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12.1  THE IMPORTANCE OF PROJECT PROCUREMENT MANAGEMENT

Procurement means acquiring goods and services from an outside source. The term pro-
curement is widely used in government; many private companies use the terms purchas-
ing and outsourcing. Organizations or individuals who provide procurement services are 
referred to as suppliers, vendors, contractors, subcontractors, or sellers; of these terms, 
suppliers is the most widely used. Many IT projects involve the use of goods and ser-
vices from outside the organization. The Project Management Institute defines an outside 
source as a source outside the project team, so the same organization can be a supplier to 
the project team, or the project team can be a supplier to another group in the organiza-
tion. In fact, many IT departments in organizations are in direct competition with outside 
vendors, and they are subject to the same kind of requirements definition, statements of 
work, and bids. The rules and methods of sound project procurement practices are good 
to follow regardless of who provides the services to whom.

As you learned in Chapter 2, outsourcing is a hot topic for research and debate, espe-
cially the implications of outsourcing to other countries, which is called offshoring. Gartner 
estimated the value of the global IT industry in 2014 at $3.8 trillion, an increase of about 
3.2 percent from 2013. The largest spending category is telecommunication services at 
45 percent of the total or about $1.7 trillion.1 According to a study by the Center for Inter-
national Business Education (CIBER) and the International Offshoring Research Network’s 
(ORN) Project at Duke University, the outsourcing market continues to grow:

U.S. companies are transferring more work abroad, especially in the areas of 
IT infrastructure, application development and maintenance, and innovation 
processes.

O P E N I N G  C A S E

Marie McBride could not believe how much money her company was paying for out-
side consultants to help finish an important system conversion project. The consulting 
company’s proposal said it would provide experienced professionals who had completed 
similar conversions, and that the job would be finished in six months or less with four 
consultants working full time. Nine months later her company was still paying high con-
sulting fees, and half of the original consultants on the project had been replaced with 
new people. One new consultant had graduated from college only two months before 
and had extremely poor communications skills. Marie’s internal staff complained that 
they were wasting time training some of these “experienced professionals.” Marie talked 
to her company’s purchasing manager about the contract, fees, and special clauses that 
might be relevant to the problems they were having.

Marie was dismayed at how difficult it was to interpret the contract. It was very long 
and obviously written by someone with a legal background. When she asked what her com-
pany could do because the consulting firm was not following its proposal, the purchasing 
manager stated that the proposal was not part of the official contract. Marie’s company was 
paying for time and materials, not specific deliverables. There was no clause stating the min-
imum experience level required for the consultants, nor were there penalty clauses for not 
completing the work on time. There was a termination clause, however, meaning that the 
company could terminate the contract. Marie wondered why her company had signed such 
a poor contract. Was there a better way to procure services from outside the company?











Figure 12-1 summarizes these processes and outputs, showing when they occur in a 
typical project.

12.2 PLANNING PROCUREMENT MANAGEMENT

Planning procurements involves identifying which project needs can best be met by us-
ing products or services outside the organization. It involves deciding whether to procure, 
how to procure, what to procure, how much to procure, and when to procure. An impor-
tant output of this process is the make-or-buy decision, in which an organization decides 
whether it should make certain products and perform certain services inside the organiza-
tion, or if it is better to buy those products and services from an outside organization. If 
there is no need to buy products or services from outside the organization, then further 
procurement management is not needed.

Inputs needed for planning procurements include the project management plan, re-
quirements documentation, the risk register, activity resource requirements, the project 
schedule, activity cost estimates, the stakeholder register, enterprise environmental fac-
tors, and organizational process assets, such as types of contracts.

12.2a Types of Contracts
Contract type is an important consideration in procurement management. Different types 
of contracts can be used in different situations. Three broad categories of contracts are fixed 
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price or lump sum, cost reimbursable, and time and material. A single contract can actually 
include all three of these categories if it makes sense for a particular procurement. For ex-
ample, you could have a contract with a seller that includes purchasing specific hardware for 
a fixed price or lump sum, some services that are provided on a cost-reimbursable basis, and 
other services that are provided on a time-and-material basis. Project managers and their 
teams must understand and decide which approaches to use to meet their project needs. It 
is also important to understand when and how to take advantage of unit pricing in contracts.

Fixed-price or lump-sum contracts involve a fixed total price for a well-defined 
product or service. The buyer incurs little risk in this situation because the price is 
predetermined. The sellers often pad their estimate to reduce their risk, although they 
realize their price must still be competitive. For example, a company could award a 
fixed-price contract to purchase 100 laser printers with a certain print resolution and 
print speed to be delivered to one location within two months. In this example, the 
product and delivery date are well defined. Several sellers could create fixed-price 
estimates for completing the job. Fixed-price contracts may also include incentives 
for meeting or exceeding selected project objectives. For example, the contract could 
include an incentive fee paid if the laser printers are delivered within one month. A 
firm-fixed-price (FFP) contract has the least amount of risk for the buyer, followed by 
a fixed-price incentive fee (FPIF) contract. A fixed-price with economic price adjust-
ment contract (FP-EPA) includes a special provision for predefined final adjustments to 
the contract price due to changes in conditions such as inflation or the cost of specific 
commodities. An FP-EPA contract is intended to protect both the buyer and seller from 
external conditions beyond their control.

Contracts can also include incentives to prevent or reduce cost overruns. For  
example, according to the U.S. Federal Acquisition Regulation (FAR) 16.4, fixed-price  
incentive fee contracts can include a Point of Total Assumption (PTA), which is the  
cost at which the contractor assumes total responsibility for each additional dollar of 
contract cost. Contractors do not want to reach the PTA because it hurts them finan-
cially, so they have an incentive to prevent cost overruns. The PTA is calculated with the  
following formula:

PTA 5 (ceiling price ] target price) ∕ government share 1 target cost

For example, given the following information, and assuming that all dollar amounts 
are in millions, the PTA will be $1.2 million:

Ceiling price 5 $1,250
Target price 5 $1,100
Target cost 5 $1,000
Government share: 75percent

PTA 5 ($1,250 ] $1,100) ∕ .75 1 $1,000 5 $1,20010

Contracts for the U.S. federal government can be very complex. Consult FAR 16.4 and 
similar references for more details.

Cost-reimbursable contracts involve payment to the supplier for direct and indirect 
actual costs. Recall from Chapter 7 that direct costs can be directly related to producing 
a project’s products and services. Normally, these costs can be traced back to a project in 
a cost-effective way. Indirect costs are not directly related to the products or services of 
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With a cost plus fixed fee (CPFF) contract, the buyer pays the supplier for al-
lowable costs (as defined in the contract) plus a fixed fee payment that is usually 
based on a percentage of estimated costs. This fee does not vary, however, un-
less the scope of the contract changes. For example, suppose that the expected 
cost of a project is $100,000 and the fixed fee is $10,000. If the actual cost of the 
contract rises to $120,000 and the scope of the contract remains the same, the 
contractor will still receive the fee of $10,000.
With a cost plus award fee (CPAF) contract, the buyer pays the supplier 
for allowable costs (as defined in the contract) plus an award fee based on 
the satisfaction of subjective performance criteria. A tip or gratuity that you 
would give a server in a restaurant would qualify as a simple example, as long 
as there is no set gratuity percentage. You still pay for the cost of your meal, 
but you can decide on the tip amount based on your satisfaction with the 
food, drinks, and service provided. This type of contract is not usually sub-
ject to appeals.
With a cost plus percentage of costs (CPPC) contract, the buyer pays the 
supplier for allowable costs (as defined in the contract) along with a prede-
termined percentage based on total costs. From the buyer’s perspective, this 
is the least desirable type of contract because the supplier has no incentive 
to decrease costs. In fact, the supplier may be motivated to increase costs, 
because doing so will automatically increase profits based on the percentage 
of costs. This type of contract is prohibited for U.S. government use, but it is 
sometimes used in private  industry, particularly in the construction industry. 
All of the risk is borne by the buyer.

Time and material (T&M) contracts are a hybrid of fixed-price and cost-reimbursable 
contracts. For example, an independent computer consultant might have a contract with 
a company based on a fee of $80 per hour for services, plus a fixed price of $10,000 for 
providing specific project materials. The materials fee might also be based on approved re-
ceipts for purchasing items, with a ceiling of $10,000. The consultant would send an invoice 
to the company each week or month; the invoice would list the materials fee, the number 
of hours worked, and a description of the work produced. This type of contract is often 
used for required services when the work cannot be specified clearly and total costs cannot 
be estimated in a contract. Many contract programmers and consultants, such as those Ma-
rie’s company hired in the chapter’s opening case, prefer time and material contracts.

Unit pricing can also be used in various types of contracts to require the buyer to pay 
the supplier a predetermined amount per unit of product or service. The total value of the 
contract is a function of the quantities needed to complete the work. Consider an IT de-
partment that might have a unit price contract for purchasing computer hardware. If the 
company purchases only one unit, the cost might be $1,000. If the company purchases 10 
units, the cost might be $10,000. This type of pricing often involves volume discounts. For 
example, if the company purchases between 10 and 50 units, the contracted cost might 
be $900 per unit. If the company purchases more than 50 units, the cost might go down 
to $800 per unit. This flexible pricing strategy is often advantageous to both the buyer and 
the seller.

Any type of contract should include specific clauses that account for unique proj-
ect issues. For example, if a company uses a time and material contract for consulting 
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services, the contract should stipulate different hourly rates based on the level of experi-
ence of the individual contractors. The services of a junior programmer with no Bachelor’s 
degree and less than three years’ experience might be billed at $40 per hour, whereas the 
services of a senior programmer with a Bachelor’s degree and more than 10 years of expe-
rience might be billed at $80 per hour.

Figure 12-2 summarizes the spectrum of risk to the buyer and supplier for different 
types of contracts. Buyers have the least risk with firm-fixed price contracts, because they 
know exactly what they must pay the supplier. Buyers have the most risk with cost plus per-
centage of costs (CPPC) contracts because they do not know the supplier’s costs in advance, 
and the suppliers may be motivated to keep increasing costs. From the supplier’s perspective, 
a CPPC contract carries the least risk and a firm-fixed price contract carries the most risk.

Time and material contracts and unit-price contracts can be high- or low-risk, de-
pending on the nature of the project and other contract clauses. For example, if an organi-
zation is unclear in describing the work that needs to be done, it cannot expect a supplier 
to sign a firm-fixed price contract. However, the buyer could find a consultant or group 
of consultants to work on specific tasks based on a predetermined hourly rate. The buy-
ing organization could evaluate the work produced each day or week to decide if it wants 
to continue using the consultants. In this case, the contract would include a termination 
clause—a contract clause that allows the buyer or supplier to end the contract. Some ter-
mination clauses state that the buyer can terminate a contract for any reason and give the 
supplier only 24 hours’ notice. Suppliers, by contrast, must often give a one-week notice 
to terminate a contract and must have sufficient reasons for the termination. The buyer 
could also include a contract clause that specifies hourly rates based on the education and 
experience of consultants. These contract clauses reduce the risk incurred by the buyer 
while providing flexibility for accomplishing the work.

It is important to understand why a company would want to procure goods or  services 
and what inputs are needed to plan purchases and acquisitions. In the opening case, 
 Marie’s company hired outside consultants to help complete an operating system conver-
sion project because it needed people with specialized skills for a short period of time. 
This is a common occurrence in many IT projects. It can be more effective to hire skilled 
consultants to perform specific tasks for a short period of time than to hire or keep em-
ployees on staff full time.
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However, it is also important to define clearly the scope of the project, the products, 
services, or results required, market conditions, and constraints and assumptions. In 
Marie’s case, the scope of the project and services required were relatively clear, but her 
company may not have adequately defined the market conditions or constraints and 
assumptions involved in using outside consultants. Could other companies provide con-
sultants to help with similar conversion projects? Did the project team investigate the 
background of the company that provided the consultants? Did the team list important 
constraints and assumptions for using the consultants, such as limiting the time that the 
consultants had to complete the conversion project or the minimum years of experience 
for any consultant assigned to the project? It is important to answer these types of ques-
tions before signing an outsourcing agreement.

12.2b Tools and Techniques for Planning Procurement Management
Several tools and techniques are available to help project managers and their teams in 
planning procurement management, including make-or-buy analysis, expert judgment, 
and market research.

Make-or-Buy Analysis

Make-or-buy analysis is a general management technique used to determine whether an 
organization should make a product or perform a service inside the organization or buy it 
from someone else. This form of analysis involves estimating the internal costs of provid-
ing a product or service and comparing the estimate to the cost of outsourcing. Consider 
a company that has 1,000 international salespeople with laptops. Using make-or-buy anal-
ysis, the company could compare the cost of providing those services using internal re-
sources to the cost of buying the same services from an outside source. If supplier quotes 
were less than the company’s internal estimates, the company would have to consider 
outsourcing the training and user support services. Another common make-or-buy deci-
sion, though more complex, is whether a company should develop an application itself or 
purchase software from an outside source and customize it to the company’s needs.

Many organizations also use make-or-buy analysis to decide whether to purchase or 
lease items for a project. For example, suppose that a project requires a piece of equipment 
that has a purchase price of $12,000 and daily operating costs of $400. Suppose that you 
could lease the same piece of equipment for $800 per day, including the operating costs. 
You can set up an equation so that you can see when the purchase cost equals the lease 
cost and determine when it makes sense financially to lease or buy the equipment. In this 
example, d is the number of days you need the piece of equipment. The equation would be:

$800 /day 5 $12,000 1 $400 /day

Subtracting $400 /day from both sides, you get:

$400 /day 5 $12,000

Dividing both sides by $400, you get:

d 5 30

In other words, the purchase cost would equal the lease cost in 30 days. So, if you 
need the equipment for less than 30 days, leasing would be more economical. If you need 
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the equipment for more than 30 days, you should purchase it. In general, leasing is 
 often cheaper for meeting short-term needs, but more expensive for long-term needs.

Expert Judgment

Experts both from inside and outside an organization can provide excellent advice in  
planning purchases and acquisitions. Project teams often need to consult experts within 
their organization as part of good business practice. Internal experts might suggest that the 
company in the preceding example could not provide training and support for the 1,000 lap-
top users because the service involves so many people with different skill levels in so many 
different locations. Experts in the company might also know that most of their competitors 
outsource this type of work and know who the qualified outside suppliers are. It is also im-
portant to consult legal experts because contracts for outsourced work are  legal agreements.

Experts outside the company, including potential suppliers themselves, can also pro-
vide expert judgment. For example, suppliers might suggest an option for salespeople to 
purchase the laptops themselves at a reduced cost. This option would solve problems that 
would otherwise be created during employee turnover—exiting employees would own 
their laptops and new employees would purchase a laptop through the program. An inter-
nal expert might then suggest that employees receive a technology bonus to help offset 
what they might view as an added expense. Expert judgment, both internal and external, 
is an asset in making many procurement decisions.

Market Research

Market research is very important in planning procurements. Many potential suppliers are 
often available for goods and services, so the project team must choose suppliers carefully. 
Some organizations have a preferred vendor list and detailed information about them. A 
wealth of information is also available online, and numerous conferences are held where 
attendees can see and discuss new products.

In addition to make-or-buy decisions, change requests, and project documents up-
dates, important outputs of planning procurements are a procurement management plan, 
statement of work, procurement documents such as requests for proposals or quotes, and 
source selection criteria.

12.2c Procurement Management Plan
As you have learned, every project management knowledge area includes some planning. 
The procurement management plan is a document that describes how the procurement 
processes will be managed, from developing documentation for making outside purchases 
or acquisitions to contract closure. Like other project plans, contents of the procurement 
management plan will vary with project needs. The following materials can be included in 
a procurement management plan:

Guidelines for types of contracts to be used in different situations
Standard procurement documents or templates to be used, if applicable
Guidelines for creating contract work breakdown structures, statements of 
work, and other procurement documents
Roles and responsibilities of the project team and related departments, such 
as the purchasing or legal department
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Guidelines for using independent estimates to evaluate sellers
Suggestions for managing multiple providers
Processes for coordinating procurement decisions with other project areas, 
such as scheduling and performance reporting
Constraints and assumptions related to purchases and acquisitions
Lead times for purchases and acquisitions
Risk mitigation strategies for purchases and acquisitions, such as insurance 
contracts and bonds
Guidelines for identifying prequalified sellers and organizational lists of 
 preferred sellers
Procurement metrics to assist in evaluating sellers and managing contracts

12.2d Statement of Work
The statement of work (SOW) is a description of the work required for the procure-
ment. Some organizations use the term statement of work for a document that de-
scribes internal work as well. If a SOW is used to describe only the work required for 
a particular contract, it is called a contract statement of work. The contract SOW is a 
type of scope statement that describes the work in sufficient detail to allow prospective 
suppliers to determine if they can provide the required goods and services and to deter-
mine an appropriate price. A contract SOW should be clear, concise, and as complete as 
possible. It should describe all services required and include performance reporting. It is 
important to use appropriate wording in a contract SOW, such as must instead of may. 
For example, must means that something has to be done; may implies that a choice is 
involved in doing something or not. The contract SOW should specify the products and 
services required for the project, use industry terms, and refer to industry standards.

Many organizations use samples and templates to generate SOWs. Figure 12-3 
 provides a basic outline or template for a contract SOW that Marie’s organization 
could use when hiring outside consultants or purchasing other goods or services. For 
example, for the operating system conversion project, Marie’s company should specify 
the manufacturer and model number for the hardware involved, the former operating 
systems and new ones for the conversion, and the number of pieces of each type of 
hardware involved. The contract SOW should also specify the location of the work, the 
expected period of performance, specific deliverables and when they are due, applicable 
standards, acceptance criteria, and special requirements. A good contract SOW gives 
bidders a better understanding of the buyer’s expectations. A contract SOW should be-
come part of the official contract to ensure that the buyer gets what the  supplier bid on.

12.2e Procurement Documents
Planning procurements also involves preparing the documents needed for potential sell-
ers to bid on a project and determining the evaluation criteria for the contract award. The 
project team often uses standard forms and expert judgment as tools to help create rel-
evant procurement documents and evaluation criteria.

Two common examples of procurement documents include a Request for Proposal 
(RFP) and a Request for Quote (RFQ). A Request for Proposal (RFP) is a document 
used to solicit proposals from prospective suppliers. A proposal is a document prepared 
by a seller when there are different approaches for meeting buyer needs. For example, if 
an organization wants to automate its work practices or solve a business problem, it can 
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write and issue an RFP so suppliers can respond with proposals. Suppliers might pro-
pose various hardware, software, and networking solutions to meet the organization’s 
need. Selections of winning sellers are often made on a variety of criteria, not just the 
lowest price. Developing an RFP is often a time-consuming process. Organizations must 
plan properly to ensure that they adequately describe what they want to procure, what 
they want sellers to include in their proposals, and how they will evaluate proposals.

Although RFPs have been used for many years, outsourcing experts say the process is 
becoming less appealing in several IT procurement processes. “In today’s dynamic era of 
technology change, the traditional RFP simply takes too long and costs too much. By the time 
the proposals come in, the business requirements have often changed.”12 Enterprise mar-
ketplaces, such as app stores that provide a collection of software and services for sale (i.e., 
Google Play, App Store, and IBM Cloud Marketplace) and other new purchasing processes will 
emerge as companies collaborate with service providers to figure out better IT solutions.

A Request for Quote (RFQ) is a document used to solicit quotes or bids from pro-
spective suppliers. A bid, also called a tender or quote (short for quotation), is a document 

Statement of Work (SOW) 

I . Scope of Work: Describe the work to be done in detail. Specify the hardware 

and software involved and the exact nature of the work.

I I . Location of Work: Describe where the work must be performed. Specify the 

location of hardware and software and where the people must perform the work.

I I I . Period of Performance: Specify when the work is expected to start and end, 

working hours, number of hours that can be billed per week, where the work must 

be performed, and related schedule information.

I V. Deliverables Schedule:  List speciåc deliverables, describe them in detail, and 

specify when they are due.

V. Applicable Standards: Specify any company or industry-speciåc standards that 

are relevant to performing the work.

V I . Acceptance Criteria: Describe how the buyer organization will determine if the 

work is acceptable.

V I I . Special Requirements: Specify any special requirements such as hardware or 

software certifications, minimum degree or experience level of personnel, travel 

requirements, and so on.

FIGURE 12-3 
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prepared by sellers to provide pricing for standard items that the buyer has clearly 
 defined. Organizations often use an RFQ for solicitations that involve specific items. For 
example, if a company wanted to purchase 100 personal computers with specific features, 
it might issue an RFQ to potential suppliers. RFQs usually do not take nearly as long to 
prepare as RFPs, nor do responses to RFQs. Selections are often based on the lowest bid.

Writing a good RFP is a critical part of project procurement management, but many 
people have never had to write or respond to one. To generate a good RFP, expertise is in-
valuable. Many examples of RFPs are available within different companies, from potential 
contractors, and from government agencies. Legal requirements are often involved in is-
suing RFPs and reviewing proposals, especially for government projects. It is important to 
consult with experts who know the contract planning process for particular organizations. 
To make sure that an RFP has enough information to provide the basis for a good proposal, 
the buying organization should try to put itself in the suppliers’ shoes. Could the organiza-
tion develop a good proposal based on the information it provided in the RFP? Could it 
determine detailed pricing and schedule information based on the RFP? Developing a good 
RFP is difficult, as is writing a good proposal.

Figure 12-4 provides a basic outline or template for an RFP. The main sections of an 
RFP usually include its statement of purpose, background information on the organization 

FIGURE 12-4 



issuing the RFP, the basic requirements for the products and services being proposed, the 
hardware and software environment (which is usually important for IT-related propos-
als), a description of the RFP process, the statement of work and schedule information, 
and possible appendices. A simple RFP might be three to five pages long, but an RFP for a 
larger, more complicated procurement might take hundreds of pages.

Other terms used for RFQs and RFPs include invitations for bid, invitations for nego-
tiation, and initial contractor responses. Regardless of what they are called, all procure-
ment documents should be written to facilitate accurate and complete responses from 
prospective sellers. Procurement documents should include background information on 
the organization and project, a relevant statement of work, a schedule, a description of the 
desired form of response, evaluation criteria, pricing forms, and any required contractual 
provisions. The documents should also be rigorous enough to ensure consistent, compa-
rable responses, but flexible enough to allow consideration of sellers’ suggestions for better 
ways to satisfy the requirements.

12.2f Source Selection Criteria
It is very important for organizations to prepare some form of evaluation criteria for 
source selection, preferably before they issue a formal RFP. Organizations use criteria to 
rate or score proposals, and they often assign a weight to each criterion to indicate its im-
portance. Some examples of criteria and weights include the technical approach (30 per-
cent weight), management approach (30 percent weight), past performance (20 percent 
weight), and price (20 percent weight). The criteria should be specific and objective. For 
example, if the buyer wants the supplier’s project manager to be a certified Project Man-
agement Professional (PMP), the procurement documents should state that requirement 
clearly and follow it during the award process. Losing bidders may pursue legal recourse if 
the buyer does not follow a fair and consistent evaluation process.

Organizations should heed the saying, “Let the buyer beware.” It is critical to evaluate 
proposals based on more than the professionalism of the paperwork submitted. A key factor 
in evaluating bids, particularly for projects involving IT, is the past performance record of 
the bidder. The RFP should require bidders to list other similar projects they have worked 
on and provide customer references for those projects. Reviewing performance records and 
references reduces the risk of selecting a supplier with a poor track record. Suppliers should 
also demonstrate their understanding of the buyer’s need, their technical and financial capa-
bilities, their management approach to the project, and their price for delivering the desired 
goods and services. It is also crucial to write the contract to protect the buyer’s interests.

Some IT projects also require potential sellers to deliver a technical presentation as part 
of their proposal. The proposed project manager should lead the potential seller’s presentation 
team. When the outside project manager leads the proposal presentation, the organization 
can build a relationship with the potential seller from the beginning. Visits to contractor sites 
can also help the buyer get a better feeling for the seller’s capabilities and management style.

12.3 CONDUCTING PROCUREMENTS

After planning for procurement management, the next process involves deciding whom to 
ask to do the work, sending appropriate documentation to potential sellers, obtaining pro-
posals or bids, selecting a seller, and awarding a contract. Prospective sellers do some of 



the work in this process, normally at no cost to the buyer or project. The buying organiza-
tion is responsible for advertising the work, and for large procurements, the organization 
often holds some sort of bidders’ conference to answer questions about the job. Two of the 
main outputs of this process are a selected seller and procurement contract award.

Organizations can advertise to procure outside goods and services in many different 
ways. Sometimes a specific supplier might be the top choice for the buyer. In this case, 
the buyer gives procurement information just to that company. If the preferred supplier 
responds favorably, the organizations proceed to work together. Many organizations have 
formed good working relationships with certain suppliers.

In many cases, however, more than one supplier might be qualified to provide the 
goods and services. Providing information to multiple sources and receiving bids from 
them often takes advantage of the competitive business environment. Offshore outsourc-
ing, as you learned earlier, has increased tremendously as organizations find suitable sell-
ers around the globe. As a result of pursuing a competitive bidding strategy, the buyer can 
receive better goods and services than expected at a lower price.

A bidders’ conference, also called a supplier conference or pre-bid conference, is a 
meeting with prospective sellers prior to preparation of their proposals or bids. These con-
ferences help ensure that everyone has a clear, common understanding of the buyer’s de-
sired products or services. In some cases, the bidders’ conference might be held online via 
a webcast or using other communications technology. Buyers will also post procurement 
information on a website and post answers to frequently asked questions. Before, during, 
or after the bidders’ conference, the buyer may incorporate responses to questions into 
the procurement documents as amendments.

Once buyers receive proposals or bids, they can select a supplier or decide to cancel 
the procurement. Selecting suppliers or sellers, often called source selection, involves 
evaluating proposals or bids from sellers, choosing the best one, negotiating the contract, 
and awarding the contract. It can be a long, tedious process, especially for large procure-
ments. Several stakeholders in the procurement process should be involved in selecting 
the best supplier for the project. Often, teams of people are responsible for evaluating vari-
ous sections of the proposals. There might be a technical team, a management team, and 
a cost team to focus on each major area. Buyers typically develop a short list of the top 
three to five suppliers to reduce the work involved in selecting a source.

Experts in source selection highly recommend that buyers use formal proposal evalu-
ation sheets during source selection. Figure 12-5 provides a sample proposal evaluation 
sheet that the project team might use to help create a short list of the best three to five 
proposals. Notice that this example is a form of a weighted scoring model, as described in 
Chapter 4, Project Integration Management. To calculate the score for a criterion, multiply 
the weight of the criterion by the rating for the proposal. Add the scores to provide the 
total weighted score for each proposal. The proposals with the highest weighted scores 
should be included in the short list of possible sellers. Experts also recommend that tech-
nical criteria should not be given more weight than management or cost criteria. Many 
organizations have suffered the consequences of paying too much attention to the techni-
cal aspects of proposals. For example, the project might cost much more than expected 
or take longer to complete because the source selection team focused only on technical 
aspects of proposals. Paying too much attention to these technical aspects is especially 
likely to occur on IT projects. However, it is often the supplier’s management team—not 
the technical team—that makes procurement successful.
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tailed proposal evaluation process. For example, they might list more detailed criteria for 
important categories, such as the management approach. They might assign points for 
the potential project manager’s educational background and PMP certification, the seller’s 
formal presentation if it was part of the evaluation process, top management support for 
the project, and the organization’s project management methodologies. If the criteria and 
evaluation are done well, the seller with the most points based on all of the criteria should 
be offered the contract.

It is customary to have contract negotiations during the source selection process. Sell-
ers on the short list are often asked to prepare a best and final offer (BAFO). In addition, top 
managers from both the buying and selling organizations usually meet before making final 
decisions. The final output is a contract that obligates the seller to provide the specified prod-
ucts or services and obligates the buyer to pay for them. For some projects, it is also appropri-
ate to prepare a contract management plan that describes how the contract will be managed.

12.4 CONTROLLING PROCUREMENTS

Controlling procurements ensures that the seller’s performance meets contractual require-
ments. The contractual relationship is a legal relationship, which means it is subject to 
state and federal contract laws. It is very important that appropriate legal and contracting 
professionals be involved in writing and administering contracts.

Ideally, the project manager, a project team member, or an active user in the project 
should help write and administer the contract, so that everyone understands the impor-
tance of good procurement management. The project team should also seek expert advice 
when working with contractual issues. Project team members must be aware of potential 
legal problems they might cause by not understanding a contract. For example, most 
projects involve changes, and these changes must be handled properly for items under 
contract. Without understanding the provisions of the contract, a project manager may 
unknowingly authorize a contractor to do additional work at greater costs. Therefore, 
change control is an important part of the contract administration process.

FIGURE 12-5 

Proposal 1

Criteria Weight Rating Score

Proposal 2

Rating Score

Proposal 3, etc.

Rating Score

Technical
approach

Management
approach

Past
performance

Price

Total score

30%

30%

20%

20%

100%
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It is critical that project managers and team members watch for constructive change 
orders. Constructive change orders are oral or written acts or omissions by someone with 
actual or apparent authority that can be construed to have the same effect as a written 
change order. For example, if a member of the buyer’s project team has met with the con-
tractor on a weekly basis for three months to provide guidelines for performing work, the 
team member can be viewed as an apparent authority. If the team member tells the con-
tractor to redo part of a report that has already been delivered and accepted by the project 
manager, the action can be viewed as a constructive change order and the contractor can 
legally bill the buyer for the additional work. Likewise, if the apparent authority tells the 
contractor to skip parts of a critical review meeting in the interests of time, the omission 
of that information is not the contractor’s fault.

It is important to follow other good practices related to project procurement:

Changes to any part of the project need to be reviewed, approved, and docu-
mented by the same people in the same way they approved the original part of 
the plan.
Evaluation of any change should include an impact analysis. How will the 
change affect the scope, time, cost, and quality of the goods or services being 
provided? There must also be a baseline to understand and analyze changes.
Changes must be documented in writing. Project team members should docu-
ment all important meetings and telephone calls.
When procuring complex information systems, project managers and their 
teams must stay closely involved to make sure the new system will meet 
business needs and work in an operational environment. Do not assume that 
everything will go well because you hired a reputable supplier. The buying 
organization needs to provide expertise as well.
Have backup plans in case the new system does not work as planned.
Several tools and techniques can help in contract administration, such as a 
formal contract change control system, buyer-conducted procurement per-
formance reviews, inspections and audits, performance reporting, payment 
systems, claims administration, and records management systems.

12.5 CLOSING PROCUREMENTS

The final process in project procurement management is closing procurements, which 
is sometimes referred to as contract closure. Contract closure involves completion 
and settlement of contracts and resolution of any open items. The project team should 
 determine if all work required in each contract was completed correctly and satisfacto-
rily. The contract itself should include requirements for formal acceptance and closure. 
The team should also update records to reflect final results and archive information for 
future use.

Tools to assist in contract closure include procurement audits, negotiated settlements, 
and a records management system. Procurement audits are often done during contract 
closure to identify lessons learned in the entire procurement process. A records manage-
ment system provides the ability to easily organize, find, and archive procurement-related 
documents. It is often an automated system, or at least partially automated, because a 
large amount of information can be related to project procurement.
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Web-based ERP (Electronic Resource Planning): Creating and approving pur-
chasing requisitions, placing purchase orders, and receiving goods and services 
by using a software system based on Internet technology.
E-MRO (Maintenance, Repair, and Overhaul): The same as web-based ERP, 
except that the goods and services ordered are MRO supplies that are not 
 related to a particular product.
E-sourcing: Identifying new suppliers for a specific category of purchasing 
requirements using Internet technology.
E-tendering: Sending requests for information and prices to suppliers and 
 receiving the responses of suppliers using Internet technology.
E-reverse auctioning: Using Internet technology to buy goods and services 
from a number of known or unknown suppliers.
E-informing: Gathering and distributing purchasing information with inter-
nal and external parties using Internet technology.
E-marketsites: Expands on web-based ERP to open up value chains. Buying 
communities can access preferred suppliers’ products and services, add to 
shopping carts, create requisitions, seek approval, receive purchase orders, 
and process electronic invoices with integration to suppliers’ supply chains 
and buyers’ financial systems.

Many websites and software tools can assist in procurement functions. For example, 
most business travelers use the web to purchase airline tickets and to reserve rental cars 
and hotel rooms for business trips. With the rise of applications for smartphones, shoppers 
can even take pictures of barcodes on all types of products and compare prices of compet-
ing stores to confirm that they are getting the best deal. Likewise, many organizations can 
purchase items online, or they can buy specialized software to help streamline their pro-
curement activities.

One type of software that is particularly useful for streamlining procurement is the 
procure-to-pay suite, which provides support for indirect procurements. Unlike direct 
procurement, where procurement experts in organizations acquire raw materials and 
goods for production or services related to their organization’s primary business, indirect 
procurement involves acquiring supplies and services required to keep the day-to-day 
business functioning, such as equipment repairs, office supplies, and services related to 
keeping business processes running. According to Gartner, the procurement process has 
evolved from paper-intensive order processing to a strategic enterprise function. Their 
qualitative analysis of the procure-to-pay suites market makes the point that because 
self-service software tools are available, employees at all levels of an organization can buy 
goods and services without the need for professional procurement expertise. This stream-
lines the process for indirect procurements, so that procurement experts can focus on the 
more strategic direct procurements. The four main capabilities of procure-to-pay suites for 
indirect procurements include:

E-purchasing functionality: Provides a self-service solution to requisition and 
order goods and services through the use of catalogs, e-forms, or free-text orders 
(for when users cannot find items in a structured format).
Catalog management capabilities: Includes catalog content upload, content 
update evaluation tools, and catalog search tools.




