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Scoping the opportunity

At the original joint meeting of Intellect’s
Outsourcing and Offshore and Legal Affairs
Groups on 04 December 2007, break-out
sessions addressed five questions:

P can we simply scope what ‘outcome-based
contracting’ really is about?’

P what are its benefits?

P what are its risks?

P what are the blockers?

P what are the drivers?

What follows are the conclusions of that
December workshop, further developed by
Mike Grundy (Steria), Richard Sykes and
participants at two subsequent meetings of the
Working Group. One key observation that all
agreed is that the outcome-based approach
should not be seen as a new universal panacea
- we recognise that success will require a
number of preconditions to be met (and we are
working to identify and agree these
preconditions). Nonetheless, we believe that
the outcome-based approach will have a broad
application, delivering major benefits to all
parties that currently are being missed — and
contribute significantly to improving the
reputation of our industry in the process.

Intellect Outcome-Based Contracting Working Group

N

vV VY

vVvvy VvV V

pfj miv p-basmb
l kgor "  gfkd« ob”iiv

A contracting model partly or wholly tied to
business outcomes.

Supplier's payment determined in part or
overall by level of achievement of required
business outcomes.

Maintaining all parties’ interest in delivering
the required business outcomes of the
project.

Requiring business relationships/
partnerships based on trust, and assurance
through incentivisation with verification.

A way of contracting that seeks to avoid
contract obsolescence.

What are its benefits?

Increased focus on customer needs.

Likely to generate better, longer-term
relationships with clients.

Improved reputation of the IT industry if
projects are delivered more professionally
and successfully.

Easier evaluation of bids, performance - at
higher level, on what actually matters.
Easier, more accurate comparisons of rival
bids.

Easier procurement processes generally.
Greater opportunity for innovation.

Better chance of a successful outcome.
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What are its risks?

Contracting on the wrong outcomes.
— Either unreasonable and not under
the supplier’s control.
—  Or too specific and into the realm
of outputs rather than outcomes.
Too much success — too great a reward for
the industry could harm its image further,
particularly on public sector contracts.
Too reliant on personal relationships
between individuals within suppliers and
customers.
There will always be a need for some
detailed specifics within contracts — will
these still be captured by the contracts?
Complacency — there will still be a need to
understand how suppliers will deliver, and
appropriate governance structures will still
be required etc.

What are the blockers?

Perceptions and mindsets of lawyers,
consultants, clients and suppliers.

Lack of buy-in and understanding from
stakeholders, easy to revert to old
adversarial habits and culture.

All or nothing nature of projects — hybrid
deals combining outcomes and outputs will
tend to focus on whichever the majority of
the contract relies upon (outputs or
outcomes).

Lack of precedents/case studies.

Regulatory and security requirements.

EU procurement rules — tying OGC’s hands?
Need customers to trust in this model —
behavioural/cultural change is required.

What are the drivers?

Current contracts are too complex and
difficult to understand — and there is too
much project failure. Successful adoption
of Outcome-Based Contracting is motivated
by the prospects of:

Project success - greater likelihood of
achieving required business outcomes.
Business return - realising the maximum
business value from the contract.

Value for money - allowing flexibility and
innovation in solution design, delivering
step-changes in value for money.

Clarity - providing clarity and simplicity in
defining the goals of the contract, as
opposed to the complexity of contracting
for solution components.

Industry reputation - improving reputation
through improved outcomes.

Market competitiveness — adoption of
innovative business models.

Intellect Outcome-Based Contracting Working Group



Intellect is the trade association for the UK technology industry.

Intellect provides a collective voice for its members and drives connections
with government and business to create a commercial environment in
which they can thrive. Intellect represents over 800 companies ranging
from SMEs to multinationals. As the central hub for this networked
community, Intellect is able to draw upon a wealth of experience and
expertise to ensure that its members are best placed to tackle challenges
now and in the future.

Our members' products and services enable hundreds of millions of phone

calls and emails every day, allow the 60 million people in the UK to watch
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services industry, save thousands of lives through accurate blood matching

and screening technology, have made possible the Oyster system, which

Londoners use to make 28 million journeys every week, and are pushing

Formula One drivers closer to their World Championship goal.
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participate in over 550 meetings and 3,900 delegates have attended the
external conferences and events we organise.

The technology industry contributes over 10% of the UK GDP and directly
employs over a million people in the UK.

For more information visit www.intellectuk.org
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