
Measuring Procurement 
performance



Procurement performance

❖ The role of procurement is changing and procurement is 
more involved in helping with financial ratios like cash 
flow.

❖ Identifying the key performance indicators helps to keep 
track of things that matter, while at the same time 
exploring new opportunities where procurement can 
add value.

❖ This presentation is not an exhaustive list, but an 
attempt to capture most commonly used Key 
performance indicators for Procurement(operational 
procurement and sourcing) function.



Key Performance Indicators

Three major categories for reporting procurement 
performance

Spend under 
Management Savings delivered Contract Compliance



Spend Under Management

❖ Spend under management is measured as % of total spend 
which procurement department manages.

❖ The total spend includes direct,indirect as well as services.

❖ The average spend under management is around 60%. it 
varies from industry to industry and within different 
sectors. For example manufacturing and services.

❖ Higher the spend under management, higher the maturity 
of the procurement department.



Spend Under Management

❖ Another aspect is how much of addressable spend ,you are 
able to source in a year.

❖ It is a measure of the efficiency and influence  of the 
procurement department.

❖ Lets take an example
➢ Total spend is $ 1 Billion.
➢ Spend under management is 60%, so $ 600 Million.
➢ Addressable spend is 50%, so 300 Million. 
➢ Addressable spend sourced is $ 200 Million
➢ So you are only able to influence on 67% of the 

addressable spend.



Savings delivered

❖ Without any doubt, every procurement department 
measure and report this performance indicator. What you 
report could vary from company to company
➢ Savings delivered or “Hard Savings” is generally the 

measure because of its direct impact to the EBITDA. 
➢ Cost avoidance is a good measure for tracking 

performance but generally CFO’s don't care about it.

❖ As per a recent study by Ardent partners, 5- 6% is the 
average savings delivered by the procurement 
departments.



Contract Compliance

❖ There are 2 key measures of contract compliance
➢ Spend under contract 

■ Whether the spend is under a contract or not. It is 
measured as = (Manageable Spend under 
contract/Total spend under management)*100

➢ Line item contract compliance
■ Compliance of spend at line item pricing level, 

Whether the pricing is as per the contract.
■ It is measured as = (Manageable spend compliant to 

line item/Total spend under management)*100



Contract Compliance

❖ The third measure is not directly related to compliance but 
more to contract visibility.

❖ It is measure of contracts which are available in a central 
repository.

❖ Of-course the goal is 100% but depending on how 
centralized or decentralized the organization is, the 
mileage may vary.



Thanks


