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INTRODUCTION

Effective spend management is one of the key challenges that any company 
faces. All businesses target higher profits to ensure long-term development 
and achievement of their strategic objectives—regardless of whether that is to 
create compelling new products and services or just to make the world a bet-
ter place. Profits rise not only because of increased revenue but also because 
of accurate and professional spend management. After removing salaries, 
taxes, debt payments, and other obligations, a large spend line that remains 
is procurement.

Many pundits are quick to claim that procurement is a field where it is very 
hard to achieve transparency. Some companies have multilayer bureaucratic 
control procedures and are not always sure what tasks the procurement team 
is supposed to complete apart from processing contracts and invoices for pur-
chases. Beyond this scenario, it is not uncommon that for small and midsize 
enterprises, a Chief Executive Officer (CEO) is the single person in the com-
pany who authorizes each and every purchase.

Leading companies build effective procurement teams that can make stra-
tegic decisions and drive business efficiency without the need to involve the 
genius of the CEO for every deal. They create ecosystems to collaborate with 
their suppliers and integrate them as their business partners while hitting im-
pressive savings targets and creating new quality products for their clients. 
This is enabled not by strict procedures or centralized decision making but by 
the implementation of effective process designs, balanced controls, creative 
ideas, proper motivation, and trust.

The transformation from a middling to an elite procurement organization 
is within reach, and this book can help you do it. Building an Effective Pro-
curement Organization explains the objectives to set for your procurement 
function, how to build effective procurement processes, and how to manage 
your spend in the most efficient way. In addition, if you represent a service 
or manufacturing entity and want to understand how your bigger corporate 
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customers handle procurement decisions and operate their procurement 
function, this book will show you. It can provide the knowledge to build your 
sales strategy and make them your clients. Whether you are knee-deep in the 
procurement function or just interact with it, this inclusive guide will help 
you build better relationships and improve your procurement practice.
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FOREWORD

Every year, companies spend enormous amounts of money on procurement. 
Statistics show that, on average, purchases may account for up to 50 percent 
of sales. For companies operating in the manufacturing sector, it can be even 
higher—rising to as much as 60 percent. Yet, only a few companies employ a 
systematic approach to cost management. Top executives and senior manage-
ment must ask themselves two simple questions:

1.	 How effectively are we managing procurement spend?
2.	 Who do we trust to spend the company’s money?

Imagine that today, a company spends 43 percent of its revenues on procure-
ment; tomorrow, it buys the same items but from more reliable suppliers for 3 
percent less. What if procurement spend was down by 5 percent? And what if 
by 7 percent? How would this impact company profitability? Obviously, this 
can make a huge difference to the bottom line.

Where do you start, and what is the first thing you need to think about if 
you are entrusted with procurement? What is procurement efficiency, how 
can it be measured, what procurement management systems exist, what are 
their benefits and drawbacks, and what can be generally expected from this 
service function? How do procurement systems work for large and small com-
panies? How do you find common ground with experts in this field and with 
those trying to become a supplier to your company?

This book provides answers to these and other questions, as well as prac-
tical tools for managing procurement performance. It does not tell you how 
to negotiate effectively, it does not explain the techniques and tricks that can 
help you buy goods cheaper, nor does it explain how to perform cost regres-
sion analysis or calculate the margin of your supplier. Many books and articles 
have already been written about such things. Instead, in this book, we will 
talk about how to build a procurement system and thereby maintain a quality 
business service. The tools that are used to manage procurement costs may 
differ to some extent for large and medium-size companies. However, there 
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are some common approaches that are relevant to all, regardless of the size of 
the company or its range of activities.

Procurement management practices vary from industry to industry. Pro-
curement categories in manufacturing, for example, are different from those 
in the retail industry: while the former primarily purchases raw materials, 
goods, equipment, spare parts, and services required to support manufactur-
ing cycles, retailers purchase goods to stock their shelves to sell to consum-
ers. Nevertheless, the basic principles are similar in both industries. It doesn’t 
matter to a good procurement professional whether they are buying work-
wear, a gas turbine, or an avocado. A true professional understands procure-
ment in any field, regardless of category, sector, or company.

Procurement opens up opportunities beyond increasing profits. Despite this, 
not many companies have a professional procurement team. Why is this? 
The answer is simple. A procurement specialist is a recognized profession, 
but a higher education diploma in this field is a rarity. Furthermore, there 
is a lingering stigma surrounding procurement, a myth that this function in 
business is little more than document management—basically, an activity that 
does not create value and, therefore, does not require special expertise. Every-
one understands which issues are handled by sales professionals, economists, 
financiers, lawyers, and logisticians, but not everyone can answer exactly 
what a procurement professional does.

I have worked in procurement for over 15 years. I became a buyer by acci-
dent, like many in the profession. At first, I was translating documents for the 
procurement department, then I became a buyer myself, and soon I was in 
charge of procurement as a Chief Procurement Officer in two power distribu-
tion companies in Ukraine that, at the time, belonged to an international en-
ergy company called AES Corporation. After a while, I took positions in the 
Czech Republic, Kazakhstan, and Russia. I worked with international teams 
that were executing large procurement projects across several countries. I 
started writing this book when I was in charge of procurement at Severstal, a 
metals and mining conglomerate in Russia with a total annual procurement 
spend of several billion dollars and a procurement team of around 400 peo-
ple located in several cities across the country. During my early days in pro-
curement, I was scrambling for information to understand how to manage 
procurement effectively and build a sustainable system in a fast-changing en-
vironment. It was difficult, sometimes very difficult. There were no obvious 
solutions to many issues, and not everything worked right the first time, but 
the challenges were all the more interesting. My teams and managers sup-
ported me, and I learned a lot from them.
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This book is built around the practical aspects of procurement manage-
ment that come from my own experiences and those of my fellow colleagues 
in different industries and companies around the world. My knowledge was 
developed from a variety of industries where companies buy 50,000 unique 
items a year, from bolts to high-tech production lines, where they maintain 
their own manufacturing facilities and offices, execute construction projects, 
manage fleets, buy special equipment, maintain railways and locomotives, etc. 
The stories and experiences that were shared by my fellow coworkers come 
from different backgrounds and are unified by a passion for building effective 
procurement organizations.

You should not expect to find comprehensive answers to all procurement-
related questions in the pages of this book. You will not find a detailed break-
down of methodologies created by someone else. My main goal was to create 
a roadmap to building an efficient procurement management system. This is 
a good starting point for any professional in procurement or any CEO who 
does not have a lot of time to go into the details of procurement operations 
but wants to maximize the function. After reading this, if you are interested 
in the topic and wish to continue studying it, you will find that there is a lot of 
interesting and valuable information out there.

I make a special appeal to those who work in state-owned companies. Af-
ter reading this book, you might question many of the suggestions I put for-
ward. “That’s impossible! My company would never support me if I tried to 
implement such initiatives. The author doesn’t understand the specifics of 
state-owned enterprises.” I have heard such comments many times during my 
presentations at conferences or while teaching at business schools. I have also 
worked in the regulated procurement systems of Ukraine and Kazakhstan. 
In my work, I sometimes encountered public procurement law requirements 
that appeared absurd but were difficult or impossible to circumvent. Never-
theless, everything described in this book, to one extent or another, I applied 
in public sector companies as well. You may not be able to implement some 
changes quickly and radically, but the practices described here can be applied 
in nearly any company. The key is to adapt them and test them in practice.

I sincerely hope that this book will help you find what you are looking for 
and encourage you to think about the role that procurement plays in your 
business. Books help in the search for ideas, but the real solutions generally 
come from people working together on things that matter to them and ul-
timately achieving results in sometimes very simple but unobvious ways. 
Real challenges, practices, experiences, and knowledge—mine and those of 
my colleagues—form the basis of this book. That is why there is a section on 
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teamwork and motivation in procurement—after all, procurement is not 
just about tenders and contracts but about effective collaboration across the 
organization.

If you would like to share your thoughts or experiences with me about 
what I have written here, I would be happy to hear from you. You can reach 
out to me online via my Procurement Blog by Irina Povoroznyk on Facebook 
or on LinkedIn. I wish you productive reading!

~

The modern purchasing agent is a more important man by far 
than he was in older days when purchasing agents were likely to 
be more of the nature of “rubber stamps,” or “buffers,” or were 
bargainers for an extra penny of advantage. A purchasing agent of 
the modern breed is a creative thinker and planner and a student 
of many elements of business.
—Helen Hysell, The Science of Purchasing, 1922
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CHAPTER 1
PROCUREMENT SPEND: 

HOW MUCH IS NOT A LOT?

ASSESSING THE SCALE: WHERE TO START

Corporate shopping is not much different from your everyday shopping in a 
supermarket. You can be driven by immediate decisions, buy the same things 
out of habit, have a prearranged shopping list for a family vacation, or grab a 
product without reading the labels because you just want to try something new.

Imagine that you have $100, and you go to the store to buy milk. There 
are five kinds of milk on the shelves, all at different prices. Cost is not impor­
tant; you can afford to spend the whole hundred if necessary. The main thing 
is that it tastes good and is good for your health. Which one will you buy? 
Let’s say that your choice depends on the milk’s characteristics and how much 
you trust the producer. However, you don’t trust cheap products, but you also 
think it is a waste of time to read labels to discover the exact details about the 
half gallon of milk you are buying. It may be better to buy the more expensive 
milk since a higher price probably means that it went through a better quality 
control system. After all, your health is priceless, so you shouldn’t skimp on it. 
Or another scenario might be: milk is just milk—it’s all the same. You check 
the fat content because that is always prominently displayed and choose the 
cheapest one with the fat content that you want.

The same exact thing happens with company procurement, but on a much 
larger scale. If we don’t keep track of where and how our money is spent, we 
inevitably lose it. There is no guarantee that you will make the same amount 
of money tomorrow as you did today. In the previous case, there is no signif­
icant factor other than emotion guiding your choice. This won’t work at the 
company level. Even when sales are good, inadequate procurement manage­
ment can lead to serious losses that could have been avoided.
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Interestingly, many procurement executives, even in very large organiza­
tions, are unaware of how much their company spends on procurement per 
year, exactly what financial results are affected by the cost of procurement, 
or what procurement health indicators exist and how to analyze them. Of­
ten, this information stays, at best, at the level of the head of the department. 
Therefore, in those companies where procurement is limited to transactional 
support, execution of contracts, and ensuring delivery of goods or services, 
even after running a tightly regulated tender, many managers do not invest 
their time into understanding these numbers. Normally, they are not even 
part of regular reporting, and their value is not always clear.

Suppose we already know how much the company spends on purchasing 
each year. How much does this cost compare to the company’s revenues?

Try to break down these numbers into the factors that have influenced 
them and work out why this figure 
changes or, conversely, stays the same. 
What does it depend on? What would 
happen to the overall financial perfor­
mance of the company if this value 
changed in one direction or another?

Sometimes you hear that a company spends too much on procurement—
but there is no such thing as too much or too little when assessing total pro­
curement costs. Any value must be compared to something in order to be 
adequately assessed. Is it a lot or a little—compared to what? What is the effect? 
Why does it matter? What would happen if this indicator changed? Take a 

What would be the effect 
on the bottom line if you 
spent 5%, 10%, or 15% 
less on your purchases?

When Etihad1 embarked on its business transformation with the intention 
of restructuring and expanding its global footprint by creating a single, 
transparent chain of command, the first departments to be restructured 
were finance, HR, and procurement. This was not a random choice. En-
suring effective cost management and interaction with external parties that 
affect the company’s viability, especially during a period of rapid growth, is 
a critical strategic challenge. The three-year project redefined all the core 
business support processes for several of the companies that make up the 
Etihad group. It laid the foundation for further growth by increasing trans-
parency in cost management and focusing on strategic issues, transform-
ing transactional procurement management into strategic partnerships 
with suppliers, and giving the company access to the best technology in 
the market.
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seemingly simple indicator such as the unit purchase price. Even if the price is 
higher for you than for other buyers, in this particular case, it may be optimal 
or even low—it all depends on what exactly it includes. Different companies 
may have different requirements in terms of technical parameters, logistics, 
and additional services such as training or maintenance. An accurate price 
comparison can only be made by comparing products or services that are fully 
identical in composition and features, as well as the range of services that go 
with them. Identical names do not always indicate that the goods are identical.

A similar question may also be asked about the cost of the procurement 
process itself: How much does it cost a company to support its procurement 
activities? Here is a simple but very useful exercise to measure how efficiently 
a company manages its procurement process: calculate how much it costs to 
place a single purchase order. To do this, you need to find out how many pur­
chase orders the company places per year and the cost of maintaining a pro­
curement department or staff to handle procurement in the different divisions 
of the company. If you divide the cost of maintaining the procurement depart­
ment by the total number of purchase orders, you will get the average cost per 
purchase order. No matter how complex the processes preceding this stage, 
it is the purchase order that is the central stage of the procurement process, 
where the intention to purchase something turns into an obligation for both 
the supplier and the buyer. It is not uncommon for the average cost of placing 
an order to reach the $100 to $200 range. Suppose it’s an order to deliver a 
single computer mouse at a cost of $10. Isn’t the process of placing the order 
too expensive compared to the cost of the item being purchased? Now suppose 
your company places 10,000 purchase orders per year. That’s a minimum of $1 
million for the purchasing process. What if you buy the same things but spend 
$100,000 less to support your procurement processes?

Of course, all orders are different and reducing them to an average perhaps 
does not seem appropriate. But if you factor out the negotiations and the or­
ganization of procurement tenders, we see that the paperwork is not much 
different for both small and large purchases. The effort input for the purchase 
of paper clips is comparable to the effort input for the purchase of cars. The 
smaller orders for the purchase of paper clips appear to be a less efficient use 
of resources: instead of spending time preparing to negotiate the purchase of 
cars, employees waste time on small tenders and placing tons of micro-orders 
for paper clips from various suppliers at unfavorable terms, while the cost of 
one shipment of paper clips is probably much lower than the $100 to $200 
spent on the administration of this purchase.

Procurement issues have received increasing attention in recent years. All 
the prominent consultancy groups have developed dedicated areas to help 
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companies improve the professionalism of procurement organizations and 
make procurement cost management more efficient. It is now understood that 
procurement has a significant impact on business success. It has become in­
creasingly critical for companies to bring new products to market quickly and 
spend less on raw materials, components, and services. This has to be done 
without compromising quality. Finding alternatives, managing demand, and 
integrating supply chains with suppliers—and even with clients—requires a 
well-designed supply chain structure and procurement process within it.

Evaluating the effectiveness of procurement is a complex subject. Conclu­
sions can only be drawn after a comprehensive study of the impact of each 
aspect of procurement on the results of a particular business. The key as­
sumption is that any procurement system is comprised of two dimensions: 
(1) the strategic, which affects bottom-line value—including developing cat­
egory strategies and managing the supplier base, and (2) the tactical, which 
combines many operational steps that are succinctly described by the term 
procure-to-pay.

PROCUREMENT PERFORMANCE MANAGEMENT

Understanding your current position and identifying areas to focus on is a 
worthy exercise. Start by assessing a small set of basic strategic and opera­
tional indicators. There are dozens of key performance indicators (KPIs) for 
procurement that can be measured. But which ones are high priority? Which 
ones will help you quickly understand where to focus your efforts?

The business owner or departmental manager should first look at strate­
gic upper-level indicators, such as performance measurement, unit cost es­
timates, and key financial indicators relating to working capital and savings 
that are affected by procurement.

If you’re a procurement manager, the first thing you need to focus on is 
the operational metrics of supply discipline, procurement costs, quality, in­
ventory levels, and transactional efficiency through which you assess the 
achievement of the strategic goals of the procurement function and the com­
pany as a whole. Find out what major projects are currently underway, what 
their KPIs are, what objectives need to be met to achieve them, and what 
level of operational excellence in procurement is required for projects to per­
form as expected.

Many developed procurement functions have advanced reporting dash­
boards that track dozens of indicators. It usually takes years to develop a mon­
itoring system that will be comprehensive yet manageable. It is not so much 
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that automation takes time and resources, but that the populating of such 
databases happens gradually as the functionality and the processes develop 
and the real need for a particular metric is understood.

Before you start creating your own set of metrics, it is important to deter­
mine which metrics are the most critical to your organization today. What is 
most important to your company right now? What is the internal understand­
ing of the value that procurement creates? What are the key results of an effec­
tive procurement function? For example, if the company is not doing well in 
terms of supply discipline while also experiencing frequent interruptions, as­
sociated capacity downtime, and failure to meet commitments and plans, then 
procurement is likely to focus on operational performance and on activities 
aimed at achieving KPI targets in these areas. If baseline performance is good, 
then it’s time to take the next step and look at other areas for improvement.

In order to set up a procurement performance dashboard, you need a start­
ing set of indicators that you will begin to track. The following list describes 
several strategic and operational indicators that could be taken as a starting 
point.

•	 Strategic KPIs and procurement quality assessments:
եե Procurement’s impact on the company’s bottom line—this 

indicator can be measured by the annual amount of savings 
the procurement unit generates.

եե Procurement’s impact on working capital—this indicator 
is estimated through the annual average inventory level, the 
average level of accounts payable, and advances on procure­
ment contracts.

եե Share (%) of total procurement spend covered by long-term 
category strategies2—calculated as the ratio of the procure­
ment spend share covered by the implemented category strat­
egies to total procurement spend.

եե Share (%) of procurement spend managed by total cost 
of ownership (TCO)3 estimates—this indicator is similar to 
the previous one and is calculated as a ratio of the share of 
spend procured based on the TCO value to total procure­
ment spend.

եե Client evaluation of the procurement service4—clients in­
clude both internal and external stakeholders, including sup­
pliers.

եե Share (%) of reliable suppliers5 to the total number of ac-
tive suppliers—this indicator is calculated as the ratio of the 
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number of suppliers who received high ratings to the total 
number of suppliers with whom the company worked on at 
least one order for the supply of goods or services.

եե Savings (%) on the total volume (value) of purchases—this 
measure can also be defined as the ratio of the amount of sav­
ings per year to the amount spent to support procurement 
processes (or to maintain a dedicated business unit). In es­
sence, it tells you how much the procurement department is 
paying for itself.

•	 Operational procurement KPIs:
եե Percentage of deliveries of adequate quality that were 

made within the required timeframe—this indicator as­
sesses the timeliness and comprehensiveness of supplies of 
the required products and services. Calculated as the ratio of 
the amount and/or volume of deliveries made on time to the 
total amount and/or volume of deliveries for the period.

եե Percentage of goods that arrived at the warehouse but were 
not available for production or resale on time as a share of 
the total volume of deliveries—this indicator is calculated as 
the ratio of the total quantity or value of goods that are phys­
ically in stock to the quantity or value of the portion of goods 
that are fully processed in the accounting system and avail­
able for use (for instance, goods having been quality checked 
and ready for release to production or for resale).

եե The speed of procurement operations—this indicator can 
be calculated either by measuring the end-to-end procure­
ment process or its individual parts. For example, the average 
time from receipt of a purchase requisition to placement of 
an order with a supplier or the average processing time for 
deliveries from a supplier to the warehouse.

եե The cost of procurement transactions—this represents the 
average cost per purchase order placed and is calculated by 
dividing the total cost of supporting purchase orders by the 
total number of purchase orders for the period. Process sup­
port costs include staff salaries, costs associated with their 
activities, infrastructure maintenance costs, and energy and 
material costs.

եե The volume of deliveries that did not pass quality inspec-
tion—this indicator is the ratio of the value of the products 
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and services with quality claims to the total value of all deliv­
ered products and services.

եե Working capital indicators:
$$ The average level of inventories and the amount of ob­

solete inventories compared to target levels
$$ The share of advance payments that are overdue, i.e., 

products and services paid for, but not received on time
$$ The average level of accounts payable in days 

եե Share (%) of framework (long-term) agreements to the to-
tal number of agreements—this indicator is calculated as the 
ratio of the number of agreements with a duration of more 
than one year and the possibility of placing multiple purchase 
orders to the total number of agreements. 

եե Operational indicators that measure the efficiency of re-
source allocation and the load on the procurement service:

$$ The cost of running the procurement unit—consid­
ered the ratio of the total cost to run a procurement 
function to the total value of procurement savings.

$$ The amount of procurement spend managed by one 
procurement officer—calculated as the sum of the total 
annual spend on all categories for which the procurement 
unit is responsible divided by the number of staff in the 
unit. It is worth noting that the proportions will be differ­
ent for different categories. For example, a raw material 
category may contain only a few items and still account 
for the largest proportion of costs, while a consumable 
or spare part may be relatively inexpensive and still have 
hundreds of items, making the category difficult to man­
age. Therefore, it does not make sense to calculate this 
value in relation to specific categories.

$$ The number of active suppliers per procurement offi-
cer—this is the total number of active suppliers divided 
by the total number of procurement staff. As with the 
previous metric, you shouldn’t make calculations by 
category—the purpose of this metric is to estimate em­
ployee workload and the labor costs involved in manag­
ing the counterparty base.
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$$ The number of purchase orders per procurement offi-
cer—calculated as an average figure where the total num­
ber of purchase orders is divided by the total number 
of procurement staff supporting them. This indicator 
reveals the average amount of workload per employee 
without reference to the complexity of a certain deal.

How to interpret these estimates and understand when the values of individ­
ual indicators are acceptable will be discussed in Chapter 2, where we will 
talk about benchmarking as a way of setting target levels of procurement 
performance.

The basis for introducing KPIs into management practice is to get a clear 
understanding of the tasks they address. The main tasks for which KPIs are 
used are highlighted here:

•	 Measuring the achievement of the goals—what is not measured can­
not be evaluated. However, evaluation is not just about numbers. There 
are also qualitative indicators that can be obtained from peer assess­
ments. It is possible to understand how your objectives are progressing 
and how close you are to achieving the goal by tracking key KPIs that 
take these goals into account in measurable terms.

•	 Identifying areas for improvement—only through performance in­
dicators can one understand what the priorities should be in the short 
and long term and what exactly needs to be improved. KPIs will not 
always answer the question as to exactly what improvements should be 
implemented because many factors can directly or indirectly influence 
the numbers, but only measurable performance indicators will point 
in the right direction.

•	 Increase transparency—regular tracking of KPIs will enable real-time 
monitoring of the procurement process and allow us to observe how 
well the function is delivering on its promises to clients, including in­
ternal stakeholders, management, and suppliers. If any of the targets 
are not achieved, the causes of the problems can be found through the 
use of intermediate performance indicators.

Successful achievement of the intended KPIs in procurement will lead to the 
following results:

•	 Improved business financial results—savings and spend optimiza­
tion

•	 Improvement of the company’s working capital—average level of 
contract advance payments, accounts payable, and inventory balance
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•	 Timely and full supplies—delivery rates, On Time In Full (OTIF),6 
and ratio of noncompliant deliveries to total deliveries

•	 Compliance with regulatory requirements—volume of noncompli­
ant transactions, ensuring timely financial period closure and filing 
for tax refunds

•	 Achievement of client expectations—stakeholder satisfaction index, 
management assessment of procurement performance, and supplier 
loyalty index

•	 Improved contract performance discipline—number of claims, quan­
tity, and quality deviations

Each indicator is based on its own set of inputs and has a number of features 
that need to be considered in practice.

Take, for example, the inventory level metric from the working capital set 
of indicators. Excessive inventory has a negative effect on working capital, 
so companies try to minimize inventory. Different industries have different 
inventory strategies: in retail, it involves managing product assortment and 
availability to customers; in manufacturing, it involves holding a safety stock 
of critical spare parts that may never be needed, but its absence could lead to 
production disruptions. Companies are therefore looking for approaches that 
would allow them to maintain inventory at an optimal level, where they have 
enough stock to guard against lost productivity and profits while at the same 
time ensuring that unnecessarily large funds are not deducted from working 
capital by being locked up in excessive inventory.

One often hears that the entire responsibility for a company’s stock rests 
on the shoulders of the procurement office because they are the ones who buy 
in advance to insure against unforeseen additional demand and to make sure 
they don’t buy the same goods twice. But this idea is inconsistent with the re­
ality. The delivery of goods is preceded by a planning process that starts with 
those departments that need these items—way before the procurement office 
steps in. The purchasing plan could be influenced, for example, by mainte­
nance plans or construction plans for new units. In fact, it often happens that 
these plans are not fulfilled for various reasons and the ordered stock ends up 
sitting in the warehouse. Who has more influence on the stock level then? Is it 
the procurement department that secured the order and brought the goods to 
the warehouse, or is it the department that ordered the goods and did not use 
them in a timely fashion? Going further, the requestor argues that the stock 
was not used because the delivery was two days late, which shifted the en­
tire work schedule, and therefore high stock levels in the warehouses are the 
fault of the procurement department. Procurement responds that they could 
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not deliver the goods earlier because the client submitted the requisition two 
weeks after the required deadline. Also, in general, it is not just the client who 
influences the delivery time, but also logistics operators, stockkeepers, and 
even management, who can sign the necessary documents immediately or 
delay it a month.

Another equally controversial indicator is procurement savings. Let’s say 
the purchasing department has identified that an analog (substitute) version 
of the equipment or material that the customer has requested is available on 
the market. The analog is cheaper, and there is no need to change their tech­
nology cycle to use it. In this case, it’s simple: the savings achieved are a feather 
in the cap for the procurement department. But what if a technology process 
change is required to use the analog version? Without the help of engineers 
and changes in the manufacturing process, making the switch would simply 
not be possible. What sense would it make to talk about savings in this case?

On one occasion, my colleagues and I argued at length about how to ac­
count for procurement saving’s contribution made by the procurement de­
partment and internal stakeholders when several different departments were 
contributing to the overall savings. Several suggestions were put forward: a 
50/50 split; calculating each initiative effect in proportion to the number of 
hours invested in the project; involving a third party such as financial con­
trolling to measure the inputs properly, etc. By trial and error, we found that 
the only correct solution was a very simple one: to share the benefits together 
without the need to calculate the share of each department’s input. It is simply 
a matter of cross-functional team responsibility for overall performance indi­
cators and working together toward a common outcome where everyone gets 
rewarded for team results. This approach helps to free up precious resources 
that can be spent finding new ideas and helping each other rather than on the 
arguments about the size of contributions to the common cause. After all, if 
the team wins, everyone wins.

Colleagues have often asked me about the use of service level agreements 
(SLAs). This management tool may be somewhat controversial. Indeed, while 
internal clients expect procurement to provide on-time delivery, and this is 
their requirement for a specific service level, procurement depends on the 
speed of warehouse operations and the timeliness of each purchase requisi­
tion created by the internal client, so it seems unfair to set a one-sided SLA 
that defines requirements toward procurement only. In order to balance the 
responsibility between all involved parties in the process, requirements can be 
defined on the speed of planning, paperwork quality, the speed of shipment of 
goods to the warehouse, the timeliness of purchase requisitions, and even the 
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quality of technical specifications. In the early stages of procurement process 
development, SLAs might work well. But if applied excessively and directed to 
the responsibility of one side only, sooner or later it starts to provoke disputes 
and the shift of responsibility. One can always say, “I am doing my job, but 
things are going wrong because my colleague isn’t doing theirs,” without help­
ing their colleague solve the issue. The expectations toward each other are too 
formalistic in this case. Such a formal approach might work when processes 
and functional operations are clearly defined and independent of each other. 
When it comes to joint initiatives or projects in which it is not very clear at the 
beginning exactly what the most appropriate long-term performance indica­
tors are and how to achieve results, it is better to learn to communicate and 
agree on what everyone needs to do for common success rather than spend 
time defining SLAs. This will bring much more benefit to the common cause.

Another important aspect of working with performance indicators is that, 
in some cases, setting targets that are too high (difficult to achieve or simply 
unrealistic) can lead to the manipulation and incorrect reporting of results. 
Such risks need to be anticipated. Here is an example:

When my team first introduced OTIF to procurement, we set ourselves the 
ambitious goal of ensuring day-to-day delivery accuracy. At that time, we 
had already been working in a paradigm of shared, cross-functional respon-
sibility for our performance, including tracking warehouse operations speed. 
Things did not look good at first: incoming goods were processed with long 
delays, and the warehouse’s stock receiving records could have been bet-
ter. The speed of this operation was estimated based on the difference in 
date and time of two events: a shipment notification from the supplier7 and 
the goods receipt document. We tightened the target for the time between 
these two events and started to track in the system when each of the docu-
ments was logged. There were no external reasons to indicate that this new 
target was not achievable. Quite soon, a few warehouses began to show 
improved results, but at the same time, buyers complained about the speed 
of goods acceptance in these same warehouses. Upon closer inspection, 
we discovered that we had not accounted for possible risk: the shipment 
notification was not created by the suppliers in our systems; it was logged 
in the accounting system by our storekeepers, just like the goods receipt. It 
turned out that the incoming goods receipts documents were not created 
in accordance with the actual timeline but instead were created together 
with the shipping notification. Employees did it on the same day and time 
even if the shipment notification from the supplier arrived days earlier. This 
shortened the timeline of the incoming goods processing, thus improving 
KPI reports but not the real processing times of deliveries.
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Another scenario is also possible. Employees make every effort to achieve 
the new target, but the goal is unrealistic and unlikely to be achieved un­
less there is a change in processes, responsibilities, and infrastructure. Even 
if management is motivated to set ambitious targets and test the team’s capa­
bilities, any ambitious goals must be supported by sufficient resources and 
process improvement. An ambitious goal is one that is slightly daunting but 
still achievable—even if, at first glance, it is not entirely clear how to achieve it. 
Continuous process improvement, the implementation of adequate controls, 
and the development of employee competencies will help to achieve these 
ambitious goals.

My favorite indicator of procurement performance is return on investment 
(ROI).8 This indicator can be based on various methodologies, and procure­
ment managers can develop their own, too. According to some consulting 
studies,9 developed procurement functions deliver savings of 10 times or more 
their operational costs. The procurement ROI is the ratio of the amount of 
annual procurement savings to the amount of annual procurement operat­
ing costs—including salaries, travel, training, offices, stationery, equipment, 
utilities, external services, etc.—that are associated with the department’s op­
erations. That procurement savings figure will be the subject of a separate 
chapter, but for now, I will just say that this figure has often helped me justify 
changes that required heavy investment and quite expensive training for pro­
curement employees. The procurement department manages a large volume 
of spend, and how well these teams perform depends on how much value they 
can create for the same money. A procurement department should be able to 
pay for itself. If this is not happening yet, investment in the development of 
this function should help.

While KPIs must be used to measure procurement efficiency, I would also 
like to caution against getting too carried away with them. There is a huge 
variety of KPIs, but not all of them need to be applied immediately to your 
organization. In addition to a standard set of KPIs that cover end-to-end pro­
cesses, each stage of procurement maturity will require a different set of ap­
plicable KPIs. Here are a few rules for working with performance indicators:

•	 If the indicator cannot be tracked due to lack of data or the organi-
zation is not ready for it, do not use it—there is absolutely no point 
in trying to achieve something that cannot be measured or under­
stood. Instead, it is better to select metrics that are as close as possible 
to what you want to measure in order to help guide the achievement 
of the desired outcome.

•	 Use the number of indicators that you are able to remember—you 
should not waste your time creating a complex dashboard with 99 
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indicators that resemble an airplane cockpit. A manager, or any other 
specialist, will, at best, monitor 10 indicators and is unlikely to look at 
the rest. Therefore, they will have no influence on the decision-making 
and operating processes.

•	 Always discuss with the team why certain indicators are needed 
and how they will be measured, as well as define responsibility 
for their implementation—test an indicator for a year before intro­
ducing it. We regularly calculated them and checked their adequacy 
through feedback from the procurement team, customers, and sup­
pliers. Only when we were sure that a certain KPI was understood by 
the team did we introduce it as mandatory, thereby affecting perfor­
mance evaluations.

•	 Some indicators may be tracked over a long-time horizon only—
this applies to those indicators that depend on specific factors such as 
seasonality and market trends. In the case of a category that has volatile 
price and supply-demand balances, it is not appropriate to draw con­
clusions about the effectiveness of cost management over the course 
of a week or month, but the chosen methods may well be worthwhile 
over the longer term. It is better to measure effectiveness and savings 
over the long term when results can be more accurately verified.

PROCUREMENT CUSTOMER EXPERIENCE 
EVALUATION

One procurement performance indicator that is difficult to find in public 
sources and benchmarking studies is the evaluation of the procurement func­
tion’s performance by internal clients (or customers) and suppliers.

While other indicators can be calculated and acceptable values determined, 
there is always much debate surrounding the objectivity and value of cus­
tomer evaluations. Service level assessment is a typical indicator for service 
companies and functions. At the same time, there is a view that such assess­
ment is driven by emotional reactions rather than real facts, thereby harm­
ing the teamwork of procurement with related departments. The evaluation 
of results through customer experience surveys is subjective because people 
usually forget or take for granted hundreds of successful cases but will always 
remember that one failure to deliver on time for an important project, thus 
guaranteeing a bad evaluation. That’s just human nature—we more easily re­
call things that evoke strong emotions. Therefore, stressful situations where 
someone lets us down are going to be top of mind even if there are 99 bril­
liantly executed operations for every one single mistake.
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The subjectivity of the customer experience indicator is indeed a challenge, 
as there is no standard methodology for its measurement. Given the specific 
nature of the work of buyers, especially in cases where the company has a 
high share of maverick spend or urgent purchases and the timeliness of plan­
ning and the quality of terms of reference suffer as a result, the usefulness of 
such an assessment may indeed be questionable—its sloppy application has a 
strong demotivating effect on employees.

Some procurement professionals are not very fond of the service function 
term. Indeed, the very concept of a client-provider relationship can prohibit us 
from understanding that results are achieved through the joint efforts of a team 
of professionals who, in most cases, do not depend on a single function. And 
in this sense, it is more correct to speak not about the relationship between 
the client and provider, but about building teamwork when both procurement 
and those units that order goods and services put their efforts into achieving a 
common result. All business processes are interconnected, which means that 
any action or inaction affects the entire end-to-end process. By introducing a 
customer satisfaction assessment, we reinforce the client-provider boundary.

Nevertheless, procurement is, by definition, a service function. With that 
said, I am convinced that procurement can do much more than buy and de­
liver. The tasks it performs directly determine the profitability of the business 
and, in many ways, also the processes of production and the functioning of 
the company as a whole through the creation of added value, such as cost 
savings and faster delivery times for products or services.

The service that procurement provides is the timely and cost-effective pro­
vision of goods and services to operations and administrative units so they 
can help the company meet customer needs. The clients, or stakeholders, of a 
purchasing service are not just the company’s divisions, but also its manage­
ment and suppliers since the quality of the purchasing service and the reliabil­
ity of its processes determine whether suppliers can provide a quality service 
on time without defects. It can also allow a company to buy more of the goods 
and services it needs without increasing its spend. It’s all about the interpreta­
tion of service. The mere fact that procurement is a service function does not 
negate the responsibility of its clients for the overall outcome of procurement 
(e.g., think in terms of the quality and timeliness of planning).

The procurement process begins at the planning stages of the required 
good or service. And how this first part of the process is carried out determines 
the quality and speed of all subsequent steps. Within a company, customer-
oriented service is always a two-way process since each function consumes the 
results of the other and passes the results of its work in the form of products 
and data down the chain and returns them to the starting point—the client 
who ordered the products or services. Let’s take a closer look at a customer 
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evaluation performance metric based on the experience of a large telecom 
company’s Chief Procurement Officer.

There is an expression (and a book by the same name) that is apt in this sit­
uation: “A complaint is a gift.”10 If no one is complaining about the quality of 
your service, it may not be because the service is perfect, but because it is seen 
as so hopelessly bad that customers don’t even try to tell you about it. And if 
you don’t ask for feedback yourself, you may never know there are problems. I 
think using and numerically scoring customer and supplier assessments pro­
vides clues as to where improvements are needed. Here’s why:

•	 Scoring makes it possible to navigate the objectives and helps to 
measure the results—we cannot say that everything is good if we have 
collected fewer complaints this quarter than in the previous one. How­
ever, a scoring system helps to account for the significance of events 
and evaluate overall service perception rather than just count com­
plaints and omit the rest of the feedback.

•	 Having a measurable value allows you to set a target for improve-
ment—if the current score is 3, you can set a goal of raising it to 3.25 
over a certain period of time. Then, as successes build, raise it again. 
Do not make a target like this: no more than five stakeholder complaints 
in the next six months. This is meaningless because it may not be com­
mensurate with the actual number of tasks that procurement performs 
in the same period of time or their complexity.

“It is important to build the right image of the procurement function in the 
eyes of the client as a business partner, and to do this through the regular 
collection and detailed analysis of feedback. 

In our case, there was no way to make peace with internal customers 
until we organized the collection of feedback in the form of evaluations 
from each internal customer on completed procurement transactions. Be-
fore that, there was a constant backlash against procurement performance 
at the CEO and board level—one thing after another was always wrong. 
It was just the case that negative experiences with procurement were of-
ten escalated to the highest level by the internal customer, while achieve-
ments and successes were hardly ever brought to the attention of senior 
management. Collecting systematized feedback from a large sample of 
respondents showed that this negativity was shown to be baseless, as it 
turned out that there were far more successes than shortcomings and, in 
fact, the overall picture was positive. As a result, the negativity was de-
escalated, as we were able to operate through facts, not just emotions.”
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•	 The existence of an evaluation scale makes things easier for ques-
tionnaire respondents. A scale makes it possible to give a score without 
lengthy explanations. All financial KPIs can be met but yet the procure­
ment function can still score low on customer focus. If achieving a 
financial KPI means creating inconvenience or problems for others 
and causes misunderstandings among stakeholders, then something is 
wrong, and the approach needs to be changed.

Even when there is a score-based assessment, how it is done is important: 
the way in which feedback is collected has a direct impact on the conclusions 
drawn and how practical they prove to be. Clients are not always capable of 
being honest when feedback is requested face-to-face. Perhaps they are too 
embarrassed to criticize their colleagues and are willing to hide certain prob­
lems because they do not consider them critical, whereas, in fact, these prob­
lems are systemic in nature and could easily be corrected if voiced. Therefore, 
formalized questionnaires are a good complement to live communication, 
and their format and content determine how willing respondents are to pro­
vide feedback.

Experience shows that asking a lot of questions does not guarantee you 
will uncover particular insights, but it does make collecting and processing 
feedback much slower, and if a survey takes more than two or three minutes 
to answer, it is far more likely to be ignored. The most successful evaluation 
systems are those where feedback can be given immediately. This is the ap­
proach used, for example, by taxi services—the customer can provide feed­
back and evaluation on the fly while the experience details are still fresh in 
their minds. This method requires the use of automation, and the design of 
the evaluation system must ensure that colleagues are not overwhelmed with 
endless feedback requests after each order has been fulfilled. When feedback 
requests come too often, they are likely to be ignored, too.

Some companies use the Net Promoter Score (NPS) index for internal ser­
vices evaluation purposes. This indicator asks if the customer is willing to 
use the same service provider or recommend it to others. In the case of a 
restaurant or goods manufacturer, using NPS to assess a customer’s willing­
ness to return or recommend the company to colleagues and acquaintances 
is understandable. But internal customers cannot, in principle, refuse to use 
a company’s procurement service: they usually have no authority to buy on 
their own, and the question of recommending to colleagues or friends when 
there is simply no other choice makes the index irrelevant.

The following paragraphs contain a brief version of a questionnaire we have 
used in order to help evaluate the service level of our internal procurement 
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function. It generally provided useful data and gave us reliable benchmarks. 
A semi-annual questionnaire was sent out to clients with just three statements 
whose validity the respondents were asked to rate:

1.	 The goods and services procurement function usually meets your ex­
pectations.

2.	 The quality of delivered goods and services usually meets your tech­
nical requirements.

3.	 The quality of interaction with procurement meets your expectations.

The proposed multiple-choice answers provide varying degrees of confidence, 
as there are almost no black-and-white situations:

•	 Strongly agree
•	 Partly agree
•	 Partly disagree
•	 Completely disagree

The difference between partly agree and partly disagree is that the first option 
is more likely to be chosen by someone who is generally satisfied with the 
interaction, but with some room for improvement. In contrast, the second 
option is chosen by someone who is rather dissatisfied with the service.

The evaluation process itself consists of three steps:

1.	 Conducting a survey using the aforementioned questions
2.	 Processing the results
3.	 Requesting detailed feedback on the results of the questionnaire 

through personal interviews with select respondents.

Why do we need a questionnaire if we have a third step with the same ques­
tions being posed in an interview? The logic can be explained as follows:

•	 Through the results of the questionnaire, we can see which departments 
have the most issues in interacting with the procurement function

•	 The questionnaire covers many participants, and interviews are con­
ducted with select groups to discuss the results and propose possible 
solutions to identified systemic problems

When we add the results of the interviews to the survey score, we get an 
impressive set of data—comments and suggestions that become part of an 
operational improvement program or serve as a basis for revising the ele­
ments of the function’s development strategy.

During the interview, you can use the Customer Journey Map (CJM) tool­
kit.11 A CJM is an approach where you put yourself in the client’s shoes and 
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try to experience how the process actually works. You can simply observe the 
process, carry out in-depth interviews, act out parts of the process together 
with the client, or in the most radical variant, become the client yourself. This 
approach has proven to be excellent; there is nothing better for identifying 
areas of improvement than going through the procurement process from the 
client’s perspective.

In addition to interviewing internal clients, it is equally useful to interview 
suppliers and procurement staff. In order to gather a truly complete picture, 
it is important that feedback is comprehensive and comes from all process 
participants.

You can find out from suppliers what difficulties they face in the supply 
process: what works, what needs improvement, and what possibly triggers 
unnecessary costs on the buyer’s side that they are unaware of—for example, 
in logistics or labor costs. Don’t assume that all suppliers will be silent or try 
to cover up issues; some will take part in the survey but remain silent about 
the main pain points, some will ignore it altogether, but there will be those 
who will want to get involved and give detailed feedback in order to change 
things for the better. After all, if you ask, there is a chance of getting valuable 
information, but if you don’t ask, the likelihood of this will be zero.

You can find out from the purchasing staff what hinders or helps them 
in their work, with which clients and suppliers, on what occasions the most 
difficult interaction issues arise, and what solutions they suggest to overcome 
these problems. You can get a lot of ideas from your team members, even if 
they are not always obvious, immediately applicable, or require adaptation—
they are nevertheless no less relevant. Ideas arise through conversations, 
daily interactions, and of course, special surveys that allow for anonymous 
responses. Surveys do not have to happen often; it is just essential that this 
channel of communication exists.

KEY CHAPTER IDEAS

•	 There is no universal method for determining optimal procurement 
costs. It is only possible to determine whether procurement costs are 
elevated by comparing average prices with market indicators and the 
costs of running a procurement unit or performing individual pro­
curement operations through benchmarking.

•	 Not all procurement performance indicators are necessary or appro­
priate for a particular company. It is important to focus on the current 
goals and strategy of the business and then determine which indica­
tors need to be monitored.
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•	 Indicators can tell you that all is well when the reality is not so rosy. 
You need to correlate metrics with the results of feedback from em­
ployees, internal clients, and suppliers. Formalized metrics are only one 
small part of the big picture.

•	 Targets should be ambitious but realistic. If they are too high or if there 
are too many, processes don’t change, and employees won’t feel em­
powered to help. There is a good chance that employees will likely just 
try to game the system than do effective work.

•	 Do not think of customer satisfaction as a one-way metric. Any indica­
tor depends not only on the performance of the procurement unit but 
also on other departments. It is a useful practice to introduce shared 
responsibility between procurement and clients for certain perfor­
mance indicators, such as savings or inventory levels.

•	 Interviews with stakeholders and customer-focused procurement as­
sessments are a valuable source of information about areas that may 
need improvement. However, it is important to review the timing and 
type of surveys used to get the most comprehensive picture.

ENDNOTES

1.	 Etihad Airways is the national airline of the United Arab Emirates. 
Material from the Procurement Directors’ Roundtable, 2016.

2.	 A long-term strategy is usually defined for a period of one to three 
years or more. The longer a strategy’s horizon, the lower the accuracy 
of the forecasts it makes, as the market is not static. Long-term strat­
egies should be reviewed at least once a year.

3.	 ТСО is the sum of all the costs of acquiring, operating, and disposing 
of a procurement item throughout its lifetime.

4.	 The term client in procurement means a representative of any depart­
ment other than procurement that submits a requisition and will di­
rectly use or consume the product or service that has been procured.

5.	 Criteria for supplier reliability can vary and are defined when devel­
oping a supplier management strategy. Often these criteria are the 
promptness of order fulfillment, product quality indicators, quantity 
of claims, etc.

6.	 This indicator consists of two parts: on-time delivery and complete­
ness of delivery; it has many variations—different companies calcu­
late it differently depending on their process design.

7.	 The availability of this document depends on the features of the ERP/
accounting system.
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8.	 In this case, it is the return on investment of the procurement func­
tion specifically.

9.	 Kearney’s Assessment of Excellence in Procurement survey.
10.	 Janelle Barlow and Claus Møller. A Complaint Is a Gift: Recovering 

Customer Loyalty When Things Go Wrong. Berrett-Koehler Publish­
ers, 2008.

11.	 Some useful reference materials can be found in the Addendum with 
the list of recommended books.


