
WHITE PAPER

Are You Overpaying for 
Your Outsourced Parts?



ARE YOU OVERPAYING FOR YOUR OUTSOURCED PARTS? |  3

Executive Summary

If you are responsible for sourcing parts to off-site manufacturing facilities, 
you know how daunting the process can be. With hundreds or thousands 
of parts, multiple suppliers, quality requirements and tight deadlines, it is 
difficult to truly know whether you are getting the best deal on every  
single part.

Sourcing professionals at most companies face tremendous time pressures. 
They also have to make sure the parts have acceptable quality and a 
good price. The sourcing professional must often source an overwhelming 
number of parts in a short time. These, plus a host of other factors make 
the sourcing process extremely complex. So it is not surprising that even 
those who are extremely adept will sometimes not find the lowest cost 
supplier or one with more efficient manufacturing processes.

But new ways of thinking about sourcing can change all that.

Sourcing experts typically employ re-quoting at an existing supplier or 
re-sourcing to a new supplier (or both) to cut costs. However, it’s difficult 
to know if their efforts have resulted in the maximum savings possible. 
If a sourcing expert does not have enough information to re-negotiate 
with suppliers effectively, it follows that he may not be securing the best 
deal. And with the majority of product cost-reduction goals falling on 
the shoulders of sourcing personnel, it can be more and more difficult to 
achieve maximum results.

The bigger problem is ensuring that sourcing professionals are spending 
their time re-quoting or re-sourcing the right parts. Many parts have little 
potential for savings through re-quoting or re-sourcing, but a few parts may 
be opportunities for significantly larger savings. The problem is knowing 
which ones have the potential for the most savings.

This paper explores the expanding options for product cost savings 
available for sourcing personnel and looks at how to drive improvement 
using each method. From re-quoting and re-sourcing, to re-routing parts 
through alternative manufacturing methods, and identifying parts that need 
to be re-designed, technology solutions are making it easier for sourcing 
teams to improve efficiency, achieve their cost-savings goals, and help their 
companies become more competitive.

With few sourcing personnel, 
complex dynamics and grueling 
deadline pressures, it is nearly 
impossible for companies to 
know if they are paying the best 
possible price on every one of 
their outsourced parts. While this 
deficiency has been tolerated in 
the past, the constant pressure on 
corporate performance, combined 
with increasing material and energy 
costs, is forcing product companies 
to pay closer attention to what 
they are paying external suppliers 
to make their parts. Fortunately 
for sourcing experts, innovative 
software solutions are making 
it possible for them to ensure 
consistently optimal pricing for all 
their outsourced parts and products.
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Are You Paying Too Much for Outsourced Parts?

When discrete manufacturing companies farm out parts production to 
external suppliers, there is almost no way to know whether they are paying 
the best price for every part. In some cases, the company may pay more 
than it should because there is not enough time to solicit bids from other 
factories. In others, a supplier may lack the manufacturing capabilities/
machines that could make the part more efficiently and, therefore, more 
cost effectively. 

Too often, sourcing professionals rely on historical cost data in their dealings 
with suppliers. But with material prices changing every day, new factories 
coming online overseas, and a host of other factors, historical data does 
not always reflect today’s realities.

So is your company paying too much for your outsourced parts? With 
hundreds or thousands of parts, you can’t know every possible option 
available and you don’t have the bandwidth to solicit quotes from every 
possible vendor. With so many variables, it is difficult for anyone to know for 
certain if they are getting the best deal.

What if you could always get the best deal? Sourcing professionals are in 
a prime position to save their company money. That’s why sourcing teams 
have annual cost-reduction goals. But while target goals have continued to 
rise, the sourcing function’s ability to affect change has not. 

Two obstacles that prevent sourcing teams from maximizing their cost-
saving efforts are bandwidth and the lack of quality cost information. The 
time factor is self-explanatory — small sourcing staffs, too many suppliers 
in too many countries, and too many parts. It’s impossible to work through 
it all. On top of that, sourcing professionals lack information that would 
help them easily identify cost-saving opportunities as well as conduct more 
meaningful (and fruitful) negotiations with suppliers.

To continue meeting cost-reduction goals, sourcing professionals require 
new capabilities to offset the ever increasing complexity of their tasks.
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Overcoming the Obstacles with Technology

Product cost management software can help sourcing teams overcome 
time and information obstacles while achieving significant product cost 
savings, through real-time, precise, product cost information. Armed with 
this information, sourcing professionals always know precisely how much 
a part or product should cost to produce. Access to precise “should-cost” 
information enables sourcing experts to easily identify where they are 
overpaying for outsourced parts and to better negotiate with suppliers. 
The result is significant product cost savings en route to meeting (or 
surpassing) cost reduction goals.

Using product cost management software, along with a simple 
methodology based on best-practices, sourcing professionals can quickly 
and easily identify and confirm opportunities that can result in significant 
savings in product costs.

Best Practices for Driving Costs Out Of Outsourced Parts

Identify and Prioritize Parts 

In driving costs out of outsourced parts, the first step is to identify the parts 
or sub-assemblies with the potential for the greatest savings. Determining 
the right parts is science in itself. Using basic part information and simple 
comparisons — such as historical cost versus mass or cost versus 
complexity — sourcing experts can identify potential opportunities to 
reduce costs.
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Figure 1. Simple part comparisons, such as cost versus mass, can easily identify 
potential opportunities to save costs. Using product cost management software 
tools, this analysis can be performed much faster.

Easily identify where you are 
overpaying for outsourced parts.  

Negotiate better with suppliers.

Quickly and easily identify 
and confirm opportunities 
that can result in significant 
savings in product costs. 
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While identifying potential cost-saving opportunities can be completed 
manually, product cost management software tools can analyze a greater 
number of parts faster and use more sophisticated filters. Regardless of 
the method employed, this first step narrows the total universe of parts to a 
smaller group that offers the potential for big savings.

With candidates for savings identified, the next step of the process looks 
at each part and quantifies its cost-savings opportunity. The key to this 
second phase is knowing what it should cost to manufacture a part in 
question. When you know what it should cost to manufacture the part in 
an efficient supplier market (across various geographies), you can compare 
that amount with the price currently being paid and quickly identify the parts 
that are out of line. 

Here, the product cost management software tool provides sourcing 
professionals with that “should-cost” knowledge. Multiplying the difference 
between the historical cost and the “should-cost” by the annual product 
volume provides a total potential savings for each part. Ranking the parts 
in order according to annual savings gives the sourcing team a prioritized 
to-do list.
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Figure 2. By comparing the current price being paid to “should-cost” numbers, 
sourcing experts can easily identify outliers and quantify savings opportunities.
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Figure 3. By comparing current costs versus “should-cost,” you can quickly 
determine the potential savings for a universe of parts.

Again, the key to this step is having access to a “should-cost” for each 
product, which is difficult to determine. Company cost experts can manually 
assess what it should cost to make a few parts, but not the hundreds or 
thousands that most companies have.

With a product cost management tool, “should-cost” information is 
instantaneous and automatic. Simply open a part within the tool and the 
software combines information from the part’s geometry, the materials being 
used, and production volume to generate a precise “should-cost” number. 

The most advanced product cost management software not only 
determines how much the part should cost, but also details the most 
efficient (lowest cost) manufacturing processes for producing the part 
based on production volumes, materials, factory locations, and more. As 
a result, the sourcing team not only has a target price, but also a wealth of 
supporting information that can be used in any re-quoting, re-bidding, or 
re-negotiating processes with suppliers.
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Re-quote, Re-route, or Re-design Parts 

The first two steps of the process identify parts that are candidates for cost 
savings and prioritize the parts based on total potential savings. The next 
step determines how to drive cost out of the parts. There are usually three 
options — re-quote, re-route, and/or re-design.

The easiest way to save money on your parts is to find ones where you are 
simply paying too much. (A common example would be if you are paying 
for production parts at a rate originally quoted for the prototype volume.) 
Regardless of the reason, your analysis has identified parts that cost more 
than they should. 

First, using your product cost management tool, check if the part is being 
manufactured using the most efficient process available and if you are 
simply being overcharged for a part. In this case, re-negotiating with the 
current supplier (or finding a new one) usually results in a lower price.

Part Current 
Cost

aPriori 
“Should 
Cost”

New 
Quoted 
Price

Savings 
Per Part

Annual  
Volume

Annual 
Savings

$17.32 $6.94 $7.91 $9.41 10,000 $94,100

Figure 4. Comparing the price currently being paid for production parts versus a 
“should-cost” quickly identifies potential savings opportunities. Parts identified for 
savings can be marked for re-quote or re-bid.

In some situations, the supplier may not be manufacturing a part as 
efficiently as possible, driving up the cost to your company. (A simple 
example would be a supplier, who doesn’t have a laser, so parts are cut 
using a more-expensive turret press operation.) With the most robust 
product cost management software tools, sourcing experts have access 
to information on the most efficient methods for manufacturing each part. 
If suppliers are using different operations to make a part, asking them to 
re-route (and then re-quote) using the suggested methods should result in 
a lower price. 

Re-routing can often necessitate re-sourcing if the current supplier does 
not have the required capabilities. Although possibly more time consuming, 
re-routing often holds greater profit opportunities than re-quoting or re-
bidding alone.
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In some instances, the initial analysis will identify parts that appear to cost 
more than they should, but the most efficient manufacturing processes are 
already being used and the price using these processes is reasonable. In 
these cases, the reason for the higher price may be that the part was  
not designed as efficiently as possible. These parts become candidates  
for re-design. 

Re-design opportunities include reducing the complexity of the part, 
reducing material, converting weldments to castings (or vice versa), 
investigating stampings, and more. Re-design has more potential cost 
savings than re-quoting or re-routing, but in most cases will involve work 
from engineering to determine the best new design options. This step also 
may require re-testing for durability and other attributes on the new part. 

The preceding steps are designed to help companies identify easily 
achievable opportunities for cost savings. While the effort to attain these 
savings is minimal, the financial impact can be enormous. 

Most importantly, with a product cost management software system in 
place, sourcing team members can be sure they are getting the best deal 
for each new product they outsource to suppliers. Going forward, the 
sourcing team will have more confidence that all of the new parts are priced 
correctly from the start and there will be fewer and fewer instances where 
the company needs to re-quote, re-route, or re-design products.

Summary

Chances are that your company is overpaying for a portion of the parts you 
outsource to suppliers. Using new product cost management technologies 
along with a simple methodology, your organization can identify and confirm 
opportunities for significant cost savings, conduct fact-based negotiations 
with suppliers, source new parts at the best price from the start, and avoid 
significant costs by never overpaying for parts again.

Re-design opportunities 
include reducing the 
complexity of the part, 
reducing material, 
converting weldments 
to castings (or vice 
versa), investigating 
stampings, and more. 
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