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EXECUTIVE SUMMARY

• In our view, procurement should consistently be a top value creation priority given the potential for rapid, 
measurable EBITDA impact

• The best time to strike is typically within the first 100 days, with goal setting and initiative planning 
beginning during due diligence or immediately post-close

• Sizing the prize early ensures procurement is prioritized appropriately; a high-level savings range can be 
inferred with basic inputs from financial statements and a brief management interview. Higher confidence 
projections for underwriting require deeper dives into line-item data, contracts, and current procurement 
strategies

• Most portfolio companies do not have the resources, expertise, or organizational alignment to tackle 
procurement opportunities on their own. Third parties and/or new procurement leaders are often required 
to accelerate speed to value and maximize the benefit

• Over time, as procurement consistently delivers measurable, portable value, procurement should be 
instilled as a standard part of the value creation playbook

In this Private Equity Executive Series perspective, we will outline steps to estimate potential Procurement 
Value CreationTM opportunities in your current portfolio and potential investments.
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WHY PROCUREMENT SHOULD BE PART 
OF EVERY VALUE CREATION PLAN

In a survey of leading PE firms, the top three consistently utilized value creation levers were: 1) top-line growth/
commercial excellence, 2) cost-out, and 3) digital transformation. Procurement is sometimes overlooked as 
a back-office function focused on facilitating contracts and placing purchase orders. However, procurement, 
done right, can have a significant impact given that procurement spending typically equates to 30-60% of 
revenue, depending on the industry. From our perspective, Procurement should be at the top of nearly every 
PE firm’s value creation plan for the following reasons:

• Procurement Value CreationTM can often deliver 20-40% EBITDA improvement, dependent on industry  
and margins

• 60-80% of procurement value can typically be generated within 4-6 months of close, especially if efforts 
focus on “big rock” spend categories rather than starting with GPOs and low-spend, indirect categories

• Procurement cost-out is typically less emotionally and organizationally impactful than headcount 
reductions

• In most cases, procurement initiatives have fewer dependencies on other value-creation initiatives and, 
thus, can be executed immediately, in parallel with other high-priority initiatives

• Results have tangible, measurable impact that can (and should) be traced directly to P&L shortly after 
completion 

LAUNCH PROCUREMENT VALUE CREATIONTM 

AS EARLY AS POSSIBLE

Ideally, Procurement Value CreationTM is embedded in the value creation playbook, beginning with 
procurement due diligence. Performing procurement due diligence allows the operating partner to develop 
a high-confidence base case EBITDA target, which may be underwritten, and a more ambitious stretch 
target, which is often communicated to the portfolio company as its target post-close. Further, procurement 
due diligence allows the operating partner and portfolio company to act with urgency following deal close 
since targets have been quantified and cost-out initiatives have been identified. Typically, a rapid (~2 week) 
validation and prioritization period post-close is helpful, utilizing diligence as a blueprint, to effectively plan the 
work and allocate resources.

Beginning the value creation ideation and value targeting process during diligence or immediately following 
close provides several key benefits:

• Allows for a longer horizon of benefit realization by achieving run-rate savings earlier in the  
investment cycle

• Initiates value-generating actions before fatigue from other value-creation initiatives sets in
• Aligns EBITDA targets with deal teams and C-suite to ensure proper sponsorship, prioritization,  

and resource allocation
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HOW TO SIZE THE PRIZE

A high-level estimation of potential Procurement Value CreationTM opportunity can be accomplished  
in three steps:
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APPROXIMATE PROCUREMENT SPEND 

The first step in determining potential procurement value is to understand annual 
procurement spending which serves as the baseline for cost reduction. We recommend 
two techniques for estimating this figure:

1. Multiply the portfolio company’s revenue by an industry average benchmark (see 
Exhibit 1 below).

2. Collect trailing 12 months of Accounts Payable (AP) data and perform a quick 
cleansing and classification to create a “spend cube”—this is the preferred method 
and will provide much greater insight into spend by category, subcategory, supplier, 
as well as indicators of opportunity such as supplier fragmentation, spend trending, 
and geographic distribution of spend.

Regardless of the method, procurement spend will include a wide variety of spend 
categories, depending on the industry, such as commodities/direct materials, logistics, 
MRO, third-party labor, IT, marketing, facilities, rent, benefits, travel, etc. The addressability 
and savings range will vary by spend category. However, knowing total procurement 
spend will inform the rough order of magnitude of potential value. This can be helpful 
in determining how to prioritize procurement efforts across your portfolio and within the 
value creation plan of new investments.

Exhibit 1: Procurement Spend as a Percentage of Revenue
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REFINE BASED ON INTANGIBLES

Finally, qualitative factors regarding the portfolio company’s procurement department, 
capabilities, and influence should inform confidence level and whether opportunities may 
be toward the high- or low-end of the estimated ranges. The following are telltale signs of 
significant Procurement Value CreationTM opportunity:

• Lack of “CPO” role and strategic, centralized procurement function
• Recent or non-integrated M&A or add-on investments 
• High volume of suppliers within a given category
• Immature financial and operational systems, analytics, and data visibility
• Long-term supplier relationships or “relationship-oriented” spend management
• Low degree of procurement influence on spend (i.e., low percentage of spend 

managed by procurement)

QUANTIFY EXPECTED SAVINGS 

Once procurement spend is defined, potential EBITDA Improvement can be 
quantified based on the category mix and procurement maturity. It is ideal to conduct 
a pre-purchase due diligence or post-close diagnostic to fully validate and accurately 
quantify each category and potential opportunity. However, the following average savings 
ranges by category can be applied for initial sizing. Some categories typically have 
greater savings opportunities than others based on the competitiveness of the supply 
market, common constraints, and industry margins. The savings ranges below are based 
on the results of thousands of procurement value creation initiatives we have conducted 
over the past 10+ years.

Exhibit 2: Average Savings by Category
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WHY MOST PORTFOLIO COMPANIES FAIL TO DELIVER 
PROCUREMENT VALUE CREATION

Achieving full potential value from procurement is challenging without a strong procurement leader—a Chief 
Procurement Officer or similar executive-level title. The keys to success in this leadership role are:

• Alignment with the executive leadership team on strategic priorities. For example, procurement’s value 
creation target clearly fits into the CEO and CFO’s financial goals and growth plans.

• Respect from and coordination with cross-functional leaders. Delivering full potential cost-out often 
requires collaborating with cross-functional leaders such as CIO, CMO, COO, BU Leaders, etc. The CPO 
must be able to collaborate and partner with these executive leaders or else large areas of spend will go 
untouched and/or procurement’s efforts will not be implemented (and savings will be lost).

• Confidence to challenge the status quo. Too many procurement organizations accept artificial constraints 
and fail to see opportunities to apply price, process, and demand levers beyond simple RFPs and supplier 
consolidation.

• Urgency to move quickly and with agility. Speed to savings must be prioritized as a key decision criterion 
in formulating the plan and allocating resource.

Beyond the procurement leader, the portfolio company must have a strong, centralized procurement 
organization with a high degree of influence on the organization’s spend spanning most spend categories. 
Leading procurement organizations manage 80%+ of spend across the organization.

In our experience working with 500+ portfolio companies, only 13% had a strategic, executive-level 
procurement leader and a centralized procurement function. The balance of companies (87%) either lacked 
centralized Procurement, had a tactical, mid-level procurement leader, or had a senior-level leader that did not 
have the requisite capabilities to meet the expectations of the management team and PE sponsors. In short, 
very few portfolio companies have the necessary procurement organization and talent to deliver aggressive 
Procurement Value CreationTM targets.

Exhibit 3: Portfolio Company Procurement Maturity at Time of PE Investment
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Insight Sourcing Group is the premier 
professional services firm in North America 
exclusively focused on strategic sourcing, cost 
optimization, and procurement operational 
transformation. 

Founded in 2002, Insight’s capabilities are 
designed to accelerate impact through the 
expertise of its 250+ procurement experts, its 
market-leading Category Center-of-Excellence 
model, and practices specializing in Private 
Equity, Supplier Diversity, Energy Management, 
and Sustainability.
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