ARTICLE – CONTRACT MANAGEMENT

This article will explore what should occur during the life of a contract.  What often occurs – and it should not – is that once the contract is signed then nothing happens.  This is a mistake and can be costly.

The last article referred to Key Performance Indicators (KPIs). This will make contract amangement easier as there is a base to start from.

The following is an example timeframe of a 'life' of a contract.

Three months



Buyer/Supplier meeting

Six months



Performance Meeting

One year



Review

18 months



Performance Meeting

Two Years



Change of Requirements?

2 ½ years



Performance Meeting

Three years



Rebid decision

This is an example – and it needs to be noted that if circumstances require it that time should be put in to assess and resolve.  All too often performance meetings do not occur at all, or are held but are ineffective.

The beginning of any new contract is one in which the relationship is established and the guidelines are established in respect to KPIs, reporting requirements and performance meetings and the style required.  This forms the basis of the relationship and outlines the practical operational expectations.

Regular communication between the two parties is essential and provides a forum for discussion on options, ideas and any problems.

Throughout the Agreement term the issue of performance nees to be maanged – whether good or bad.  Good performance should be a given – and most contracts go through their life with no problems – but there are some that need to be managed carefully and well.

Should good performance be rewarded?  There is the obvious expectation that ongoing postiive performance should be a given.  If you reward in one area there is the case of having penalties for poor performance.

Managing performance meetings – this is not done well - by either side. What needs to occur is clear outcomes.  Performance meetings are not a forum for chat, they are in place to establish and comment on good and not so good performance.  So, you should celebrate positive performance and work on what needs to improve.

Buyers – do your homework, state what is good and praise.  If there needs to be improvement then state what is required and provide a timeframe for this to occur.  Be clear, be professional and be firm.

Follow the verbal requirements in writing and arrange a time for a further meeting to ensure that the requirements and issues have been sorted out.

Suppliers – be ready to discuss your performance.  Be open, be prepared to provide reasons.  A performance meeting is also the opportunity to look at the next quarter and to discuss how each can assist the other in communication and actions – of both parties.

Good performance is the key, contract maangement is the lock.  

So, should performance be rewarded or penalised – the answer is: maybe.  Should contracts be managed – absolutely essential.

What occurs if performance does not improve?  This can only be tolerated for so long and at some point a decision needs to be made to terminate.   Yes, that horrible process.  The issue is the need for postiive performance and the angst involved in being frustrated at the lack of performance is more than the angst involved in terminating a contract with a view to finding a supplier who can perform – and regularly.  

How to do this?  By documentation, documentation and  documentation.  The process is given above in terms of timeframe to fix and to have further meetings.  This needs to be put in place and if necessary repeated until performance improves or there is a need for change.

Is this managed well?  No!  Is it easy, no it is not.  However the consequences from both a time, money and product/service perspective is high.  There is a need to communicate the issue, silence does not cut it.  How do you terminate a contract – by e-mail and/or by letter outlining the reasons.  However, before you do this, have you considered the options in respect to Plan B – is there another supplier, do you need to go out to tender etc.  Remember that a tender process can take three months.  Be clear as to your strategy and remember this: doing nothing is not an option.

This is when the options of penalties and rewards can come into play.  Use them or not – it is up to you but having a mechanism for reward or otherwise is a tool for you to have to play with.  Remember this though: do not threaten and not use – you lose credibility and if you already have problems you lose control over the whole situation.

While this migh tsound dismal it is important to keep in mind that having positive buyer/supplier relationships, clear Key Performance Indicators and regular Performance meetings will reduce/minise/eliminate some of the above problems.
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