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Project Business Management1 
 

Project Supply Networks (PSNs) 
 

Oliver Lehmann 
 

In the imperfection of all human things, we see the best arrangements degenerate. 
 Therefore, from time to time, where necessary, the enhancing hand must be 

applied, so that these institutions meet their original purpose again. 
Frederick II, King of Prussia, called “The Great” 

Summary 

A general tendency can be observed in project management that more work is 
contracted out to vendors and service providers, leading to project supply 
networks (PSNs), that are growing in number, size and complexity, and that are 
often opaque and very dynamic. The larger a PSN grows, the more project 
management is shoved into the background by commercial topics. Organizations 
on both buyer and seller side are hardly prepared for this development, and 
literature, instruction, and consulting are mostly blind against it. The author 
recommends development of a new management discipline “Project Business 
Manager”, who is trained to deal with the commercial aspects of project 
management in these networks as much as with the technical, organizational 
and interpersonal aspects that are the focus of pure project management.  

 
Case Story: A Project Contractor in Crisis 

Happy Mollusk IT Services, Inc.2 had great plans for the year 2016. The company is a regional 
implementation partner for business software who follows a business model to implement 
solutions for customers worldwide in form of customer projects, and these projects provide 
the income for the organization much more than the software itself, which is mostly 
freeware and cannot be sold with profit, but can be implemented as part of a paid 
customizing and consulting service. 

A forecast in late 2015 showed how the organization was planning to make profit with its 
services: They had six projects that would provide income (margins). The sum of the margins 
from the projects minus the indirect general and administrative costs (G&As) to run the 

                                                 
1
This is the first in a series of articles by Oliver Lehmann, author of the book “Situational Project Management: 

The Dynamics of Success and Failure” (ISBN 9781498722612), published by Auerbach / Taylor & Francis in 
2016. See full author profile at the end of this article. 
 
2
 Name changed 
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organization would be the raw profit (EBIT) for the organization. The plan was to have an 
EBIT of about 10% from the projects by the end of 2016, as is shown in Figure 1. 

  

Figure 1: The original business forecast of Happy Mollusk's portfolio of customer projects; amount numbers given in US-
Dollars 

The payments from the customer are the most typical business model of a project 
contractor.  Over one or more customer projects, these projects must provide revenues for 
the organization but will also create costs. The difference between these two numbers will 
be the margin from each of the projects, and when the sum of the margins exceeds the G&A 
costs, also called indirect or overhead costs (the cost to be able to do the business), the 
organization can be profitable from its projects.  

Over half a year later, Happy Mollusk’s management looked at the costs of the projects that 
have occurred so far and that were forecast for the remaining six months of the year, and 
found out that four of the projects were on the way to meet their forecasts, but two would 
exceed them. Figure 2 shows how these increased costs reduced the company’s profit from 
the projects: 

  

Figure 2: Updated forecasts for the end of the year made by the end of June. Red numbers highlight cost overruns. 

The cost overruns would only affect 1/3 of the projects, but were significant enough to 
affect the profit from projects, that dropped by 75% down to 2.5% Happy Mollusk had 

Revenues
(Payments from customers)

Costs
(Contractor's expenses)

Margins
(Net returns from projects)

Project 1 12,500,000 -8,150,000 4,350,000

Project 2 153,000,000 -119,000,000 34,000,000

Project 3 9,800,000 -8,200,000 1,600,000

Project 4 231,000,000 -165,000,000 66,000,000

Project 5 16,000,000 -10,900,000 5,100,000

Project 6 93,000,000 -54,000,000 39,000,000

Total 515,300,000 -365,250,000 150,050,000

-98,000,000

52,050,000 10.1%Profit from projects

General & administration costs

Revenues Costs Margins

Project 1 12,500,000 -8,150,000 4,350,000

Project 2 153,000,000 -139,000,000 14,000,000

Project 3 9,800,000 -8,200,000 1,600,000

Project 4 231,000,000 -165,000,000 66,000,000

Project 5 16,000,000 -10,900,000 5,100,000

Project 6 93,000,000 -73,000,000 20,000,000

Total 515,300,000 -404,250,000 111,050,000

-98,000,000

13,050,000 2.5%Profit from projects

General & administration costs
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become a JAM, a company “Just about managing”. It would not have the resources to 
address adverse business surprises without turning itself into a loss maker. 

Happy Mollusk’s management decided to launch a major cost engineering initiative to 
reduce the expenses made by the projects and increase the margins from the projects. 
Depending on the different contracts with the customers, some of which were cost 
reimbursable, others fixed price or hybrid contracts, solutions were implemented to reduce 
costs in areas without effect on the payments that the customers would have to make. The 
measures included reduction of staff assigned and replacing elaborate and expensive 
adaptations of the software with simpler ones that were easier and less costly to 
implement. A core element was replacing expensive subcontractors with low-cost ones and 
replacing subcontractor face-to-face meetings with virtual ones to save travelling costs and 
time. The management of Happy Mollusk assumed that inside the own organization, there 
were not many opportunities to be more efficient, but in the work of subcontractors, vast 
potentials for savings could be tapped.  

For this cost engineering, measures were selected that would be immediately cost effective, 
in order to improve the profit situation for the current business year. Happy Mollusk could 
indeed cut the projected cost increase by roughly 50%. Happy Mollusk would have preferred 
to reduce the costs even more, but there were hard limitations: 
 

- Contractual obligations 
- Legal constraints 
- The desire to finish the projects with happy customers in order to become 

incumbent and do more business with them in the future 

The measures turned out to have mixed effects, as is shown in Figure 3.   

   

Figure 3: The project business of Happy Mollusk IT Services, Inc. turned by the end of the year from a profit into a loss. 

The portfolio-wide cost engineering could reduce the costs and therefore increase the 
margins for Project 1, Project 3, and Project 5, as the green-colored numbers show. 

Revenues Costs Margins

Project 1 12,500,000 -7,400,000 5,100,000

Project 2 126,000,000 -141,500,000 -15,500,000

Project 3 9,800,000 -7,100,000 2,700,000

Project 4 207,900,000 -165,000,000 42,900,000

Project 5 16,000,000 -8,310,000 7,690,000

Project 6 73,300,000 -67,000,000 6,300,000

Total 445,500,000 -396,310,000 49,190,000

-98,000,000

-48,810,000 -11.0%Loss from projects

General & administration costs
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It had detrimental effects for the other three projects:  
 

- Project 2: 
The customer noticed the reduction in scope and quality and rejected certain 
payments in return. The customer also rejected the formal acceptance of 
underperforming deliverables that had to be reworked, with the subsequent effect 
of further cost increases beyond what the cost engineering measures had saved. 

 

- Project 4: 
A critical delivery date was missed, that led to a liquidated damages (LDs) claim by 
the customer against the contractor of 10% of the contract volume.  The customer 
directly deducted the LDs from the final payments. 
 

- Project 6: 
The cost savings slowed down the project work, and payments got shifted into 2017 
that depended on the progress and had originally been expected to be due for 2016. 
They were therefore missing in the books for 2016 as revenues. Some of the project 
costs also got delayed into the next year, but to a much lesser degree. 

Instead of a profit of 10% of the total revenues, the project portfolio had turned into a loss 
of 11%. The jobs at Happy Mollusk were at stake, and also the future of the company. It 
would be difficult for management to change the commercial course and safely navigate the 
firm through the storm of loss-making into the harbor of profitability. By the end of 2016, 
Happy Mollusk IT Services, Inc. was definitively not a very happy organization. 
 

Project Business Management 

The larger project supply networks (PSNs) grow, the more project management is shoved 
into the background by behaviors and decisions driven by commercial considerations.  

This is the first article of a series that is intended to dive deep into the mostly unchartered 
waters of project business management and give new insights, ideas and approaches. This 
aspect of project management has been mostly ignored in project management so far; the 
first books on the topic have just been published or will be published in the near future3. A 
survey done by the author showed that it seems to be relevant for more than 50% of all 
project managers4 and the relevance is growing further (Lehmann, 2017). Project business 
management has two aspects that are widely ignored in the project management discipline: 
 

1. Managing customer projects as a contractor 

2. Managing complex and dynamic project supply networks (PSNs) as a customer 

Some constituents may be customers and contractors at the same time, as shown in Figure 
4. A typical example are prime contractors, organizations that have been mandated under 
contract to perform the project for the customer, and who in turn have subcontractors 

                                                 
3
 An example is Robin Hornby’s recent book “Commercial Project Management” (Hornby, 2017) 

4
 (Lehmann, 2016) 
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working for them. Subcontractors may in turn have their sub-subcontractors, being 
essentially in the same position as the prime contractor on another tier. 

 

Figure 4: The project business of Happy Mollusk IT Services, Inc. turned by the end of the year from a profit into a loss. 

A prime contractor is both at the same time, a seller to the customer and a buyer to the 
subcontractors. The prime contractor may do major parts of the project work with own 
resources and will then outsource only fractions of the work. In other cases, the prime 
contractor is more like a merchant of project work, passing through money in one direction 
and deliverables in the other, and the own contribution is the organization of the 
relationship between the customer and the subcontractors as well as their coordination. 

Project business management goes beyond “simple” procurement management, which is 
commonly described in project management literature such as “The Guide to the Project 
Management Body of Knowledge – PMBOK® Guide” (PMI, 2013) and other books: It looks at 
the buyer-seller relationship from the view of the contractor and it does not assume that 
there is just one contractor working for a customer, but complex networks that often 
include vast numbers of contractors, subcontractors, sub-subcontractors and so on. It looks 
at the contractual aspects of the seller-buyer business as much as on the relational aspects. 
It considers how both aspects become even more complicated when the parties are located 
in different countries, adding to organizational complexity two further challenges: cultural 
diversity and the disparities between legal systems and their dissimilar understandings of 
what it means to perform in compliance with law or not. One can compare this with driving 
in a foreign country, whose specific regulations and laws a foreign driver should be aware of 
before the person takes the place behind the steering wheel.  

PSNs are often very opaque. Situations are not rare in which customers have organizations 
working in their projects that they are not aware of. They believe work is done by their 
direct contractor, just to find out later that these companies contracted work out to other 
firms, in one case that the author is aware of even to a competitor of the customer. 
Shortcomings and errors of subcontractor organizations however can jeopardize the entire 
project. When they cause damage to third parties or even the environment, the customers 
will have to take the blame and may be held liable. PSNs are also very dynamic. New players 
can join these networks and existing ones can leave them, voluntarily or not, or change roles 
in them.  
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Corruption in PSNs 

Unknown contractors in a project can bring many more problems. In some countries and 
industries, corruption is not a big issue, while in others, bribery, money laundry, violence 
against stakeholders and other illegal activities are considered daily normal behavior5. 
Corruption in a project is a strong contributing factor to failure: It affects open 
communications and reduces decision options. In addition, the money that corrupt people 
tap from the project can be found in its books as additional costs that are probably well 
hidden, but reduce the success of the team. A role model that corrupt people give to a team 
leads to even more corruption, and the reputation of all actively involved stakeholders will 
suffer. Unknown contractors can bring the type of divisive people with antisocial behavior 
into the project, that the customer tried to keep out with a well-developed procurement 
process, based on personal experience, success records and reference customers.  

In a case that the author is aware of, a contractor was banned for a period of two years 
from working for a specific company, but was during that time secretly employed by a prime 
contractor without the customer’s knowledge, causing precisely the problems again for 
which the firm was originally excluded from the project. 

 
The Original Purpose of Project Business Management 

In the February 2017 PM World Journal issue, the author published the results of a micro 
survey that he had done with 590 participants to research whether the market trend is 
going towards more out- or insourcing6. The result was very clear: The trend pointed in the 
direction of more outsourcing. This was true independent for all world regions, projects of 
all sizes and for projects with currently low or high percentage of work given into other 
hands. 

Many managers in organizations strive to bring outsourced work back into their 
organizations, with more or less success, but the overall trend goes definitively to increased 
procurement. A reason may be that insourcing is considered important, while procurement 
is often done as a response to the urgent, and (not only) in businesses, the urgent is the 
most vicious enemy of the important. Procuring work is time intensive, but for an 
organization with limited personnel, equipment, and facilities, may in the end still be the 
faster solution. 

For an organization, procuring project work as a buyer is a way to tap the assets of another 
organization, the seller, and turn them into project resources. These resources may be the 
traditional hard engineering resources of people, equipment, and materials, but can also 
include: 
 

- Knowledge and experience 

                                                 
5
 Transparency International, the global association against corruption, publishes a yearly “Corruption 

Perceptions Index” with information on the graft in various countries (TI, 2016).   
6
 (Lehmann, 2017) 
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- Practicable know how and skills 
- Licenses, patents 
- Speed of learning and implementing 
- Situational awareness 
- Risk response schemes 
- Management attention 

The last asset/resource is particularly interesting. Management attention is the key resource 
in any project, not only in a business environment. Project managers, who have this 
resource cannot be guaranteed that they will have all other resources, but when 
management attention is missing, many other resources will also not be there for the 
project. Managers of organizations in the past had a limited number of issues to look at, 
mainly those that related to productivity, manageability, and marketability. Today, 
managers have to consider many more factors, including natural and social environment, 
business ethics, regulations, and the speed of change that applies to virtually all industries. 
Focusing too much on one of these factors leads to neglect of others and to malpractice. 
Research on the reasons for outsourcing may be interesting for the future, but the desire to 
delegate management attention temporarily to one or more separate organizations can be 
expected to turn out as a major driving force.  

From the seller side, the business case is simply “bringing money home”.7 Many firms have a 
focus on project business, either as a service provider or a vendor of products that are 
custom-made for the buyer, or as provider of external staff that gets amalgamated with the 
buyer’s employees and possibly personnel from other providers. In all these cases, the 
typical business purpose for the contractor is sending invoices. A second one is having a 
satisfied or even happy customer, who makes it easier to win future contracts, thus 
stabilizing the business and reducing costs for business development. 

 
Structures of PSNs 

Note: In the following discussions, it will be assumed that a project business consists of one 
end customer and a number of contractors on various tiers as a supply network. A project 
can instead have a multitude of customers, which can add further complexity to the 
business, particularly, when the interests of these customers diverge or when their 
managers and personnel are incompatible. 

A commonly held assumption was in the past and at places still is that contractors can be 
viewed as ordered in well-structured supply chain models that are stretching over one or 
more tiers (outline levels). In these hierarchical structures, each supplier has precisely one 
customer, while each customer may have a number of suppliers. Such a set of supply chains 
can be thought of a value-adding inverted tree structure, similar to a work breakdown 
structure (WBS), where each node is just another organization. While these traditionally 
structured supply chains still exist at some places, they are widely replaced by complex 

                                                 
7
 This is not true for all customer projects. In a future paper, the author will discuss “freebie projects” that are 

done for a customer for free. 
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supply networks, where a 1st tier contractor for one work stream may be 2nd or 3rd tier along 
another stream, as shown in the upper part of Figure 5. The bottom part shows how 
modern supply networks are far more complex, unstructured and difficult to describe and 
understand. In this model, a contractor may work in one work stream as 1st tier contractor, 
in another one, as a 2nd tier vendor with another firm as a prime contractor in between. 

 

Figure 5: The complexity and dynamics in modern supply networks is often hard to understand and even harder to actively 
engineer and manage. 

The bottom part of Figure 5 also shows that teaming agreements between firms that 
collaborate in a project may not necessarily be prime-subcontractor relationships. There are 
also consortia, temporary joint ventures that act as a single company to the outside, and 
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informal partnerships, where each contractor has a direct contract with the customer, but 
contractors among them also have agreements. While it is definitively recommendable for a 
customer organization to know all the parties that are active in the project, in practice, this 
may be very difficult. 

 
Conflicts in PSNs 

PSNs have a fundamental conflict of interests: From a legal perspective, the organizations 
involved should restrict responsibility and communications to a minimum to avoid liability 
claims against them. For the achievement of the project’s goals, a “Mission success first” 
culture is needed, based on open communications and the assumption of accountability 
where appropriate. To make things even more difficult, many are selected in a competitive 
process, but from the contract award on, they are expected to turn to a collaborative 
behavior. A “Mission success first” culture is based on the principle of completing over 
competing. The same problem often appears on customer side, who also has to change 
from a competitive approach towards the seller to a cooperative one. 

Both sides of the negotiation table have to manage complexity on technical, interpersonal 
but also on inter-organizational level. Project supply networks are most successful in an 
atmosphere of trust, but trusting in firms that are not trustworthy can also backfire. Project 
supply networks see many highly competent providers, but also con artists try to find their 
earnings in them. 

Conflicts commonly occur between sellers and buyers. The first has to deliver work and 
products of value; the second has to pay for them. Both have a natural tendency to try to 
receive most for the least expense. Time is another issue, when deadlines for deliveries are 
pressing, as well as payment dates. Other conflicts arise around provisions and enabling 
services that the customer has to arrange for the contractor in a timely manner to allow the 
contractor to start working for the project. 

Conflicts not only emerge between seller and buyer but also among the contractors. 
Discussions on interfaces between them, such as “Who does what?” (and invoices the 
work), “Who must fix what?” (typically without billing), and of course “Who is liable for 
what?” (and has to pay damages) can disintegrate a project supply network and finally 
wreck the project. A project supply network should uphold the “completing over 
competing” attitude over all its constituents, but there are moments when this seems 
almost impossible. 

Project supply networks are environments, where conflicts among the parties are a 
common observation. In July 2017, the author asked project managers who are in such 
networks, how frequent certain causes of conflicts were in their project supply networks, 
and the most regular one was conflicts of business interests between the parties, as shown 
in Figure 6.  
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Figure 6: Results of a survey among project managers in supply networks, what causes of conflicts were the most common 
one (n=302). 

The most obvious conflicting business interest is between a customer, who has an internal 
project, and the contractor(s) doing customer projects. The benefit for the customer is 
linked to deliveries by the contractor and is mostly in the future, after the project for 
projects with single delivery, or partially overlapping with the project, when staged 
deliveries are applied. For the customer, this timing of the benefit realization is the same as 
in a truly internal project, the difference that comes with outsourcing is the question 
whether the benefits are created inside the own organization or in the PSN. In return for the 
payments from the customer, the contractor has to provide deliverables, while the 
customer is aware, for the majority of customer projects, that these will not be provided 
free of charge. 

In a customer project, the core benefit for the seller does not come with the deliverables 
but with the payments of the customer. The first payment begins the benefit realization 
lifespan, and the last one ends it. Figure 7 illustrates the differences. 
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Figure 7: The different benefit realization lifespans in the internal projects on buyer side and the customer projects 
performed by the sellers

8
. 

Conflicts on PSNs are much easier to manage and resolve, when there is awareness and 
understanding of these different interests, and when the constituents of such networks 
accept that the mutual interests of “completing over competing” and “mission success first” 
require a general approach inside the PSN based on good faith. PSNs work best, when all its 
members follow a “One for all, all for one” approach, asking “What is in it for all of us” 
instead of “What is in it for me?” This is particularly a challenge for countries with highly 
competitive legal traditions, which are easy to identify, when they talk about contract 
parties. Other legal environments prefer to describe them as contract partners, signaling the 
relevance that they put on good faith. 

 
Does Project Business Management Necessitate A Dedicated Project 
Business Manager? 

Short answer: From a certain size and complexity of the project on, yes.  

 
The Seller-Side Project Business Manager 

The introduction of project managers in the last half century had the effect, that it removed 
traditional “over-the-fence” situations in projects, in which a business unit had the 
responsibility for a project phase, and when they were finished, threw the deliverables 

                                                 
8
 More details on the differences of internal projects and customer projects and research on the future of 

customer project business can be found in my paper of February in PM World Journal (Lehmann, 2017). 
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“over the fence” to the next unit, which was then responsible for performing the next 
phase.9  

In customer projects, two fences have been left over in many organizations: The fence 
between sales/business development/bid + proposal management on one side and project 
management on the other, and from project management to follow-up services and 
support, as is shown in Figure 8.  

 

Figure 8: The introduction of project management led to an eradication of . 

These fences pose a major risk to organizations that generate their income in customer 
projects. As with any such fence, the interruption of the flow of information and also on 
responsibility makes it difficult to identify business opportunities and reduces the 
effectiveness and efficiency of the contractor. The effect of the fences is easy to observe, 
when the party on one side complains about the bad performance of the other, and vice 
versa. 

A future article in this series will deal with Benefit engineering as a means to take a 
customer project out of a crisis. A project business manager would be the person capable of 
performing this approach. 

In small vendor organizations, the general manager will commonly fill this role, often the 
owner of the firm. The proximity of these people to the projects they are performing and 
their business acumen combined with their understanding of the various requirements can 
make these companies highly effective.  

In larger organizations, where managers cannot be expected to dedicate the same amount 
of time and energy on the projects, project business managers sometimes come from the 

                                                 
9
 This development is described in Harold Kerzner’s “Project Management: A Systems Approach to Planning, 

Scheduling, and Controlling” (Kerzner, 2013) 
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business development side. Their benefit is that they know the project right from the 
beginning and have a complete understanding of the entire project. A project manager can 
also enlarge his or her own responsibility to become a project business manager, profiting 
from the in-depth knowledge of customer requirements and of the deliveries in place to 
meet them and finally bring money home. If the final service side has a high share of the 
value of the business with the customer, the project business manager may also come from 
there.  

A further option would be the establishment of a new position of a project business 
manager, who would work together tightly with the managers of the three phases. This 
position would generate additional costs, but given the monetary values at stake in 
customer projects, this money may prove to be well invested. 

In all cases, it would be the job of the project business manager to ensure that the project 
creates sufficient income to make the organization profitable and make customers come 
back with new business. In the introductory case story, if Happy Mollusk IT Services, Inc. 
would have had one or more project business managers, who continuously govern or 
manage the projects to avoid the financial crisis, the organization could have avoided the 
crisis, that became visible only in the moments when the organization looked at the 
numbers. The numbers were the symptoms, not the causes of the crisis, which was rather 
caused by a lack of business acumen and timely management decisions. 

 
The Buyer-Side Project Business Manager 

On the side of the buyer, the job of the business manager is not only to overlook the entire 
procurement process, but to add further competency to the process, including legal 
understanding in cross-jurisdiction business. The metaphor of the car driver in a foreign 
country is a good example of what is necessary to act in another bailiwick. Decisions during 
driving must be made quickly, and there is no time to call a lawyer and ask how to behave in 
a certain situation. An international contract means that at least one party has to act in an 
unfamiliar legal environment, and while one may say, this is not a problem, as long as the 
other party has the problem. In a “completing over competing” attitude, based on good 
faith, it will matter even then, because the desire is not to be finally proven right at court 
but to make a great project together. And this includes like in car driving, basic knowledge 
of the rules that apply in the other country.   

 
Conclusion 

The challenges from complex, dynamic and often intransparent project supply networks 
(PSNs) require new skillsets to avoid failures and achieve success. The number, size and 
complexity of these networks is increasing, and due to conflicting business interests, but 
also to the difficulties that people in these organizations can have in cooperating and 
collaborating for joint project success, the difficulty of managing them is also increasing. 
Projects under contract are high-risk business for all firms involved. Organizations should 
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rethink their management approach and consider developing or hiring specialists that focus 
on meeting the new challenges. 
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