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Professional Certificate in Project Budgeting and Cost Management

Unit 8: Procurement and Contract Management for
Project Costs

Procurement is the process of obtaining goods and services from external sources, such as suppliers or
contractors, in order to meet the needs of a project. Contract management, on the other hand, is the
process of managing contracts with those suppliers or contractors in order to ensure that the goods and
services are delivered on time, within budget, and to the required quality standards.

There are several key terms and concepts that are important to understand when it comes to procurement
and contract management for project costs. These include:

* **Request for Proposal (RFP)**: An RFP is a document that is used to solicit proposals from potential
suppliers or contractors. It typically includes information about the project, the goods or services that are
required, and the evaluation criteria that will be used to select a supplier or contractor.
* **Invitation for Bid (IFB)**: An IFB is a document that is used to solicit bids from potential suppliers or
contractors. It typically includes information about the project, the goods or services that are required, and
the specifications that the bids must meet.
* **Purchase Order (PO)**: A PO is a document that is used to place an order with a supplier or contractor. It
typically includes information about the goods or services that are being ordered, the quantity and price,
and the delivery date.
* **Contract**: A contract is a legally binding agreement between a buyer and a supplier or contractor. It
outlines the terms and conditions of the relationship, including the scope of work, the price, the delivery
schedule, and the payment terms.
* **Contract Change Order (CCO)**: A CCO is a document that is used to modify the terms of a contract. It
may be used to increase or decrease the scope of work, change the delivery schedule, or modify the price.
* **Earned Value Management (EVM)**: EVM is a project management technique that is used to measure
progress and performance on a project. It compares the value of the work that has been completed to the
planned value of the work, and calculates the cost and schedule performance of the project.
* **Performance Bond**: A performance bond is a type of insurance that is used to guarantee that a supplier
or contractor will fulfill their obligations under a contract. If the supplier or contractor fails to perform, the
buyer can make a claim on the bond to recover their losses.
* **Warranty**: A warranty is a guarantee that a supplier or contractor will provide repair or replacement of
goods or services if they fail to meet the required quality standards.

Procurement and contract management are critical components of project budgeting and cost
management. By following best practices in these areas, project managers can ensure that they are getting
the best value for their money, and that the goods and services they need are delivered on time and to the
required quality standards.
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One of the key challenges in procurement and contract management is ensuring that the contracts are fair
and balanced, and that they protect the interests of both the buyer and the supplier or contractor. This can
be achieved by including clear and concise terms and conditions, and by establishing a process for resolving
disputes.

Another challenge is managing the risks associated with procurement and contract management. This can
be done by including risk management strategies in the contracts, such as performance bonds and
warranties, and by monitoring the performance of the suppliers or contractors throughout the project.

An example of procurement and contract management in action is a construction project. In this case, the
project manager would need to procure a variety of goods and services, such as building materials,
equipment, and labor. They would need to issue RFPs or IFBs to potential suppliers and contractors, and
evaluate the proposals based on factors such as price, quality, and delivery schedule. Once a supplier or
contractor has been selected, the project manager would need to issue a PO and negotiate a contract that
outlines the terms and conditions of the relationship.

Throughout the project, the project manager would need to monitor the performance of the suppliers and
contractors, and ensure that they are delivering the goods and services as agreed upon in the contract. If
any issues arise, the project manager would need to work with the supplier or contractor to resolve them,
and may need to issue a CCO to modify the terms of the contract.

In conclusion, procurement and contract management are essential components of project budgeting and
cost management. By following best practices and using tools such as RFPs, IFBs, POs, and contracts, project
managers can ensure that they are getting the best value for their money and that the goods and services
they need are delivered on time and to the required quality standards. Additionally, by including risk
management strategies in the contracts and monitoring the performance of the suppliers and contractors
throughout the project, project managers can minimize the risks associated with procurement and contract
management.
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