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Financial Management Services Pre-Procurement Tip Sheet 

Before starting the procurement process for Financial Management Services (FMS), consider 
developing a preprocurement plan. Determining and delineating the roles and responsibilities of 
the Financial Management Services Agency in advance of the procurement process will support 
you to negotiate a fair price with the vendor, while ensuring you contract for all of the services 
you need and not those you do not. Developing a pre-procurement plan will help you balance 
trade-offs between costs and services.  

In addition to contracting with the FMS entity to perform standard duties associated with the 
particular type of FMS model (see handout titled “Duties of Financial Management Service by 
Model”), you may also need additional services from the entity. This document outlines some 
additional services that may apply for your program.  

FMS Pre-Procurement Tip: Insurance and Bonds  
Determine what insurance or bond requirements you expect the FMS entity to meet.  
 
Why?  
The FMS entity will not only manage program funds, but if participants directly hire workers, 
the FMS entity (as a Vendor Fiscal/Employer Agent (F/EA)) will be jointly liable with the 
participant employer for any unfulfilled Federal Tax obligations1. If the F/EA defaults on the 
participant employer’s Federal Tax obligations and the F/EA does not have the funds to pay the 
tax obligation, the IRS will hold the participant liable for any unfulfilled Federal Tax obligations. 
Determine if you expect the FMS entity to have certain insurance or bonds to minimize risk in 
the case of default, fraud, or other loss.  
 
FMS Pre-Procurement Tip: Financial Viability  
Determine what financial viability requirements you expect the FMS entity to meet.  
 
Why? 
The FMS entity may manage program funds of a significant value and could represent 
participant employers for Federal, State and Local tax purposes. Determine how you will assess a 
FMS entity’s financial viability. You may require audited financial statements, auditors’ 
opinions or other documentation to assess financial viability.  
 
FMS Pre-Procurement Tip: Access to a Line of Credit, Capacity to Advance Funds for 
Participant Services  
Depending on the invoicing and service reimbursement process and timeframes, determine 
whether the FMS entity will be expected to advance funds to pay participants’ workers and 
vendors. Determine what the expected average advance amount and days outstanding will be.  
 
Why?  
If the FMS entity must have access to a line of credit or working capital to advance funds to pay 
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for participant services, it will be important to contract with a FMS entity with this capacity. This 
capacity could impact the cost of FMS, so it should be determined in advance if having access to 
working capital will be a requirement of the FMS entity or if other options exist.  
 
FMS Pre-Procurement Tip: FMS Entity Scalability  
Determine if you expect the FMS entity to have the capacity to scale operations quickly for a 
surge in program growth.  
 
Why?  
Providing FMS is administratively rigorous. If FMS cannot be provided timely and accurately, 
participants may have trouble getting services quickly or keeping workers and vendors. A FMS 
entity that serves 50 participants very well many not have the systems, staff or other 
infrastructure in place to serve hundreds or thousands of participants well, or may need lead time 
to make investments before providing FMS for many participants. Determine if you expect 
significant or rapid growth in the size of the program and what scalability will be required of the 
FMS entity. Having the capacity to scale quickly could impact the cost of FMS. 1 under Section 
3504 of the Internal Revenue Code.  
 
FMS Pre-Procurement Tip: Data Exchange  
Determine what options or requirements exist for exchanging data with the FMS entity.  
 
Why? 
If participant, worker, vendor, spending plan or other data must be submitted to or obtained from 
the FMS entity using a particular method or to meet certain requirements, determine what those 
are. Ensure prospective FMS entities can meet requirements. If, for example, data can only be 
exchanged on paper, this requirement may be easily met by some FMS entities, but not being 
able to receive data electronically could increase complexity and therefore cost for other FMS 
entities.  
 
FMS Pre-Procurement Tip: Payment Rules  
Determine what payment rules the FMS entity will be expected to enforce and how the FMS 
entity will get data or information to enforce such rules.  
 
Why? 
Developing systems and processes to enforce particular payment rules can range from being 
straightforward to quite complex. Documenting the payment rules that the FMS entity is 
expected to enforce and the method to do so is important to ascertain the FMS entity’s capability 
to accurately enforce payment rules and the cost of doing so. 
  
FMS Pre-Procurement Tip: Physical Presence 
 Determine if the FMS entity is required to have a physical presence (e.g. office or staff) in the 
planned service area.  
 
Why?  
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Working with a FMS entity that is located in or has a satellite office in the planned service area 
will necessarily reduce the pool of FMS entities who may be qualified to provide service to the 
program. This requirement could also increase the cost of service for qualified FMS entities who 
must relocate or expand to the planned service area.  
 
FMS Pre-Procurement Tip: FMS Entities Currently Operational in the State  
Determine if your program might use the same FMS entity used by another program in your 
state.  
 
Why?  
Managing payroll taxes for household employers (participants who directly hire workers) can 
require complex system and process development to maintain compliance with state employer 
tax rules and regulations. Working with a FMS entity who has already developed systems and 
processes to work in your state may a. ensure you work with a FMS entity with experience 
complying with the state rules and regulations, and; b. reduce the cost of launching FMS in your 
state since the FMS entity will not have to develop new systems and processes to maintain 
compliance with state rules and regulations.  
 
There may be other opportunities to take advantage of economies of scale by partnering with 
another program in your state to use the same FMS entity.  
 
FMS Pre-Procurement Tip: Customer Service  
Determine the FMS entity’s role in and responsibility for providing Customer Service to 
participants, workers, vendors, representatives, counselors or other stakeholders.  
 
Why?  
The amount, type, methods and experience required for a FMS entity to provide Customer 
Service can impact whether a FMS entity is qualified. If the FMS entity will interact extensively 
with participants, representatives, workers vendors, counselors or other stakeholders ensure that 
the FMS entity has sufficient demonstrated experience in such a role. Poor communication with 
stakeholders can be a detriment to a program’s success. 
 


