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Vendor fees or no vendor fees?

Within public sector procurement, it has been an on-going debate for years, and a topic 

many procurement professionals have heard about or considered themselves. 

Over the last couple decades, a number of procurement software providers have adopted 

vendor fees as their business model, positioning them to potential public sector clients as 

a viable means of off-setting procurement costs.  

However the long-term sustainability of such business models, the unclear incentives for 

software providers, and the potentially significant negative impacts of vendor fees have 

become focal points in today’s procurement climate.

With the fast-pace of technology innovation and the increasing need for smarter 

platforms, the debate over vendor fees is coming back to the surface as more public 

organizations are identifying the modern sourcing software that will ‘move the needle’ for 

their teams. 
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Considering using vendor fees to fund your sourcing software?

You should know what you’re getting into.

Read more 
about this in 
our whitepaper 
‘Sourcing 
Enablement - 
Going deeper, 
not broader’.

Are you a public sector organization?
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In this ebook, we define the vendor fee business model, uncover the true 

impact of vendor fees on your sourcing performance and results, and 

demonstrate why avoiding vendor fees should be a priority. 

What are vendor fees and how do they work?
Overview of the vendor fee supported software model.

3

Vendor fees may appear attractive - but at what cost?
Understanding the true impact of the vendor fee model.

5

Finding platform funding should be a priority.
The long-term and far-reaching ramifications.

14
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What are vendor fees and how do they work?
Overview of the vendor fee supported software model.

Before unpacking the impact, challenges, and risks associated with vendor fees, it’s 

important we define and understand what vendor fees are, and how the vendor fee 

supported software model works within public sector sourcing.

There are a number of different vendor fee models for software platforms within the 

broader procurement cycle, from spend analysis through to payments and invoicing.  

Within public strategic sourcing, vendor fees can be defined as follows:

Costs charged to potential suppliers by a sourcing platform provider for 

a) membership to listings, b) interacting with project documentation, and/or 

c) submitting bids to a specific project, with the aim of reducing or eliminating 

the cost of the platform for the buying organization.

“

Breaking this definition down to its component pieces, we can start to get a clearer 

picture of the forces at play here.

“



There is no such thing as a ‘free lunch’.  When it comes to a vendor-fee supported 

platform, your suppliers are essentially ‘picking up the tab’ when it comes to your chosen 

software. 

Suppliers for public sector organizations are not naive.  They know (and are frustrated) 

that they are bearing the cost of the buyer’s software.  That is if they can afford it - 

vendor fees can also act as a barrier to bidding on your projects, which has significant 

negative impact on your decision quality.

Charging suppliers a fee to interact or submit to your projects may appear help to offset 

procurement software costs and save the buying organization upfront costs.  However, 

the fact is that implementing such a model can put your sourcing process at risk - both 

financially and strategically.

Vendors are ‘picking up the tab’
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Not all organizations choose to use vendor-fee supported software providers for the 

exact same reasons.  However generally speaking, the financial implications can appear 

attractive on the surface.

Using the vendor-fee model, the software provider directly charges your bidding 

suppliers for their presence or behaviours inside your sourcing eco-system.  Examples of 

these fees can include:

• fees for viewing or downloading project documentation

• fees charged for submitting a bid response to a sourcing project

• a subscription fee (monthly or annually) for unlimited bids, or for simply being 

allowed in your supplier portal

In return, the software provider reduces or eliminates the cost of the platform for the 

buying organization - a concept that can be easily sold and can seem very attractive at 

first glance.

However, this is not the end of the story.  As we’ll explore in this ebook, ‘no cost’ sourcing 

platforms are neither as simple or as ‘free’ as they may seem.

Promises of low or ‘no’ costs seems attractive
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Vendor fees may appear attractive - but at what cost?
Understanding the true impact of the vendor fee model.

Using vendor fees to financially support your chosen sourcing platform can have 

a number of material, negative impacts on your decision outcomes and overall 

performance.  

These impacts can become deeply-seated and far-reaching, affecting your organization’s 

ability to meet both financial targets and broader strategic objectives.  Below are the 

most significant risk factors you need to understand if you are considering adopting a 

vendor fee supported sourcing platform for your public sector procurement team:

Strained or ‘poisoned’ supplier relationships1
When your software provider charges vendor fees, your bidding suppliers are fully aware 

they’re bearing the cost of your platform - despite being only occasional participants in 

the process. 

It’s not surprising or uncommon for suppliers to feel unfairly penalized by the fees 

they’re forced to pay - just for being able to throw their hat into the ring. 

This can lead to a divisive, combative spirit withiny your relationship and could 

potentially lead to a negative reputation for your organization in the vendor community.
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A collaborative approach between buyers and suppliers, one that focuses on delivering 

value and innovative ideas, is beneficial for both sides. Positive vendor relationships 

encourage more active participation from vendors - helping you to get more competitive 

bids and better outcomes.

“...it is as much a privilege to do business with a strong set 

of suppliers than it is for the same suppliers to work with us.” 1

Unnecessarily complicated submission process1
Creating and submitting a top-quality response to your project is the priority of any 

competitive supplier.  In putting their best foot forward, these suppliers spend significant 

time and resources on putting their submissions together.

Tight deadlines or especially large projects can mean suppliers will take as much time as 

possible to create their response.  Often, this means submitting their responses as close 

to the deadline as they can - sometimes at the literal last minute.

In our State of the RFP case study, we uncovered that 30% of supplier submissions are 

completed within one hour of the deadline.  In fact, 11% were submitted within the final 

15 minutes.

With tight deadlines and the reality of these last-minute submissions, adding a billing 

and payment process to collect vendor fees can be an extra hurdle for suppliers to 

overcome. 

Even more concerning, the payment process could mean the difference between an on-

time or a late submission, potentially disqualifying good suppliers. 

Avoiding a complicated submission process gives vendors have a better chance of 

submission success. In turn, competition is increased and buyers have a better chance at 

selecting the optimal supplier.

1 - Busch, Jason. “How Procurement Organizations Should Look at Supplier Fees: Be True to Thyself”, Spend Matters, 
10 Sept. 2015, http://spendmatters.com/2015/09/10/how-procurement-organizations-should-look-at-supplier-fees-be-true-to-thyself/.

Read more about 

this topic in 

‘State of the RFP - 

A Benchmarking 

Study’.

“ “
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Stagnated software functionality / Lack of innovation1
The rate of technology and software innovation does not stand still.  And neither do the 

needs placed on public sector procurement, as well as the capabilities required to fulfill 

those needs.

Forward-looking procurement professionals need to work hard to stay ahead of the 

curve to remain competitive.  As explored in our “Driving User Adoption of Sourcing 

Software” ebook, these procurement leaders actively explore ways to develop new 

capabilities to support procurement’s growing role within their organization.

Inevitably, any effort to build these capabilities is closed tied to technology and software. 

-  a key strategy becomes utilizing the most modern, intelligent and innovative tools 

available.

Innovation in sourcing software is driven by the generation of value - using new  

technology or ideas to build functionality that creates value that customers will pay 

for.  Seems simple enough, but vendor fees make it difficult to discern who the real 

customers are - and exactly how much motivation there is to innovate.

Consistent development and innovation of software takes significant investment and a 

dedication to constant improvement.  In a buyer-funded business model, this pursuit 

of additional value generation has a clear return on investment: better software means 

happier clients and more positive client relationships.

In contrast, vendor-fee based software providers have unclear incentives and potentially 

little motivation to innovate or improve their platforms. 

Revenue in the vendor-fee model is prodominently, if not entirely, generated by the fees 

themselves.  If suppliers have no choice but to pay to use the plaform to submit their 

responses, what motivation does that platform have to improve their software?

The result?  Innovation gets stifled and functionality stagnates.

Implementing a sourcing platform is a commitment that can last years.  It’s important 

to choose a software platform that will be constantly innovating and responsive to your 

team’s needs over time. 

Implementing 

a new sourcing 

platform?  You 

need to read our 

ebook: ‘Driving 

User Adoption 

of your Sourcing 

Software”
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Subtle returning of costs to the buyer1
As mentioned earlier in this ebook, the financial situation created by vendor fees can 

look appealing on the surface.  It can seem like just one less cost to worry about. 

Unfortunately, the reality is not that simple for buyers - directly or indirectly.

The reality is that your potential suppliers don’t want to bear the burden of bank-rolling 

your platform.  The fees charged to vendors often find their way back to the buyers and 

their organizations in the form of higher supplier prices. 

For public sector organizations

Vendor fees are commonly positioned to prospective clients as a means of reducing 

or entirely off-setting the costs of their procurement platform  It’s not hard to see the 

sales appeal of such a pitch, particularly in organizations where procurement teams 

feel that budget could be difficult to secure.  

While the upfront costs of a vendor-fee supported platform might appear to be zero, 

the reality is that your organization will likely still be paying for the platform indirectly 

through the increased prices charged by your suppliers.

For suppliers

To suppliers, vendor fees are also positioned as a benefit: since the cost of paper 

submissions and shipping those responses can be expensive, paying ‘small’ vendor 

fees is made to look like an attractive alternative.

However, this is a false comparison - it is not about vendor fees and manual paper 

submission methods.  The true comparison is between procurement software that 

charge or do not charge vendor fees.

Public sector organizations that use vendor fees will often pay more in the long run, with a 

higher risk of less making less than optimal sourcing decisions. 

This raises the question  - are vendor fees good for anyone but the sourcing platform? 
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Reduced vendor pool / Loss of innovative ideas1
A competitive bidding or sourcing process hinges on your ability to select a supplier from 

a competitive pool of options.  

The more barriers between potential suppliers and your projects, the more you risk 

reducing the size of your supplier pool - and the higher your risk of an uncompetitive or 

‘poor’ sourcing decision.

A number of factors can lead to more barriers between you and your suppliers, 

ranging from poor advertising / posting of your projects, to difficult or overly complex 

submission requirements.  The impact of these negative factors can make your 

submission process ‘vendor hostile’.

Charging suppliers a fee for submitting to your projects is among the most significant 

barriers to supplier participation and key contributor to making a sourcing project 

‘vendor hostile’.

This is particularly true for smaller, more vulnerable, and potentially marginal vendors, 

where these barriers can prevent them from participating in your projects.

The financial reality for bidding suppliers can be bleak.  In many cases, suppliers can be 

paying memberships to a number of different portals - all of which have various bidding 

fees, document fees, annual dues, etc.  In larger organizations, these costs can be easily 

paid and are often viewed as just another a cost of doing business.

However, smaller (and frequently higher quality or more innovative) suppliers can struggle 

to afford just to be at the table, and get ‘crowded out’ of the running.

Vendor Fees & Sourcing Software eBook
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The unfortunate consequence is that these bidders often present more innovative ideas 

or new approaches to compete with larger more established vendors.  Without these 

supplier participating, you might be missing the opportunity to identify and incorporate 

innovative thinking and solutions.

2 - Office of the Auditor General of Ontario. “Annual Report 2016”
http://www.auditor.on.ca/en/content/annualreports/arbyyear/ar2016.html#volume1.

In order to remain competitive, smaller and more vulnerable suppliers need 

to be more nimble, innovative and quality-driven than their larger peers.  But 

additional barriers like vendor fees may make your projects unaffordable to 

these innovative suppliers.      [Image credit DDB / Avis]

The impact of vendor fees as a barrier to competitive bidding is becoming widely 

recognized within the public sector.  For example in a 2016 annual report, the Office of 

the Auditor General of Ontario highlighted the risk of vendor fee practices, indicating 

concerns that they can discourage small businesses from bidding on government 

contracts2.

We’ve seen evidence from our own analysis that these concerns are playing out in the 

real world.  Across billions of dollars of projects, our data suggests that implementing 

vendor fees reduces the number of bidding suppliers by 1.5 on average.  This finding 

would support the concerns of many, including the Auditor General’s report.
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Minimal investment in your success and support1
When your platform is supported by vendor fees, it’s not only the development and 

innovation of your platform that may suffer.

Due to the unclear incentives and motivations at play, provider investment into your 

sourcing software is unlikely to be anything above ‘keeping the lights on’.  Not only 

will this impact the platform’s rate of development and innovation, it can also severely 

reduce the levels of support and assistance you can expect to receive.

Whether available by phone, online, or by email, exceptional support is critical to 

your sourcing success.  When you are getting started with or actively using a sourcing 

platform, there are a number of areas where professional, knowledgable and timely 

support can make all the difference:

On-boarding / initial training sessions for your internal stakeholders

On-going support and best practices for your sourcing team, especially for 

projects with larger scope, size, and complexity

On-going support for your suppliers to assist them with the submission 

process and any questions they may have

Regular creation and maintenance of self-help materials, including FAQ, 

videos, and Q&A support

A lack of support in any of these areas can have an immediate impact on your 

procurement performance.  This can range from being unable to use your platform 

properly to identify the optimal project outcomes, to your potential suppliers being 

unnecessarily disqualified from the process due to avoidable submission-related issues.

The reality is that delivering high-quality support is only possible through significant 

reinvestment in the platform and its services.  Ultimately, investment in your software 

platform represents an investment in your success.  

Without the motivation or incentive to reinvest, vendor fee supported providers may 

leave your sourcing team and your bidding suppliers stranded when help is needed the 

most.
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Impact on your ability to get the best value possible1
As stated earlier, having fewer bidding suppliers in your project can increase the risk of 

an uncompetitive or ‘poor’ sourcing decision.  And we now know that vendor fees can 

mean a reduction of bidding suppliers of between one and two suppliers on average.

But what does this actually mean for sourcing projects?  What is the tangible 

performance impact on value of having fewer bidding vendors?  And what can this mean 

for the ROI of your choosen platform?

Within our data set, our analysis suggests there is a significant pricing ‘penalty’ for every 

bidder that isn’t participating in your project.

In order to understand the financial impact, we need to understand the relationship 

between the number of bidding suppliers and the range of prices received.  We 

examined price as a pricing spread - the range of prices offered within a project, 

measured as the difference between the most and least expensive options.

Comparing the number of bidding suppliers by the pricing spread yields an 

unmistakeable insight:  in general, each additional supplier brought to the table in a 
project results in a 5% to 20% higher pricing spread:

In this chart, we can see the 

clear relationship between the 

number of bidding suppliers 

and the price spread.  

As the trend line illustrates, 

there is a higher average  

pricing spread when more 

suppliers are bidding on a 

given project.  The amount 

of the spread also intensifies 

as the number of bidders 

increases.
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Here’s a quick example to illustrate:

Project A has two bidding suppliers, while Project B has eight bidding suppliers.  Those 

additional participating suppliers in Project B results in a 30% higher pricing spread and 

potential for savings for that project, when compared to Project A.

In the real world, this pricing spread can have an enormous impact on your bottom line.  

On a classic $100,000 RFP project, a pricing spread of 20% would represent $20,000 of 

potential savings.  

That would represent a material financial savings for your stakeholders and your 

organization.  Put another way, this kind of potential savings would cover much of 

the cost of a procurement platform in a single project (depending on the platform in 

question).  

This finding highlights the clear positive return on investment for a buyer-funded 

software - and that’s without taking into account any of other benefits that accompany 

these platforms, including improved evaluation tools, more powerful smart automation 

features, and overall platform collaboration and visibility.

A 5% to 20% higher pricing spread has a direct impact on the value delivered by the final 

outcome, and therefore a direct impact on the potential savings generated.  

The exact increase in pricing spread is relative to the number of suppliers participating, 

but it becomes clear how the opportunity for savings grows for the majority of sourcing 

projects:

According to the 
‘State of the RFP - 
A Benchmarking 
Study’, the 
average RFP 
project receives 
five supplier 
submissions.
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Finding platform funding should be a priority
The long-term and far-reaching ramifications of your decision.

Choosing a software provider in the public sector is a long-term system decision 

with long-term ramifications that impact your ability to deliver against strategic and 

financial objectives.

Vendor-fee supported sourcing platforms leave significant questions surrounding 

your ability to make the best sourcing decisions and achieve the best value for your 

organization.  Question marks remain over where the motivation for these platform 

lies - and whether your and your stakeholders interests are truly their priority.

Vendor fee models also come with hidden and not-so-hidden costs and financial 

repercussions - meaning you’re still going to be ‘paying’ for a platform directly or 

indirectly.  

More worrying still, you will be incurring the costs of a sourcing platform without 

any of the control or sourcing benefits that come with a modern sourcing software.  

Ultimately, you’re footing the bill without reaping any of the rewards.
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The bottom line is that vendor fees do more harm than good for your sourcing 

performance.  The temptation to reduce upfront costs can end up costing your          

on-going and future sourcing outcomes for years to come.

Some public sector organizations feel like they have no choice when it comes to 

selecting a vendor-fee supported provider for their sourcing software, due to their size 

or strict budget restrictions.  If that’s the case and you’re considering using a vendor-

fee supported software provider as your last resort, you need to consider what this 

can mean for your organization.

If you’re looking for a sourcing platform that delivers the most 

powerful features, offers the best support services for your team and 

suppliers, and that is constantly innovating and responsive to your 

team’s needs, finding funding to support your platform should be an 

organizational priority.



The Sourcing Enablement Platform

Bonfire is the world’s leading Sourcing Enablement platform. Bonfire goes beyond the 

basic automation of eProcurement suites and older bidding tools - it’s a collaborative, 

powerful and insightful cloud-based platform for modern sourcing teams.

Bonfire is trusted with billions of dollars of sourcing decisions each year, and has been 

one of the fastest growing new procurement technologies.

Learn how easier collaboration, richer data, and smarter automation can transform 

your sourcing team by visiting www.GoBonfire.com.

GoBonfire.com

Hello@GoBonfire.com

1-800-354-8010


