeholders should move forward with the vendor to
maintain momentum and secure advantageous terms. This also helps lock
in competitive pricing that can ultimately save money throughout the
duration of the contract.




