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management



Importance of contract management

Introduction

Contract management is the process of creating, implementing, and reviewing contracts. Whether this is 

between a business and supplier, or partner, contract management is an essential part of your business. 

As your business grows, contract management can become complex. Therefore, the need for effective 

strategies and processes is important.

While the proportion of spend under contract varies by sector and category, in most organisations, at least 

50% of all third-party expenditures are governed by contracts - legally binding agreements between parties 

to provide and accept goods or services. Despite this, many organisations lack a clear contract management

practice, with roles and responsibilities often managed in an ad hoc and sporadic manner. Best-in-class 

contract management involves the continuous evolution of contracts, fostering excellence within client-supplier 

relationships, and ongoing assessment to ensure that the terms of the contract and service delivery

mechanisms are suitable for both parties.

External research suggests the lack of robust contract management within organisations costs the UK 

hundreds of millions of pounds in lost savings opportunities and value erosion each year and procurement 

functions have a key role to play in plugging this gap.

Both public and private sector organisations are under increasing pressure to reduce costs and enhance financial 

and operational performance. Factors such as globalisation, rising contract volumes and complexity, along with 

additional regulatory requirements, have highlighted the importance and benefits of effective contract management.

Procurement functions are crucial in achieving savings from third-party expenditures. Given that the additional value 

a new contract can deliver may be realised or lost within 18 months of the contract award, contract management 

is a vital component of the procurement cycle. 

The value curve diagram below simply illustrates the financial impacts of contract management, from maintaining

the benefits identified at the point of contract award to achieving a visible step change in contract performance 

through close buyer/supplier collaboration, and significant value erosion in the absence of effective

contract management.
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Value erosion

To get contract management right requires resource and time, both of which many organisations are short of. 

However, with the potential benefits being so significant this is an investment area organisation should 

not overlook.

The initial benefits or savings that the new contracts bring can be weakened by scope creep, maverick 

behaviour, introducing unnecessary costs or process inefficiency. In addition active contract management 

also supports the delivery of:

Improved supplier relationships: by working collaboratively with suppliers 

throughout the contract term, organisations can often identify service improvements 

and drive additional value.

Risk mitigation: open dialogue and closely working together helps identify risks 

earlier and take preventative steps where necessary.

Compliance: there is a direct correlation with increased off contract spend and 

low levels of contract management. The time and effort put into sourcing in the first 

place is often quickly eroded through inefficiency and increased costs.
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• Needs assessment: Identify the need for a contract and outline the goals and expectations of 

the involved parties.

• Party identification: Determine the contractual parties.

• Terms and conditions: Draft the preliminary terms and conditions that will govern the contract.

• Drafting: Create the initial contract document, including all terms and conditions.

• Review and redlining: All parties review the contract and suggest alterations or amendments.

• Negotiation: Engage in discussions to reach a mutually beneficial agreement.

• Legal review: Ensure the contract complies with relevant laws and regulations.

• Stakeholder approval: Obtain approval from relevant stakeholders within the organisation.

• Signatures: Formalise the contract by acquiring signatures from authorised representatives.

• Implementation: Put the agreed-upon terms into action, including delivering goods or services 

and meeting contractual obligations.

• Communication: Ensure all parties are aware of their responsibilities and maintain open lines of 

communication to address any issues promptly.

1. Contract creation

2. Negotiation and collaboration

• Monitoring: Continuously track the contract’s performance to ensure compliance with its terms.

• Performance assessments: Conduct regular reviews to evaluate progress and address any issues.

• Renewal or termination: Discuss and decide on the renewal or termination of the contract as it   

nears its end.

• Record keeping: Maintain detailed records of the contract’s performance, including any changes  

or amendments.

• Metrics tracking: Monitor key metrics to evaluate the contract’s success.

• Transparency: Ensure transparency throughout the contract’s lifecycle to inform future contract 

management practices.

5. Ongoing management and renewal

6. Reporting and tracking

3. Review and approval

4. Administration and execution

Six stages of contract management lifecycle
The 6 steps of contract management lifecycle:

P–30800 031 5405           info@pfhscotland.co.uk          pfhscotland.co.uk



1. Strategic oversight and governance arrangement: 

3. Know the contract:

2. The right skills and capacity:

4. Standardise processes:

The contract management lifecycle is a structured process designed to help organisations effectively navigate the 

complexities of contracts. Each stage is vital in ensuring contracts are created, executed, and managed efficiently. 

By understanding and optimising these stages, organisations can minimise risks, maximise benefits, and foster 

strong, enduring relationships with all parties involved.

How to form a contract management strategy

When a contract management strategy is successful, you’ll maximise value and minimise risk. This will improve 

co-operation and delivery with your supplier, zero contract disputes and improved communication, so strategy is key.

Top tip!

When putting together your contract management strategy you should ensure:

1. Arrangements for service delivery is agreeable by both parties.

2. Business benefits and value for money can be delivered.

3. The supplier is co-operative and responsive.

4. The business understands its obligations under the contract.

5. There are no disputes or surprises.

6. Professional communication over any changes and issues.

Critical success factors

There are a number of factors that combined to support organisations in implementing using effective contract 

management techniques.

Strategic contracts are most effectively managed by a dedicated 

contract manager who holds ultimate accountability for ensuring 

value from the contract. Setting specific targets for individual contract 

managers, aligned with corporate objectives, is also beneficial. This 

approach ensures a constant and consistent focus on driving contract 

value, mitigating risks, and increasing compliance.

1. Strategic oversight and governance arrangement

3. Know the contract 4. Standardise processes

2. The right skills and capacity

It may seem obvious, but one of the most crucial aspects for your 

contract management teams and organisation is having access to 

up-to-date key information contained within supplier contracts. Effective 

management is impossible without this visibility. Contract managers need 

access to legal support to understand the commercial aspects of the 

deal and must collaborate with delivery personnel to gain insights into 

how the contract functions.

The role of a contract manager is multifaceted, encompassing a variety 

of roles and responsibilities. Key skills required include service delivery 

management, relationship management, and contract administration. 

Many organisations face challenges in determining the optimal

placement for contract management responsibilities. Effective contract

management demands both strong commercial acumen and a thorough

understanding of operational service delivery, with responsibilities often

divided between operational teams and the procurement function.

Although each contract must be managed differently to maximise value 

from the supplier, developing a standardised methodology that can be 

adopted across the organisation offers multiple benefits. Standardised 

processes should account for the varying levels of effort and intensity 

required by different contracts, providing a reference point for 

non-commercial managers to support the contract management process.
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Conclusion

Contract management is becoming increasingly vital in the procurement lifecycle as organisations aim to reduce 

third-party expenditure while maintaining service standards. With more critical business processes and services 

being outsourced, the need to continuously monitor performance and manage risk exposure has never

been greater.

A well-structured contract management process offers a framework for assurance and review, with each stage 

adding significant value to the organisation’s response to contracts. This framework should be tailored to fit the 

specific needs of the organisation and the contracts it manages. By considering the potential value of each contract, 

organisations can adjust the core components of the management process to maximise the contract’s potential.

Effective contract management is crucial for several reasons:

Relationship building: Strong contract management fosters positive relationships 

with suppliers, leading to better collaboration and long-term partnerships.

Risk mitigation: Continuous monitoring helps identify and address potential risks 

before they become significant issues.

Cost savings: Proper management can lead to substantial savings by ensuring that 

all terms are met and identifying opportunities for cost reduction.

Performance improvement: Regular reviews and adjustments ensure that the 

contract delivers the expected performance and benefits.

In summary, effective contract management is not just a procedural necessity; it is a strategic imperative that can 

significantly enhance an organisation’s operational efficiency, financial performance, and overall success.

Compliance: Ensuring adherence to contractual obligations and regulatory 

requirements protects the organisation from legal and financial repercussions.
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Answer

Is contract management considered at sourcing?

Is there a contracts register providing a single view of all contracts?

Are contracts stored electronically and easy to retrieve?

Do all contracts have a named contract manager, who has the right 
knowledge and skills to manage the contract effectively?

Are there well defined contract management process that are followed 
across the organisation?

Are the terms and conditions of the contract understood?

Are risks and contractual terms regularly reviewed to ensure they are 
appropriate for the organisation?

Is service performance regularly reviewed?

Is billing information and payment related performance regularly reviewed?

Are communications between the parties to the contract effective?

Is there evidence of continuous improvement?

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

No

No

No

No

No

No

No

No

No

No

No

Contract management checklist

Most organisations engage in some form of contract management, but the effectiveness of these arrangements can 

vary significantly. While there are areas of excellence, they are often counterbalanced by instances of poor contract

management, leading to negative commercial impacts.

The checklist below has been provided to see if there are opportunities for improving contract management within 

your organisation:
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At PfH Scotland, we’re 

here to assist you. 

Effective contract management is crucial 

for maximising value, minimising risks, and 

fostering strong supplier relationships. 

Our comprehensive consultancy 

services are designed to transform your 

procurement processes and drive value 

for your organisation. From procurement 

transformation and managed services to 

cost optimisation, supply chain management, 

and sustainable procurement, we’ve 

got you covered. Our tailored approach 

ensures alignment with your organisational 

objectives, improved operational efficiency, 

and enhanced value creation.

Ready to transform 

your contract 

management strategy?

Contact us today to learn how our services 

can support your organisation. Let’s work 

together to achieve excellence in your 

procurement processes.

0800 031 5405

www.pfhscotland.co.uk

info@pfhscotland.co.uk

Get in touch!


