
Lowest price ≠ Lowest cost 
Buying on Total Benefit of Ownership boosts profitability by bringing sustainable savings  
to the bottom line

ToTaL BENEFIT oF owNErshIp

“Getting a reduction in price is an 
immediate gain, while buying on 
total cost is a long-term proposi-
tion. Besides, the savings suppli-
ers claim from total cost buying 
are all smoke and mirrors.”

“I’m only evaluated on unit price 
reduction. Total cost reductions 
impact other departments – they 
get the credit, not me.”

“The purchase price is such a 
large part of the equation, why go 
through the effort of calculating 
total cost? You can’t measure it 
accurately anyway.”

Do these comments sound familiar? 
anyone responsible for purchasing 
materials and components from outside 
suppliers has probably said or thought 
these sentiments more than once. 
partly, such ideas are due to a conflation 
of the terms “cost” and “price;” many 
assume that buying on reduced price 
will yield savings that impact the bottom 
line and increase profitability. In reality, 
however, these savings rarely appear.  

procurement professionals who instead 
buy with an eye on long-term value are 
making a more measured and ultimately 
profitable purchasing decision. They are 
also employing the basics of a Total Cost of 
ownership (TCo) analysis. By looking at a 
product’s total cost of acquisition and its 
lifetime operating costs, TCo tries to 
uncover that product’s total economic 
value for the buyer. accordingly, the term 
“TCo” has in recent years become 
increasingly recognized as TBo, or Total 
Benefit of ownership, a term much more 
reflective of its positive potential. 

while trying to buy on Total Benefit of 
ownership has become something 
of an industry mantra, too many 
companies have failed to enjoy the 
benefits that a TBo buying approach 
can deliver. In part, that’s because 
too many supplier companies have been 
claiming the benefits of TBo without 
doing the hard work necessary to 
accurately measure TBo results. 

as one purchasing professional told 
James anderson, a TCo pioneer and 
professor at the Kellogg school of 

Management at Northwestern Univer-
sity in Chicago, “Nearly every supplier 
coming in the door now claims he will 
save me money. It’s a wonder I have any 
costs at all!” 

when more rigorous measurements 
are applied, the true potential of buying 
on total cost becomes clear. according to 
a recent study conducted by the 
Manufacturers’ alliance for productivity 
and Innovation, companies that choose 
and measure suppliers based on TCo 
are 35% more profitable than ones that 
do not have a formal plan or focus on 
price-based components.

From theory to reality
James andersen and James Narus of 
wake Forest University were both 
instrumental in turning the theory of TCo 
into a quantifiable reality. as anderson 
explains, “The concept has been around 
since the late 1960s, but has never been 
widespread. Today, the greater availability 
of data makes it more attractive as a 
progressive, practical approach.”

what anderson and Narus developed,  
and what many leading companies 
around the world now practice reli-
giously, was a methodology for defining 
those things that a customer values 
above the purchase price and that 
directly affect profitability. They also 

“ Companies that choose and 
measure suppliers based on  
TCO are 35% more profitable...”
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detailed how to accurately project – in 
monetary terms – exactly how much 
those value elements will bring to a 
customer’s bottom line. 

“If you look at the cost of a product 
you’re producing, 50 to 75% of that cost 
is likely due to what you’re purchasing,” 
says anderson. accordingly, he sees 
many of today’s companies looking “to 
cut large parts of these costs or to get 
some advantage working with their 
suppliers or customers. Maintenance, 
repair and operating supply providers 
are also trying to get their customers to 
notice these overlooked cost elements 
to discover the real cost drivers.”

A changing purchasing 
paradigm
some procurement organizations still 
prefer to work with suppliers who 
practice feature-, friendship-, and 
price-based selling. But as the procure-
ment function has become increasingly 
sophisticated, purchasing professionals 
at best-in-class companies have shifted 
their way of thinking “buy from the 
seller that I like who has a good product 
and competitive price,” to “buy from the 
seller who has the best total solution 
and terms that maximize the economic 

benefit to my company – one that can 
back up those benefits with real 
numbers so I can prove it to 
management.”

and while individual purchasing decision 
influencers each have their own needs 
and priorities, buyers and purchasing 
committees are becoming more aware 
of the total impact of their decisions on 
the company’s bottom line. a 2007 
study by strategic account Management 
(saMa) found that customers rank Total 
Cost of ownership nearly two times as 
critical as price (→ Diagram 2). 
purchasers are beginning to realize that 
price is just one component of TCo, and 
usually the smallest. 

Increasingly purchasing professionals 
are recognizing that this can be a 
penny-wise, pound-foolish approach. 
how many times have you bought the 
lowest priced or good-enough product, 
only to find that the supposed savings 
never made it to your company’s bottom 
line? an approach that instead focuses 
on lowest net cost – or the greatest TBo 
–  offers a more profitable purchasing 
paradigm. 

What is Total Benefit of 
Ownership?
TBo encompasses four stages 
(→ Diagram 1), each with its own 
impact points. The degree of impact is 
different regardless of whether the item 
owned is a roll of toilet paper, a bearing, 
a photocopier, a mobile phone or a car. 
however, with the right information 
what is assumed to be a mostly price-
based decision, can sometimes turn out 
to be the exact opposite and include 
hundreds of other variables.

“IaCCM research shows that a focus 
on price concessions undermines 
the value achieved. For example, the 
probability of a poor outcome 
increases by more than 50%, 
compared with agreements that 
focus on performance. This trans-
lates into significant increases in 
cost and missed or lost revenue – at 
levels far exceeding the theoretical 
savings from the low negotiated 
price. sKF has provided 
thought-leadership in this area for 
more than 20 years, having 
successfully resisted ‘commoditiza-
tion’ by switching instead to deliver-
ing market-differentiating value.”   

Tim Cummins, 
CEO – International Association of  
Commercial and Contract Management
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TBo begins with the Design Phase, 
during which whoever creates the 
product, usually the original Equipment 
Manufacturer (oEM), determines what 
its costs will be. During this initial phase, 
TBo vs. Cost determinations are made 
about how the product will fail, how 
much it will cost to fix, the probability that 
it will fail, and what its operating and 
maintenance costs will be, including 
disposal expenses, if any.

after a manufacturer produces a 
product, a user buys it, moving into the 
Acquisition Phase. During this second 
TBo phase, the product price is tabulated 
to include payment terms and others 
associated with the deal such as taxes, 
plus any shipping or receiving costs. Too 
often, procurement professionals focus 
only on this stage of the process. 
however, this is usually because the 
supplier has done a poor job of explaining 
and measuring the product’s other 
positive or negative costs or benefits. 

The third phase, during which the 
product is used, is the Installation, 
Operation, and Maintenance Phase. 
how easy will it be to install and start 
using? how much energy or lubrication 
will it use? when it fails, will it be a simple 
fix or will it be a catastrophic event with 
high costs and requirements? Can 
product failure be predicted, thereby 
enabling better planned maintenance 
and spare parts management? 

Last is the Disposal Phase, which is 
often overlooked, as costs during this 
final stage are usually minimal. But in 
some instances the cost to decommis-
sion or dispose of a product can be quite 
high. For example, a rule of thumb in 
the industrial world is that the cost to 
manage lubricant, and dispose of it, is 
2.5 times its initial purchase price. 

similarly, a 2001 study by the accenture 
Group showed that the initial purchase 
price of an industrial asset is just 12% of 
its TCo. Just think in terms of a home 
printer for your computer – did the 
initial cost of the printer ($300) exceed 
the total 5¢-per-sheet print costs 
(average ink, paper and energy 
expenses) over the unit’s lifetime? 
wouldn’t the best measure of any home 
printer be its long-term value, including 
lower total operating costs? 

Interestingly, that same study found that 
the purchase price of a new airplane 
represents just 8% of its TCo, a Class 8 
truck 11% and a light-duty pickup truck 
12%. suffice it to say that the initial 
purchase price of a mechanical asset 
will only account for between 8-12% of 
its TCo. For industrial equipment, this 
means that between 88-92% of the 
customer’s costs are realized while they 
are using and disposing of the machine 
(→ Diagram 3). 

Let’s do some math based on these 
assumptions. some companies will 
spend more time and energy trying to 
buy a machine that meets its minimum 
specification for say, 10% less than 
another option. In reality, that 10% price 
reduction during the acquisition phase 
would only cut the total costs of 
ownership by 1.2%. 

“Companies with advanced procure-
ment practices that like to “partner 
to win” with suppliers are increasing 
revenues and profitability thanks to 
innovating with suppliers to create 
superior products and lowering the 
total costs. The concept of buying 
value is clearly superior to just 
looking at price. our research shows 
that companies that buy based on 
price exclusively tend to fall into a 
self-fulfilling prophecy of becoming 
a commodity company.”  

Dr. Carlos Cordon, 
LEGO Professor of Supply Chain Management 
IMD Business School
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But if one were to pay 10% more for a 
better machine that cut costs by 2% – by 
being easier to install, lasting longer, 
using less energy, etc. – this would 
effectively have almost a 50% greater 
impact (2% of 88% is 1.76% savings vs. 
10% of 12 or 1.20 “savings”). Bottom 
line: the machine that costs 10% more to 
buy but has a 2% less operating cost will 
be a better financial decision by 47%. 
small improvements in operations can 
have a big impact compared to seem-
ingly large price savings. 

Collaborating for better net 
benefits
It’s time to update TBo methodology to 
include all of the incremental benefits 
that a product can provide. If a solution 
helps increase production or yield, is 
that not a financial value, just as a 
reduction in maintenance or operating 
costs would be? Ultimately, the greatest 
net benefit is what will create the most 
profitable companies. 

accordingly, many companies are now 
looking to partner with a select few 
suppliers who have the ability to look at 
the complete picture – suppliers who 
can identify how their products or 
services will impact their customer’s 
operations, and are able to make 
specific recommendations for improve-
ment. such improvements can add 
substantial value to the bottom line – 
much more than the relatively small 
gains from price concessions.

such collaborative efforts between 
buyers and suppliers are the opposite of 
classical negotiations that feature 
tradeoffs and concessions. These 
conventional tactics result in a zero sum 
game in which the parties fight over 
taking bigger slices of the pie, rather 
than combining talents to make a bigger 
pie.

“Companies are in business to create 
value for their customers and, in doing 
so, capture a share of that value in 
terms of profits,” says Kamran Kashani, 
professor of Business programs, 
International Institute for Management 
Development (IMD). “If no value is 
created, or what is created is perceived 
to be less than value capture, the buyer/
supplier relationship breaks down. The 
same happens when the supplier isn’t 
able to capture sufficient value to justify 
its creation…. 

In reality, when the buyer and supplier 
join forces to create value together, the 
pie is bigger and there is more to go 
around for both parties. Unfortunately, 
the spirit of joint effort for joint benefits 
is rarely the buyer/seller modus 
operandi. But companies are beginning 
to see the benefits. sKF is one example 
of a company that is able to demon-
strate that when they partner with 
willing customers, the relationship is a 
profitable one for both and, as such, a 
lasting one too.”

“I am impressed of the investment 
and work that sKF has done to 
implement TCo concepts. They have 
invested heavily in the people and 
tools to convert TCo into tangible 
hard dollar savings that drive value 
for their clients.”

Kate Vitasek, Faculty 
University of Tennessee College of Business 
Administration

“a 5% annual total cost reduction 
program is 3 times more valuable 
than a 5% price reduction over a 
5-year period. why? Because price 
reductions are one-time benefits 
that only last for a set period of 
time, whereas TBo is ongoing, 
incremental and sustainable… 
Contracted prices are beneficial for 
only a set period of time – but once 
your staff is taught how to maintain 
pumps, they will always be main-
tained better.” 

Todd Snelgrove
SKF Global Manager; Value 
2015 Institute of Supply Management  
South East Michigan Conference

“an interesting dynamic emerges 
when you compare the perceptions 
of most business customers and the 
reality. Lowest unit price is often 
assumed to be desirable. In fact, 
firms that are convinced to buy on 
value exhibit higher repeat purchase 
rates, which suggest that they are 
far more satisfied with the results.”

Mr. Marco Bertini,
Associate Professor and Department Chair, 
Marketing, at ESADE 
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Collaboration: A Real 
Win-Win 
a 2007 study sponsored by the Interna-
tional association for Contract and 
Commercial Management and the 
strategic account Management associ-
ation found that buying companies 
realized 40% more value from their 
most collaborative suppliers than their 
least collaborative suppliers. The same 
report also found that suppliers 
reported delivering an average of 49% 
more value to their most collaborative 
customers. 

why the spikes in value? suppliers, like 
everyone else, have limited resources 
and will allocate them to customers that 
appreciate their work and express it with 
orders. Customers not rewarding their 
suppliers won’t get as many sales visits 
and won’t get to see that company’s 
newest solutions or its smartest people.

A language that 
management understands
working with collaborative suppliers can 
also help buyers convince management 
that TBo is the way to go. Consider the 
example of a manufacturing company 
with €100 million a year in sales that 
has a net profit margin of 10%, or €10 
million. 

a supplier comes in and demonstrates 
that by applying TBo strategies, the 
company can save €100,000 in variable 
costs (lower repair costs, less machine 
downtime, energy savings, less material 
wastage, etc.). while not appearing to be 
a large amount on its own, consider that 
it would take a 1% increase in gross 
sales, or €1 million, to net the same 
bottom line gain. and, unlike price 
reductions, these savings generally are 
sustainable year to year. 

such results are attracting the attention 
of purchasing professionals and CFos 
alike. purchasers are starting to learn 
that the best way to justify their benefit 
to the company is to express it in the 
language that management under-
stands: money. To offer a total cost 
solution, a supplier must be able to 
show concrete results on a customer’s 
financial profit and loss statement in 
four areas:

1 Revenues – Can downtime be 
reduced, production rates increased 
or time to market for new products 
reduced?

2 Expenditures – Can scrap or rejects 
be reduced, thus impacting raw 
material costs? Can repairs be 
reduced, thereby cutting the cost of 
replacement parts? Can energy 
usage be reduced, lowering manu-
facturing costs? 

3 Personnel – Can maintenance time 
be reduced, thus freeing up employ-
ees to do other things?

4 Assets – Can cost of ownership of a 
machine or plant be reduced? If 
machine speed can be increased 
without increasing wear, can capital 
expenditures on additional machines 
be reduced?

The key element here is obtaining 
objective numbers that accurately 
project cost savings. according to Tim 
Underhill, a former professor from Texas 
a&M University, “TCo is not effective 
unless it is used properly, however, and 
this takes time, patience and persis-
tence. a lot of people grab a number out 
of the air,” he says. “They say, ‘we’re 
probably worth €40,000.’ That works 
for a while, but more and more custom-
ers are trying to find out what’s real and 
based more on fact than guesswork.” 

Measuring bottom line 
results
Purchasing magazine noted in a story 
on Mro (Maintenance, repair and 
operations) buying that most purchas-
ing operations – and Mro suppliers 
– routinely track such metrics as price, 
inventory levels and process improve-
ments. But many suppliers also provide 
services that can help significantly 
reduce costs for purchasing. Identifying 
and monitoring these savings, however, 
is not always easy. 

“when I work with clients, the first thing 
I want them to understand is that these 
costs exist,” says Underhill. “I take 
something from their operation that is 
real to them – a steam leak, bearings, 
stock-outs – and walk them through 
where the costs are and what a poten-
tial solution could look like.” 

The big challenge is developing a 
methodology to calculate these types of 
costs that both the customer and 
supplier agree provides accurate results. 
“You must be able to prove to your 
customers that, based on their own 
customized operating parameters, 
they’ll save money by implementing 
these things,” says Underhill. 

“sKF’s suppliers have an important 
role to play in our demand chain, 
reflecting our high quality brand 
image. sKF Demand Chain has a 
goal to develop a world-class 
supplier base. That means identify-
ing and developing suppliers that 
add the most value to our operation 
in terms of quality, cost, delivery, 
innovation and management 
capabilities. we have a very rigorous 
process that helps to determine who 
can truly help us lower our Total 
Cost of ownership, and that the 
benefits will be sustainable over a 
long period of time, so that sKF will 
continue to be a best-in-class 
supplier to our customers.”

Bo-Inge Stensson
Senior Vice President  
SKF Group Purchasing
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Underhill also notes that in some 
companies, the primary driver being 
measured is simple reduction in price, 
such as switching from brand a to brand 
B, or reducing freight costs. But other 
customers are finally realizing that this 
is not enough. Many companies will no 
longer allow brand/supplier switching to 
count for price reductions in purchasing 
departments, realizing that simply 
switching to a lower-priced supplier 
usually does not save money when the 
total cost is considered. 

TBo makes visible a wealth of other, 
more hidden savings. one of the main 
cost drivers not commonly measured on 
large supply contracts, for instance, is 
the technical support provided at the 
local level. 

“Every time a supplier solves a problem 
or finds a better solution for a given 
problem or application, it should be 
documented,” Underhill says. “But this 
is very rarely done or measured in any 
way by the sales team. Therefore, the 
corporate offices don’t know what’s 
actually happening down in the field in 
terms of savings. They can’t measure it, 
and the field doesn’t know how to 
measure it.” as a result of this lack of 
documented savings, the company may 
consider buying from a lower-price 
supplier in the future – a supplier who 
would actually cost the company more 
in total costs. 

Which is better: price 
savings or long-term cost 
savings?
Imagine that you are presented with the 
following choice: a 5% price savings, or a 
5% annual cost savings over 5 years. 
which is the more valuable option? 

First, let’s assume something that rarely 
happens – that the 5% price savings will 
actually make it to your company’s 
bottom line and that no unintended 
increased costs will occur. Let’s also 
assume that the 5% annual TBo savings 
are real and measurable – lubrication 
savings, for example. 

Given these two scenarios, some 
procurement people might assert that 
they are both 5%, so they are worth the 
same. This analysis would be correct 
after year one, but not after year two. 
switching to a new supplier may allow a 
5%price reduction (not savings), but that 
supplier would not offer and could not 
deliver an additional 5% price savings 
each year.

From a TBo perspective, however, 
during year two an additional 5% 
savings would be generated by focusing 
on a new area of opportunity such as 
energy savings. The magic of com-
pounding would allow a TBo annual 5% 
savings to be worth 15% vs. the 5% price 
savings. and remember, we assumed 
the best-case scenario for the substi-
tuted product based on price – on a 
5-year, $1,000,000 supply contract, 
that translates into a $500,000 greater 
savings with a TBo methodology vs. a 
price savings approach.

TBO and OEMs
oEMs have just as much to gain from a 
TBo approach as customer procure-
ment departments, and they should 
consider ways to reduce design, 
manufacturing, warranty, testing and 
production costs. But this is only a part 
of the TBo picture for manufacturers.  

The sooner that TBo measurements 
are added to the equation, the better. as 
p. Fraser Johnson and Michiel r. 
Leenders explain in an article published 
in MIT Sloan Management Review, “The 
greatest value improvement potential 
exists at the need definition and 
specification stage, when earlier supply 
and supplier involvement can reveal 
major savings opportunities.” 

as the accenture study shows, the initial 
purchase price of an industrial asset is 
only about 12% of the TCo for its 
end-user customers, while the remain-
ing 88% occurs during the asset’s 
installation, maintenance, operation and 
disposal. accordingly, rather than trying 
to build a lower-priced option that 
meets a customer’s stated minimum 

acceptable criteria, oEMs should instead 
be trying to create the best-benefit 
option that will drive the most profitabil-
ity for their customer by reducing 
installation, operation and maintenance 
costs. 

oEMs that rely on price-only buying 
decisions fail to consider a host of other 
factors that impact their asset’s TBo, 
including product performance and 
quality, maintenance and repair, 
inventory and storage, administration 
and insurance, energy consumption, 
disposal and hundreds of other 
expenses. 

Conversely, oEMs that focus on produc-
ing assets with greater long-term value 
carefully consider TBo purchasing 
decisions at the Front End Engineering 
Design (FEED) stage of product devel-
opment. such companies invest heavily 
in research and development to create 
best-value solutions for their custom-
ers. Equally important, these manufac-
turers also invest in equipping their 
sales forces with the training, tools and 
marketing support to discuss best value 
and measure it. 

according to a Monitor pricing Group 
2011 study, the numbers support this 
value-driven approach. Companies with 
a strong execution on value-based 
pricing, which must include value 
creation and communication, were on 
average, 24% more profitable than their 
industry average and 36% more 
profitable than industry peers that took 
a make-it-up-in-market-share 
approach. 

Ultimately, oEMs that can create greater 
value, then measure and articulate it, 
will gain a sustainable competitive 
advantage in their market. That’s 
because customers are willing and able 
to pay for an asset that has a higher 
price when its measurable value is 
greater than the price difference. 
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TBO solutions in different 
industries 
Depending on the industry and applica-
tion, TBo-driven solutions for end-us-
ers might include not only higher quality 
products, but innovations that make the 
machine faster to install and easier to 
maintain. assets that can be monitored 
for failure modes are also less expensive 
to maintain, less energy-intensive to 
operate and so on. Consider the 
following examples: 

Renewable: By adding sKF windlube 
technology, one windfarm was able to 
reduce lubricant consumption by 22%, 
and increase the life between overhauls 
of the turbines. 

Off highway: an oEM focused on 
developing a new machine with lower 
operating costs worked with sKF to 
upgrade the new unit. sKF helped the 
machine reduce its need for planned 
maintenance activities such as 
lubrication.

Electric motors: after outfitting a new 
electric motor product line with sKF E2 
bearings, an electric motor oEM was 
able to cut motor energy consumption 
significantly enough to enjoy a price 
premium for the new motor line.

Service support: an oEM wanted to 
differentiate its offer with an end-user 
service business. working with sKF, the 
oEM was able to offer wireless condition 
monitoring for its deployed assets, 
enabling a predictive maintenance 
approach to help its customers prevent 
failures. 

Government: In its first such update in 
two decades, the Us office of Manage-
ment and Budget is now instructing 
agency managers to adopt the pri-
vate-sector discipline known as “value 
engineering” to boost innovation and 
achieve savings. For a great example of 
the concept in practice, read the 
“Unpacking Best Value” white paper 
referenced under works cited and see 
the highway Construction project 
section. a good example comes from the 
Minnesota Department of Transporta-

tion when they were selecting a 
contractor for rebuilding the I-35 
collapsed bridge – technical review. 
MnDoT ultimately created a “Best Value 
Formulae” that would become the 
litmus test for selecting the winning 
bidder, with the contract award going to 
the bidder with the lowest adjusted bid 
representing the Best Value for MnDoT 
– not the lowest price.

TBO in emerging markets
Total cost of ownership is becoming an 
increasingly important criterion in the 
transportation industry, even in rapidly 
expanding markets. In China’s 
fast-growing transportation industry, 
demand is quickly rising for new truck 
fleets that more closely match the high 
performance of fleets in fully industrial-
ized countries. 

while most Chinese fleet owners still 
consider purchase price to be the key 
factor when buying a vehicle, they are 
becoming more aware of the benefits of 
TBo. a 2011 research report by the 
consulting firm KpMG forecasts that 
Chinese interest in reducing TCo will 
“develop along similar lines to mature 
markets, particularly with regard to 
rising fuel costs, as well as growing 
demand for service and repair.” This 
supports the view that using TBo 
measurements to make business 
decisions is applicable to any market, at 
any level of maturity. 

SKF Documented Solutions 
Program
regardless of the industry or decision 
maker involved, an effective TBo 
approach requires collaboration and the 
ability to predict and measure results. 
Nearly 20 years ago, sKF developed a 
customer support program that began 
to do just that. 

The program was based on the realiza-
tion that factors beyond the quality and 
design attributes of a bearing have a 
major impact on its life expectancy. 
These factors include how the bearing is 
installed, the environment in which it 
operates and the maintenance it 
receives. In implementing a program to 
provide customer support in these 
critical areas, sKF was able to identify 
the bottom-line savings a customer 
would enjoy for specific improvements.

an increase in machine uptime, for 
example, would result in corresponding 
increases in production and profitability. 
Installing more efficient bearings would 
result in lower energy costs. Teaching 
better bearing installation, with the 
correct tools and techniques would 
reduce a plant’s maintenance man-
power requirements and costs. Measur-
ing and communicating when and why a 
machine will fail would have a drastic 
cost savings. Machines that lasted 
longer would reduce annual capital 
expenditures. 
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Maximizing value with specific targets
The SKF Client Needs Analysis program 
compares a company’s own operating 
information to a global best practices 
library to identify areas with the most 
potential for improvement. Specific 
solutions for the targets identified by the 
analysis can then be generated using the 
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Based on such experiences across an 
extensive range of industries worldwide, 
sKF developed its own, now world-rec-
ognized sKF Documented solutions 
program (Dsp) software to help its 
customers predict – then measure – the 
actual, annual savings they could realize 
from using sKF products and services. 

This web-based software calculates the 
expected value of a solution, whether it 
will be used in gearboxes, pumps, 
motors, fans, machine tools, conveyors, 
cranes or other industry-specific 
machinery. Because of the large 
quantity of data that the Dsp software 
has captured, sKF is in a unique position 
to be able to quickly and accurately 
project a company’s monetary return on 
many specific initiatives by using 
industry benchmarks and sKF’s global 
knowledge. 

The Dsp software allows customers to 
see how offerings from the five sKF 
technology platforms – bearings and 
units, lubrication systems, mechatron-
ics, seals and services – can benefit their 
unique situations. Essentially, the 
software helps sKF customers build 
business cases that support the most 
valuable business decision.  

For example, the Dsp methodology 
could help a customer justify the 
purchase of a $15 part that at first 
glance appears to be 50% more expen-
sive than a $10 option. By calculating 

several hidden costs – lubrication, 
energy consumption, inventory, 
installation time, uptime and overall 
reliability – the Dsp software would 
prove that the part with a 50% higher 
purchase price is actually $30.25 less 
expensive to own over its lifetime. 

“we can prove to customers that, based 
on their own customized operating 
parameters and global benchmarks, we 
can save them money by installing the 
products or implementing the strategies 
we recommend,” says Todd snelgrove, 
sKF Global Manager, Value. 

with the Dsp software, to which sKF 
customers enjoy access, sKF can 
quantify over 418 different types of 
savings throughout an asset’s lifecycle. 
These include sustainability savings 
such as water and energy, parts and 
labor savings, maintenance and 
operation savings and many more. By 
the end of 2014, sKF had used the Dsp 
software to amass more than 56,300 
cases of accepted or verified value 
worth over $3.41 billion in customer 
savings. 

“Customers need to see that the price 
premium for some sKF products or 
services is really an investment in their 
bottom line and that it will have a 
payback and return on investment that 
is difficult to find anywhere else in their 
operations,” says snelgrove. 

10 signs to look for in a 
TBO supplier
1 a process to find cost-cutting 

opportunities.
2 a team that can implement a 

program to achieve promised 
savings, including a Value 
Manager to drive the latest TBo 
initiatives.

3 a tool that can measure the 
expected and actual impact of 
cost-saving initiatives.

4 a corporate culture that 
embraces value initiatives – not 
marketing gimmicks.

5 The willingness to enter into 
agreements in which pay is 
based on true value created.

6 an ongoing pipeline of innova-
tive, problem-solving solutions.

7 a well-used reference of best 
practices by industry and 
application.

8 a log of solutions applied and the 
results, including financial 
impact.

9 a proven record of buying on 
value rather than price.

10 Value propositions presented 
with harD dollar impact, not 
soft benefits with no impact on 
operating profit.
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Customer case histories 
sKF Documented solutions program software has 
helped thousands of companies worldwide achieve  
significant savings by reducing operating costs and 
increasing productivity:

Reduced energy
after installing the correct seals, replacing old bearings with 
new sKF Energy Efficient (E2) bearings and the proper type 
and amount of lubrication, plus instituting proper installa-
tion, alignment and maintenance practices, one company 
saved 247,500 Us dollars annually.

Reduced design costs
By using advanced sKF design simulation software to 
model design changes, one oEM saved 146,000 Euros.

Reduced unplanned downtime
Through the use of sKF condition monitoring technology 
and services, one company increased production by 12% in 
the first year of implementation, saving one million Euros.

Reduced scrap
By installing new greased-for-life bearings, one food 
producer reduced scrap and an associated grease contami-
nation problem by 18%, resulting in an annual savings of 
745,000 argentinean pesos. 

Reduced repair time
By utilizing sKF’s maintenance tools, training and tech-
niques, one customer increased machine life by 10% while 
saving 362 maintenance man-hours annually and over one 
million Yen.

Reduced machine repair costs
By using sKF repair and refurbishment services, one 
company saved 700,000 Euros annually.

Reduced warranty costs
Using sKF parts in their products along with proper 
installation procedures and tools, one oEM reduced 
warranty costs by 11%, or 4 million rupees.

Reduced inventory expenses
working in conjunction with an sKF authorized distributor, 
one company was able to implement more accurate 
planning, reducing inventory levels by 400,000 Canadian 
Dollars.

Reduced lubricant usage
By using sKF lubrication systems to make sure the right 
amount of grease and oil is delivered to the right place at 
the right time, one company cut lubricant usage by 18%, 
saving 450,000 British pounds in lubricant purchasing and 
disposal costs.

Increased uptime
applying proper bearing mounting processes, sKF tools and 
training and sKF Explorer performance class bearings, one 
company saved over 569,000 australian Dollars annually.

Reduced water consumption
By using the sKF Dry Lubrication system, a juice producer 
eliminated the need to spray thousands of liters of water 
and soluble lubricant on one conveyor, saving 15,700 Euros 
in one year.

Increased machine speed
By upgrading to solution bearings and implementing proper 
maintenance practices, one manufacturer was able to 
increase annual production by 4% and save 19 million 
rubles.

Increased quality
after installing sKF super precision bearings, one company 
reduced product variation, increasing quality by 1% while 
saving 3.25 million Yen.

Increased manpower efficiency
By accurately planning maintenance activities and taking 
proactive action based on machine life information obtained 
from sKF condition monitoring solutions, one company 
increased manpower availability by 9%, saving 875,000 
rand.

Increased product benefits
By adding an sKF solution product to an application, one 
oEM was able to claim superior product benefits to its 
customer, leading to a 3% net profit improvement, or 
870,000 Euros.   

Reduced Repair Costs
By converting a bearing arrangement from standard 
sphericals in an enclosed application to Cooper split 
Bearings, an Industrial user was able to reduce the cost of 
repair by 45% or over $500,000
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