THE CONCEPT OF PROCUREMENT NEGOTIATION
This topic introduces students to Procurement Business Negotiations. It is important that as purchasing professionals, they learn the basics of managing good procurement negotiations. Management of Procurement Business Negotiations is a skill which is based on clear objectives that focus on the need to establish a trusting and long-term relationship that benefits both parties. Students will be exposed different types of Procurement Business Negotiation so as to acquire knowledge and skills to ensure effective negotiation. 

[bookmark: _Toc208739882]1.2	Definition of Negotiation	
Negotiation is referred to as “a process of potentially opportunistic interaction by which two or more parties, with some apparent conflict, seek to do better through jointly decided action than they could otherwise” Negotiation brings two or more parties together to try to accomplish mutually beneficial outcomes, while meeting individual goals that may be at odds with the other negotiating parties' goals. 

It can also be defined as a process that occurs when parties are trying to find a mutually acceptable solution to a complex conflict.

Or, negotiation as a motivated process of information exchange between or among individuals, groups, organizations, communities, societies and super national systems with the goal of reaching agreement about certain joint or reciprocal acts.

Negotiation is any form of verbal communication, direct or indirect, whereby parties to a conflict of interest discuss, without resort to arbitration or other judicial processes, the form of any joint action which they might take to manage dispute between them.

[bookmark: _Toc208739883]1.3	Objectives of Negotiation
Objectives in negotiating contracts will include one or more of the following;

(a)	Certainty
The aim of contract negotiation is firstly to achieve certainty, to record what is being supplied, when, in what quantities and to what standard, and the consequences of delay or failure to meet many agreed requirements. Many disputes are caused by the failure of the parties to define, at the beginning of their relationship exactly what is going to happen. This is very important in the case of complex projects, where project plans and methodologies will normally be prepared as part of the contractual documentation.

(b)	The best deal  
Seeking clarity does not conflict with the view that negotiations should achieve the best deal, it merely points out that both parties to a negotiation have to understand what is that they have agreed to. Careful discussion of each element of the deal also ensures that each party’s objectives are acknowledged and dealt with i.e. each party gets the best deal. In main negotiations, negotiators should aim for a win-win solution which benefits both parties.

(c)	Creation of long term relationships between the parties
For example partnering in industries like aerospace and IT is essential, due to the complexity of the products and related projects. Such negotiations will focus on the long aspect of the negotiation so as to create a permanent settlement to the conflict in place. Other objectives include obtaining the best possible quality, best price and timely delivery. 

Others may include
1. Cost
2. Value for money
3. Delivery time
4. Payment conditions
5. After-care and maintenance terms
6. Quality standards
7. Lifetime costs each product/service
8. Importance of each product/service to your business

1.4 When to negotiate

· New contract/ procurement
· There is more than one possible outcome/ PRODUCTS
· Changes in the product/ contract
· Misunderstanding/ CONFLICTS.
· Changes in economic conditions such as inflation, EXCHANGE RATES
· There is a high probability of an improved outcome
·  The price/s offered are not considered to be fair and reasonable in ‘direct contracting’ situations 
· Substantial risks for either party warrant clarification
·  It is cost-effective for you to do so

1.5 Procurement Negotiation-concept vs practice

Is a process of potentially opportunistic interaction by which two or more parties with some apparent conflict seek to do better through jointly decided action than they could otherwise?
OR
A process that occurs when parties are trying to find a mutually acceptable solution to a complex conflict.

A procurement contract is a legally binding agreement between a buyer and a seller. In it, the seller agrees to make supplies available to the buyer, or undertake the buyer’s project, meeting certain specifications, and offering a set price (often with volume discounts).

In return, the buyer agrees to either take delivery of and pay for a specified volume of the seller’s supplies or reimburse for the cost incurred in creating the supplies or undertaking a project.

The concept is all about the mind-set of people about procurement contracts basically (the theoretical aspects) whereas the practicability part is basically how actual procurement contracts are done from the time of inception until the contract is fully finished. For example, the construction of Kurama dam, the stadium etc

[bookmark: _Toc208739884]1.6	Content of Negotiation
Price, quality and delivery schedules are negotiation variables that comprise the negotiation process though other components can be included depending on what is negotiated about.

The price content of negotiation
· Terms of payment
· Price rate per unit
· Types of pricing agreement
· Price analysis and cost breakdown e.g. material costs, labour costs, overhead costs etc
· Quantity discount
· Trade and cash discounts etc.

The contractual content negotiation
· Type of contract e.g. lump sum, cost reimbursable etc.
· Legal charges
· Resolution of conflicts
· Use of subcontractors
· Payment in advance
· Milestone payments
· Conditions, warranties and guarantees
· Resolution of dispute etc.

The delivery content of negotiation
· Performance management issues
· Delivery/completion time
· Lead-time reductions
· Passing of property
· Damages/compensation for failure to deliver on time.
· Transportation

Activity 
Discuss how the above contents of negotiation can be achieved in any given negotiation process
 
1.7 Why negotiate? 

Negotiations should be entered into when:  
· Costs: To reduce the cost of acquisition by achieving a lower price
· Value: To achieve added value such as reduced lead or cycle times
· Performance: To improve performance through KPIs' and SLA's
· Conflict: To resolve conflict through reaching understanding
· Problem: To solve a problem by having an open discussion
· Quality: To achieve optimum quality through reducing defects
· Agreement: To reach a mutual agreement in a collaborative style where all parties are satisfied.

1.8 Reasons for negotiating before a contract is entered 

· Clarify issues between the parties
·  Develop a relationship and deepen an understanding between the parties 
· Improve on the current offer (price, conditions, service levels et cetera) 
· Where unusual or complex circumstances exist, and these need to be explored by the parties
· When substantial risks are involved in the procurement process parties should look to reduce or transfer the risk exposure
· You need to have a clear idea of your sourcing strategy, your sourcing strategy should align with your business needs, budget, risk appetite, and market conditions.
· What defines your goals, requirements, and criteria for selecting and managing suppliers? 
· Build a Relationship. Building a relationship with your counterpart is vital. 
· Set Clear Goals. Setting clear goals is one of the most important negotiation tactics. ...
· Know Your BATNA.(best alternative to a negotiated agreement)
· Strategize.
· Be Ready to Improvise. 
· Develop Your Negotiation Skills. 
· Know What Not to Do.

1.9.1 Verses during the operation of a contract

· When there are concerns over supplier performance, it is advisable to negotiate and problem solve rather than litigate 
· When variations to the contract are contemplated, it will be necessary to negotiate the terms and conditions for the variation 
· When unusual or complex circumstances arise, and these need to be explored by the parties
· Inflation
· changes in terms and conditions of a contract
· unexpected death occurrences
·  insolvency
· changes in policy or laws
· political factors for example 
· environmental factors

1.10 Types/Approaches to Negotiation
Approaches to negotiation may be classified as Adversarial/ Distributive and partnership/Collaborative/integrative. There is consensus that two distinct negotiating situations occur. There are those where agreement is sought through collaboration (integration) and problem solving and those where agreement is reached by distributive (competitive) means. However, the ideal negotiation is to achieve outcomes which are integrative nature.

(a)	Collaborative/integrative/partnership approach
This is a win-win negotiation approach where there is equal (or balanced) value to both parties based on their respective evaluations of the variables that were traded. With this approach there is hope that the parties will reach a more mutually agreeable solution since the main focus here is on the merits of the issues identified to create problem solving strategies where one or both parties can gain without the other having to lose.
Therefore, as the other party is referred to as a collaborator, the participants will be more committed to sharing concerns of common interest to reach a mutually acceptable agreement.

(b)	Distributive/adversarial approach
This is a win-lose negotiation approach where one party is considered to have gained at the expense of the other. With this approach, the assumption is that every time one party wins, the other loses and this is why the other party is always referred to as an adversary. Unfortunately, the win-lose turns into a lose-lose situation for both parties because the losing party refuses to agree further deals with the winner or else they seek to regain their perceived loss at some future point.

Comparison of Collaborative and Distributive Approaches to Negotiation
	Aspect
	Collaborative
	Distributive

	Basic assumption
	· Negotiating world controlled by ‘enlightened self-interest”
· Resources distribution system is integrative in nature
· Goal is to achieve mutually agreeable solution
	· Negotiating world controlled by ‘egocentric self-interest’
· Resource distribution system distributive in nature
· Goal is to win as much as possible

	Recognized 
patterns of negotiation
	· Maximize returns for organization
· Focus on common interests
· Understands merits interests
· Uses non-confrontational debating techniques
· Open to persuasion on substance.
· Oriented to qualitative goals
	· Maximize tangible resource gains
· Makes high opening demands
· Uses threats, confrontation and argumentation
· Orientated  to quantitative and competitive goals

	Key behavioural elements
	· Maximize return within larger time frame.
· Considers needs/interests/attitudes of other side
· Competitive but not antagonistic
· Shares joint gains
· Concentrates on substance
· Considers negotiation as voluntary and superior to non-voluntary process (for example, adjudication).
	· Maximizes return from transaction
· Does not consider needs/interest/attitudes of other side.
· Views disputing processes equally.
· Behaves cooperatively only if it helps achieve returns
· Chooses process similar to military manoeuvres 
· Presents strong defence against opposing tactics 
· Controls the negotiation for subsequent manipulation.





Activity 
The approaches above are implemented using differing tactics and behaviours at different levels in the procurement negotiation process and it is unrealistic to suppose they occur in isolation of each other. This is because, even in purely collaborative approach, there is still a need for distributiveness in the dividing of resources being negotiated over.

Thinking about your own procurement negotiation, describe the different contexts in which each approach may be used.


[bookmark: _Toc208739887]1.11	Negotiation Tactics/Ploys
A ploy is a manoeuvre in a negotiation process aimed at achieving a particular result from the other party. It is during the actual negotiation process that parties will from time to time be faced with one side using a ploy or tactic to try and gain advantage over the other.  All ploys have counters that an experienced negotiator would be aware of, it is therefore important to note that:
· Reliance on ploys can ruin a long-term relationship
· Ploys when recognized can be disarmed.
· Knowledge of ploys assists the negotiation but reliance on them exclusively should be avoided.

Examples of ploys and how they can be countered include;

	Ploy
	Measure

	Nice guy/Bad guy
	Style match or adopt contrast style

	Add on
	Make sure you get your money’s worth 

	Deadlines
	Avoid revealing what time you have to finish

	Russian front
	Do not accept poor deals – consider your BATNA



Other tactics or ploys
· Silence - When you have asked a question wait for an answer. Silence can put a lot of pressure on the other part

· Building block technique - This technique is very powerful and can easily be practiced by buyers. The buyers will progressively ask for a better offer step by step e.g. for additional quantities during scarcity and an increased range of products to be supplied. For example, the buyer may make such a request, “you have charged me a good price for 8 months contract but what if we extended it for 3 years.

· Broken record - This tactic is linked to the conditioning process where it is assumed that when you insist or keep requesting the same thing over some time, eventually the other party begins to believe it e.g. offering products on credit.

· Recess - When you feel that the negotiation has reached a standstill or may be the other party has offered something you were not expecting, it is advisable to call a recess. During the recess, have a short meeting with the team to decide how to move the negotiation forward.

· Onus transfer - This tactic is used to obtain empathy. For example, “if you were in my shoes what would you do”.

· One more thing - This tactic is used to get the supplier make a further move when the deal is at its conclusion. For example, one may make such a comment” well I think we are almost there, there is just one more thing we need to discuss”. This may be on delivery, terms of payments that have not been agreed upon.

· Re-escalation of demand - This is where one party threatens some action on the other. For example, one may make a comment such as “if you can’t move any further of this then I am afraid we must go back to our original position”.

· Deadlines - Suppliers tend to make comments such as “you must sign the contract by the end of the month to get the 20% discount”. More often these deadlines are nothing than a technique. Buyers can also use the same technique to gain an advantage.

Activity 
Identify and explain the different ploys in procurement negotiations and suggest possible measures that can be applied by an opponent to counter them.

1.12 The main contents of a procurement contract include the following.   

Monitoring and performance control
Monitoring contract efficiency, managing procurement relationships, making adjustments and corrections as required, and closing out contracts are all part of this process.  Monitoring and performance control ensures each party receives the benefits of the contract; protects each party’s rights; and makes sure that each party fulfils their contractual obligations. 

Receipt, inspecting, and acceptance
Upon receipt of supplies made by the seller, the inventory needs to be inspected to ensure it meets the specifications agreed upon. How it will be managed is set forth in the procurement contract.

Contract termination
If at any time both sides of a procurement contract should find their differences irreconcilable, the contract outlines terms under which it will be nullified so both parties go their ways.

Alternative dispute resolution
Instead of taking issues to court (which often proves profitable for the lawyers only), a procurement contract can outline how disputes will be fulfilled to ensure that any issues that potentially come up during the course of the buyer-supplier relationship will have a pattern for settling them.

Financial management and payment
This stipulates how financial matters will be managed including invoicing, payment terms, methods, and preferences. A procurement contract makes it clear how the money will change hands should the terms of the contract be met.

Performance securities
A procurement contract guarantees a performance quality that both buyer and seller are obligated to expect and in turn deliver during the course of their working relationship.

Contract completion and closeout
A procurement contract acts as the guidebook that details how supplies will change hands, in what manner, and what behaviour should be deemed acceptable.

Key Processes & Best Practices for Procurement Contracts

Although the contract is signed, that doesn’t the process is complete. There is, of course, the work that has been contracted and following through on the terms and conditions of the contract.

Emphasize Transparency
One thing you can do to make sure that things run smoothly is to prioritize transparency in your procurement process. Getting greater visibility into supplier performance helps to strengthen those relationships and works towards achieving the best outcomes for all involved.

Monitor Progress
You’ll want to closely monitor and manage the terms of the contract, especially expenses associated with the work, to reduce costs. Rather than using spreadsheets that have to be constantly updated and often run the risk of circulating older versions, you’d do better to automate these processes with a digital tool.

Identity Efficiencies
Streamlining the procurement process is also key. The collecting and monitoring of suppliers help to ensure the conditions of the contract are being met. Using an online project management tool will reduce costs by avoiding manual errors that can slow down work while working towards contract compliance.


