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In this thesis the object of research was case company’s contract management operation. The
current contract management practices were studied in order to find development possibilities
through which competitive advantage could be achieved. The research questions were: What
kind of development possibilities there are in target company´s contract management
operation? How could the discovered development opportunities improve company’s
performance?
The objects of the study included the available information in company´s internal network e.g.
contract management process description, Code of Conduct and General Terms and
Conditions. Based on a literature review, the concept of contract management and available
development tools such as proactive contracting, visualization and artificial intelligence were
introduced.
The research method used to evaluate the contractual operations was a qualitative case study.
Theme interviews were carried out for the company's Group Legal Counsel, Sales Director,
Director for Sourcing and Supply Quality and staff members of Sales and Sourcing
departments. Through these interviews important findings about the process and its bottlenecks
were received.
Based on the research it was discovered that the case company´s contract management can be
developed by increased local legal support and training, utilizing possibilities offered by the
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comprehensive management and harmonization of practices.
As a conclusion it can be stated that by utilizing the above mentioned findings, the case
company can develop its contract management to be more effective and of better quality.
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would be different from what competitors have and superior in the eyes of a customer. Due to
the great difference both in contract objects and content, it can be seen that the competitive
advantage is created case by case through proactive contracting, trust and strong legal knowhow.
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Tämän opinnäytetyön kohteena oli kohdeyrityksen sopimustenhallinta. Tarkoituksena oli löytää
kehitysmahdollisuuksia, joiden avulla saavutettaisiin kilpailuetua. Tutkimuskysymykset olivat:
Millaisia kehittämismahdollisuuksia on kohdeyrityksen sopimushallinnassa? Miten tutkimuksen
perusteella löydetyt mahdollisuudet voisivat parantaa yrityksen suoritusta?
Tutkimuksen kohteena olivat yrityksen intranetissä saatavilla olevat tiedot esim.
sopimushallinnan prosessinkuvaus, toimintaohjeet ja yleiset ehdot. Kirjallisuuteen perustuen
tutkimuksessa esitellään sopimushallinnan konsepti ja saatavilla olevaa tietoa
sopimustoiminnan kehittämiseen liittyvistä työkaluista esim. ennakoiva sopiminen, visualisointi
ja tekoäly.
Sopimustoimintaan liittyvien toimintojen tutkimiseen käytetty tapa oli laadullinen tapaustutkimus.
Teemahaastatteluihin osallistuivat kohdeyrityksen Group Legal Counsel, Sales Director,
Director, Sourcing and Supply Quality sekä myynnin ja oston henkilöstöä. Näistä haastatteluista
saatiin tärkeää tietoa sopimustenhallintaprosessista ja sen pullonkauloista.
Tutkimuksen perusteella havaittiin, että kohdeyrityksen sopimustenhallintaa voidaan kehittää
lisäämällä paikallista oikeudellista tukea, kouluttamalla henkilöstöä, hyödyntämällä
sopimustenhallintajärjestelmän
tarjoamia
mahdollisuuksia
sekä
uudistamalla
sopimustenhallintaprosessia mm. kokonaisvaltaisen hallinnan ja toimintojen yhtenäistämisen
kautta.
Johtopäätöksenä voidaan todeta, että edellä mainittuja löydöksiä hyödyntämällä kohdeyritys voi
kehittää sopimustenhallintaansa tehokkaampaan ja laadukkaampaan suuntaan. Kilpailuedun
saavuttaminen sopimustenhallinnan kautta edellyttäisi ainutlaatuisen, kilpailijoista poikkeavan ja
asiakkaan silmissä ylivertaisen konseptin luomista. Koska sopimusten kohteissa ja sisällössä on
suurta eroavaisuutta, voidaan nähdä, että kilpailuetu luodaan tapauskohtaisesti ennakoivan
sopimisen, luottamuksen ja vahvan oikeudellisen tietotaidon keinoin.

ASIASANAT:
Sopimusten hallinta, kehittäminen, ennakoiva sopiminen, sopimuksen ulkonäkö
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1 INTRODUCTION
1.1 Background of the Study

The case company is a Finnish manufacturing and engineering company with
professionals in Finland, Germany, Poland and Spain. I work in the company as a
Project Manager in Sales and Marketing department. During the last five years the
company´s operations have expanded considerably. This growth has required large
investments on production facilities and infrastructure. Additionally, the company is in a
process of renewing and optimizing its organizations and processes. The group has
currently about 5 500 employees worldwide, from which around 4 000 are in Finland.
Measured by the number of employees, the case company is the biggest company in
Finland. Listing on the stock exchange might come true within a couple of years.
My main task in Sales and Marketing department is to prepare quotations for
engineering, manufacturing and consulting purposes. I have four colleagues who share
the same job description. The quotations are created quite independently depending on
the content and value of the case. In the preparation work contract process and
General Terms and Conditions (GTCs) are followed. The GTCs set boundaries for the
business transactions and business relationships. However, I see that our current
contract management process could be improved.
Me and my colleagues work very independently and the information gained during the
quotation preparation process is usually not shared. However, this information might be
relevant for the next phase quotation which is created by another colleague. Further,
the customer related documents such as previous quotations, signed contracts, nondisclosure agreements (NDAs), meeting memos etc. are saved in different locations.
The documents can be saved in quotation workdesks, SharePoint application,
company safe, in possession of secretary of the management or even in email boxes.
The decentralization of information might lead to inadequate handling of quotation and
misunderstandings. Another issue is the lack of contractual education and know-how.
Each person working with quotations should posess basic understanding of contractual
terms and conditions.
When I interviewed the key persons in Sourcing department, I was confronted with the
same problems; decentralization of customer related information and lack of

TURKU UNIVERSITY OF APPLIED SCIENCES THESIS | Elina Sacklén

9

contractural tools, education and know-how. Without a legal background, questioning
and receiving of quick local legal support is necessary. The need for development work
was found.

1.2 Research Target and Methods

The target of this research was to get a deeper understanding of the company´s
contract management operations and based on these findings, provide development
proposals. The aim was that these development proposals would benefit the overall
internal performance or even build competitive advantage for the company. Increased
legal know-how will lead to increased understanding and thus improved quality and
better work performance. Further, additional costs and loss of time that may occur due
to lack of legal knowledge can be prevented.
This research was carried out by studying the relevant literature and performing
internal and external interviews:
-

Study of information available in company´s intranet supported by literature

-

Interview of case company´s key personnel

-

Interview of personnel of two benchmark companies, study of company
information available in internet

The literature review included contract management in general and examples of
available development models and tools. This research is seeking answers for
following questions:
-

What kind of development possibilities there are in target company´s contract
management operation?

-

How could the discovered development opportunities improve company
performance?

The company´s contractual strengths and weaknesses are discussed in the interviews.
The conclusions of the discussions are summarized into development proposals.
Theoretical part of this thesis concentrates on contract management process in general
and available development tools. The current contract management practices are
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studied through the information collected from desktops of the company´s internal
network.
Qualitative theme interviews were carried out for selected company employees
involved in the contract management process. Six key persons working in Sales,
Sourcing and Legal departments were interviewed. These interviews were made in
face to face meetings and Skype-meetings.
This study is limited to the information received from company´s intranet and interviews
of key personnel in Sales, Sourcing and Legal departments. The other relevant
departments like Human Resources, Maintenance of Real Estate or Management Core
Team (MCT) have not been interviewed. MTC is a forum, the parties or which
represent the company´s operations in Finland in the areas of Manufacturing,
Engineering, Finance, Quality, HSE and support functions, SCM and Human
Resources.
In this thesis, the interviewed people included the Group Legal, responsible for the
entire legal operations in Finland, Germany and Poland and the owners of contract
management process in Sales (Director, Sales) and Sourcing in Finland (Director,
Sourcing and Supplier Quality). The involvement of the top management level persons
with operating staff persons was seen as an adequate sample group in order to reveal
the possible improvement possibilities in the current contract management process.

1.3 Structure of the Study

The introduction of the thesis will be followed by main chapters 2-6 and appendices 12:
The following chapter two paves the road to the environment of contract management.
In chapter two, the concepts of contract management, contract life-cycle management,
proactive contracting and competitive advantage are presented. In addition, the most
typical risks and a risk evaluation matrix are introduced. Chapter three in turn provides
tools for better contractual performance. Such tools are contract strategy, contract
maturity models and contract management system. The most common pitfalls in
contracting are also listed in this chapter. Chapter four revels the current practices of
the case company, the details of the interview method and the results of the expert
interviews. In chapter five, the development possibilities according to research findings
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are summarized. Finally, in chapter six, the conclusion of the study is discussed and
the research findings reflected with the current contract management practices. This
study has two Appendices. Appendix 1 includes the interview questions and Appendix
2 the original and reflected expressions of all interviews. After each interview the main
findlings are collected to the summary of findings table.
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2 CONTRACT MANAGEMENT: CONCEPTS AND
PROCESS
2.1 Concept

International Association for Contract & Commercial Management (IACCM) is an
organization, which “enables both public and private sector organizations and
professionals to achieve world-class standards in their contracting and relationship
management process and skills. The organization has more than 43 000 members in
167 countries”. (IACCM 2018.) It defines contract management as follows:
“Contract management is a discipline that supports commercial management through
the implementation and oversight of legally enforceable performance commitments,
both outbound (to the market) and inbound (from the market). It converts commercial
policies and practices and technical capabilities into specific terms and conditions that
are offered to or required from its suppliers, customers or business partners. Through
active monitoring of performance needs and outcomes, contract management informs
commercial management with regard to actual and required commitment capabilities,
together with their financial and risk impact.”
According to Haapio (2014, 65-66), contract management is interpreted differently in
different contexts. Contract management can be understood as an automation of
supply chain process or development of contract related practices. For some people
contract management means a register of contracts and sample forms or monitoring of
implementation including payments and related documents.
The role of contract management in generally has increased and there is a need for
life-cycle management. Contract management includes also the actions taken for
improving internal contract management and guidance of personnel. (Hemmo 2005b,
306.)
According to Sorsa (2011, 255-259), “Contract Management can be defined as an
advance method in which an organization applies quality principles to its business
terms, policies, practices and processes in order to improve and optimize the
negotiation, execution and governance standards of its contracts.” Through systemical
use of contracts the company secures that its commitments are according to the
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business goals, the contractual partnerships are optimized and the contract can be
realized as agreed.

2.2 Contracts

For the same type of services different kind of contracts are needed depending on the
strategic importance of the service, e.g. hospital cleaning services versus cleaning
services of a book store. Three types of contract scopes are presented below in Figure
1. (Sorsa 2011, 255-259.)

Figure 1. From efficiency contracts to transformation contracts (Sorsa 2011, 259).
Outsourcing contracts, as an example, can be divided into three categories according
to the main focus:
1.

Contracts with focus on increasing efficiency through cost
improvement

2.

Contracts with focus on transform of business performance through
improving operation performance

3.

Contracts wih focus on transform of business performance through
improving business performance

Efficiency contracts are contracts made for phone services or desktop computing
support services. The goal of the enhancement contracts is to improve the product or
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the process. The target of transformation contracts is to improve company´s
competitiveness by providing innovative and remarkable changes. (Sorsa 2011, 255259.)

2.3 Business Strategy

Lumia (2015, 6) presents that in order to fulfill company´s business strategy a contract
strategy is also required. The contract strategy provides a basis for comprehensive
contract management development. Contract technique, tactics and management are
included in the contract strategy. The business strategy needs to be alert to detect
development signs in business mindset and innovations. Any changes in partnership
thinking and networks are also important to notice. The different areas and their
interfaces are specified below in Figure 2. (The translation of the text of the figure
below from Finnish to English is done by the author).

Figure 2. The entity of business strategy, contract strategy and contract activities
(Lumia 2015, 6).
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The contract management system, processes and training require a responsible
process owner with a holistic view.

2.4 Contract Functions

In the following figure 3 the functions of corporate contracts are illustrated. According to
Haapio (2007, 47), the company´s contracts are used as tools for carrying out following
main tasks:

Figure 3. Functions of Corporate Contracts (Haapio 2007, 47).
In addition to defining of the corporate contract functions, Haapio (2007, 49.) has made
an illustration of different pieces of the contract and named the entity as “The Contract
Puzzle”. The content of the Contract Puzzle is presented below in Figure 4.
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Figure 4. The contract puzzle (Haapio 2007, 49).
The contract puzzle consist of four parts: technical, implementation, business and
legal. All these parts must be consistently formed and coordinated, only after, the fifth
part can be added to the puzzle. The ideal contract is in compliance with business
needs of the contractual partners and shows their true goals. Time, resources and
budget can be realized and the designed work scope matches the price proposal.
In order to gain deeper understanding the contract management functions need to be
splitted into actions (Macneil & Gudel 2001, 39. and Campbell 2001, 201. in Haapio
2007, 52.):
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Figure 5. Planning through Contract – Functions in Contract Planning (Haapio 2007,
52).
The figure 5 above shows the steps to take in the contracting process. The persons
involved in performance and risk planning will also be engaged in the four planning
processes described at the top of the figure. All these phases are connected to each
other and one can not be handled without involvement in the other. Lawyers have not
usually taken part in the process stages of planning, solicitation and bidding. (Haapio
2007, 52.)
Contract drafting is the initial phase in expressing of a business plan, anticipated risks
and business objectives in connection with legal and requlatory requirements.
However, many well prepared contracts never realize as profit bringing wins. A change
of mindset is required in order to see the contracts as start of a cooperative longlasting
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project instead of a final goal (Macneil & Gudel 2001, 39. and Campbell 2001, 201. in
Haapio 2007, 52.)
Tieva (2009, 112) has created his own an example of contract management operation
breakdown. This breakdown emphasizes comprehensive perspective. The functions
are devided into two main phases; contract preparation and contract period:
-

Contract management
1. Contract preparation


Tendering



Contract negotiations



Risk management



Contract preparation (preventive law)

2. Contract period


Management of contract documents and information



Contractual risk management



Cooperation and development practices



Contract updates



Change of circumstances



Renegotiations



Flexible means for solving disputes and disagreements

In Tieva´s model the contract management is based on handling of a long term
contract. The contract handling related events take place in chronological order.

2.5 Contract Management Applications

There are several companies who provide software applications for contract
management purposes, such companies are for example Icertis Contract Management,
Conga Contracts Novatus, Contract Advantage and Symfact. (Capterra 2018.)
Jydacom Oy, M-files, Canon and Sopima are examples of companies operating in
Finland. Jydacom Oy is a company in Jyväskylä, who developed a Contract
Management System for a construction company in Lempäälä. (Jokinen 2015). M-files
has offices in seven other countries. In its web pages the company shares customer
references. One of the satisfied customers is Antell-concern (staff restaurant, cafe,
bakery). Antell says that with the help of M-files system all contract related documents
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can now be found in a minute: final signed version, related email discussions,
responsible persons and contract values and terms and conditions. The system sends
automatically an alert to the responsible person when the contract needs to be updated
or terminated. The contract processes are according to agreed practices. By using this
system the company can now save time and concentrate in business development. (Mfiles 2018.) Canon is best know for its optical devices, but it has expanded its services
also to document management systems. (Canon 2018).
In 2013 Lähivakuutus Vellamo was in a process of selecting a system for their
document management. The applicants were IBM Notes, Microsoft SharePoint and
Canon Therefore. The first two systems were already in use, IBM Notes for managing
documents and Microsoft SharePoint as an intranet solution. After comparison Canon
Therefore was chosen as the most suitable solution for the company. The results of the
comparison are presented in Table 1 on the next page. (Murtomaa 2013.)
Table 1. Comparison of Features (Murtomaa 2013, 28.) (The translation of the text
from Finnish to English is done by the author).
Feature

Notes

SharePoint

Therefore

Easy digitizing

Yes

Yes (with additional Yes
programs)

Document types

No

Yes

Yes

Workflows

No

Yes

Yes

Alerts

No

Yes

Yes

AD-integration

Yes

Yes

Yes

Accessibility

No

No (easily)

Yes

Office-integration

No

Yes

Yes

Advanced search

No

Yes

Yes

The comparison shows that Therefore solution included all required features in the
same package. Additionally, Therefore´s digitizing capabilities were highly appreciated.
SharePoint´s weaknesses were poor accessibility and need for additional programs.
(Murtomaa, 2013, 28-29.)
Next Finnish company to introduce is Sopima. According to Sopima, the organizations
have learned that the contract management is a way to cost efficiency and increased
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productivity. Together these two create competitive advantage for the company. With
smarter contract management the financial and legal risks can be prevented. (Sopima
2018.)

Figure 6. Contract Life-cycle Management (Sopima 2018).
The Contract Life-cycle Management (CLM) process includes all contract handling
phases from request for quotation (RFQ) to termination or renewal of the contract.
Sopima is concentrated on Monitor and Manage phase (illustrated in blue color in the
figure 6 above) which includes “Commitments, obligations, liabilities, dates, benefits,
prices, discounts, persons responsible, risks etc. Monitoring is followed by analysis and
reporting and ultimately the renewal or termination of contracts”. (Sopima 2018.)
Traditionally, contract management has had the reactive role in business. Risks have
been tackled with contract clauses and company insurances. Today, the contract
management is heading towards proactive risk management, long-lasting partnerships
and value generation for all parties. Proactive contracting brings new terms and
conditions to the contracts. The target is to eliminate possible risks already during
contractual discussions. Contract management and customer management are brought
together. The new proactive way of contract handling requires new kind of thinking. In
the next chapter, proactive contracting and risk management are discussed in more
detail.
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2.6 Proactive Contracting

Proactive contracting is utilized in negotiations between the partners entering into a
contract. Proactive contracting covers the planning, building and maintenance of the
cooperation. Proactive contracting includes also prevention of problems and risk
management. The proactive contracting is a way to promote the contractual
relationship by removing possible causes of disputes already before they start to occur.
When problems have arisen, mitigation of possible costs and losses will take place.
The contracting process needs to be managed in order to prevent and manage
possible conflicts. (Sorsa 2009, 131.)
According to Rudanko (2002, 129), a company uses proactive contracting when it
plans to utilize legal tools for predicting future events and for preventing problems. With
the use of proactive contracting fast and faultless business actions can be made. The
produced contracts are made according to a system not incidentally. (Haapio ym. 2008,
33.)
The contract quality can be improved by the use of remote wise proactive contracing.
With high quality activities many pitfalls may be avoided. In addition, productiveness
will be improved by secured opportunities, rights and competitiveness. (Nystén-Haarala
2002, 141- 142.)
The UK Office of Government Commerce Dispute Resolution Guidance is spreading
the proactive contracting’s idea by advicing to prevent from contractual disputes
because the “Contractual disputes are time consuming, expensive and unpleasant.
They can destroy client / supplier relationships painstakingly built up over a period of
time and can impact the supply chain. They can add substantially to the cost of the
contract, as well as nullifying some or all of its benefits or advantages. They can also
impact on the achievement of value for money. It is in everyone’s interest to work at
avoiding disputes in the first place”. (Office of Government Commerce 2002.)
Risk management is an important part of proactive contracting. Many types of contract
risks may occur in the course of a contratual partnership. According to Kokkala (2016),
there are eight contract risks that appear most often. These risks, their effects and
consequences are defined in the table 2 below. (Koivu & Leskinen 2014, 345-356.)
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Table 2. Contract Risks (Koivu & Leskinen 2014, 345-356). (The translation of the text
from Finnish to English is done by the author).
Risk type

Risk clarification

Possible penalty

In long-term contract it is difficult to
Change of
circumstances risk predict development of
circumstances
Negotiation risk
In contract preparation phase the
other party is negotiating to get
information only, with no intention to
sign the contract. It can also happen
that the negotiations are ended
without result
Contract
Can be realized during
responsibility
contract period due to
risk
failure in fulfilling obligation
Binding risk
If the contract is in violation of
compulsory legislation, it has not
been created as an expression
of free will or the agreeing party
has no representative power

Impossible to fulfill contract
terms

Reconciliation or
compatibility risk

Can appear when the contract is
formed from many documents and
their mutual binding order has not
been agreed
Possible in case the contract terms
are formed imprecisely or they are
incompatible with each other and
therefore create a multiplicity of
possibilities

Liability or performance
obligations

Contractor´s capabilities for
fulfilling the contract are not at
expected level

Bad debt

Interpretation risk

Reliability and
solvency risk
Performance
cost risk

Liability or waste of time and
money

Liability for damages

Nullity of the contract

End result is different as
expected by the other
party. This is interpreted to
the detriment of the author

Fulfillment of your own
obligations turns out to be
more expensive than
expected

Risk management is a tool for preventing realization of possible risks. In order to
secure company´s continuous profitable operations the threathening risks need to be
identified, estimated and handled. Risk management requires own policy which is
defined by the top management and is part of the company culture and decision
making. The defined policy and guidelines need to be documented and their
compliance within the organization monitored, at least in individual departments or in
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specific projects. Continuity of the risk management work is essential due to the fact
that also risks change with time. Risk management plan can be adapted in situations
that might lead to unexpected or unwanted results. Information on result alternatives is
essential for the decision makers. Only after the alternatives are revealed, measures
can be taken to manage them. (Nygren 2002, 216-218.)

According to Ilmonen (2010, 105-106), different risks can be identified with the help of
special risk identification systems. Such identification systems are for example:
-

A system based on actual realized risks

-

A system based on inspection lists

-

A system based on group work

-

A system based on inductive reasoning methods

In the first method the possibility of recurrence of risks is evaluated. This system should
be used together with some other identification system since it does not support
identification of new threathening risks. The second identification system is one of the
most common systems in use. The disadvantages of this system is the coverage, that
is the limitation of study on documented risks only. The third method to identify risks is
to arrange a workshop in which different risk types and objects are discussed. The aim
is to reach conclusions and create new ideas for risk identification. The last
identification system utilizes reasoning methods the process oriented Hazard and
Operability Study (HAZOP) and the business impact method for indentifying e.g.
interruption risks, Business Impact Analysis (BIA).
Changes in international trade during the past years have made companies to include
bribery and sanction clauses to their contracts. Such changes have been the 9/11 and
Iran´s nuclear program. (Weissenberg 2014, 60.)
Different kind of risk and check lists are helpful in evaluation of contract proposals and
terms as well as in consideration of risk significance. In the following risk matrix (Table
3) the possible risks are evaluated based on probability and impact. (Haapio 2014, 8586.)
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Table 3. Example of Risk Matrix. (Haapio 2014, 85-86.)
Probability
Probable (3)
Possible (2)
Improbable (1)

Impact
Minor (1)
3 moderate risk
2 minor risk
1 insignificant risk

Adverse (2)
6 significant risk
4 moderate risk
2 minor risk

Serious (3)
9 unacceptable risk
6 significant risk
3 moderate risk

The assessed probability figure is multiplied with impact figure.The received factor will
reveal whether the risk is insignificant, minor, moderate, significant or unacceptable of
nature. Often red, yellow and green colors are used to indicate the risk category. The
next step is to list the risk in prioritized order for measures. As an example, the
probability of delivery delay is evaluated with number 3 (probable) and impact with
number 2 (adverse). By multiplying these figures the matrix reveals the risk to be
number 6 (significant). After prioriziting of risks actions are required. (Haapio 2014, 8586.)

2.7 Competitive Advantage

This thesis is searching for contract management development possibilities in order to
achieve competitive advantage for the case company. Below definitions of competitive
advantage:
“Firms that earn persistently higher levels of profit than competitors have a competitive
advantage”. (Grant, 2008 & Porter 1985 in Enz 2010.) “A competitive advantage is
what makes you better than the competition in your customers' minds. The term was
first applied to businesses, but it works for anyone, from employees to countries”.
(Amadeo, 2017.)
Competitive advantage is reached when buyers receive better value through lower
prices of same services or through one of a kind services with unique price. A company
needs to create a competitive strategy that leads to a profitable and sustainable
position compared to competitors. Those companies which attract customers more
have a better profitability. (Porter 1985 in Enz 2010.)
According to Otala & Ahonen (2005), competitive advantage is a combination of costeffectiveness, quality, customer satisfaction and productivity. Continuous development
of products and services, creativity and capability of building networks are also factors
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of competitive advantage. Competitive advantage can also be considered as a
capability to hire correct people with needed skills. (Otala–Ahonen 2005, 69.)
Lenander 2017 argues that: ”Competitive advantage of a product or service is based
on uniqueness which is hard to copy. The sense of value the customer receives is the
core of modern competitive advantage”. In the article, Lenander refers to car
manufacturing company Tesla as one example of a company with high competitive
advantage. Tesla is an innovative manufacturer of electric vehicles in the United
States. Tesla has uniqueness in the fields of corporate culture, financing and
distribution channels. It can be assumed that Tesla has also extremely lean and
efficient internal operations throughout the company.
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3 BETTER PERFORMANCE THROUGH DEVELOPMENT
OF CONTRACTUAL ACTIVITIES
Target of this study is to improve quality and efficiency of the target company´s current
contract management process practices. The development possibilities include
introducing of new tools, increase of transparency and increase of overall know-how
among the responsible employees. Even though there is an existing process for
contracts, it might not be followed due to lack of knowledge, time or resources. When
development possibilities are sought, assessing of company´s contractual status based
on a maturity model is essential. This chapter begins with the introduction of most
common pitfalls in contracting. Next, the interaction between business strategy and
contract strategy is discussed and then examples of contracting related maturity
models are presented. In final chapter, the advantages of contract management
system are provided.

3.1 Pitfalls in Contracting

IACCM has made a survey on top negotiated terms. The survey revealed that in
general, the contract negotiators use most of their time discussing on terms related to
negative incentives and risk management. IACCM recommends that the top pitfalls
listed in table 4, should be avoided in contracting (Haapio et al. 2016, 3.):
Table 4. Ten Pitfalls to avoid in Contracting (Haapio et. Al. 2016, 3).

It is important to have a clear scope of work and defined goals in order to create as
inclusive contract as possible. There are cases where for example engineering is
negotiating directly with the customer and commercial team is involved only when the
quotation document is needed, in this situation the person creating the quotation might
not receive all relevant information. It is possible that the customer extends the
negotiations. This can be because the work scope is not yet fully defined and there is
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still time for several quotation rounds. All contracts should be as clear as possible in
text to improve understandability. In addition, the contract needs follow-up and lessons
learned.

3.2 Contract Strategy

Business strategy can be defined as a competitive strategy which helps the company
to achieve superiority in chosen fields of industry. (Kamensky 2008, 25.) According to
Vanhala et al. (2002, 129-130), business strategy or competitive strategy gives a base
line for company´s business actions: guidelines for competition, how to build a
sustainable position and competitive advantage. Naumanen (2001, 12) in turn writes
that strategy is the way the company performs in order to build additional value.
As Haapio & Järvinen (2014, 339) put it, everything has to do with the strategy the
company has committed to follow. The decision making, contract policy and contract
management take place on three different levels: strategical, operational and
supportive. On strategical level future related decisions are made, these decisions
include operation structure, nature and where the company is heading to. Guidelines,
time tables, follow-up, discipline and documentation are part of the strategic
management.
Contract strategy management guides and promotes realization of business strategy
through contracts. This means that contract process will have guidelines and the focus
is on the content of contracts. With comprehensive guidelines and best practices the
contracts will be created with appropriate content and thus support company´s
success. The contracts guide the operations, but at the same time they have the risk
managing role. When both of these roles are properly run, the contracts will become a
strategic asset for the company. When contract strategy is properly implemented, it
requires awareness of contract related disturbances. It also requires internal
communication and communication with contractural partners. In addition, the knowhow of the personnel working with the contracts must be on adequate level, besides
that they also have to know when to turn to Legal Counsel for an advice. (Haapio &
Järvinen 2014, 351-352.)
When planning the contract management strategy for the company, following issues
should be considered and included:
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1. Prevailing contract practices
-

What kind of agreements we are making?

-

What are the GTCs we refer to?

-

Who are the people working with contracts?

-

How to deal with upcoming changes?

2. Contract and Agreements
-

Quality of contracts (content, clarity, structure)

-

Accordance of terms and conditions

-

Inclusion of core rights and liabilities

-

Agreed practices and situations requiring interference

3. Financial appropriateness
-

Are the contracts profitable?

-

What kind of advantages and risk are involved?

-

What is the profit we get?

-

What is the resource need?

At preparation of every contract the level of contribution to contract quality and risk
ensuring needs to be weighted, it is not reasonable to use too much time for
negotiating on all details. However, being innovative in the development of contract
management process and contracts is not only reasonable but also one of the key
factors for success. (Haapio & Järvinen 2014, 352-353.)
In best case the business strategy and contract strategy are aligned with each other.
As a contract management tool the contract strategy promotes realization of business
targets such as profitable business and long lasting partnerships. The maturity models
introduced in the following chapter 3.3. are supporting business targets by emphasizing
profitability, value generation for all parties, proactive view, paperless environment,
continuous improvement, business intellingence and working according to standards.
Contract management system is a tool that contributes to the overall efficiency and
quality of company´s operations.

3.3 Maturity Models

There are several assessment models available for self-evaluation of company
capabilities. Such assessment models are for example the Hybrid Model of Competitive
Capabilities (Hallgren et al. 2011), the Contracting Capabilities Maturity Model (Sorsa
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2009, 268) and the Contract Management Maturity Model (Jones & Connaughton
2011, 4.) The hybrid model is an approach for incremental implementation of contract
life-cycle management features. This model connects the literature on exchange,
cumulative capabilities as well as order winners and survivors. The second model is a
tool for assessment of contractual status against selected key features and the third
one describes the incremental phases towards world class contractual performance.
The Contracting Capabilities Maturity Model and the Contract Management Maturity
Model will be reviewed in more detail later in this chapter.
According to Sorsa (2011, 264) the common objects for specification and evaluation of
contract capabilities are the following:
-

Map current capabilities

-

Create a baseline for measuring improvement

-

Document the need for changes

-

Provide a common language

-

Foster a culture of excellence

-

Set the stage for organizational change

-

Give top leadership insight into day-to-day practices

-

Help make informed decisions on workforce development and training

-

Focus attention on specific capabilities to be retained

-

Decide what new initiatives need to be developed or launced

-

Communicate to suppliers and customers the development of the organization.

When contract management is executed with efficiency, it provides a framework for
bringing business and contract management together, for responsibility sharing and
prioritizing of contract management leads. (Sorsa 2011, 264.)

3.3.1 Contracting Capabilities Maturity Model

Contracting capabilities maturity model rates the company´s contractual status based
on selected key performance attributes. The key performance attributes contract
contents, process, relational and organizational actions are categorized to ad hoc,
repeatable, functional, intergrated and optimized levels. This maturity model is
presented

below

in
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Table 5. Contracting Capabilities Maturity Model (Sorsa 2009, 268).
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The contracting capabilities maturity model can be utilized as a management tool. In
many companies the contracting capabilities have not received the strategical attention
and therefore the advantages have not been fully exploited. This model brings the
attributes into a measurable form and helps in prevention of unnecessary costs (Sorsa
2009, 269-270.)

3.3.2 Contract Management Maturity Model

In the following figure (7) the criteria of company´s contract management maturity
levels is described. At the lowest level, there is contract management, which is giving
frames and restrictions to business actions. There isn´t any existing contract
management system and the processes are not yet sophisticated. (Jones ym 2011, 4.)

Figure 7. Clients Take Incremental Approach To Adaptation (Jones & Connaughton
2011, 4).
Normally companies adapt new contract management tools gradually rather than
implement several new processes at the same time. In the incremental approach one
change leads to another improvement necessary for the development of the contract
management.
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Contracting Capabilities Maturity Model and Contract Management Maturity Model are
assessing contract management from different perspectives; the first one is evaluating
contract management in more detailed level: content of contract, process, different
levels of relations (operative, tactical and strategic) and organizational responsibilities.
The latter one is more concentrated on the big picture; is there a contract management
system, is wireless support available, is sustainable development achieved, is the
company taking responsibility for its actions, are operations effective etc. However,
both models include i.a. measuring of performance, use of templates and utilizing of
lessons learned.

3.4 Contract Management System

The business growth is driving change and better control of operations. Before
centralization of documents contracts are not easily available. The difficulties will
increase when company operates in different locations and countries. Besides
collecting contractual documents to one place, it is also important that the contractual
obligations are introduced to performing body as basis for realization of projects,
production and invoicing etc. (Haapio & Järvinen, 2014, 72-73.)
When different people (e.g. Key Account Manager, Legal Counsel, Project Manager,
Production Manager, Customer service) are involved in contract handling during its
lifetime, it can happen that all details are not clear to everybody. It is also hard to utilize
synergies between the individual units, if the units are not familiar with their mutual
interests. Further, the individual capabilities are not converted to organizational
competence by itself, but it requires systemical development, responsibility sharing and
leadership. There has to be a responsible person to manage the fitting of different
units, tasks and interests together, to organize the guidance and repeatability of
processes. The management can of course delegate contract responsibility, but it has
to be included in this persons job description too. (Haapio & Järvinen, 2014, 74-75.)
Utilization of contract management application will enable the availability of essential
contractual documentation such as valid templates, agreements and memos.
Additionally, the special functions like alerts, electronic signature and connections to
other applications will speed up operations.
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4 CURRENT PRACTICE IN CASE COMPANY
This chapter begins with an introduction to existing contract management processes
and guidelines of Sales and Sourcing operations. The second half of the chapter
explains first the basics of qualitative theme interview and then presents a summary of
the finding made in the expert inverviews.

4.1 Contracting Processes

Due to their different features, Sales and Sourcing contracts have different contracting
processes and owners. The Group legal has the overall responsibility over the contract
management operation. The process guidelines can be found in the company intranet.

4.1.1 Sales

Company code of conduct includes quality guidelines for preparation of Sales
contracts. The Sales contract is based on previous agreements / quotation /
negotiations with the customer and internal discussions involving the Legal Counsel.
The contract form can be self-drafted or the drafting is made by the customer. In the
review, the corporate governance and authorization policies will be considered. Before
the review of company board of directors, the contract will be approved by company
CEO. The objectives of the contract review are the following:
-

Sufficient definition of the contract requirements

-

Excluding of major risks

-

Safeguarding of company interests

-

Correspondence of the quotation for negotiation results

-

Own ability to fulfill the contract requirements

The quality guidelines are available in the case company´s intranet pages under
company governance / code of conduct / customer related processes / entering into a
contract and contract review. The target of the contract review is to secure the
feasibility of the contract content and to minimize the risks related to the contractual
relationship. The person with authority to sign or a quotation Project Manager at Sales
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together with a contract law consulting Manager, are those who are responsible for the
contents of the contract. The management team (department or business line leader,
member of board depending on the contract value) is responsible for contract review
performance. (Company Code of Conduct, Quality Guideline 2017.)
The purpose of the quotation process is to secure that activities in Sales fulfill the
requirements of the company´s corporate governance. In addition, all quotations and
contracts must meet the following criteria:
-

Scope and contents of the quotation comply with customer request / internal
specification and they are agreed internally

-

Company is able to deliver all quoted services

-

Scope suits to the operational strategy and available capacity

-

Financial performance targets are considered

-

Financial standing of the customer is checked / advanced payments
required

In the quotation process description, a detailed information for responsibility sharing
between the Key Account Manager, quotation Project Manager, technical Manager and
business controlling is given. The quotations are split into categories based on case
value. The categories will have different kind of approval processes, the bigger price
the more detailed handling process. (Company Code of Conduct, Quality Guideline
2017.)
According to the code of conduct quality guidelines, company GTCs will be attached to
every quotation. In case the quotation text has specific terms, those terms will
undermine the GTCs. Depending on a case, it can be added that a separate contract
agreement is to be created. Such cases would be manufacturing agreements for a
larger scope of work.
The sent quotations will be stored in Salesforce, which is a tool for processing and storing of Sales contracts. The outcome and participants of the quotation review will be
documented in Salesforce. In table 6 the Sales contract process is presented.

TURKU UNIVERSITY OF APPLIED SCIENCES THESIS | Elina Sacklén

35

Table 6. Sales Contract process (Company Corporate Governance 2017).

Change management meeting (additional scope to already ordered content), quotation
team meeting and Sales meeting are considered as decision making forums. The
meetings are described under corporate governance in company´s intranet pages
(Company Corporate Governance 2017.)
There are all kinds of cases where a more detailed contract will be required. The case
company´s scope of services include versatile engineering, manufacturing and consulting. Like Sorsa discovered in the study of the contract management skills of 58
companies (2009, 133.), our legal knowledge is also leaning to company Legal
Counsel or external legal services. The contracts are usually created in cooperation
with the head of Sales, Key Account Manager and the Legal Counsel, sometimes the
quotation Project Manager is also involved. In general, the overall legal knowledge
among the quotation Project Managers could be improvement.
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4.1.2 Sourcing

In the case company Sourcing belongs to Supply Chain Management (SCM) operation
which provides support to Sales and Marketing. Sourcing is further devided into
sourcing of non-production and production materials. Usually the cost of general and
production related materials account for the biggest part of the product price. The
corporate code of contract describes the meaning, responsibilities and functions of the
Sourcing operation. Templates for NDAs, purchasing agreements, investments and
reclamations are available in company´s SharePoint application. In the following table 7
the Sourcing contract process is illustrated. (Company Corporate Governance 2017).
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Table 7. Sourcing Contract process (Company Corporate Governance 2017).
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Sales and Sourcing have own contract processes due to their different features. The
heads of the departments are responsible for carrying out the activities according to the
set processes. The Group Legal has the overall responsibility for the contract
management operation in the case company.

4.2 Expert Interviews

More information of case company´s contracting practices was acquired by
interviewing responsible persons in different organizational levels. Due to the nature of
this study, a qualitative theme interview was selected as data collection system. The
interesting findings are summarized after the introduction of the interview method.

4.2.1 Qualitative Theme Interview

In this thesis a qualitative research method is applied. The target of the qualitative
reseach is to gain a profound understanding of the research subject by describing and
interpreting it. When qualitative research is applied the relevances matter; the
interpretation of the real world. Selected observation targets are studied thoroughly,
however without possibility for generalizing of results, the received results are valid
only for the interviewed people. The tool for the information gathering and analyzing is
the researcher. The researcher interprets the outcome of individual observations from
the real world to research results. The amount of required research information cannot
be estimated beforehand, so much information is collected that the research problem is
solved and understood. (Kananen 2014, 16-19.)
Theme interview was selected as the data collection method for the thesis. Theme
interview can be described as a discussion where the researcher tries to find out
information about the interest of objects. The researcher is this initiator for the interview
and he sets the conditions for the discussion. (Aaltola & Valli 2010, 26.)
Theme interview can also be called as semi-structured data collection method. In
focused interview, the researcher knows that the selected observation targets have
experience on the research target. Before the interview the researcher will familiarize
herself with the entity and processes of the research problem. Based on the analysis,
the researcher creates own assumptions and

frame for the interview. Finally, the
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subjective experiences of the observation targets are discussed in the interview.
(Hirsjärvi & Hurme 2008, 47.)
In semi-structured interview, the interviewer can change the order of questions based
on progress of the discussion. In case the discussion so requires, some questions that
have been prepared in advance can be left out and new, more suitable can be
presented instead. (Ojasalo et al. 2014, 108.)
In the interviews following themes were discussed: the strengths and weaknesses of
current contract management process and the possibilities to improve process
efficiency of the contract management. The first theme handled the importance,
process and ownership of the contract management in the case company. The second
theme included discussions on performance measuring, contract management system
and resource needs.
Six people were interviewed for this thesis. The first people (Persons A and B) were
interviewed together. The other four persons (C, D, E and F) were interviewed
individually, because of urgencies at work. The process owners of Sales, Sourcing &
Supplier Quality and Legal were selected as persons C, D and F. These three
decisions makers were accompanied by two colleagues from Sales and one Purchaser
from the Sourcing department. These people formed a comprehensive sample of
people working with contracts. The subordinate of Group Legal in Germany was also
called for an interview, unfortunately he was too fully booked at work to participate in
this research.
All interviewees received a calendar invitation with covering letter and link to Skype.
The content was also discussed face to face or by phone before the interviews.
Persons A and B (collagues in Sales) were interviewed on February 28th, 2018 in face
to face meeting. Persons C and D (Legal Counsel and Sales Director) were interviewed
separately in Skype meeting on March 5th, 2018. Persons E and F (Purchaser and
Director of Sourcing and Supplier Quality) were interviewed in Skype meeting on March
9th, 2018 and April 9th, 2018. The interviews in March and April I did from home office,
since I have been on study leave since the beginning of March. The duration of
interviews varied from 19-39 minutes. All interviews were recorded to telephone and
transcripted. There were a couple of interruptions during the interviews due to phone
calls to the interviewees.
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As a basis for the interview each interviewee received a theme interview frame. The
theme interview frame was delivered with the calendar invitation. The intention was to
give interviewees as chance to review and prepare themselves for the questions
beforehand. The open questions were based on themes which were handled in the
literature part of this thesis. The theme interview frame questions are listed in Appendix
1. The questions addressed to persons A and B were more of a general level. As the
persons C, D and F were in a position of process owner they received more detailed
questions. The two persons working in Sourcing department received same questions
even though person E did not have leadership position. In the discussion it was noticed
that person F was able to give more comprehensive and detailed answers than person
E. The person E should have received same questions than persons A and B. The
mistake happened when only one kind of questions were attached to the meeting
invitation.The identy of interviewees is kept secret as also the company name. The title,
age, education and working years are revealed. The background of the interviewees
and the interview results are presented in Appedix 1.
According to Hirsjärvi et al. (2009, 222-223) the recorded material should be
transcripted from word to word either from the whole material or selectively.
Transcription according to theme areas is also one option. In qualitative research the
material is often collected at several phases and the analysis is done simultaneously.
For this thesis the handling of interview material and transcribing of all material from
word to word was performed right after the interview or on the following day. Texts that
are written in italics are direct quotes from the discussions. These opinions and views
were then further processed to reduced expressions in order to summarize the
discussion outcomes. The discussion outcomes were the again further summarized to
strengths, weaknesses and actual development proposals.

4.2.2 Summary of Interviews

The interview themes were: the strengths and weaknesses of current contract
management process and the possibilities to improve process efficiency of the contract
management. At the analysis of the interview material the expressions of the
interviewees were reduced and summarized according to most frequently raised topics.
These topics were reflected to the theory part. Based on the findings a summary with
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development proposals was made. Below an excerpt of original expressions which led
to the development proposals presented in Table 8:
Recruitment:
“How we get the comments from legal, because sometimes the timetable is quite fast
and we cannot get the feedback fast enough in order to satisfy the customer needs.”
“We can get the help from the legal, but I think they don´t have enough resources to
perform the tasks.”
“There are many cases that I am still waiting for feedback and I haven´t received it,
because our legal department has so much things to do.”
“You always need to be able to answer to the customer´s needs very quickly, one week
is usually the usual timeline and two weeks is good that and if you need to wait for legal
department´s comments on some contract and if you need to wait for it one month that
can be that the case is gone and there is no case anymore”.
“There are quite many contracts in Sourcing side for which legal support is needed.”
“That´s exactly so when you think that last year more than 550 contracts were made.
For many of them we would need some kind of legal support, but this is not possible at
the moment.”
“If it is a bigger and important contract it will be sent to legal for review, if there are
points that we are not sure of. But let´s say that we have some people that have done
this work for 25-30 years and they have been involved deeply in legal things, they often
go by their knowledge.”
“There is a remarkable need for Legal services, it is a big lack at XX. We would need a
part-time Legal person at Sourcing every day.”
“ I cannot understand that in a this size of a company there is no Legal person in
Sourcing, at least for a couple of hours in week. Today, it has been 1,5 years since I
have sent our general Sourcing Terms and Conditions (TCs) for checking.” “it has been
a long time since they were checked last time.”
“ I feel that it would good to have back-up, since I am not a professional.”
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“I can get help through constant persistent asking. But I have a pretty big threshold to
ask things.”
Personnel training:
“We should have some kind of training for the people regarding the agreements that
everybody would know that if the supplier or the our customer wants some alterations,
for example, to our TC´s or our contract, how they should handle those. And they
would understand that what are the risks involved to certain terms”.
“Of course there should be thought that how involved the legal department should be in
the contract negotiations, because often we just get the feedback that you should alter
this this and this and when you go to the meeting, you only know that I should be
changing this, this and this, but why?.”
“The most important that when you go to the meeting with the client to discuss about
the contract, you should have well organized plan that what are the topics which you
should stick with, that you cannot give up with these and these are the secondary,
secondary clauses which you can say that this is or - how could I say – accept, you
can accept these clauses and these are the clauses which you cannot accept”.
“I think we don´t have an existing, let´s say instructions for proactive contracting work
and risk management, so that´s something that we don´t have. That would be good to
have them, but then the case is that we have so many different kind of areas where we
are working, that is not very simple”.
“I think this is something that there is a learning process going on in XX, this is
definitely not one of the strengths that we have, we tend to be pretty reactive and
normally the contracts are, you know, following there weeks and months after.”
“So it is important, but we are not doing this as per today as well as we should.”
“And I suppose, it is part of the culture and it is part of the fact that we have quite lean
resources as well in house so it has to do with both.”
Apply of Contract Management System:
“The aim to have the programs which always contain the latest information of about
what has been discussed with customer and what were the key topics and always
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should also contain the information that was done or after this discussion and how it
came forward after the discussion.”
“Contract Management is very important in that sense that we need to know very well
what have been agreed with different customers.”
“Part of the templates are older and part are newer.”
“Let´s say that in theory all templates are available for everybody, but I can´t guarantee
that all last versions would be available for everybody at some specific location. It is
possible that some update made has not reached the basic template.”
“We should develop our system regarding contract management. I would like that our
SAP system would create the contracts. This development work has been started, but
it was not completed. We have there a printout, but we should start a project to get the
contract management build up in SAP”.
“What I mean is that we would get the information in SAP, then we would not need to
print separate Word-documents.”
“I do try to make memos and points that should be remembered from my meetings with
customers and phone calls with customers, but I have to say that I do not store them
anywhere other than in my own laptop.”
“I think that that would be good that if we the common CR system as it has been
discussed“
XX is not using electronic signature yet. Our company is not ready for it, so we still
have to go and get the signature personally. Electronic signature requires dedicated
bank identifiers”d lately, so that would make sense.”
Process Development:
“We don´t really even have our product and Sales portfolio laid out for us as a
company.”
“That´s where the core problem comes from, because we do not have any kind of a
focus areas that we would like to focus our business and cases.”
“Yes, as far that it´s possible. There will be some differences considering that we are
acting in different legislations and some different organizations.”But if possible, for
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sure, we should have the same practices applied and even the same system. Today
we have something in Finland and another one place in Germany, it doesn´t make any
sense.”“I can sense that there could be some synergies. And even, you know, copying
the best practices, so there is something good in Germany that we could copy to
Finland and the other way around.”
“I don´t really know who is the, who is responsible for at XX for Contract Management
process.”
“My feeling is yes, we should have the same Contract Management practices in Group
wise, yes. “
In the table 8 below the development proposals for the case company´s contract
management are listed. The findings are based on the expert interviews.

Table 8. Summary of Development Proposals.
SUMMARY OF DEVELOPMENT PROPOSALS
Recruitment
-

Strenghtening of local Legal support
o

Immediate service

o

Negotiation planning

o

No need to purchase external legal services

o

Guidelines / check-list needed

-

More sourcing competence through recruiting

-

Resource needed in sourcing for development work

Personnel training
Apply of Contract Management System
-

Archive with all contract documents

-

Templates and TCs available

-

Lessons Learned

Process development
-

Better specification of products and services

-

Prioritizing of quoted products and services

-

Development of quantitative and qualitative performance targets

-

Same process practices for the Group
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-

SAP system needs to be further developed to create contracts

-

Automation of approval process is needed to save time

-

Further development is required in order to reach deeper level of service

-

Benchmarking of legal resources in other companies of same size

The findings of the research indicate that the contract management is not currently
handled as one of the key functions of the company. There is no contract strategy
aligned with the company´s business strategy and the ownership is devided between
departments. The company contracts (Sales, Sourcing, Human Resources, Affiliates
etc.) are not managed by any system. There is a clear need for contract training among
the personnel. In addition, there is a strong need for local legal support. Even with a
part-time legal resource, the quality of contracts and customer response time could be
improved. People working with contracts need up-to-date contractual know-how, a
clear process description with actions and responsibilities, sample templates, up-to
date GTCs and a clear plan for customer negotiations and partnership.
There is an existing process for the contract management and that is a good thing.
However, the operations in different departments are done indepentently without
adequate guidance. It can happen that contract proposals from customers are not
checked properly but accepted without Legal counseling. More interaction and training
is required in order to work more professionally and efficiently. The target is to avoid
risks and achieve better performance in form of high-quality, saved cost and time and
above all, satisfied customers and long-lasting partnerships.
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5 DEVELOPMENT POSSIBILITIES IN CASE COMPANY
The expectation is that there are development possibilities in case company´s contract
management operation. These possibilities are now studied through assessment
models and by benchmarking two Finnish companies. Additionally, contract
appearance, artificial intelligence and automation, contract management system and
Contract Manager’s job description are discussed.

5.1 Contract Maturity Models

Assessment tools selected for this study are Contracting Capabilities Maturity Model
(Chapter 3.3.1.,Table 5) and Contract Management Maturity Model (Chapter 3.3.2.,
Figure 7). Target company´s current practices are assessed against the models´
criteria. These models are evaluating contract management practices from different
perspectives. However, both models will reveal possible operational weaknesses and
strengths. The maturity models will guide to better practises and comprehensive
thinking.

5.1.1 Contracting Capabilities Maturity Model

The evaluation of case company´s current contract management practises against
Contracting Capabilities Maturity Model provides following findings:
Detected similarities:
-

-

Ad hoc
o

Reactive approach to legal risks

o

Focus on result metrics only

o

Conflicts are resolved ad hoc

Repeatable
o

Offer – acceptance and standardized templates for repeated
transactions

o

Based on operative cooperation
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o

Dedicated team formed to develop contract model, processes,
procedures, tools, systems and metrics

-

Functional
o

Process plan in use

o

Interaction in addition to well-documented roles

o

Parties understand commitments and comply in collaboration

o

Senior management provides quidance direction and approval of key
contracting strategy, decision and tools

-

-

Integrated
o

GTCs in use for all contracts

o

Beginning of collaborative relationship

Optimized
o

No similarities found

The assessment shows that the case company has a reactive approach to contracts,
this was also confirmed by Group Legal in the interview. There are no official
templates, but previously done contracts are modified to meet the specific content.
Each contract includes the company´s GTCs. The Group Legal gives consultation on
request in contract preparation phase and when problems arise. There is no
documentation or guidelines for risk handling, those are also handled ad hoc.

5.1.2 Contract Management Maturity Model

Contract Management Maturity Model is evaluating contract management from a
different angle than the Contracting Capabilities Maturity Model. In this model, the level
of contract management operation is assessed instead of details of contract
preparation process. The target in contract management development is to reach the
“world-class” –level with contracts centralized under a single tool, paperless
environment, suppliers involved in contract collaboration and continuous improvement.
This assessment reveals that the case company has similarities to the model in
different levels. The lack of contract life-cycle management and contract management
system are categorized as development-inhibiting factors. Contracts are currently
saved in dedicated workdesks so the basic repository with security-based access
exists => “Enabling” –level. Some optimizing can be found e.g. the use of GTCs in all
contracts. Business intelligence is utilized at some degree, but there is no automation
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of functions (e.g. auto-matching of invoices, integration with sourcing software
steamlines).
Only after implementation of the contract management system the case company can
start to develop its contractual practises towards automation of functions, supplier
collaboration, performance tracking and continuous improvement.
Both of these assessment models provide important information of the current status of
contract management operation. There are several possibilities for development. The
case company could improve the quality and efficiency of the operation by heading
towards comprehensive life-cycle management and automation. For the different kind
of projects contract modules by project type and standardized, modular templates
would be essential. The company should focus on continuous improvement of
processes and start to use quality and efficiency related performance metrics such as
cycle time. Proactive contracting and contingency management should be included as
a part of the contract management. Further, there has to be a lessons learned and
programs of best proven practices for continuous improvement of contract contents
and process guidelines.

5.2 Benchmarking

At interview of the Group Legal Counsel (Person C), an idea was born to study other
Finnish companies regarding organization of their legal services. These companies
should have approximately same turnover and same number of employees.
Benchmark to companies of a same industry was not possible since the case company
is the only one operating in its field in Finland. Additionally, the benchmark companies
should be listed on the stock exchange since this could also be the situation for the
case company in the coming 5-10 years.
Ponsse Oyj and Pöyry Oy were chosen as benchmark companies in regards of the
number of legal resources.
Ponsse belongs to the top manufacturers of forest machines in the world. Ponsse Oyj
has affiliated companies in Sweden, Norway, France, Great Britain, North America,
Brazil, Russia, Hong Kong, China, Uruguay and Ireland. Ponsse stocks are listed on
the NASDAQ OMX nordic list. Ponsse financial statements show 11,4% increase in
turnover compared to 2016. (Ponsse 2018.)
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Financial Manager Saija Fränti was interviewed by phone regarding Ponsse´s legal
operations. Fränti was appointed as the contact person by Ponsse´s Excutive Assistant
Tanja Kyllönen. According to Fränti, Ponsse does not have a centralized contract
management system, however she believes that it will be possible at some point. The
external legal service providers are invoiced on monthly basis per actual realized
hours. Finance Director Petri Härkönen is the owner of the legal process.
Pöyry is an international engineering and consulting company which operates in the
fields of energy, industry and infrastructure. Pöyry stocks are listed on the NASDAQ
Helsinki list. Pöyry financial statements show -1,4% decrease in turnover compared to
2016. (Pöyry 2018.)
General Counsel Jutta Carlsson was interviewed regarding Pöyry´s legal operations by
phone. She was contacted through company´s switchboard. Pöyry has currently over
10 000 projects to more than 100 countries. Pöyry´s has currently nine laywers working
in five countries: Finland, Brazil, Germany, Switzerland and Russia.
Table 9. Benchmark, Legal Operation.
Case Company X

Ponsse

Pöyry

Turnover

306 MEUR (only

577 MEUR

522 MEUR

(2017)

2016 figure available)

Personnel

5 500

1 546

5 500

9 offices (Finland,

181 offices in 40

130 offices in 40

Germany, Poland,

countries

countries

Group Legal in

All legal services

Legal

Finland with one

are purchased

department with

subordinate in

from local

total 9 lawyers in

Germany.

external service

Finland, Brazil,

Legal services also

providers.

Germany,

(2017)
Offices

Spain)
Legal operation

purchased externally.

Switzerland and
Russia.
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The above table 9 reveals that the sample companies handle legal operations
differently. This has clearly to do with the rate of global activities they have.
Unfortunately, the case company is the only one in its industry in Finland, therefore the
benchmark companies are the closest which could be found (first in industry and the
second in number of staff). However, it is interesting to learn about their practices. It
would also be interesting to know, how much money these companies use on legal
services. The case company´s operations have grown strongly. It can be predicted that
its legal operations will be strengthened in the near future.

5.3 Other Development Possibilities

Changing contract appearance is a way to creating contracts which are more clear and
easier to understand. Artificial intellingence in turn is a way to a completely paperless
contract management. These two and contract management system with job
description of a Contract Manager are discussed in the following chapters.

5.3.1 Contract Appearance

Changing contract appearance is not the first thing that comes into mind when
opportunities for improving traditional contracts are sought. However, improving
contract clarity and adding visual images will enable better and faster interpretation of
contract’s content.
In his blog on IACCM internet pages, Tim Cummins (2017) advices organizations to
improve performance and scrap traditional contracts. According to him, traditional
contract forms should not be used since they tend to decrease motivation and
performance. In addition, the level of autonomy has an impact on performance quality.
People with less autonomy are more likely to show unethical or dishonest behavior in
their relationships.
In contract preparation, value increasing innovative ideas or choices should be utilized
instead of traditional, rigid and inflexible ways of approaches. Pursue of goodwill and
mutual good is much more motivating and inspiring. Cummins brings up an article
written by Todd Haugh. This article was published in the American Business Law
Journal and it studies the role of so called “nudges” as drivers of beaviour. According to
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the artice, there can be a swift to regime if there is oversight, which is interpreted as too
strict or overstepping. In this case, the actions achieved may turn out only with
superficial compliance. The conclusion in Commens´s blog is that traditional contract
form does not help to succeed.
The long and complex contracts are mainly designed for laywers to protect client
interest in disputes and not to business Managers who seek for success and benefits.
Contracts need to be updated with constantly changing business needs, they are
required as an important tool for the company management. A big part of the contract
content includes commercial and technical terms, not legal terms. It is not required by
law to keep the contract for as of now. (Haapio 2013).

Visualization

People from commercial side read contract documents seldom and understand them
insufficiently. The language which has been used can be too technical and long for
many. Visualization leads to better understanding and time saving. Interpretation of
contracts is the biggest individual source of contract related juridical proceedings
between the cooperating parties. (Haapio & al. 2013.)
In 2013, Haapio introduced Visualization in Contracts and Visualization about
contracts. The first concept is about adding images like icons, flowcharts, matrices or
timelines to the contract, to emphasize and explain the content. The second one
means the use of images in order to guide the reading and use of a contract. It is also
possible to develop a graphical user interface which is based on related text. (Haapio
2013.)
In 2016, two additional proposals for contract visualization were presented; the
Visualisation as Contracts and Visualisation for Contracts. These two concepts are
described in Picture 1 and Figure 8 below. (Haapio & al. 2016.)
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Picture 1. Sample pages of a Comic Contract (Haapio et al. 2016, 4).
Visualisation as Contracts means creating the contract in a comic form. Visual devices,
scenarios an diagrams may be added, but any text is only used to support the visual
presentation.
The idea behind Visualization for Contracts includes various visual negotiation tools;
visual templates as discussion base, visual negotiation maps and visual introductions
of contract terms. The deals can be made through online via visual interface with focus
on pre-negotiation, actual negotiation and contracting. The system allows drag and
drop interactions which at the end will lead to contract document. Advantages: at prenegotiation the parties can determine their goals and preferences either privately or as
shared with the participing negotiators. The system is directing to form a scope of deal
without any pre-limitations on possibly irrelevant terms or risks. In the interface, it is
possible to make speculations and hypotheses of other parties´ goals and priorities in
order to create different strategies and tactics which can help in avoiding pitfalls.
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Figure 8. Screen Shot of a Deal Design Platform supporting Pre-Negotiation,
Negotiation and Contracting (Haapio et al. 2016, 6).
5.3.2 Artificial Intelligence and Automation

According to current trends contract management is moving towards paperless
contracts. Artificial intelligence is enabling the use of boilerplate and recurring
language, phrases and clauses based on different contract types. Softwares developed
for this purpose will be able to provide “machine learning” through which the feedback
from author and machine recommendations can be combined. With automation
companies can reduce risks and costs and achieve better compliance. These new
softwares may give information of possible opportunities, company´s responsibilities or
penalties related to non-compliance such as late payments. (Lu 2018.)
Maziarz (2018) presents five trends essential for contract life-cycle management:
1. Increased collaboration
-

Contracts are managed together in collaborating teams led by Contract
Managers

2. Artificial Intelligence takes a bigger role
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-

Artificial intelligence will provide its insights to contracts through risk
identification, predicition of future trends and client behaviors and evaluation
of potential business opportunities. The use of artificial intelligence saves
time and improves the accuracy and analysis of the contracts

3. Greater focus on risk analysis
-

More effective contract management will protect companies against risks.
The contracts need to be more transparent, properly stored and analysed

4. A need for optimized/automated process
-

Automatized platforms will enable self-service contracting and the use of
intuitive wizards and clause libraries. Correct drafting of contract is also
secured by automatic alerts e.g. deadlines and key milestones

5. Increased complexity due to more diversity in Sales and Licensing modules
-

Companies are growing and new markets are created, customer
relationships require personalized contract terms. Contract life-cycle
management toos are required.

-

Contract management system is a must in order to maximize the profit on
contracts through improved processes and greater efficiency.

Selling Power and Model N (2017) have conducted a survey research on trends and
challenges with Sales process for quoting and contract management. According to the
survey, automation of processes has decreased time spent for selling, approvals and
the sales cycle, see figure 9.

Figure 9. Automation leads to perceived differences in Selling time, Approvals and
Sales Cycle. (Selling Power and Model N Survey Research 2017).
The research results indicate that the automation of quoting and contract management
is still evolving, currently the manual processes are still prevailing. Through automation
more time was released for customer relations and thus for new business
opportunities.
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5.3.3 Therefore System

The case company has the situation where contractual documents are handled by
different persons and saved in numerous locations. To increase transparency and
knowledge transfer, all contracts should be saved in one place where they are
available for review and handling. Contract management systems enable archiving of
contracts and memos, work flows including versioning, approval process with electronic
signature, alerts and reporting. Contract management system is a tool which collects all
company´s contracts to one location no matter if it is related to acquisitions, sales,
sourcing, employment, sponsoring, outsourcing or charity. The Group Legal will have
user rights to all contracts. The user rights of other personnel will be defined based on
their job description and involvement in the particular case.
At the moment the case company has a contract management system application in
test use. This system has been developed by Canon and it is called Therefore. At the
moment, only assistant team and top management have the user rights for Therefore.
The application is currently used only for achiving of intra-corporate agreements and
corporate Sourcing contracts. In the future, all larger Sales contracts will be stored in
Therefore too. In order to develop the contract process and increase the know-how,
information transfer and transparency, the quotation Project Managers need the access
to these documents. In addition, all essential contract related information such as
emails, memos and notes of important discussions with the customer, need to be
available in Therefore. The system should not only be used as an archive, but act as a
tool for contract management with process quidelines, contract templates, alarms,
approval and chatting possibilities. Additionally, the system should have interfaces to
other applications already in use like Enterprise Resource Planning (ERP) SAP and
Customer Relations Management (CRM) .

5.3.4 Contract Manager

Today bigger companies have hired a dedicated Contract Manager to work under the
corporate Legal Counsel. A Contract Manager is responsible for managing,
coordinating and developing of the contract processes and securing of the conformity
of the contract terms and documents in Finland and in affiliate companies abroad.
Supporting company management and Key Account Managers by consultation and
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training, would also be one very important task of the Contract Manager. Example of a
Outotec´s job advertisement (Oikotie 2017):
-

“We are looking for a Contract Manager to strengthen our Legal and
Contract Management team. We offer a truly international working
environment in a very interesting area of business. You will have the
opportunity to work in a multinational organization with supportive
colleagues and a good team spirit. As Contract Manager, you will:
o

Give support to our business in all commercial and contractual
issues.

o

Draft, review and negotiate contracts and other documents related to
our business.

o

Contribute to successful protection of Outotec’s intellectual assets.

o

Support and advice in risk management.

o

Prepare and give internal trainings.”

It is likely that the need for Contract Managers and their expertise will increase also in
Finland due to development in the global markets. (Haapio & Järvinen 2014, 75.) For
the time being it seems however that Finnish companies are depending on laywers
with broader job description instead of Contract Managers, who are only dealing with
contracts.
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6 CONCLUSIONS
Contract management is one of the key functions especially for those companies
operating in multicultural global environment. Contract management requires
contractual skills and a system which helps the companies to make such commitments
that are according to agreed business targets. The agreements with customers are
customized and prioritized according to importance and optimized in the areas of
quality, timing and partnership. Well-organized contract management is an important
tool which gives more value and quality to company´s operations. The interviews
revealed that the need for a Contract Manager was not supported by the Group Legal
Counsel, Sales Director and Sourcing and Supply Quality Director. The company is still
seen as too small of a size for a person who would only deal with contracts.
Through contract life-cycle management the individual operations can be handled more
comprehensively, effectively and with high-quality. Improved efficiency and goal
orientation enable cost-savings and reduce of risks. The quality of customer service will
improve and this will in best case lead to more satisfied customers and thus to
longlasting partnerships. The questions set for this research were the following:
-

What kind of development possibilities there are in target company´s
contract management operation?

-

How could the discovered development opportunities improve company
performance?

I find that there are several possibilities which could improve the contract management
operation at the target company. Currently there are separate pieces which together
create the puzzle. By combining the individual functions it is possible to increase the
quality, know-how and efficiency of the operations. However, combining of individual
functions is not enough, the contracts need to be managed through a process which is
in line with the company´s strategy. The process requires a responsible owner with a
holistic view. And like written before, the individual capabilities are not converted to
organizational competence by itself, the increase of team know-how requires managing
and support. Below in figure 10 a summary of improvement proposals.
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Figure 10. Summary of Improvement Proposals
This year some progress has already been made towards contract management
development. From my initiative a contract management training was organized in
February 2018 for Sales and Marketing personnel. The training was held by a
colleague, who has background of a laywer (Interviewed as person A). In addition,
there was an introduction event regarding the Therefore Contract Management System
in January 2018.
In this thesis the operations in Sales are given more attention that those of Sourcing.
This is due to my own focus of developing the legal know-how and transparency of
contracts in Sales and Marketing. However, I hope that my thesis will also work as a
driver for further improvement outside Sales and Marketing.
The title or this thesis asks a question: “Achieving Competitive Advantage through
Development of Contract Management?” In a course of writing the thesis, I found out
that developing company´s internal process is not seen as improving competitive
advantage, but as improvement of quality and efficiency of the internal operations. In
order to achieve competitive advantage, the company needs to create something
unique, something that is valued more among the customers over competitors. At the
case company, agility of performance and securing of customer success have been the
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competitive advantages over competitors. That´s why the company is the biggest one
today in Finland measured by the number of employees.
The development possibilities found in this thesis were strenghtening of local legal
support and sourcing development, personnel training, apply of Contract Management
System and process development (creation of performance targets, same process
practices within the Group, automation, continuous development and benchmarking).
I find that further research targets and thus development proposals for contract
management would be to:
-

Collect all Group contractual documents under same contract management
system

-

Clarify and copy the best practices of Germany to Finland and vice versa

-

Clarify and copy the best practices of Sales to Sourcing and vice versa
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Appendix 1. Interview questions
Persons A and B
1.

What are the strengths and weaknesses of the current Contract Management process?

2.

How could Contract Management process efficiency be improved in Sales & Marketing?

Persons C and D
1.

How important is Contract Management to the company?

2.

How important is proactive contracting and risk management to the company?

3.

How would you describe the current Contract Management process?

4.

Who is the owner of the Contract Management process?

5.

What are the strengths and weaknesses of the current process?

6.

How could Contract Management process efficiency be improved in Sales & Marketing?

7.

What indicators should be used in measuring of Contract Management process efficiency?

8.

Should the Group share same Contract Management practices?

9.

Should Group Sales contracts be stored and visible in one place?

10.

How do you see the necessity of hiring a Contract Manager?
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Persons E and F
1. Is there a defined process for managing purchase agreements?
2. Who is the owner of the process?
3. What are the strengths and weaknesses of the current process?
4. How could the process efficiency be improved?
5. How important is proactive contracting and risk management in purchase contracts?
6. Do you have a "guidebook" to be used in negotiations with the suppliers?
7. Do you use contract templates from legal for every case?
8. In what situations do you contact our Legal for advice?
9. How do you see the necessity of hiring a Contract Manager?
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Appendix 2. Original and reduced expressions of expert interviews
Background questions:
Person A
Gender
Age
Education
Started at case company
Position
Person B
Gender
Age
Education
Started at case company
Position

Female
35
Master Degree in Law, trained to act as a judge in court

10/2016
Project Manager, Sales and Marketing

Male
29
Bachelor´s degree, University of Applied Sciences,
Currently Student for Master´s Degree in Engineering
7/2017
Manager, Engineering Sales

Table 10. Interviews of Person A and B, February 28th, 2018

ORIGINAL EXPRESSION

REDUCED EXPRESSION

What are the strengths of the current Contract Management process?
Person A:
“We have a process for the contracts, how they should be handled.”
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Table 10 (continues).

We have experience of handling contracts

“We have experience in our department, that we can, we understand something about
the contracts, so we can also be involved with the contract negotiations. “

We have experience of handling contracts

“I think the biggest strength in our department is the, I would say the professionalism.”
Person B:

We are good at customizing

“The customization is a strength if it goes as it should go, if we have the workforce to
put the time in the quotations and in the contracts and if we work for it.”
What are the weaknesses of the current Contract Management process?
Person A:
“How we get the comments from legal, because sometimes the timetable is quite fast

Legal support is not received fast enough

and we cannot get the feedback fast enough in order to satisfy the customer needs.”
“We can get the help from the legal, but I think they don´t have enough resources to

Legal support is not received fast enough

perform the tasks.”
Of course there should be thought that how involved the legal department should be

Lack of understanding the target of contract

in the contract negotiations, because often we just get the feedback that you should

negotiation

alter this this and this and when you go to the meeting, you only know that I should be
changing this, this and this, but why?.”
“The most important that when you go to the meeting with the client to discuss about

Lack of understanding the target of contract

the contract, you should have well organized plan that what are the topics which you

negotiation

should stick with, that you cannot give up with these and these are the secondary,
secondary clauses which you can say that this is or - how could I say – accept, you
can accept these clauses and these are the clauses which you cannot accept”.
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Table 10 (continues).
“And if I think of the whole case company, I think that we don´t have any common

Lack of knowledge in contract handling in Sourcing

understanding how these contracts should be handled at least when you get some

Department

contracts from the Sourcing department they are, there can be, there are different
kinds of contracts that might not be have the same templates”.
“Yes and it can be old ones or something which comes from the customer or.. and if a

Lack of knowledge in contract handling in Sourcing

certain agreement is needed, for example for the transportation, they just think that

Department

can we formulate an old template the customer has sent us.”
“It costs several thousands to send the contract for an external service provider who

Lack of cost management

reads it.” “It is sometimes cheaper to hire a person to do those things.”
Person B:
“There are many cases that I am still waiting for feedback and I haven´t received it,

Legal support is not received fast enough

because our legal department has so much things to do.”
“You always need to be able to answer to the customer´s needs very quickly, one

Legal support is not received fast enough

week is usually the usual timeline and two weeks is good that and if you need to wait
for legal department´s comments on some contract and if you need to wait for it one
month that can be that the case is gone and there is no case anymore”.
“There should be some kind of a presentation or you should have a toolbox like we

Products and services are not specified

discussed before, that you should have always something to start with.”
“We don´t really even have our product and Sales portfolio laid out for us as a

Products and services are not specified

company.”
(continues)
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Table 10 (continues).
“There is very few cases that we can directly give our earlier knowhow and our earlier

Lack of concentration on core products and services

projects and find the quotation and solutions fast.”
“That´s where the core problem comes from, because we do not have any kind of a

Lack of concentration on core products and services

focus areas that we would like to focus our business and cases.”
“If it starts from the technical side that you cannot nail the technical side of the

Products and services are not specified

quotation down.”
“it is very broad and doesn´t specify anything then it is a very very bad contract.”

Products and services are not specified

“When we compete with the companies, that are focused on this field and their

Lack of concentration on core products and services

expertize, then we cannot compete with them, because they are focused, they have
the solution and their contracts and quotations are made for that specific case.”
“I do try to make memos and points that should be remembered from my meetings

Customer related information is not transparent

with customers and phone calls with customers, but I have to say that I do not store
them anywhere other than in my own laptop.”
“We are working with the German offices as well and Poland as well so there are /

Lack of common Contract Management process

there can be very many people connecting the same customer.”
How could Contract Management process efficiency be improved in Sales &
Marketing?
Person A:
“We should have some kind of training for the people regarding the agreements that

Contract Management training

everybody would know that if the supplier or the our customer wants some alterations,
for example, to our TC´s or our contract, how they should handle those. And they
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Table 10 (continues).
would understand that what are the risks involved to certain terms”.

Need for a Contract Manager

“A person who would understand the business and also would be available for all
contracts and contract negotiations. I would think that it would be a great idea.“
Person B:
“The aim to have the programs which always contain the latest information of about

Customer related information is not transparent

what has been discussed with customer and what were the key topics and always
should also contain the information that was done or after this discussion and how it
came forward after the discussion.”
“Then you have the discussions in a field that you know something about and you

Lack of concentration on core products and services

can, it is easier for you to get into the position of the customer.”
Need for a Contract Manager

“Yes, of course, of course.”

Table 11. Summary of findings, Person A and B.
SUMMARY OF FINDINGS
Persons A&B
Strengths

Weaknesses

Development proposals

There is a process for Contract

Legal support is not received fast enough

Strenghtening of local Legal support

Management

-

Immediate service
(continues)
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Table 11 (continues).
We have experience of handling contracts

Lack of understanding the target of contract

Strenghtening of local Legal support

negotiation
We are good at customizing

Lack of knowledge in contract handling in

-

Strenghtening of local Legal support

Sourcing Department
Lack of cost management

Negotiation planning

-

Personnel training

Strenghtening of local Legal support
-

No need to purchase external legal
services

Products and services are not specified

Product specification is created latest at arrival
of RFQ

Lack of concentration on core products and

Selection of most beneficial cases based on

services

-

Profit

-

Reference

-

Cooperation etc.

Customer related information is not transparent

Apply of Contract Management system

Lack of common Contract Management process

Finding and combining of best practices in
Finland and Germany

Lack of Contract Management training

Strenghtening of local Legal support
-

Personnel training
(continues)
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Background questions:
Person C
Gender
Age
Education
Started at case company
Position

Female
Master´s Degree in Law, Rovaniemi University
Master´s Degree in Economics, Vaasa Univerity
2013
Group Legal Counsel

Person D
Gender
Age
Education
Started at case company
Position

Male
54
Master´s in Science in Engineering, Technical University of Tampere
1988 as a summer trainee
Director, Sales and Marketing

Table 12. Interviews of Person C and D, March 5th, 2018

ORIGINAL EXPRESSION

REDUCED EXPRESSION

How important is Contract Management to the company?
Person C:
“. If you think about the value chain of the company, everything is basically based

Contracts are the base for company´s operations

upon a contract, whether it is about Sales or Purchase or each or whatever, it is
based on a contract.”
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Table 12 (continues).
“So I think it´s one of the key elements of for example, managing risks, it´s one of the

Contracts are the base for company´s operations

keys in order to administrate the business, so it is really a crucial point of the overall
management and risk management of the company.”
Person D:
“Contract Management is very important in that sense that we need to know very well

Apply of Contract Management System

what have been agreed with different customers.”
How important is proactive contracting and risk management to the company?
Person C:
“I think this is something that there is a learning process going on in XX, this is

Proactive contracting is in learning phase, today we

definitely not one of the strengths that we have, we tend to be pretty reactive and

tend to be reactive

normally the contracts are, you know, following there weeks and months after.”
“So it is important, but we are not doing this as per today as well as we should.”
“And I suppose, it is part of the culture and it is part of the fact that we have quite lean

Lean legal resources

resources as well in house so it has to do with both.”
Person D:
“Of course that´s important, that´s a normal Sales work when you, when we are Proactive contracting and risk management are
making proposals for our customers, we need to be proactive and define the things normal Sales work
what we included in the quotations and what to be, try to, remove away from our work
content, if that´s possible or reduce the risks and also the risk management is very
important.”
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Table 12 (continues).

Proactive contracting is in learning phase, today we

“I think we don´t have an existing, let´s say instructions for proactive contracting work tend to be reactive
and risk management, so that´s something that we don´t have. That would be good to
have them, but then the case is that we have so many different kind of areas where
we are working, that is not very simple”.

Proactive contracting is in learning phase, today we

“I think that would be a good, let´s say task for someone to do, the, what are the tend to be reactive
things we should take in consideration. When we are making quotations and

-

Guidelines / check list needed

contracts, what are those things that we need to consider and evaluate in advance.”
How would you describe the current Contract Management process?
Person C:
“Due to the lack of time, we haven´t been really focusing on this, but there is a

There is a process for Contract Management

process, but I have a strong feeling that it is not followed, you know 100%.”
“As I said, there has been some surprises, but I have noticed lately that there are

Lack of knowledge in contract handling in Sourcing

some sort of shadow processes behind the official processes, so clearly there needs

Department

to be more focus on this.”
Person D:
“ I know that we have this, let´s say process, where they have been thinking about

Apply of Contract Management System

developing the system, but the system is not yet available and system is not yet there,
so for that reason the contract manufacturing system is not working as well as it could
be. But hopefully, when the system is widely or available for all different people then it
would work.”
Who is the owner of the Contract Management process?
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Table 12 (continues).
Person C:
“If it is the Sales, then it is the Sales Director, but overall if it comes to you know some

Ownership based on function (Sales, Purchasing)

general principles, which are applied, when it is about Purchase or Sales then it is the

Legal councel is the owner of general principles

Legal.”
Person D:
“I don´t really know who is the, who is responsible for at XX for Contract Management

Contract Management process not clear

process.”
What are the strengths and weaknesses of the current process?

Person C:
“Well the substances, obviously, there we have the upper hand so it is a strength, but

Expertise

other than that, I really cannot comment.”
“I think the weaknesses is that we tend to do things the same way, so I call this XX-

Tendency to do things “the old way”

way. If we have done something one way in the past, we just tend to continue even if
there might be some more clever ways to do it. But we tend to hang on to old
practices.”
Person D:
“We still don´t have the one system that where we have all the contracts. So that´s the

Apply of Contract Management system

main weakness of the system.”

(continues)
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Table 12 (continues).
“There is a need for much more people to have the access to the documents, so for

Archive of quotations and memos on quotation

this reason I think that we should have these other documents like memos and things

workdesks

in somewhere else and just only file these final contracts into the system.”
How could Contract Management process efficiency be improved in Sales &
Marketing
Person C:
“Is there something that should be improved? This is more question to you, you have
been in the Sales, than to me. I cannot see, you know I don´t see the whole process, I
am involved in only one step of the process.”

Apply of Contract Management system

“..it´s the management system that we have already in use in Sourcing so it could be

Templates and Terms & Conditions

copy pasted for you as well. And then further one element is always the templates, the
more you have the templates and internal terms, the easier it is for you.”
“It improves the efficiency and it tends to improve the quality as well.”
Person D:
“So that is reason, if we could have a one system, where we would have all the

Apply of Contract Management System

documents where they are found easier.”
What indicators should be used in measuring of Contract Management process
efficiency?
Person C:
“Okay, they would be quantitative or qualitative, you mean, it could be anything.”
“I can think about this after this Skype-meeting and come back to you, if I have some
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Table 12 (continues).
ideas.”
Person D:
“That´s a how you measure, do you find in one second, or do you find in ten

Qualitative
-

How fast you can find information

seconds.”
Should the Group share same Contract Management practices ?
Person C:
“Yes, as far that it´s possible. There will be some differences considering that we are

Lack of Group Contract Management process

acting in different legislations and some different organizations.”
But if possible, for sure, we should have the same practices applied and even the

Utilization of synergies

same system. Today we have something in Finland and another one place in
Germany, it doesn´t make any sense.”
“I can sense that there could be some synergies. And even, you know, copying the

Utilization of synergies

best practices, so there is something good in Germany that we could copy to Finland
and the other way around.”
Person D:
“My feeling is yes, we should have the same Contract Management practices in

Lack of Group Contract Management process

Group wise, yes. “
Should Group Sales contracts be stored and visible in one place?
Person C:
“Yes, I think the system is flexible to the extent that they are physically in same place,
but you can, you know, divide the use rights to people so contracts you need to see,
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Table 12 (continues).
you only see those ones.”
“But me as a lawyer, I could see everything in one place. So that´s technically also

Apply of Contract Management System

possible to make this happen.”
Person D:
“I think that that would be good that if we the common CR system as it has been

Apply of Contract Management System

discussed lately, so that would make sense.”
How do you see the necessity of hiring a Contract Manager?
Person C:
“No, no. I would say that normally you have this Contract Managers in place when you

No need for Contract Manager

are a bit bigger.”
“I don´t think that we are mature enough for this, I think we are too small to be honest.
So, if we were twice this size, I think we would, it would speak for a hiring a Contract
Manager.”
“So all the more reason to have a more clear process, more clearer principles and the

Contract Management training

templates and internal terms and conditions in place, so that you can be sure that

Templates and Terms & Conditions

people who are doing this on their own can actually manage it as well.”
“We should be copy pasting something we have in listed companies, we are not listed,

Benchmarking

but you never know, we might be listing ourselves in five to six or seven years time,
so all the more reason for now for us, you know, to start doing the home work and
preparing for such an exercise and it also in evitable means that our contracts should
be managed more professionally that today.”
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Table 12 (continues).
“I think that what you should do is to take a look at companies almost in the same

Benchmarking

industry or same type of the industry, and then companies of the same size. Because
it is inevitable that the size affects the resources as well, you know.”
Person D:
“I don´t, we have contracts in different areas, we have contracts in Purchasing, we

No need for Contract Manager

have contracts in Sales, we have contracts in engineering, we have contract is
manufacturing. I think that should be a task of our legal so that our legal would be
responsible for the contracts that we are making.”

Table 13. Summary of findings, Person C and D.
SUMMARY OF FINDINGS
Persons C&D
Strengths

Weaknesses
Lack of Contract Management System

Development proposals
-

Apply of Contract Management
System

Archive with all contract
documents
o Templates and TCs available
Personnel training
o

Proactive contracting is in learning phase, today
we tend to be reactive
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Table 13 (continues).
Lean legal resources

Lean legal resources

-

Increase of local legal support

Proactive contracting and risk

Proactive contracting and risk management are

-

Personnel training

management are normal Sales work

normal Sales work

-

Guidelines / check-list needed

There is a process for contract

Lack of knowledge in contract handling in

-

Personnel training

management

Sourcing Department

Process owners are clear

Owner of Contract Management process is

-

Personnel training

Tendency to do things “the old way”

-

Personnel training

We have no system to measure Contract

-

Development of quantitative and

unclear
Expertise in our field of operation

Management efficiency
Lack of Group Contract Management process

qualitative performance targets
-

Same process practices for the
Group

-

Benchmarking of legal resources in
other companies of same size
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Background questions:

Person E
Gender
Age
Education
Started at case company
Position

Female
51
Secondary School Graduate, Commercial School Graduate (yo-merkonomi)
1996
Purchaser, Non-Production Materials

Person F
Gender
Age
Education
Started at case company
Position

Male
53
IT, 25 years at Nokia in various Sourcing positions
2016
Director, Sourcing and Supplier Quality

Table 14. Interviews of Person E (March 9th, 2018) and F (April 9th, 2018).

ORIGINAL EXPRESSION

REDUCED EXPRESSION

1. Is there a defined process for managing purchase agreements?
Person E:
“Yes, we do have process description for Sourcing in quality management system.

There is a process for Contract Management

Handling of non-production materials is included in that process description.”
(continues)
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Table 14 (continues).
Person F:
“Yes, there is a process and it is followed at every line we make.”

There is a process for Contract Management

“Yes, we have two different processes, we have so called customer materials and XX
owned materials.”
2. Who is the owner of the process?
Person E:

Ownership based on function

“Sourcing Department, the Manager of non-production materials”
Person F:
“Sourcing is the owner of the process.”

Ownership based on function

3. What are the strengths and weaknesses of the current process?
Person E:
“For each case a separate contract will be made. In my opinion, this is working well”
“In all contracts we refer to the general purchasing terms & conditions, there can be

Terms & Conditions included in all contracts

variations between the different objects.”
“We should develop our system regarding contract management. I would like that our

SAP system needs to be further developed to create

SAP system would create the contracts. This development work has been started, but

contracts

it was not completed. We have there a printout, but we should start a project to get the
contract management build up in SAP”.
“What I mean is that we would get the information in SAP, then we would not need to
print separate Word-documents.”
(continues)
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Table 14 (continues).
“I think I could organize the money, but we are quite busy and we don´t have a

Lack of time and resource to do the development work

Manager, who would be interested in any development work.”
“Therefore has also a function for sending call-off contracts for approval”
“XX is not using electronic signature yet. Our company is not ready for it, so we still
have to go and get the signature personally. Electronic signature requires dedicated

Automation of approval process is needed to save

bank identifiers”

time

“We also have Artturi-system which handles big suppliers. This system includes all
items in tooling warehouse. These are not real contracts made with these suppliers

Lack of time and resource to do the development work

and it is a lack. It should be in development, but we don´t have enough resources, this
would need one purchaser. Order is always the contract”.
Person F:
“Let´s say that the process for customer owned material is working quite well, but the

Sourcing process needs further development

so called XX owned material, there are things that certainly can be improved. This
process is the kind that it is new for XX. Until now we have not really sourced any real
XX owned material, only fluids etc. but not much else. Now that our own side of
Sourcing is starting we are bound to change our process and will be changing it more
than before in the future so that we can get deep enough to the whole Sourcing
activity and process.”
4. How could the process efficiency be improved?
Person E: See previous answer.
(continues)
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Table 14 (continues).
Person F:
“I think there are many things that could improve the process, partly these have been

More sourcing competence through recruiting

taken into consideration when renewing the organization.The organization renewal
has been made with focus on hiring people with certain competences that we have
been missing.”
“There are quite many contracts in Sourcing side for which legal support is needed.”

Strenghtening of local Legal support

“That´s exactly so when you think that last year more than 550 contracts were made.
For many of them we would need some kind of legal support, but this is not possible
at the moment.”
“If it is a bigger and important contract it will be sent to legal for review, if there are

Strenghtening of local Legal support

points that we are not sure of. But let´s say that we have some people that have done
this work for 25-30 years and they have been involved deeply in legal things, they
often go by their knowledge.”
5. How important is proactive contracting and risk management in purchase
contracts?
Person E:
“With the work clothing supplier there are big risks involved. In these negotiations we

Strenghtening of local Legal support

are aiming to be proactive and e.g. penalty clause has been included”
“I try to avoid contracts with expiring dates, because it is very risky, when only one
person is working with these.”
(continues)
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Table 14 (continues).
Person F:
“No there is no existing list for things to be reviewed. But basically, when bigger

- Personnel training

contracts come to the table, then the supplier requirements and investments are

- Guidelines / check-list needed

discussed beforehand between Sourcing and R&D. The risks and lessons learned
from previous projects are discussed.”
“Often there are so many different kind of contracts, the list for today´s needs may be

Lessons Learned

short but for next cases it can be something else. Let´s say that it would not be of any
harm.”
6. Do you have a "guidebook" to be used in negotiations with the suppliers?
Person E:

Personnel training

“No,”
Person F:
“We have principled general instructions, how to communicate, what will not be

Personnel training

communicated, everything in written form, basic things.”
“Negotiation training at some level belongs to Sourcing´s own orientation training.”
7. Do you use contract templates from legal for every case?
Person E:
“No, we don´t have them. Many times we are bound to use supplier contract because

Strenghtening of local Legal support

the work is so special.”

(continues)
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Table 14 (continues).
“We in Sourcing have the approving role, we are not capable of separating the
content.”
“Only dedicated purchasers are handling these non-sourcing material agreements.”

Personnel training

“I have own templates in Word, Jaakko has own and projecting own, which they have
shared. These have all the information, which should be in contracts.”
“Certain TC:s are referred to; payment terms, delivery terms, purchase terms: general
purchase TC:s are applied. These terms are available in our workspace.”
Person F:
“Yes, we have them.”
“Part of the templates are older and part are newer.”
“Let´s say that in theory all templates are available for everybody, but I can´t

Apply of Contract Management System

guarantee that all last versions would be available for everybody at some specific
location. It is possible that some update made has not reached the basic template.”
8. In what situations do you contact our Legal for advice?
Person E:
“There is a remarkable need for Legal services, it is a big lack at XX. We would need

Strenghtening of local Legal support

a part-time Legal person at Sourcing every day.”
“: I cannot understand that in a this size of a company there is no Legal person in
Sourcing, at least for a couple of hours in week. Today, it has been 1,5 years since I

Strenghtening of local Legal support

have sent our general Sourcing TCs for checking.” “it has been a long time since they
were checked last time.”
TURKU UNIVERSITY OF APPLIED SCIENCES THESIS | Elina Sacklén

(continues)

Appendix 2 (22)

Table 14 (continues).
“ I feel that it would good to have back-up, since I am not a professional.”

Strenghtening of local Legal support

“I can get help through constant persistent asking. But I have a pretty big threshold to

Strenghtening of local Legal support

ask things.”
Person F:
“In bigger cases, where Sourcing does not have own know-how. Smaller contracts are

Strenghtening of local Legal support

made with Sourcing´s know-how. If in the near future same kind of a case comes up,

Lessons learned

then usually the terms are copied from the former one. This is more and more this day
procedure.”
“In my opinion it would be good to have one person, who could give comments on

Strenghtening of local Legal support

contract texts.”
“The threshold to ask for legal advice has gotten higher and this is unfortunate at the

Strenghtening of local Legal support

moment.”
9. How do you see the necessity of hiring a Contract Manager?
Person E:
“I see it so that XX factory would need a general Legal. I don´t see that we have so

No need for Contract Manager

many contracts that it would need one full-time person to handle them. The
purchasers can handle contract issues quite far too.”
“Contract Management in Serial Materials purchasing is much more wider. I am sure

Strenghtening of local Legal support

that they would need more Legal advice and would be very grateful for it.
In general I see it as a big lack that we don´t have Legal in XX.”
(continues)
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Table 14 (continues).
Person F:
“No I don’t see the need. In our department we have a couple persons, who negotiate

No need for Contract Manager

the bigger agreements with customers. I don´t see a need for a person, who would

Strenghtening of local Legal support

only work with contract. More I see need for a person, who would give legal support.”

Table 15. Summary of findings, Person E and F.
SUMMARY OF FINDINGS
Persons E&F
Strengths

Weaknesses

Development proposals

There is a process for Contract

Contracts cannot be created in SAP, separate

SAP system needs to be further developed to

Management

Word-documents are printed for each case

create contracts

Ownership based on function

Lack of time and resource to do the

Resource needed in sourcing for development

development work

work

The contract approval process is not automized

Automation of approval process is needed to

Terms & Conditions included in all
contracts

save time
At the moment sourcing does not have the

More sourcing competence through recruiting

needed capabilities in house
Sourcing process needs development

Further development is required in order to
reach deeper level of service
(continues)
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Table 15 (continues).
We are aiming to be proactive in

Lack of local Legal support

Personnel training

There is no existing list for risks to be

There are many different kind of contracts, the

Personnel training

considered

list for today´s needs may be short but for next

Guidelines / check-list needed

cases it can be something else

Lessons learned

negotiations with risky supplier

Strenghtening of local Legal support
Personnel training

Principled general instructions and
negotiation training exist for
communication with suppliers
Contract templates from Legal are

Because of the diversity of cases there cannot

Strenghtening of local Legal support

available

be templates for every case. It can happen that

Apply of Contract Management System

the template with latest changes is not available
for everybody
There are persons in Sourcing who have

There is no logal Legal support available. Reply

25-30 years of experience with contracts

from Group Legal can take too much time. The
threshold for asking for advice is getting higher
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