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| ntroduction

This isanew book on Project Procurement Management . . . well sort of.
A decade ago my son and | wrote a book on this same subject which
was entitled Subcontract Project Management: Subcontract Planning and
Organization. Our book covered the subject of project procurement
management, but it was targeted specifically to the aerospace and defense
industry, to those companies which had prime government contracts and
were subcontracting large segments of their work to other firms for
performance. By contrast this new book is intended to provide a more
general treastment on the subject, with application to any project, in any
industry which buys their project scope from another firm.

However, there were sections in our earlier book which continue to
apply nicely to projects in general. In particular the sections on teaming
arrangements, types of contracts, risk management, and possibly others.
These sections continue to be valid today. Therefore, | will incorporate
some text from our earlier work as it pertains to the broader issue of buying
project scope.

As an author and management consultant, | have acquired many books
on my favorite subject of project management. | have collected a rather
extensive library of books on project management. Before starting with this
project | conducted a "non-scientific" survey of my books on project
management. The one thing that became obvious to me was that all of these
books, without exception, had one thing in common: they do not address
the subject of buying scope from another company. It was as if most
projects did all of their work themselves, with their own employees, within
their own organizations. We know that is not the case with many projects.

Typically, the more complex, the more challenging the project, the
more work will be sent outside of the company for performance. Y et there
isalack of coverage of project procurement management. Even the big five
project management books (the big sellers) do not address
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procurement management or even "make or buy" analysis. Question: how
could we adequately define the scope of work on a new project without
also doing a make or buy analysis? The answer: not very well.

Fact: it is common today for companies to procure major portions of
their projects from other companies. Some projects today buy as much as
80% of their project scope from other companies. And to compound the
issue further, often the items which are bought from other companies are
the high-risk portions of the project. After it's over, when management
assesses what went wrong with their project performance, they often will
find that it was the work which was contracted or subcontracted to
another company which adversely impacted their overall project
performance. My conclusion: how well we manage other firm's
performance to our projects will often determine how well, or how poorly
we do on our projects.

One of my pet concerns with how well procurement management
works on projects centers on the critical relationship of the project
manager to the procurement people, typically called buyers. We must
always keep in mind that it is the project manager who has the ultimate
responsibility for the project's technical performance, the cost and
schedule results. By contrast those individuals who have their company's
delegated procurement authority, the buyers, too often fail to recognize
that their missionin life. . . isto support their company's projects. They
buy things for projects within their established purchasing policies. Often
on the maor complex procurements the project manager will elect to
appoint a technical specialist to manage a critical component, functioning
as ateam leader in an integrated project team environment. In such cases
the assigned buyer must become a subordinate, a critical deputy to the
designated project team leader.

The point that many of these professional individuals fail to realize is
that they exist to support the projects, not to interfere in the management
of the project. Managing the project is the responsibility of the person
carrying the title of project manager. It is often only an attitudinal issue,
but one which can impede the maximum performance on projects.

One additional important point. In our 1994 book, my son and |
subdivided the project procurement activities into three distinct
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processes:. "planning”, "procurement”, and "performance.” This sub-
division of work made senseto us at the time.

However, since that time the Project Management Institute (PMI)
issued their 1996, and later their year 2000 Edition to A Guide to the
Project Management Body of Knowledge-PMBOK. In this landmark
document which has since become the de facto world standard for project
management, they elected to subdivide the project procurement effort into
six distinct processes:

® What we had called "planning" the PMBOK Guide broke into two
processes described as "Procurement Planning” and " Solicitation

Planning."

m What we had called "procurement” the PMBOK Guide
divided into "Solicitation" and " Source Selection.”

m And finally, what we had referred to as " performance” the
PMBOK Guide uses the terms " Contract Administration” and
"Contract Closeout."

| fee! very comfortable with the subdivision of project procurement
management into these six distinct processes, as is described in the
Project Management Institute's PMBOK Guide. Thus, in this book | will
follow the model of the PMBOK Guide and describe project procurement
management as having six distinct processes. As | look back on my
industrial career, every mgor subcontract | worked followed these six
distinct processes.

One additional point on the PMI PMBOK Guide. It was my distinct
privilege to serve on the eight person core team which updated this
document for the year 2000 edition. | was assigned responsibility by our
project manager Ms. Cynthia A. Berg, PMP, for al "earned value
management” content, and for Chapter 12 covering Project Procurement
Management.

In the 2000 update we elected to standardize the terms used to
describe the two relationships of the "project” versus the performing
"contractor/supplier/vendor." The 2000 PMBOK Guide now refersto
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the buying of project scope as the work done by the project's "Buyer." And

the outside organization performing such work is now referred to

consistently as the "Seller." This change was made to better improve the

understanding of these two critical relationships. In this book we will also
use these same two terms.

Quentin W. Fleming

Tustin, California, USA http:

/lwww. QuentinF. com
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Whatis ProjectProcurement
Management

Project Procurement Management includes the processes required to
acquire goods and services, to attain project scope, from outside the
performing organization.
—A GuidetotheProjectManagenentBodyof Knov elge
(PMBOK Guide), Year2000 Edition'

Subcontracting, a way of life. MCI reaps the benefits of over 9,000
research and development engineers not onits payroll.

... Inan industry where new products routinely become obsol ete
inayear, MCI claims that it's more efficient to spend time looking for
innovative subcontractorsthan devel oping its own technol ogy.

—Dick Lielbhaber, MCI, fromthe Tom Peters
bodk Liberation Maragamert?

here are many reasons why it is a sound business practice to buy some part of
a project's scope from another firm. MCl's Dick Liebhaber cites one of the
more important reasons to buy scope: to quickly expand the intellectual base
at his company. MCI findsthat it is easier to obtain technical brainpower from
other companies, than to attempt to recruit and add permanent employees.
And there is aso the opposite advantage: to be able to quickly downsize the
company should that unpleasant task become a necessity. Companies can can-
cel contracts much easier than to layoff a workforce. But there are also other
valid reasons for companies to follow such a policy.
In addition to adding to its intellectual base, firms often find that relationships

with suppliers will bring them resources, facilities,

1 Project Management Institute, Newtown Square, Pennsylvania, 2000, page 147.
2 Alfred A. Knopf, Inc., New York, NY, 1992, pages 306-307.
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investments and equipment, which would not otherwise be available to a
project utilizing its. own limited company assets. The addition of suppliers
to a project will often reduce the risks of a new venture by sharing the
costs of the venture, and enhancing their chances of success. This book
is about project management. However, its primary focus is on that
portion of the project which will be performed by another company. It
deals with the project work which is contractually procured and performed
by people working for another company. Such transactions are sometimes
called contracts, sometimes subcontracts, and sometimes teaming
agreements. The key distinguishing ingredient: they are all procured under
some type of alegal relationship.

The purpose of this book is to describe the project procurement
process in a meaningful way so as to help the project managers and their
teams to better manage this critica work. As our projects become
increasingly more complex, more and more we will be finding that we
must rely on people from other companies to help us perform our project
work. How much project scope do we buy from other companies:
estimates range from as little as zero to as high as 90%.

The procurement of project scope whether it be done through teaming
arrangements, contracting or subcontracting, will be progressively taking
a larger share of our business. Thus, we must perform this management
process well, if we are to be successful on our projects.

A basic premise of this book: Contracts or Subcontracts (the pro-
curements) exist to support successful project management. Any contract
or a subcontract (a procurement) placed on a project is merely a subproject
of the total project. Any contract or subcontract manager can best be
thought of as being a surrogate extension of the project manager.

This book will emphasize the importance of managing project
procurements well. It will not describe in great detail the legal or con-
tractual issues, the terms and conditions, general or specific contractual
provisions, except in a broad strategic way to keep the project team from
making avoidable errors. In most cases the project team will be supported
by a procurement professional, a person loaned into the project team by an
organization which exists under the title of purchasing, procurement,
material, materiel, supply management, etc.
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The main mission of these professionalsisto support and improve the
management of the project.

The Project = the "Make" content + the "Buy" content

There are numerous definitions of what constitutes a project. Such
definitions have multiplied profusely with the expanded interest in project
management which came into vogue in the 1990s. One such definition
somewhat different from the othersis as follows:

A project is a special kind of activity. It involves something that is
both unique and important and thereby requires unusual attention. It
also has boundaries with other activities so that its extent is defined.
And it has a beginning and an end and objectives whose
accomplishment signal the end. 3

This definition of a project is consistent with others, but it also
emphasizesin particular the outer limits of a project.

Still another way to look at a project is to focus on who will be per-
forming the actual work. One could easily separate a project into two distinct
parts: that portion which will be done with your own company employees,
and that portion which will be sent outside of your company for performance.
It is the external work (from ones own company) which is the theme of this
book: the buy content. This approach to subdividing a project into two
generic partsisillustrated in Figure 1.1.

Here the project is simply separated into two parts. the "Make" work and
the "Buy" work. What is the importance of this distinction? Simply put, the
"Make" work will be authorized by the project manager with use of non-legal
documents typically called work authorizations or budgets. Most companies
have internal procedures which cover this kind of activity.

Question: what happens when the internal "Make" work effort

3. Dr. Arnold M, Ruskin and Mr. W. Eugene Estes, What Every Engineer Should Know About
Project Management, (New Y ork: Marcel Dekker, Inc., 1995) page 3.
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Big Boss
Project
l 1
“MAKE” I o
with own staff ' from outside |
- Sources

Figure 1.1 Project Procurement Management: Buying Project Scope

starts to experience problems, as is sometimes the case. Likely such
difficulties will be discovered in the periodic project status reviews that
takes place within most companies. When the "big boss" identifies such
problems often they will gently urge the lagging areas to get back on
performance with some benevolent comments such as: / don't care what
it takes | want you back on track even if it means working all night! And
not surprisingly, most problems are quickly corrected by responding to
the recommendations by the "big boss." Point: the big boss has influence
over what happens . . . within the company.

However, let's now discuss what happens whenever the "buy" work
fails to perform up to our expectations. What influence does our "big
boss' have over the work we sent to another company for performance.
Answer: virtually nothing. Unless there is a special personal relationship
between the big boss and the performing company, the work sent outside
of the company will be governed strictly by the legal document the buyer
has issued called the contract, or subcontract, or purchase order. If we
failed to specify precisely what we wanted the other company to do for
us, the big boss will be little help getting the
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other company to improve performance. The safety wall for other
companies is the precise language of our contractual document. The
contract language has to be right.

This is the key distinction between the make work versus the buy
work. Senior management can and will often intercede with the internal
make work. They will use their clout, and cause an improvement in
performance. But the buy work isalegal and binding formal relationship.
In effect, the buy work is a "non-forgiving" relationship. If we made a
mistake in defining what we wanted from the seller, an adjustment can be
made . . . but often for an exorbitant price. The process of adjusting such
work is called an "equitable adjustment”, sometimes also called seller
"claims."

Project Managers will act both as a
Buyer and as a Seller of Scope

Project Managers are somewhat like a Coach of an athletic team.
They are responsible for everything that happens to their team, the good
and of course the bad. It doesn't matter whether they can control these
issues. Someone has to be held accountable and it is typically the Coach
or the Project Manager who holds that position.

Project Managers, in addition to overseeing everything that happens
on ther projects, are also ultimately responsible for what happens with
two external company relationships, one (upward) with their customer®),
and the other (downward) with their suppliers. These two external
company project relationships are depicted in Figure 1.2.

Shown on the left side of the figure is the relationship between the
project manager and the customer(s). Often during the period of project
performance the initial agreed to scope of work will need to be changed,
for whatever reason. It is critical that whenever the original scope of
work changes, that the project's commitment to management also be
changed, that it be expanded or decreased as may be the case.

Often when the scope of work is altered there must be an adjustment
in the authorized budget, or in the schedule commitment, or both. What
constitutes a customer can be internal company management on a
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Customer
(as buyer)
A contract
: Mmanagement
: Project Manager | : Project Manager | |
: [ [
-y, _(assellen | _ fasbuyer) [
procurement :
management vy
Supplier
{as seller}

Figure 1.2 Two Critical Project Relationships: as Buyer or Seller

funded project, or some external buyer when the project consists of a
contract from an external source, like another company or perhaps the
government. Many projects start out with a single customer from one
source, but will later find that other entities become interested in their
project. Thus it is not uncommon for the Project Manager to put other
interested candidates on contract, to also sell them scope, most often
with another separate contract. In this role the Project Manager can be
thought of as being the "seller" of project scope, and often this work is
best described as that of contract management.

Conversely, as shown on the right side of the figure, the Project
Manager also assumes the role of the "buyer" of scope, from an external
source. The Project Manager is essentially acquiring the performance of
project scope from another firm. This book will focus exclusively on
the Project Manager as the buyer of project scope. However, it must be
understood that the other role, that of the seller of project scope, is aso
an important duty for any Project Manager.
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Who exactly has the Procurement
Delegation of Authority (DOA)
or
Centralized versus Decentralized Procurement

With a new, start-up company, virtually anyone can do anything and it
istypically aright. There are no formal rules, no procedures, no precedents
to follow. However, as a new firm starts to mature, certain rules and
restrictions begin to take over. Tasks previously allowed for employees are
systematically declared to be off-limits by management. One of the first
things to be curtailed by a maturing company is the ability to "buy" things
on behalf of the firm.

It isn't necessarily that there is distrust in employees. It is simply a fact,
that one of the most judiciously guarded functions in any company is the
ability to place orders (legal agreements) to buy something. This practice is
called a procurement "delegation of authority” to buy, and such procurement
DOAs come straight from the top person of any company.

The top person in most organizations will go by various titles. In the
United States they are typically called the general manager. In Europe they
are often call the managing director. Without being told, we instinctively
know who they are, because they have the best office and the best parking
spot in the organization.

General managers are very careful about who is authorized to buy things
on behalf of their company. They will carefully execute a memo giving a
specific delegation of authority to buy things on behalf of their company.
Such delegations will typically go to someone carrying the title of vice
president of procurement, or purchasing, or supply management, or perhaps
the Chief Procurement Officer (CPO), etc. An important point: such
authorities to buy will rarely ever be given to the project manager. Fact:
project managers rarely have a delegated authority to buy on behalf of their
companies. This revelation sometimes comes as a shock and a
disappointment to project managers.

However, if the procurement process is working well, and it generally
does work well, it really doesn't matter. The vice president of procurement
will assign someone (a buyer or a subcontract manager)
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to the project manager to support the project effort. The assigned buyer
will do anything and everything the project manager asks them to do, but,
always working within the formal procurement policies and procedures of
the company. A professional buyer will not violate purchasing policy,
even if directed to do so by a more senior project manager.

The buyer (subcontract manager) will be required by policy to insist on
(for example) a competition, if appropriate, and insist that everyone in the
competition be treated equally. These are reasonable requirements to
impose on any project. One of the main purposes of company procurement
policies and procedures is to prevent any project manager from taking
short-cuts, perhaps in the best interests of the project, but not in the best
long-term interests of the company and its relationship to the supplier base.
Companies have a strategic need for maintaining a viable supplier base to
support the company over the long-term. Projects, because of their short
term nature, will sometimes overlook the long-term needs of the company.

This issue being described here is caled "centralized" versus
"decentralized" purchasing, and is illustrated in Figure 1.3. On the top of
the figure is shown "centralized" purchasing (procurement). The authority
to execute procurements on behalf of the company goes from the general
manager, to the director or vice president of purchasing, who then assigns
someone to support project buys. By contrast, shown at the bottom is
"decentralized" purchasing, often commonplace with new start-up
companies. Here the project manager is either given specific procurement
authority, or perhaps most often, simply executes such legal purchase
agreements without having a specific delegation. Since most new
companies often lack internal controls policies and procedures, the project
manager gets away with it, for the time being.

Most mature companies do not give procurement authority to their
project managers. Why, perhaps the chief executive of a major design
construction management firm expressed it well when he was asked this
very question: "do your project managers have procurement authority?"
His answer:
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“CenLullized” PUI'ChaSinq: General
A functional person (Director/VP) has Ma_l'll_ager
delegated procurement authority...and purchasiog
assigns a buyer to support the project, [ PirecterV
“Decentralized” Purchasing: Sonera
Manager

The project manager has authority to |
execute contracts directly with another Project
Company...to buy something. Manager

Figure 1.3 "Centralized" versus "Decentralized" Purchasing Authority

"1 would never give procurement authority to a project manager.
There is just too much at stake, too many non-technical matters
to know, which most project managers are typically not prepared
to handle. Procurement authority must be restricted to people who
are familiar with contracting terms, procurement regulations,
funding and contractual compliance issues. We delegate procure-
ment authority to only procurement people, but who are assigned
to support the project manager." *

Most firms follow this same approach, project managers are rarely
given the authority to execute contracts on behalf of their companies.
They operate in an environment referred to as "Centralized" purchasing
or procurement. The role of the project manager is to define precisely the
needs of the project, typically taking the form of aformal

4. Mr. Zoltan Stacho, President of Holmes & Narver, Inc., quoted with his permission from
remarks he made at a meeting of the Orange County Chapter of the Project Management
Institute on August 9, 1994.
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document called a "Purchase Requisition” which the assigned buyer uses as
authority to execute the formal contract, subcontract, or purchase order with
another company. In most cases this process works well, as long as both the
project manager and the assigned buyer have mutual respect for the other's
position.

Even the United States Government follows the practice of requiring a
distinct separation of project responsibility from those individuals having
procurement authority. The Government will assign a project manager to all
projects, typically carrying the title of Program Director, Program Manager,
Project Manager, etc. However, these individuals, no matter what their rank
may hold, will not possess the authority to execute contracts. The role of
executing contracts is done on their behalf by a separate organization, by
individuals who carry the title of Procurement Contracting Officer,
Administrative Contracting Officer, etc. This process works well with the
United States Government.

Before we leave this subject, one point needs to be mentioned. Most
firms today, even the government, are finding it beneficial to issue persona
credit cards to selected employees to allow them to efficiently buy routine,
low-cost items. Generally, these items are consumable supplies, used to
support an organization or a project within the company. Thereistypically a
set limitation in value of perhaps $1,000 to $2,500 on such purchases. Credit
card purchases by selected employees, are not the same as buying project
scope from another company. They are typically limited to acquiring routine
shelf commodities.

The six major Project Procurement Processes ... as
defined by the A Guide to the PMBOK

The Project Management Institute's A Guide to the Project Management
Body of Knowledge (PMBOK) is one of the most respected sources of
knowledge on the subject of project management in the world. Chapter 12
to this document covers the subject of this book: Project Procurement
Management. The PMBOK Guide breaks the
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procurement areainto six distinct processes. These six processes will act
asthe overall outline for this book, and are displayed in Figure 1.4.

Project
Procurement
Management
I I I I [ |
1) Procurement 2) Solicitation 3} Proposal 4) Source 5) Condract &8} Contract
Planning Planning Solicitation Selecti Administrati Closa-oul
Project Procurement Request Seller Contract Seller Contract
Start Managemeant Plan for Proposat  Proposals Award Delivery  Complete
A A A A A A F'
Definition and I Project | Managing
Planning of Project | Procurement I Seller(s)
Procurement(s) I Process I Performance
g

Figure 1.4 Project Procurement Management: Six Distinct Processes

12.1 Procurement Planning:
Begins at the start of a new project, includes the make or buy analysis,
and ends with a published Procurement Management Plan.

12.2 Solicitation Planning:

Starts implementation of the Procurement Management Plan, and ends
with a solicitation document typically called the Request for Proposal
(RFP).

12.3 Solicitation:
Takes the RFP, and solicits formal proposals from sellers.

12.4 Source Selection:
Evaluates seller proposals, and ends with the issuance of a contract
awardto asdller.
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12.5 Contract Administration:
Manages seller performance, and manages changesto seller authorized

scope.

12.6 Contract Closeout:
Settles all open contractual issues, and closes out each procurement.



Placing Procurements
Into Generic Categories

ot all project procurements are created equal. Some purchases are big, others
small. Some are complex, while most are routine. Some procurements carry

high risks, while others have only minimal or perhaps no risks at all.
Some procurements require amajor long-term commitment from both the
buyer and the seller, while other commodities are immediately available
for purchase in the open market, including on-ine or e-commerce buys.

Question: why might it be a good practice to place al procurements
into generic categories? Answer: because you manage project
procurements differently, according to their complexity, their risks, their
unique characteristics. Sometimes you must form project teams to
manage the critical buys.

Many project buys are routine and simply require that someone track
the orders to make sure that the commodities arrive in time to support the
project schedule, and are inspected to make sure that they work, and meet
al quality standards. However, some procurements, because of their
characteristics, require the management oversight of a full team of
specialists representing multi-functional disciplines. With these types of
procurements, which are always critical to the success of any project, no
one individual can adequately manage them because they are too
complex. Between these extremes lie generic categories of procurements,
most being routine, but some by their nature requiring special treatment.

In order to properly manage the procured items, some firms have
found it beneficial to categorize their project procurements into broad but
distinct "generic families." This helps management better focus

13
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their attention on the unique problems and issues peculiar to each category
of procurement.

One such grouping of project procurements would create three generic
categories, plus two special relationships as follows:

1.

Magjor (high risk) complexity procurements, the purchase of
something which does not exist, tailored to the project's unique
specification. These would be considered critical sub-projects.

Minor (low risk) complexity procurements, will often represent
large monetary values, but the commodities exist and will conform
to the sellers existing product specification.

(Note: Minor product tailoring such as unigue name tags or specid
color schemes would not add risks to the procurement, and thus
would not change their classification. However, major alterations
to an sallers existing product, perhaps requiring a product re-
design and perhaps new product testing, would likely place them
buy into a Category (1) procurement).

Routine buys of COTS (Commercial Off-The Shelf) commodities
or purchased services.

Specia procurements. done under corporate teaming arrange-
ments.

Special procurements: to other segments of the project's company,
typically called interdivisional work.

We will discuss each type of procurement in greater detail below.

(1) Maor (high-risk) Complexity Procurements ...

to the Buyer's Specification

These procurements are the most challenging buys for any project
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to manage. By their natures they typically represent high risks to the
project's technical, quality, costs, and schedule. They often require the
creation of something new by a seller, something that doesn't aready
exist. In order to be managed properly these items require that the project
specify precisely what it needs, typicaly taking the form of
specifications, drawings, and often includes a comprehensive statement
of work.

Sometimes, these new items may actualy push the "state of the
technical art" in the creation of the new product, as with perhaps a new
advanced radar system, or a new computer software program. Other
times they may be technically routine, but have never been done before,
as with the design or the construction of a new high-rise office building.
Sometimes they require that an existing product undergo a major
redesign and development to essentially create a new product, requiring
re-testing, re-certification, etc.

Such procurements will often result in along-term relationship being
created between a company (project buyer) and a supplier (seller) where
significant developmental and capital expenses may have to be incurred
by the company or the supplier or both. With these procurements there
will be strong economic and perhaps emotional resistance to any changes
of supplier sources without compelling and overriding justification. Both
the project's buyer and seller will have made a major financial
commitment to the project, and pity the poor individua who ever
suggests bringing in a new supplier simply to save a few dollars! Once
the relationship is set between buyer and seller, further competition is
often waived as long as the quality remains high and the seller's pricing
seems reasonabl e to the participants.

Typical characteristics for purchased items in this category might be:
a new product or a system, a maor new component, a mgor structural
element, a design to a performance requirement, project interface
documents, high risks to the overal project, and often, significant senior
management and even customer oversight. Often these types of
procurements will experience a phenomena typically called "scope creep”
which are ssmply changes that seep into a nebulous product specification.
Thus this category of procurements will normally carry high risks to any
project.
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Such procurements must be managed well for the good of the overall
project, and are best thought of as being critical sub-projects to the total
project. Firms employing the "integrated project team" approach will likely
create a separate team for each of the procurements which fall into this
category. Each team will be managed separately for the project by a
designated team leader, often a technical person acting on behalf of the
project manager, with abuyer acting as a deputy.

Early identification of these procurements will be critical to any project
in order to adequately plan and organize for them. These procurements
must be managed well for the success of the project.

Some examples of these kinds of procurements would be:
m The architectural design of anew commercial center.
m The construction of anew production factory.
The outsourcing of information technology services.
The creation of a new software package.
The development of a new computer.
The development of anew airplane.
The development of a new radar system, or any critical project
component.

(2) Minor (low-risk) Complexity Procurements ...
to the Sellers Product Specification

These procurements are for items which exist in some form with a
given seller, and are defined by the seller's own product specification. They
are commercially available from the seller, either in the seller's inventory or
sometimes assembled after an order is received. Some articles may have a
long lead-time delivery requirement due to scarce critical components.
These items will often carry a high monetary value, sometimes exceeding
the major complexity buys described above. Such buys are always critical
to the success of a project, but do not require the creation of something new
by the seller.

These articles are generally bought without modifications to the seller's
product, or perhaps with only minimal modifications, for
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example the painting of a company logo on a procured bus. In terms of risks
to the project, these items will normally carry a lower risk, as long as they
arrive in time to support the project master schedule, and of course they
work. Often these articles are bought as a result of long-term relationships
between the buyer (project) and seller (supplier). However, comparable
performance items may sometimes be substituted as long as they satisfy the
same requirements of the project.

Early identification of these buys is important in order to properly
schedule lead-times for each item and to budget the necessary funds for
them. Some examples of these procurements might be:

" The purchase of existing automobiles, buses, transportation

vehicles or perhaps aircraft. * The purchase of an existing radar
system, or large electrical
generators. B The purchase of existing, but high value software. 2 The

purchase of existing computers, and other developed, but high value
components.

(3) Routine buys of Commercial-Off-The-Shelf (COTS)
items or purchased services

It should be recognized that many projects will have considerable
quantity of procurements to execute, but perhaps none which fit into the
above two categories of major complex, or non-complex buys. Some projects
may actually purchase substantial amounts of materials, but such
procurements are often commercially available as "off-the-shelf" articles, or
routine services. In these cases, the fundamental principles of basic
purchasing will be more applicable than a requirement to manage
complicated contracts or subcontracts as critical subprojects.

The early identification of these procurements is typically not vital to the
success of the project, that is, they can be identified in later phases and
generaly not cause difficulties to the project. These commodities will often
have interchangeable (substitute) components. Some examples of these
procurements might be:
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™ Purchased labor, which will brought in plant and supervised by the
project's staff.

m Purchased services, or testing, of aroutine nature.

m Raw materials: nuts, bolts, fasteners, sheet metal, paints, solvents,
efc.

*  Pencils, paper, office supplies. B Existing

computers, printers, scanners, etc. ™ Packaged

commercial software.

B QOutsourced complete but routine services, for example,
cafeteria, accounting, security, etc.

(4) Special Procurements: performed under
strategic company teaming agreements

These are project procurements which are executed strictly in accordance
with an overriding corporate legal contract typically called a teaming
agreement or alliance or arrangement, etc. Here, the executives of one
company and another company (or companies) agree to combine their assets,
facilities, people, shared risks, etc., and go after a new segment of work,
typically in the form of some new project.

Teaming arrangements are normally strategic high dollar value accords
between corporate executives whereby a major project or a new system is
essentially divided into two or more parts, each part assigned to a separate
company for performance. All subsequent resulting procurements must be
executed in accordance with the overriding corporate agreement. The
corporate teaming arrangement is the supreme governing document.

Teaming agreements are typically created to enhance a firm's com-
petitive posture, and usualy will have high visibility with the ultimate buying
customer. Such arrangements can divide the new project by creating a "prime
contractor-subcontractor" relationship, whereby the designated prime
company will receive the contract. Or, sometimes they cover an "associate"
type of relationship based on some percentage value allocated to each firm,
whereby a single prime contract will have shared corporate performance
responsibilities.
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Teaming arrangements are somewhat analogous to "arranged mar-
riages’ between families in certain ancient societies. The parents (the
corporate executives) make a decision and their respective children (the
projects) have no say in the matter. The role of the children (the
projects) is to make the relationship a successful one. . . period, end of
all discussion. Most often these arranged relationships do work out very
well. The role of the project is to implement what the corporate
executives have decided in their agreement.

Early identification of these procurements is critical in order to
adequately plan for them and to set up a project management oversight
team. Procurements under Teaming Agreements will typically cover
Category (1) or (2) buys as defined above, but could also include
Category (3) items bought under a long-term relationship.

(5) Special Procurements: to other components of the
project's company, interdivisional work

The significance of interdivisional work, sometimes also called intra
company work, is that such procurements should be the easiest arrange-
ment to manage, after al "we are one happy family." But too often
interdivisional arrangements turn out to be the most painful for any pro-
ject to manage. Why would such be the case? Likely such results are
caused by the organizational relationships within the company, the align-
ment of the project to the performing division. Far too often, projects do
not get the "respect” they deserve within their own company. Amazing.
Interdivisional work are the procurements made within a single
company by one operating unit (the project) with another operating unit
(the performing organization). These procurements sometimes result
from having a unique capability within the company which will enhance
the performance of a project. However, at other times, the project
manager may have little say in the matter and senior executives insist on
the project work being kept within the company, even when a better
price or better product might be available from an outside supplier.
Sometimes, the most compelling justification for interdivisional work is
simply the "availability" of acompany workforce, or facilities,
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or capability, etc. The project managers are called on by executivesto help
with "our company problem."

Controlling interdivisional work can be a nightmare for the project.
Why? Because the internal procedures covering interdivisional cost
transfers are typicaly created by the company accountants who are
primarily concerned with the orderly allocation and the recovery of al
incurred costs. Contrast these goals with the project manager who
invariably wants value added for al dollars spent. However, the
accountants will always win this issue, and project dollars will be
transferred without regard to the value of the work performed. Project
managers often have difficulty shutting off interdivisional costs.

One problem with interdivisional work is the organizationa rela
tionship of the project to the performing group. The project manager's
most senior executive are typically at the same corporate organizational
level as the most senior executive with the organization performing the
work. Neither executive has much clout over the other executive, and
neither executive wants to do battle with the other because next month that
same person "could be my boss!" Interdivisonal procurements rarely
enjoy the senior executive support that are given to critical procurements
under teaming arrangements, where the senior executives will demand
harmony and cooperation ... or else!

Another problem for the projects can be the United States
Government's attitude toward interdivisional work. In somewhat of a self-
serving way the Government may treat such work as either as "make"
work or as "buy" work, depending on the point they are stressng. On the
one hand the Government will insist on al interdivisional work being
classified as "make" work, no matter where in the company such effort is
assigned. In this scenario, the Government considers everything done in
one company as make work. It doesn't matter if the project or the
performing division are on the opposite sides of the world, have never
worked together, it isall one company and thus "make" work.

However, the Government also expects that interdivisiona pro-
curements be conducted as if each were done under an "arms-length"
arrangement, following all of the same purchasing procedures as with any
external "buy." The Government wants to pay the lowest price for all work
done under their contracts and will often insist on aformal
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solicitation, formal evaluation, source selection, and a documented
competitive procurement process. They will often insist that external
competition be held.

When things go right at the performing division, as they sometimes
do, that division wants its fair share of the project's profits. After al it
did perform the job in a responsible way, as any other outside supplier
would have performed that same work. However, when things go
wrong, as they sometimes do, perhaps experiencing cost overruns,
schedule dlips, poor workmanship, etc., that same performing division
now expects to be treated not as an outside supplier, but as part of "our
big family".

The early identification of many of interdivisional procurements is
typically not critical for the project, unless such work involves the
creation of something new, a Category (1) mgor complex buy. In these
cases such procurements need to be identified early to start the planning
effort. Interdivisional work, if complex, will often encounter the same
challenges as with any outside supplier.

Interdivisional work can take many forms depending on the capa
bility which exists in the other company units. They can be any of the
three procurement categories mentioned above. Some examples of these
procurements might be:

m The development of some new component or product.

The manufacture of parts.

The procurement of parts for the project.
Design and testing services.

Purchased labor.

Understanding the anatomy of the
project "procured" work.

In order to better understand and to properly manage that portion of
a project which will be purchased from another company or another
company organization, the case for placing al buy work into three generic
categories and two special relationships has been suggested. These
generic categories and special relationships are displayed in Figure 2.1.
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Figure 2.1 Placing Procurements Into Five Generic Categories

There are at least three distinct generic families of project pro-
curements, as are shown with Items (1), (2), and (3). Category (1) buys
are for newly developed items, and will always represent high-risks to
any project. Category (2) buys are also critical to the project, and often
represent high monetary values. Category (3) buys represent
commodities which are considered routine, but nevertheless must arrive
in time to support the project's schedule. Most Category (3)
procurements are now being performed by highly efficient Internet or
Electronic e-Commerce type buys.

Each category of procurement must be managed well for the success
of the project. Thus, some firms have found it to be advisable to place
their procurements into specific generic categories as discussed above.

In addition, there are two unigue procurement relationships which
must be recognized: (4) the Corporate Teaming Arrangements and the
(5) Inter-divisional work. Both these special categories have been found
to represent unique management challenges in the successful completion
of any project.
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Planningfor the
Procurement of
Projectsc ope

he process of planning for the procurement of project scope from an
outside organization is perhaps the most critical of al the work done in
procurement management. If not performed properly the project will
likely suffer the consequences for the duration of the project.

Earlier in Figure 1.4 the six procurement processes were displayed.*
The following chapters will cover the first process which requires the
planning for the work of procurement management.

This process will begin with the initiation of any new project and
requires that the scope of the project be defined and decomposed to the
extent possible. In order for any project to be fully defined, such
definition must also include the "make or buy" choices, a decision as to
who will perform the work. At the point where a project has taken a
position with respect to the scope of the effort to be performed, such
definitions should also include an understanding of what major critical
elements of the project will be sent to another company or organi zation
for performance.

The procurement planning process should culminate with the
release of a formal document called a Procurement Management Plan.
This plan should have been coordinated and endorsed by all key func-
tions supporting the project. Ideally, each major organizational function
impacted by the procurement will have contributed to the creation of
this document.

1. Project Management Institute, Newtown Square, Pennsylvania, 2000, page 147
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Defining Project Scope

In the management of projectsthereislikely nothing more critical to
the success of a project than to begin with an adequate definition of the
scope of work, and then to gain the acceptance of the definition by the
customer. Project managers must define what they plan to do, and most
important, must set the outer limits of what they are committed to do.
Without a scope definition "firewall" in place, projects will be in the
unenviable position of constantly accepting additional work, referred to
as "scope creep” throughout the life of their existence. The only way to
put finality into a project is to define the scope of work, and then to
avoid the inadvertent acceptance of "minor refinements’:

Largechangesin scopeareeasily identfied Itisthe"minor refire-
ments" that eventually build to be major scope changes that can
cause problems These small refinements are knownin thefield as
scope creep. ?

One of the most unenviable positions any project manager can
experience is to have an executive define a new project for them . . . in
broad genera terms . . . and then to refuse to accept a definition of the
scope by saying: "1 have complete confidence that you will do the right
things." Respectfully, this project manager is being set-up, because the
project effort will never end, because the project was never contained in
the first place. Rule number one in project management: define your
project scope and get your customer to agree on the definition . . .
before the project begins.

A critical part of the process of completely understanding the work
to be done for any project is to determine who will be performing the
various segments of the project, particularly that work which will be
purchased from outside the company. Why is this issue so important:
because purchased work is done under legal relationships,

2. Gray, Clifford E, and Larson, Erik W., ProjectManagement- TheManagerial Process, (New
York: McGraw-Hill, 2000) page 382.
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called contracts. Such arrangements must be done with great care, must
be precisaly defined, because project procurements are "non-forgiving" in
the sense that al changes in direction to a seller will of course be
accommodated . . . but for aprice.

It islikely that most projects today employ atechnique to help define
their projects called the Work Breakdown Structure (WBS). The WBS is
to the project manager what the organization chart is to the company
executive: it defines their universe. The WBS is a graphical portrayal of
the project. Two authorities in project management have provided us
with a solid definition of aWBS:

The work breakdown structure acts as a vehicle for breaking the
work down into smaller elements, thus providing a greater proba-
bility that every major and minor activity will be accounted for .

Displayed in Figure 3.1 is an example of a Work Breakdown
Structure for a new project: a Transportation Vehicle. Level 1 of the
WBS represents the total project, everything the project manager has
agreed to do. Level 2 of the WBS provides a reflection of the manage-
ment approach, the major chunks of effort, the critical subprojects.

Here the project has chosen to manage this new job by subdividing it
into four major level 2 elements. vehicle structure, vehicle testing, data,
and finaly project management. The subordinate Level 3 and lower
levels simply reflect a further decomposition of defined work into
progressively smaller segments. Level 2 is likely the most critical
subdivision for any project because it reflects the management approach.

The WBS diagram provides an excellent device for not only defining
the work to be done on a new project, but also to assign the defined work
to a specific individual and organization for performance. Sometimes a
project can be done entirely within the project's own organization. Thisis
sometimes the case on smaller projects. But most other times, for reasons
which will be discussed below, some

3. Cldand, David I., and Kerzner, Harold, A Project Management Dictionary of Terms, (New
York: Van Nortrand Reinhold Company, 1985) page 271.
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work will need to be sent outside of the project's immediate organiza-
tion, that is, it must be procured from another company. The WBS
provides an excellent device to assist in such work assignments.

For example, using Figure 3.1, the WBS at level 2 contains four
major elements, all considered to be in-house work from the level 2
vantage. However, when we go down into level 3 of the WBS we can
start to see the further subdivision of work into those tasks which will
be done in-house, as contrasted with those elements which will be sent
to other companies for performance.

Transporiation
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level 2 Project
|
I ] I ]
Vehicle Vehicle Project Project
_} Structure Testing _| Data Management

lavel 3

e | -——— oy
——r Transmission 4 —! est Manual lni-n
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Figure 3.1 Scope definition must include "make" or "buy" choices

Under Vehicle Structure at level 2, we have four major subdivisions
of work: two of which will be performed in-house (the Frame and
Suspension), and the other two will be procured from outside the com-
pany (the Transmission and Engine). The critical distinction is that the
Frame and Suspension work will be authorized by simply issuing an
internal budget. However, the Transmission and Engines must be for-
mally contracted, procured, using functional resources outside of the
project's immediate organization, for example, purchasing, legal, and
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other key functions. It is fairly simple to place work within ones own
organization. It gets complicated when one goes outside.

Addressing the other two buy items, under Vehicle Testing the project
has chosen to procure the Road Testing of the vehicle from another
company. Also, under Project Data, management has elected to procure
Test Manual services from another firm.

With the use of the WBS to define and decompose a new project, the
project manager, the project team, executive management, and most
important the paying customer, can al immediately visualize the
definition of the job and the assignment of all project elements. The WBS
Isthe graphical portrayal, the detailed roadmap for any project to follow.

Deciding who will perform the work:
"Make" or "Buy" Analysis

The public will sometimes observe "make or buy" choices being made
and may not be aware of it. For example, it is not uncommon to see firms
doing a self assessment in an effort to focus management attention on the
"core competencies’ of a company. The centra issue: why are we in
business? What are the key ingredients which put us where we are today?
Often these same firms will then strategically decide to concentrate solely
on their central core strengths, the unique activities which put them in
businessin the first place, and to reassign everything else.

Executive management will often take segments of their organizations
and sell selected assets, often involving both equipment and people, and
then buy back these same assets and the services they provide under a
long term contractual arrangement. This process is called "outsourcing",
and outsourcing is nothing more than a management "make to buy"
decision.

Outsourcing is being done on a number of company services con-
sidered to be non-core to afirm, for example plant security, food services,
routine accounting, etc. Virtually any service activity can be considered a
candidate, but we are particularly seeing the outsourcing
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of information technology (IT) activities. Perhaps the IT departments
are most vulnerable because they are complicated, expensive, have a
reputation of being non-responsive, and often senior management
doesn't have a clue as to what they do! Such services can be sold quick-
ly and immediately bring in new cash to the firm.

Whenever management elects to sell their computers and transfer I'T
employees to another company, and then enter into a long-term contract
to procure these same services back from the other company,
management has effectively made a strategic make to buy choice. The
outsourcing of information technology services, so common today, has
enabled certain major firms like IBM, EDS, and CSC to grow a a
phenomenal pace.

For new projects, the process of performing the make or buy anal-
ysis is one which will evolve from proposal to implementation. At the
start of a new project the make or buy choices are often only tentatively
set, asis displayed in Figure 3.2, on the left side of the chart. The initial
position for a new project will have three categories of planned work:
"must make" work, "must buy" work, and the as yet
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Figure 3.2 The project "make" or "buy" decision process
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undetermined area of work in the middle labeled as "may make" or "may
buy" items.

The "must make" work are the easy choices to be made because some
tasks will want to be kept in-house for a number of reasons. We may
have a proprietary position in a certain technology and therefore we will
want to perform this effort with our own people to protect our
competitive position. Also, we may have surplus staff immediately avail-
able to do this work. Pressures to make work on any project will include
idle plant capacity, an idle work force, and sometimes the attitude of
some that internal work is easier to control than purchased work.

Some other choices are also easy to decide as when we may have no
capability in our company to do certain types of work. These will be the
"must buy" tasks. Also, sometimes we have no other choice but to go
outside for performance simply because the company people who could
perform the work are already committed to doing other work during the
same time frame they are needed.

The third category of work, the one displayed in the center of the left
side of Figure 3.2 is where we will need to make some hard choices. This
category is called "may make" or "may buy." Here based on all the
factors available we must decide who will do the work: our internal
company work force or another company. If we elect to send such work
outside of the company for performance we will need to prepare aformal
procurement package, solicit bids and make afinal procurement choice.

After the project has made their final determinations of who will
perform al the project work, the result will be just two fina categories:
that effort which we will perform in-house (make) and that which we
will obtain (buy) from an outside company, as displayed on the right side
of Figure 3.2.

In order to minimize the risks associated with the procurement of
those items which will be performed outside of the company, a complete
listing of the critical procurements (new developments) must be com-
pleted early in the scope definition phase. A complete definition of pro-
ject scope must aways include the identification of the major critical
buys. Stated another way, the late identification of mgor critical pro-
curements will vastly increase the risks to the project. Why? Because in
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order to procure anything from the outside, we must be in a position to
define precisely what we want from another firm. Late definitions, vague
definitions, changing requirements only increase the risks to the project.
Some time ago there was a study conducted entided: "Make or Buy:
Factors Affecting Executive Decisions." This study addressed the make or
buy process in the United States and reached the following conclusions:

/. Management tends to ignore the make-or-buy problem.

2. Many make-or-buy analyses are based on invalid cost compar-
isons, due to the excessive use of historical data when estimates of
future costs should be used.

3. American businesses |ose more money in making things that should
be bought than in buying things that should be made.

4. Nevertheless, millions of dollars are lost annually by buying items
that could be more economically made.*

As we look around in industry today we may want to ask ourselves.
have we come very far in improving the "make or buy" process over the
last half century? Perhaps not.

However, in the management of our projects, adequately defining the
make work versus the procured work is critical for the successful
implementation of any new project.

Matching Project Requirements with Market
Availability: Locating Potential Sellers

In the marketplace today thereis virtually everything availableto us. .
. somewhere. Typically, the availability of goods to purchase does not
present amajor constraint to the project. The one exception to this

4. Lamar Leg, Jr., and Donald W. Dobler, Purchasing and Materials Management, (New
York: McGraw-Hill Book Company, 1965), page 308.



Planning for the Procurement of Project Scope 31

general condition might be when there is but a sole source or a single
source for a given commodity. In these cases the commodities will be
available to the project, but often at an exorbitant price, and from sup-
pliers who have an attitude! Y ou stand in line to buy their goods.

However, another sometimes more serious exception might be where
the required commodity does not presently exist, perhaps it has never
been developed. New developmental items add technical risks to
projects. The risks are that the commodity can't be developed . . . period,
or perhaps not developed in time to support the project's need date. Either
can add serious risks to any project.

With the availability of the internet and e-commerce many buyers
supporting projects do not have to leave their offices to satisfy the pro-
curement needs of the project. Most established firms will have a cadre
of professional buyers (purchasing agents, supply-chain specialists)
available to support the requirements of a project. Quite often the buying
or purchasing organization will be organized along commodity lines, so
there are product specialists to support the project.

Also, most of the established purchasing or supply-chain organi-
zations will have developed a supplier historical database, which will
allow the matching of the needs of the project with what is available in
the open market. Such databases will typically incorporate actual
performance history from these sellers. did they deliver prior products on
time, did they stay within their original price, how was the quality of
their final delivered product, etc.?

However, in those instances where the procured commodities have
never been built before, and perhaps may be pushing the state of the
technical art, there will be only a limited number of firms to provide
these articles. In such cases the very best source for suggestions as to
potential suppliers will often be the technical specidlists, the expert
opinions from those individuals who are designing the new system, or
specifying the requirements. The engineers and scientists will have rec-
ommendations as to potential sellers, and typically their suggestions are
quite valid.

What is available to buy in the market place typically does not pre-
sent a mgjor hurdle to any project, with the exceptions of single sources,
sole sources, and newly created state-of -the-art items,
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Full Funding Considerations . . . the Impact
of Procurements

It is most efficient for any project to be completely defined, and then
for management to alocate all of the funds needed to completdy perform
the work. However, as many of us may have experienced, this does not
always happen. Often projects find themselves in the position of being
funded piecemeal. Piecemea funding is expensive anytime, but
particularly with procurements.

It is inefficient to start internal (the make) work and then to stop or
slow down the effort. But internal work is fairly easy to control. Not so
with the outside (the buy) effort. To start and then slow down a pro-
curement is aways a painful and an expensive experience. There is
probably no rational explanation for this phenomena except that when you
slow down procurements, reduce the available funding, sellers view this as
their "opportunity” to get back everything they may have lost in a tough
negotiation, or under a highly competitive bid situation.

As a practica matter, try not to adjust the full funding of pro-
curements. But if you must change the funding of the procured work, be
prepared to pay a premium cost for such decisions.

Scope definition must include the early
identification of all critical procurements

It is important for any project to begin with a complete definition of
what it intends to accomplish and then to get the customer to agree with
this definition. Thisis called the scope definition process. One of the most
important outputs from the scope definition process will be a tentative
listing of the procurements for the project, particularly all the high-risk
major critical buys.

Make or buy choices should be a direct result from the definition of the
project with use of the Work Breakdown Structure (WBS). Of greatest
importance to the project will be the early identification of al of the
Category (1) "Major Complexity" procurements. These are the high-risk
developments of things which do not exist, or if they



Planning for the Procurement of Project Scope 33

exist, must be modified to such a degree that they are essentially new
components. There are risks related to procuring these items, and
management must take decisive action to mitigate such risks down to
acceptable levels. Having only a vague definition of the new critical
commodity is one of the most common risks facing any project.

Many projects in an effort to reduce the risks of the procured items
have found it advisable to develop a matrix of their anticipated
procurements, as is illustrated with Figure 3.3. The project will prepare a
listing of the articles it expects to procure, then classify these items
according to their complexity. To facilitate this process a listing of al
buys items should be prepared as displayed in Figure 3.3. An electronic
spreadsheet or database helps nicely with this effort.

The first step in this process is to compile a complete listing of all
buy items, sometimes referred to as the engineering Bill of Materials.
This listing of procurements will evolve as the project definition evolves.
The listing should be sorted into some type of generic classification, as
with the five procurement categories as were described earlier in Chapter
2. It is imperative that all the Category (1) magor complexity items be
identified early, followed next by the Category (2) major non-complexity
items. The routine Category (3) COTS items can be identified later and
likely not adversely impact the project’ schedule.

Once the listing of key procurements is identified the next important
step must be taken: the assignment of individual responsibility for all
major critical buy items. There are typically three individuals who must
be identified: 1) a project team leader, 2) a responsible engineer, the
technical person (to start preparation of the technical procurement
specification), and 3) the responsible buyer (who will execute the actual
purchase order). Sometimes the team leader and the responsible engineer
may be the same individual. The key issue is that the appropriate people
must be identified and assigned responsibility to manage each critical
procurement . . . early.

The risks associated with project procurements can be reduced in
direct proportion to the early identification and assignment of respon-
sihilities for all major critical buys. Potential sellers must also be iden-
tified as more details becomes known about these key procurements.
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Once the critical procured items have been identified and respon
sibilities set, the next critical work will be to relate the timing of each
buy with the need dates of the project. The projects master schedule
should indicate the dates required for all critical procured components.
It will be the responsibility of the team leaders working closely with the
technical person and the assigned buyer to make sure that all procured
items are available in time to support the need dates of the project.

The matrix of procured items, as is illustrated in Figure 3.3, is an
important first step in defining that project scope which will be procured
from outside of the project organization. This matrix is also an impor-
tant initial step toward creating the Projects Procurement Management
Plan, which will be covered in detail in a subsequent chapter.

Project
Procurement
Matrix
4
_...._L_.._l.__..-I____I-_____l____' [ S
| M Major ' 2)Minor ! 3)Routine ,} 4)Company 1! 5)inter-
, Complexity || Complexity ,, COTS Teaming 1  Dlvisional |
i _Buys___y__ Buys  ;__ Buys __, Amrangementsi, Buys
Procurement Component Project Team Responsible Responsible Potential
Category of System Leader Enginear Buyer Sellers ==
1) Major Buys |
2} Minor Buys I
3) COTS Buys |
' ------------------------------
]
! Technical REP Proposals Sousce Target omponent
', Package Release  Received  Selection Awa Delivery
Date Date Date Date Date Date

Figure 3.3 Scope Definition: identification & classification of all buys



Project Procurementswith:
Corporate Teaming
Agreements/Alliances/
Arrangements

eaming agreements between corporations are a lot like "arranged marriages'
within certain cultures of the world. The parents (mostly the fathers) get
together and decide that my son will marry your daughter . . . period . . .
end of all discussion. The parents then meet (mostly the fathers) and
introduce the two young participants who have no say in the matter. It isa
done-deal.

Likewise with many corporate teaming arrangements, one executive
will meet with another executive and they will decide that my firm will join
with your firm on a new project . . . period . . . end of all discussion. The
executives then meet to introduce the project participants who have no say
in the matter. It isaso adone-deal.

The funny thing is that arranged marriages between previous strangers
most often work. Even funnier, perhaps, such arrangements between
corporations and their projects also seem to work. Perhaps we in industry
have |earned something from the ancient cultures.

Now that the United States Department of Justice and the European
Community are starting to vigorously object to the permanent
consolidations (acquisitions and mergers) between one company and
another company, we are starting to hear more about the formation of
strategic teaming arrangements between what are otherwise competing
firms. Hardly a week goes by that we read about maor competitors
forming some type of an alliance, a strategic relationship,

35
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to go after a certain new project. And strangely, such arrangements
seem to be working well.

We see this phenomena happening across all industries, but perhaps
most particularly in the information technology (IT) outsourcing segment
where new multi-year contracts are being awarded on a monthly basis.
These huge mega-deals are often beyond the capability of any single firm to
perform. But two or three or more companies acting together seem td
work nicely. An example:

Electronic Data Systems Corp. was awarded a far-reaching con-  tract
valuedit asmuch as $6.9 billion over eight yearsto revamp theU.S
Navyand MarineCorps computer system ltskey part- nersin
contract include WorldCom Inc. and Raytheon Co. *

What's the fascination with teaming arrangements? Why are so
many being formed? When one firm commits to joining forces with
another firm what does that really mean? And finally, what might be the
best model for firms to take when structuring a new teaming alliance?

What are Corporate Teaming
Agreements/Alliances/Arrangements

As a starting point we need to understand the concept itself.
Teaming agreements in a nutshell are simply legal contracts between
two or more companies. Firms agree to do something, or to refrain
from doing something. Such agreements obviously need to be for a
legal purpose and meet all legal requirements in order to be enforce-
able. These arrangements can be called whatever the participants want
to call them: agreements, alliances, arrangements. Sometimes the word
"strategic" isalso inserted in thetitle.

Teaming agreements between one company and another means that
two or more companies will join forces to go after a new segment

1. MarcdoPrinceand Pat Maio, "EDSWinsHuge Contract To Revarmp Military Computers;
The Wall Street Journal, October 6, 2000.
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of work, often a particular new project. Each company will commit
something unique to their arrangement: financial resources, their key
people, company assets, technology, etc., and each will expect to share
in the risks and rewards of the endeavor. Perhaps a couple of specific
definitions will help us to understand the concept.

Two leading authors in the field of project management have
defined such arrangements in the following manner:

Teaming Arrangement. An agreement of two or more firms to
forma partnership or joint ventureto act as a potentid prime con
tractor; or an agreement by a potential prime contractor to act as
a subantractar unde a speafied acqusiton program; or an agres-
ment for a joint proposal resulting froma normd prime contractor-
subcantractor, licenseelicensor, or leader-company relationship

Still another definition of the same subject may better reinforce our
understanding. Since many of us work on contracts funded by the
United States Government, perhaps we should understand their per-
spective of such arrangements:

Teaming Arrangement. An arrangement between two or more
companies, either as a partnership or joint venture, to performon
a specific contract The teamitself may be designated to act as the
prime contractor; or one of the team members may be designated
to act as the prime contractor, and the other member (s) designat-
ed to act as subcontractors. When the characteistics of joint con-
trol (i.e., joint property, joint liability for losses and expenses and
joint participation in profits) are evident, then the teaming
arrangerent is a joint venture. When these characteisticsare not
present then the arrangenrent may more closely resemblethat of a
prime contractor/subcontractor. 3

2. Dr. David . Cleland and Dr. Harold Kerzner, A Project Management Dictionary of Terms,
(New York, USA: Van Nostrand Reinhold Company, 1985) page 253.

3. Defense Contract Audit Agency (DCAA) Contract Audit Manual, part 7-1802, c,
January, 1996.



38 Project Procurement Management

One of the features common to both of these definitions is that both
suggest that such agreements will form either a "joint venture' or a
"partnership" between the parties. Thus, we should also understand two
additional definitionsto fully grasp the concept.

Partnership. An ordinary partnership occurs when two or more
entities (persons) combine capital and/or services to carry on a
business for profit. From a legal standpoint, it is a group of sepa-
rate persons.”

In the world of purchasing or supply chain management they
sometimes will use the term "partner” to describe what this book would
consider as ateaming agreement:

A 'partner' is defined as a firm with whom your company has an
ongoing buyer-seller relationship, involving a commitment over an
extended time-period, a mutual sharing of information and a
sharing of risks and rewards resulting from the relationship. °

A good definition of a teaming agreement. Perhaps of interest is the
fact that this definition came from two academic researchers who found in
their study that while only 1% of buyer-suppliers relationships were
covered by such partner agreements, but that the 1% accounted for some
12% of the purchasing volume of these firms. Thus, such relationships
were very important to the strategic viability of the firms employing them.

Now let's understand the other common thread in the above definitions
of teaming agreements, that of the joint venture:

Joint Venture. An enterprise owned and operated by two or more
businesses or individuals as a separate entity (not a subsidiary) for

4. Defense Contract Audit Agency (DCAA) Contract Audit Manual, part 7-1802, (d),
January 1992.

5. Arjan J. van Wedle, Purchasing and Supply Chain Management, (L ondon: Thompson
Learning, 2002), page 165, based on research by Ell ram and Hendrick (1993).
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the mutual benefit of the members of the group. Joint ventures
possess the characterigicsof joint control; e.g.,joint propeaty, joint
liability for losses and expenses and joint participation in profits.
Joint venturescan be either incorporated or unincorporated.®

It would seem from this definition that a joint venture between two
or more companies can take extreme forms. They can be a formal
arrangement, whereby the parties assign certain assets to legally form a
new enterprise. Or, they can be as simple an arrangement as merely
participating in the joint processes of perhaps providing purchasing,
marketing, research activities, etc.

However, some companies when forming a teaming arrangement
flatly reject the notion that their agreement must form either a "joint
venture' or a "partnership.” Some companies suggest that a corporate
agreement to form a teaming arrangement can be whatever the parties
want their relationship to be. Some examples: (1) ajoint venture; (2) a
partnership; (3) a prime contractor-subcontractor relationship; (4) a
licensee-licensor relationship; (5) a leader-follower company relation-
ship; or (6) any other type of relationship as defined and intended by the
parties to the agreement.

There are many who support this last position, that teaming agree-
ments can be whatever companies want them to be. Whenever two or
more parties announce that they have formed a teaming alliance, the
specific details of who is responsible for what are typically known only
to the teaming participants, and possibly sometimes their customer.
Teaming arrangements are the unique product of the partiesinvolved:

The strategic allianceis the parties own creation There are few
laws constraining the teams to which the parties can agree. . .
Partiesto a strategic alliance agresmert, therefore, needto be care
ful to state fully the terms of their alliance. ’

6. Defense Contract Audit Agency (DCAA) Contract Audit Manual, part 7-1802, (b),
January 1992.

7. Stuart B. Nibley, Esg., and Joseph J. Dyer, "Forming Strategic Alliances,” Contract
Management Magazine, December, 2001, page 9.
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Good, bad or otherwise, a teaming arrangement between one company
and another company or companies creates a unique arrangement. Great
care must therefore be taken to ensure that the strategic arrangement
represents the intent and the best interests of the parties involved.

Various Models are Employed for Teaming Agreements

One interesting thing about corporate teaming agreements is that there
is no single model used by all firms when forming such alliances. Rather,
companies have elected to employ a variety of approaches when creating
these arrangements. The funny thing: most of these arrangements seem to
work out, to varying degrees of success. We will discuss a couple of the
more common models, and will offer some commentary on each approach.

Model # 1: Teaming arrangements creating a "superior-subordinate”
relationship.

The first model for discussion creates a "superior-subordinate’
relationship between the parties. This approach isillustrated in Figure 4.1.
The figure portrays a recent United States Air Force contract for the
Aerospace Center Support work at their Arnold Air Force Base in
Tennessee. All parties to the agreement, including the buying customer
and the two subcontractors, know precisely who is responsible for the
project: the Computer Sciences Corporation (CSC). Responsibility,
authority and accountability are clearly outlined in this teaming agreement.

This teaming model requires that CSC buy certain previously defined
scope of work from its two mgjor teaming members for die duration of the
agreement period, in this case diree years. Typicaly under such
arrangements competition will be perpetually waived, and the principals
involved must continue to buy (or sell) from (or to) the same source until
die performance period is ended. However, some teaming agreements do
alow for eitiier a pricing update or a competition to be held at a given
future point in time. Others find this provision unnecessary.
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Figure 4.1 Teaming with a Superior-Subordinate Relationship

In this model everyone clearly knows who to hold responsible for the
results. When things go right or possibly wrong, the buying customer,
the USAF, knows exactly who to hold accountable. The USAF has a
direct privity of contract with only one company, CSC, and CSC in turn
has a direct contractua relationship (privity) with both DynCorp and
Genera Physics.

It should be mentioned that under any superior-subordinate type
teaming arrangement abuses can sometimes impede the process, but
typically such problems are only temporary. People working on the pro-
jects from subordinate companies know that that the prime contractor has
no choice but to buy their products for the duration of the agreement.
However, teaming arrangements do have a self-correcting mechanism:
the same corporate executives who formulated the arrangement.

Should there be any indication that the subordinate firm's employees
are taking advantage of their legal agreement by not cooperating fully,
by not providing reasonable prices or adequate services, an effective
recourse is available for the superior company to simply elevate the issue
back up to the executives who created their deal in the first place.
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In most cases the continuing rapport between the executives who
formed the initial agreement will be sufficient to bring cooperation and
harmony back into the relationship. Much like the fathers in the ancient
cultures, senior corporate executives expect, they will demand, that their
teaming agreements work. Many an employee has been "reassigned"
because they have failed to grasp the fact that teaming arrangements are
expected towork . . . period . ., end of al discussion.

M W B

Sometimes the principal companies will subsequently trade places. As
is shown in Figure 4.1 there is one company in charge of the teaming
relationship, in this case the Computer Sciences Corporation (CSC).
However, it is not an unusual practice under teaming arrangements for the
roles of the participants to be changed, to be reversed in later agreements.
The switching of primary roles is often driven by a simple marketing
decision: which of usisin the best position to lead the effort to capture this
new project. That firm will typically take the lead.

The scenario of changing rolesisillustrated in Figure 4.2, whereby two
otherwise competing companies will sometimes switch their respective
rolesin order to increase their chances of capturing the new project. On the
left side of the figure McDonnell Douglas took the superior role, then years
later they took the subordinate role as is shown on the right side of the
figure.

In 1975, the Northrop Corporation found themselves in the position of
having a fine new aircraft (their F17) but without a buyer. They had just
lost a competition for the new United States Air Force fighter aircraft. A
competitors F-16 had won the USAF competition.

When it later came time for the United States Navy to procure a new
aircraft the executives at Northrop realized they had a great airplane, but
little actual experience with the Navy customer. However, a competitor of
theirs, the McDonnell Douglas Corporation, did have years of experience
working with the Navy customer. So the Northrop Corporation teamed with
McDonnell Douglas, and allowed them to lead their strategic arrangement.
Together the McDonnell Douglas-Northrop team won the Navy's new F/A-
18 contract.
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Figure 4.2 Superior-Subordinate: sometimes firms trade places

The interesting part is that years later, these same two competing
companies again teamed to go after a new Air Force contract, but this
time their respective roles were reversed, with Northrop now taking the
lead position, and McDonnell Douglas became the principal
subcontractor.

Under the superior-subordinate teaming arrangement it really
doesn't matter who is in charge, as long as someone is given that
responsibility, and all parties understand that point and abide by it. The
superior-subordinate teaming arrangement is clean, clear, and it
typically works.

Model # 2: Teaming agreements creating "partners."

The second teaming model we will review is sometimes used by
industry. A corporate teaming arrangement will be created by two or
more firms, then a single contract will be issued by a customer to either
ajoint venture, or directly to each of the various firms participating in
the arrangement. This approach isillustrated in Figure 4.3.
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Figure 4.3 Teaming Arrangement with Equal Partners

In this case the United States Navy issued a single prime contract to
two otherwise competing companies, McDonnell Douglas and General
Dynamics. Each firm was expected to perform 50% of the project scope
in accordance with their previously defined teaming agreement.

The expected benefits to be gained from employing this type of
teaming arrangement is not obvious to this author. While at first glance
the Navy may have believed that they would have less administrative
effort involved because there would be only one contract to manage,
the interface relationship between the two equal partners had to be
cumbersome for each of them. Will the real boss please stand up! Who
Is in charge of this project? Who is ultimately responsible for total
project performance, good or bad?

In the case of the Navy's A-12 Aircraft, a contract was initially let
in 1988, then later cancelled for alleged default in 1991 by the then
Secretary of Defense Dick Cheney. The relationship of the contractors
versus the Navy has been in continuous litigation ever since, for over a
decade. The two private contractors versus the Navy are arguing over
an alleged over-payment of $1.35 billion dollars, which by 2001 has
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grown to $2.6 billion with accruing interest. In 2001 the contractors
appeal ed the courts latest decision, and in 2003 the case went back to the
lower courts. The saga continues.

Without suggesting that the contractual arrangement had anything to
do with the subsequent litigation, the point must be made that the
ambiguity in the roles and relationships between the two equal partners
would not seem to be an ideal business model for anyone to follow.
Whether the agreement calls for a 50/50 split, or some other sharing
arrangement, the mere fact that neither party had a superior or
subordinate position would seem to invite problems, in the opinion of
this author.

Model # 3: Performance on a single project but "without" a
teaming agreement

In the third model to be discussed there will be no teaming
arrangement covering the multi-company performance on a single pro-
ject. Rather, the project's buyer simply expects that the chosen compa-
nies will work together in a cooperative, harmonious way, under their
direction. Sometimes this arrangement works well. Other times?

We will use as an illustration the outsourcing of Information
Technology (IT) services which was done by British Petroleum
Exploration (BPX) beginning in 1993 BPX executives planned to
outsource all of their IT operations in an attempt to reduce their overall
operating costs.

Initially BPX conducted a survey of how other IT companies had
implemented their outsourcing services. They decided against using a
single source supplier as many of the other firms had elected to do.
Rather BPX planned to engage multiple contractors and insist that all
selected companies work in concert to provide the needed IT services.
The company sent out a Request for Information (RFI) packet to 100
potential candidates indicating an intent to issue multiple contracts cov-
ering all their IT work. They received some 65 responses to their RFI.

After a series of face to face interviews, BPX reduced their short-list
of viable candidates down to just 6 firms. Week long sessions were held
with these 6 final companies, resulting in the receipt of five compliant
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proposals. From these five proposals, BPX made a final selection of
three firms to provide all IT services. BPX subsequently awarded three
separate contracts to the selected companies, the details of each con-
tract were known only to BPX and each respective company.

British
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Figure 4.4 An umbrella contract for one project-without teaming

This approach isillustrated in Figure 4.4. There was a single over-
al IT project, with three separate contracts, requiring each contractor to
work with the other two contractors to provide "seamless' IT services
to BPX. The stated intent of BPX was to let the three contracted
companies work out their own detailed interfaces, and to minimize the
BPX management responsibilities:

They wanted them to work together as a consortium—to present
a united interface to the company, and deal with any issues
amongst themselves, ther eby minimizing BPX invol verrent®

8. Dr.Mary C. Lacity and Dr. Leslie R Wilcocks, Global Information Technology Outsourcing,
(Chichester, England, John Wiley & Sons, 2001) page 225.
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How did this BPX contractual approach work? It would appear to be
adequate, the needed services were delivered . . . but not without
experiencing certain problems:

The contracts were drawn up in ways that did not encourage
cooperation between vendors. This left BPX a range of inter-con-
tract problems arising from what was described as 'the cracks
between vendors. BPX ended up with the considerable task of
having to manage not only each individual sub-contactor but also
the relationship and interfaces between them. °

At the end of their five year contracts, all three of the same companies
were again retained by BPX, athough in some cases the respective roles
of each of these contractor was changed. But most significant perhaps, the
vendor alliance concept was dropped at BPX. As one of the BPX
managers later remarked:

It's very difficult to get multi-vendors to work in alliance . . . We
decided to go for the one-supplier option. °

So much for cooperation and harmony from multiple suppliers.

An Observation: Which of these arrangements seems to work best?

In the game of American football there's a play that is caled the
"Hail Mary Pass." This pass is used whenever a team is in desperate
straights, and they have no other course of action. The Quarterback gets
the ball, steps back, and throws a pass as far as he can in the direction of
acluster of players. Some of the players in the cluster are from his team,
and some are from the other team. His silent prayer calls for someone on
his team to somehow catch the ball. Sometimes it works.

9. Dr.Mary C. Lacity and Dr. LeslieP. Wilcocks, Global Information Technd ogy Outsourcing,
(Chichester, England, John Wiley & Sons, 2001) page 224.

10 Dr.Mary C. Lacity and Dr. LeslieP. Wilcocks, Global Information Technd ogy Outsourcing,
(Chichester, England, John Wiley & Sons, 2001) page 231.
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Most of thetime it does not. It istruly a desperate measure.

There are two conditions calling for the use of the Hail Mary pass: (1)
sheer desperation, and (2) no definitive plan of action. It would seem to this
author that the use of Model 3 described above, the outsourcing of
Information Technology work without establishing clear lines of authority,
responsibility and accountability can be compared to the "Hail Mary pass’
in American football.

Two other models of teaming arrangements were al'so presented. In the
first model the relationship called for a teaming arrangement by creating a
superior-subordinate relationship. The roles and relationships of all parties
were clearly established. There was someone specifically in charge, and al
other participants were subordinate to that company. In the second model,
the relationships between participants were not precisely defined, and each
entity was left to work out their role and relationship on their own.

Some will argue that the superior-subordinate model is unduly costly
because the superior will often be given some value (a fee) for managing
their subordinates. This may be the case, the prime contractor typically does
get a small (negotiable) fee for managing the subcontractors. But it would
appear to be avalue well spent. Y ou always know exactly who is in change,
who is responsible for the project. You also know the total project costs at
the outset.

However, whenever you do not set clear lines of responsibility with
your suppliers, someone has to manage the "cracks' and the "overlaps"
which will always emerge. Such management costs are often hidden, but
they are nevertheless real, and will be contained within the buyer's
organization. When quantified, such supplier management costs will
typicaly exceed the costs of a small management fee paid to a prime
contractor to manage the entire effort. Not placing clear lines of
responsibility with suppliers in order to save a small management fee is
simply afalse economy.

Others have suggested that by not specifically defining the roles of
suppliers with great precision, that synergies between the sellers will
somehow emerge from their relationship, and each organization will excel
with their respective contributions. This approach would seem to be unduly
optimistic, perhaps even naive.
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Model 1 would appear to this author to be most appropriate: the use
of a definitive teaming agreement with clearly established roles. In any
business relationship, it is mandatory that we know precisely who to
praise when things go well, and who to hold accountable when things
do not go as planned. There is nothing inherently wrong with teaming
agreements, as long as the project buyers are made aware of the
teaming arrangement, and there is a competition held with other firms,
or other teams.

Model 2 has also been demonstrated to be effective, although the
precise lines of authority may be mixed, overlapping, and cumbersome
for theindividual parties to work out.

Model 3, a project without defined roles for everyone, would
appear to be fundamentaly flawed, in the opinion of this author. As
the BPX outsourcing experience later demonstrated:

Our outsourcing strategy has not always worked smoothly, we
have encourtered some bumps. . . While senior manage's at BP
and the three suppliers clearly understood the vision of seamless
service captured in the framenork agreaments, their respective
operations did not."

Perhaps we should again look to the ancient ways of arranged mar-
riages between families. In the Old World the families (mostly the
fathers) would agree on the matching of one boy and one girl. But
after the marriage, who was responsible for what was left up to the two
participants, although there were certainly family precedentsto follow.

What the author is suggesting is that companies should follow the
ancient ways and let the parents (the corporate executives) decide
which projects should be joined by other companies. However, such
corporate relationships should not be left open to chance, for the par-
tiesto work out.

In all cases, the same executives who arrange for the formation of
the strategic alliances should also insist on such agreements being

11. John Cross, I T Outsourcing: British Petroleum's Competitive Approach, Harvard Business
Review, May-June, 1995 page 100.
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reinforced in great detall, defining precisely who is responsible for what,
covering among other things the possibility of an early breakup, a
dissolution of their arrangement, and a way to reasonably settle any
disputed issues. In the modern World we often refer to these document as
"prenuptial agreements.”

Thus, in the opinion of this author, a combination of the Old World
with the modern World makes the best form of a strategic teaming
arrangement. All teaming agreements should be created by the families (the
corporate executives), and the precise details of their arrangement should be
specifically spelled out: who does what, who is responsible for what, how
do we get out of this arrangement, taking the form of a corporate
"prenuptial agreement”, i.e., ateaming agreement.

Antitrust Law Implications on the
Use of Teaming Arrangements

Anyone who has spent time observing business practices in the United
States knows well that there are certain basic "truths' concerning
commerce and the public. One such truth is that competition among
business firms is normally considered to be in the best interests of the
public. Another related truth is that any restraints on open and free trade
would be felt to be not in the public's best interest.

Thus, when two or more otherwise competing companies form a
corporate teaming agreement for the express purpose of collectively
pursuing a specific new project, don't their actions in fact reduce com-
petition and place unreasonable restraints on free trade? Possibly, but not
necessarily. While contractor teaming agreements are perfectly legal and
are recognized by the government, such arrangements are nevertheless
subject to the antitrust laws of this nation.

Therefore, we should touch on this delicate issue briefly and discuss
the two major antitrust laws, if for no other reason than to avoid the pitfall
of being classified as a business trust.

First, we need to understand the specific term "trust" because it appears
to somewhat resemble what some would refer to as teaming
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agreements. When forming a teaming arrangement we seem to be
walking adelicate line.

Blacks law dictionary provides the following definition of a trust
for us:

Trust: An association or organization of personsor corporations
having the intention and power, or the tendency, to create a
monapoly, control production, interfere with the free course of trade
or trangoortation, or to fix and regulae the supply and the price of
commodities. In the history of economic devel oprent, the "trust”
wasorigirally a device by which severd corporatiors engaged in the
same general line of business might combine for their mutual
advantagg, in the directian of eliminating destrudive competition,
controlling the output of their commodity, and regulating and
maintainng its price, but at the same time, preserving their sepa
rateindividual existence, without any consolidationor merger. “

We must take care in structuring our teaming agreements so as to
not bein violation of any laws prohibiting such actions.

The provisions of the two legislative acts which cover trusts are
also pertinent to this discussion. These two laws are the Sherman Act,
passed July 2, 1890, and the Clayton Act, passed October 15, 1914.
While t