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The purpose of contracts

e Digital technologies are transforming markets, supply
chains and operational interdependencies

e Society is demanding increased supplier
responsibility and integrity

e Success depends on new partnerships, increased
collaboration

* A consequence is the need for increased clarity of
commitments and obligations
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“Contracts today are a framework for
business operations”




Driving Change.

Cost

Relational Contracting exists in
a spectrum of collaborative models

Interdependence »

Joint Ventures

Public /private partnerships

Partnerships & alliances

Development contracts

Framework contracts

Service contracts

Equipment contracts

Commodity supply contracts

Collaborative value curve
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High-Performance Contracting

How does a contract enable value? Through terms that:

e Set mutual objectives

e Establish performance management systems
e Champion problem solving

 |nstill a “no blame” culture

e Foster joint working

e Enhance communication

* Promote continuous improvement

e Define gain sharing arrangements
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Supporting the business with new
commercial models

e Outcome / performance
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e Payment by results

COMPETENCIES

e * Relational contracting

- CAPABILITY SKILLS

_THE RIGHT ROLES _ e Agile contracts

 Shared benefit contracts
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Typically, performance-based contracts allow us to...

engage in a more intense dialogue

"blame" the project partner for any problems that occur.

reduce both impact and likelihood of risk to acceptable levels.

develop a more mature long-term relationship with the project partner.

concentrate on the task instead of monitoring our project partners' behaviour.

come up with creative solutions when conditions change. Selling Side
M Buying Side
be more flexible in choosing our inputs.
adequately distribute risks among the project partners.
avoid costs.
align project partner interests with our own interests.
better grasp the expected goals.
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Typically, performance-based contracts come with the challenge of...

defining clear roles and responsibilities.

defining boundaries with regard to what is "acceptable" under the contract.

a loss of perceived control.
complex negotiations prior to contract conclusion.

a high level of dependence on the project partners' activities.

a high level of uncertainty due to complexity and unpredictability of cost . .
= Selling Side

estimations.
B Buying Side

a high level of uncertainty as the contract does not determine how the desired
project outcome will be achieved.

a high level of uncertainty as the contract does not specify the desired project
outcome in detail.

a high level of coordination.

high monitoring costs.

the need for intense information exchange.
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Contracting competence

e The winners will be those who:

e Deliver outcomes
* Enable the effectiveness of others
e Challenge traditional attitudes and behaviours
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