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Author’s Note


This book is based on over 20 years of practical experience in procurement, sourcing, and contract management. The insights, examples, and conclusions are drawn from real projects throughout my career. AI tools, including ChatGPT, assisted me in structuring the material, refining the language, and making the content as clear and accessible as possible — but the knowledge and perspectives are entirely my own.










Prologue


It is a classic – and unfortunately persistent – misconception that procurement is simply about squeezing prices from suppliers. Many perceive procurement as an administrative function that ensures orders are placed and contracts are signed. But in reality, procurement is one of the most underestimated strategic disciplines within a company – and one of the most effective levers for improving the bottom line, strengthening cash flow, reducing risk, and creating long-term value. Areas that any executive team – and especially the CFO – should have high on the agenda.


Too often, procurement is viewed as a support unit that just “gets things bought,” but in a modern, professionally run organization, procurement should be seen as a strategic business partner. When the procurement function works with category management, structured sourcing processes, and active contract management, the impact goes far beyond lower prices. A strong procurement function contributes to:




	Lower Total Cost of Ownership (TCO) through smarter solutions and fewer follow-on costs


	Improved cash flow via better payment terms and optimized inventory management






	
Increased delivery reliability by choosing the right suppliers and creating mutual commitment


	More credible and transparent ESG reporting through systematic supplier monitoring


	Reduction of both operational and strategic risks




But perhaps most importantly: Professional procurement doesn’t just reduce costs – it also reduces complexity, noise, errors, and delays across the organization. That’s why a lack of focus on procurement at the executive level isn’t just a missed opportunity – it’s a genuine business risk.


When CFOs and executives turn a blind eye to procurement, the consequences quickly become apparent:




	An unmanageable supplier landscape creates high complexity and makes it difficult to control quality, pricing, and compliance


	Decentralized and uncoordinated purchasing leads to suboptimization, expensive solutions, and missed economies of scale


	Informal or incomplete contracts result in lost discounts, hidden obligations, and weak legal protection


	Lack of data leaves the company in the dark – without insight into what is being bought, from whom, and why




That’s why the CFO – as the company’s financial conscience – should be an active player in professionalizing procurement. It’s not about micromanaging buyers’ daily activities, but about ensuring clear goals, defined roles, and valid performance metrics.


Three simple but crucial questions should be top of mind for the CFO:


1. Who owns the company’s procurement strategy – and who has the mandate to implement it?


2. Do we have the necessary overview of our indirect costs and supplier risks?


3. How do we measure and demonstrate the value that the procurement function creates?


This book focuses precisely on the area that often falls outside the traditional procurement radar: Indirect costs. Here lies a large, yet often untapped, potential. The chapters provide a practical and concrete guide to creating clarity and structure – and how, from there, to develop an effective and value-creating procurement function that makes a real difference to business results.


Enjoy the read – and the journey toward a more strategic procurement approach.










1. Introduction


A company that wants to optimize its procurement and generate real business value must be capable of much more than just negotiating prices and drafting contracts. Effective procurement is not only about finding the cheapest supplier, but just as much about taking control of a complex value chain where many decisions are made outside the formal procurement department – and where those decisions directly impact the company’s financials, risk profile, and sustainability.


This requires a strategic approach in which procurement is not seen as an isolated support function, but as an integrated and proactive part of the company’s overall value creation. Procurement must be aligned with business development, ESG initiatives, risk management, and financial performance. In short: Procurement is a strategic matter and should be treated as such.


To succeed, a company must master four key disciplines that together form the foundation of a professional, efficient, and value-creating procurement organization:


1. Category Management


2. Sourcing


3. Contract Management


4. Supplier Management


Category Management


Category Management is a structured and strategic method of organizing procurement by grouping purchases into meaningful categories – such as IT, Facility Management, travel, or marketing – and then developing a targeted strategy for each category.


Instead of making purchases on a case-by-case basis, the organization looks at the bigger picture: What do we spend overall? Who is doing the purchasing? Which suppliers are we using, and on what terms? And most importantly: How can we do it better?


The goal is to optimize value, quality, and cost within each category through systematic analysis, supplier collaboration, and appropriate sourcing strategies. Category Management requires close dialogue with internal stakeholders and end-users to deeply understand their needs and drive change in a way that ensures both internal buy-in and external impact.


It is a core competency in modern procurement – and the foundation for both effective Sourcing and value-driven Contract Management.


Sourcing


Sourcing is the process by which a company identifies, evaluates, and selects the most suitable suppliers to meet a specific need – whether for products, services, or complete solutions.


But sourcing is about more than just finding suppliers and getting a good deal. It’s about creating genuine market competition, analysing options, negotiating the right terms, and assessing suppliers’ ability to deliver value – now and in the future.


A professional sourcing process typically follows structured phases needs clarification, market analysis, strategy development, tendering or negotiation, and finally contract signing. Once the contract is in place, Contract Management takes over.


Sourcing lays the foundation for supplier collaboration – and for the value that must later be realized through successful implementation and follow-up.


Contract Management


Contract Management is not about signing the contract – it’s about what happens afterward. It is the systematic management of signed agreements to ensure that both parties meet their obligations and that the contract delivers its intended value.


This includes monitoring deliverables and KPIs, handling changes, collaborating with users, and developing the supplier relationship. Through continuous performance tracking and dialogue, it is possible to identify improvement opportunities, ensure compliance, and reduce risks.


Contracts are not just documents – they are dynamic tools that must live and function in practice. Good Contract Management ensures that what was agreed upon is delivered.


In short: Contract Management is the art of making the contract come alive – and deliver.


Supplier Management


Supplier Management focuses on the overall relationship with the company’s suppliers. While Contract Management focuses on individual contracts, Supplier Management takes a more holistic view: How does the supplier perform across contracts and projects? What is their strategic significance? And how can the partnership be developed?


Supplier Management includes evaluating performance, ongoing dialogue, developing partnerships, and managing risks. It’s about building trust, mutual understanding, and continuous improvement – both with strategic key suppliers and with more standardized supplier relationships.


This is where the foundation is laid for innovation, scalability, and shared value creation.


Procurement as a Business Driver


Category Management, Sourcing, Contract Management, and Supplier Management are not separate islands but closely interconnected elements of a comprehensive procurement strategy. When these four disciplines work together, procurement becomes more than just a cost centre – it becomes a strategic lever for business growth, efficiency, and resilience.


Companies that master these disciplines not only generate savings, but also gain better quality, higher supply reliability, a stronger ESG profile, and long-term business value.


It requires focus, capability, and leadership support. But when it succeeds, the benefits are tangible: better decisions, stronger supplier relationships, and a more robust and agile business.


In short: Procurement is not merely a back-office task. It’s a strategic opportunity — and it deserves a structured, thoughtful approach.










2. Indirect Procurement




An Overlooked Opportunity





Procurement can broadly be divided into two main categories:




	
Direct procurement – goods and services that are directly part of the company’s products or services and thus have a direct connection to what the company sells to its customers.


	
Indirect procurement – everything else that isn’t resold but is necessary for the business to function. This includes expenses such as IT, marketing, consultants, office supplies, rent, travel, leasing, cleaning, and facility services.




While direct procurement typically receives the most management attention — because it relates directly to production and customer delivery — indirect procurement is often overlooked. This is paradoxical, because although these purchases are invisible to the customer, they often represent a significant share of a company’s total cost base.


In most companies, indirect procurement accounts for between 10% and 15% of total expenses. In service companies, the figure can be even higher. Nevertheless, these costs are often managed in a decentralized way and without strategic oversight — leaving significant and often untapped potential for both cost savings and value creation.


Table 1. Typical cost distribution in a company





	Type

	Manufact. Company

	Service Company





	Salary

	25%

	80%





	Direct Costs

	65%

	5%





	Indirect Costs

	10%

	15%







Table 2. Typical distribution of indirect costs





	

	Area

	Share of total cost (%)





	1

	Rent / premises

	3,00 %





	2

	Facility Management

	1,50 %





	3

	IT and telecommunications

	1,50 %





	4

	External consultants and advisors

	1,00 %





	5

	Education and training

	1,00 %





	6

	Travel expenses

	1,00 %





	7

	Company cars and leasing

	1,00 %





	8

	Energy and utilities

	0,50 %





	9

	Reception and support services

	0,50 %





	10

	Other (insurance, uniforms, etc.)

	1.00 %





	

	Total

	12,00 %







The exact figures vary from company to company, but the overall picture is clear: Indirect procurement is far from insignificant. And precisely because it does not directly impact product price or quality, there is often room for optimization without compromising core delivery.


Moreover, indirect procurement represents an opportunity to reflect the company’s values and strategic priorities. Choosing suppliers for areas such as cleaning, cafeteria operations, IT, or consulting sends signals — both internally and externally — about what the company stands for. Is there a focus on sustainability? Workplace safety? Equality? Digitalization? Procurement helps set the direction.


The size of the potential cost savings naturally depends on the company’s current maturity level regarding indirect procurement management.


In many cases, savings of 10–20 % are achievable, and for specific services, reductions exceeding 50% are not uncommon.


Table 3. Typical savings potential





	Maturity Level

	Savings Potential 





	Immature (many suppliers, decentralized contracts)

	15–25 %





	Moderately mature (some shared contracts, limited governance)

	10–15 %





	Mature (few suppliers, strategic governance, high compliance)

	5–10 %







Example: If indirect costs represent 12% of total costs, a 20% reduction in these costs results in a total cost decrease of 2.4%. Assuming an initial profit margin of 10%, this saving increases profit to 12.16%.


This corresponds to a 21.6% increase in profit — the same effect as growing revenue by 21.6%, assuming all other costs remain unchanged.


Calculation:




	20% of 12% = 2.4% cost saving


	New profit margin = 10% + (2.4% × 90%) = 12.16%


	(12.16% − 10%) ÷ 10% = +21.6% profit increase




Table 4. Example: Impact of cost reduction vs. increased sales





	

	Status quo

	Reduced total costs by 2,4%

	Increased sales





	Revenue

	100

	100,00

	121,60





	Costs

	90

	87,84

	109,44





	EBIT

	10

	12,16

	12,16







The benefits of working strategically with indirect procurement are not only about savings. A professional approach can also:




	Improve delivery reliability


	Enhance quality and user satisfaction


	Strengthen the company’s ESG profile






	
Improve data for decision-making


	Free up time and focus in the organization




In other words, indirect procurement is not just an expense to be minimized – it is an opportunity to be strategically managed.
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