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Summary
Contracts are one of the most important documents in an enterprise. Contracts are used for many different
purposes from procurement to sales to employment and real estate. Your company’s contracts are
significant to the daily operations, because they represent all the business relationships throughout the
enterprise. This article is the first article in a series of article about contract lifecycle management and will
explain the basics of the contract lifecycle management process and customer pain points; it will also discuss
implementations strategies and last but not least introduce SAP Contract Lifecycle Management (xCLM).
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Contract Lifecycle Management
Contracts are one of the most important documents in an enterprise. Contracts are used for many different
purposes from procurement to sales to employment and real estate. Your company’s contracts are
significant to the daily operations, because they represent all the business relationships throughout the
enterprise. To ensure that your company gets most out of their contracts and limit risk exposure, it has to be
ensured that the contract terms and conditions are met and that the contract is based on the approved legal
language. Please find below some good examples with quantified benefits of a contract management
solution.
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Source: Aberdeen Contract Management Reports 2006
This article is the first article in a series of articles about contract lifecycle management and will cover the
following topics:
1) We will start with the basics of the contract lifecycle management process
2) Talk about the customer pain points
3) Discuss how contract management software can overcome those pain points and implementation
strategies
4) And last but not least I will introduce the SAP xAPP for Contract Lifecycle Management (xCLM)
solution
I’m planning to publish further articles which will go in more details of the supported processes and features
and functions of the SAP xCLM solution. My intention for the first article is to give the reader a good base of
understanding regarding contract management and build on this base to go further into more advanced and
complex topics.
Furthermore, I like to encourage you to share with me your feedback and questions regarding contract
lifecycle management and the new SAP xCLM solution.
Okay, enough introduction, let’s get started with the basics of the contract lifecycle management process.

Basics of the complete contract lifecycle management process
The contract lifecycle management process is the process of managing the complete lifecycle of contracts in
an enterprise. The contract lifecycle management process can be categorized into three main categories:
•

Creation of the contract

•

Visibility and storing of the contract in a central repository

•

Performance Management
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In a typical use case, the process starts with the creation of the legal contract from a pre-approved template
as a starting point. Contract authoring is not a one man show; therefore the contract creator invites internal
stakeholders (legal expert, finance expert etc.) to work with him on the legal contract. If the internal version of
the legal contract reaches a level that the internal users feel confident to share the legal contract with the
external party, then the contract is shared and negotiated with the external party. The internal and external
collaboration regarding the terms and conditions might require multiple rounds of negotiations. As soon the
internal and external parties are in agreement the legal contract can be approved and signed by both parties.
The signed contract is stored in a central repository and it has to be ensured that the authorized user is able
to gain visibility to a contract at the right point in time. The repository has to allow the authorized user to find
contracts he is authorized to see supported by a powerful search capability, to allow him to search and find
the contracts he is authorized to see based on contract attributes (e.g. contract name, end date, supplier)
and free text search.
Last but not least, the performance management is an important step in the lifecycle of a contract. At this
point in time it has to be ensured that the organization is in compliance with the negotiated terms and
conditions. For purchasing contracts, this increases the likelihood that employees will choose sanctioned
goods and services – at the negotiated price – when placing orders. It also enables demand-driven ordering
of direct materials at the right price directly from the material master in the enterprise resource planning
system.
Furthermore visibility into contract usage and the monitoring of the contract validity periods are important part
to ensure in time renewal and optimization management.
In the next chapter we will talk about some of the most frequently mentioned customer pain points regarding
contract lifecycle management.

Customer pain points
Companies experience many challenges regarding contract lifecycle management and the challenges
getting bigger and bigger - Enron and WorldCom scandals and the resulting Sarbanes Oxley Act of 2002 did
not make it easier. The customer pain points can be categorized into three categories: creation, visibility and
performance related issues.

Creation issues
The traditional contract creation process is not well structured, because in most companies the best practice
processes are not available or not visible to all the users. Central repositories for pre-approved clauses and
templates are not available and therefore users face the problem that they don’t know if they are using a
template which is the most up to date version or worse don’t know that a template at all exists. The above
mentioned issues translate into a manual, paper intensive processes which are time consuming and can
expose your company to increased legal risk, because the contracts are not authored based on preapproved clauses and templates.
If contracts are negotiated outside of a system the audit trail is missing and no visibility is available which
clause changes were requested by the external party and which was the state of negotiation at a certain
point in time.
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The conventional contract creation process lacks the sufficient controls to detect that an important clause
was changed during contract creation or contract negotiation and if unapproved maverick clauses were used
by bypassing the pre-approved language of the clause library.
Approval histories are challenging and companies have no visibility who approved a contract and the
approval process is only enforced by business processes and difficult to monitor.

Visibility issues
After the contract is created and authored the contract should be stored in a repository.
As we discussed before the contract creation process can be time consuming and it might take months to get
the contract negotiated and approved. I did some user interviews and found out that some enterprises don’t
have a central repository for their contracts and therefore have only limited visibility into their existing
contracts. A lot of money is spent to author and negotiate a contract with the most favorable terms and
conditions and at the end the contract ends up on someone’s desk and the authorized users in the
organization are not able to gain access.
Due to the lack of visibility, multiple contracts are negotiated with the same supplier for the same product or
product category and the enterprise is not able to leverage their procurement power.
In addition, the lack of visibility of the signed contracts leads to a lack of visibility regarding the financial and
legal commitments out of the signed contract.
Due to the lack of a central repository companies have a poor renewal management, because they are not
able to monitor their ‘evergreen contracts’ and no sufficient alert notifications are available.
As mentioned already in the previous chapter, the missing audit trail capabilities leads to an inability to track
the regulatory compliance.

Performance Management
The performance management is where the rubber hits the road and the previous negotiated terms and
conditions of the contract are used in an execution system in form of an operational contract which serves as
a source of supply.
Most customers don’t have integration between the legal contract which was negotiated with the supplier and
the operational contract which is used as a source of supply – kind of a vehicle to execute the legal contract
in an operational system.
This missing link between the legal contract and the operational leads to compliance issues and will expose
your company to legal risks if the purchasers don’t have any visibility into the negotiated terms and
conditions.
Your company might pay higher prices because the previous negotiated prices are not available for the
purchaser and the discounts are not applied correctly.
Now that you know about the contract lifecycle management process and the customer pain point, the next
part we should investigate how to overcome those pain points by how to implement a contract management
solution.

Implementation Strategy
In this chapter I like to talk about how companies adopt contract management solutions and discuss
implementation strategies.
The adoption and implantation strategy can be categorized in three buckets:
•

Stage 1: Central Repository

•

Stage 2: Contract Authoring

•

Stage 3: Advanced Integration
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Stage 1: Central repository
Many companies lack a central repository for their contract documents, therefore no visibility into their
contracts. By just implementing a contract management solution and upload existing contract document and
future contracts into the central contract repository, customers can have a fast win and gain visibility in their
contracts.
The contract management system allows to associate Meta data as validity period, reminder dates etc. to the
uploaded contract document, which will enable automated alerts for expiring contracts to ensure an early
renegotiation process or a determination of a evergreen agreement. Besides, the associated Meta data can
be used as search criteria’s to find contracts in the repository.
Furthermore, the central contract repository provides controls, because the owner of a contract can assign
users and user groups to his contracts and determine who should be able to see a contract to a specific point
in time.
Stage 1 is the traditional starting point for customers beginning to implement a contract management
solution. The implementation of a central repository can be achieved in a short period of time and without the
need to think about the clause library and template library, which brings us to Stage 2.
Stage 2: Contract Authoring
In Stage 2 companies use the contract management solution to author contracts in the system, instead of
just uploading contracts into the central repository as it is done in Stage 1. Companies create or upload
clauses in the central repository and use the clauses to create the templates. The templates are used as a
starting point to author the contract documents.
The contracts can be stored in the central repository and the author can assign internal stakeholders to the
contract to ensure that the right people in his company are able to collaborate with him on the legal contract.
In addition, the contract management solution can support the contract collaboration process with the
external party.
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Stage 2 is often the next step for companies which have already a central repository and want to use their
contract management solution further and ensure the use of the pre-approved clauses and templates and
therefore gain legal compliance and additional control. As well, you can find companies which start their
contract management implementation with Stage 2, but I see this more as the exception. Stage 2 requires on
the customer side internal agreement on the standard clauses and templates which are going to be available
in the central repository and the approval process of those, which can be time consuming.
Stage 3: Advanced Integration
The final stage in my adoption categorization is called advanced integration. I define advanced integration as
the capability to create a legal contract based on values of your backend system (ERP) to ensure that the
legal contract can be used to create an operational contract in a backend system as a source of supply.
The negotiated, approved and signed legal contract can be used to create an operational contract in the
backend system. The integrated information of the legal contract (e.g. payment terms, supplier, products,
price, etc.) is transferred from the legal contract into the backend system and an operational contract in the
backend system is established which is based on the legal contract which was negotiated with your supplier.
This advanced integration ensures compliance between your legal contract and the contract execution in
your backend system.
Furthermore the release information, which is accumulated in your backend system, based on the purchase
orders and invoices which are placed against the operational contract should be associated to the legal
contract to allow visibility into the contract usage. The contract usage information can be used to generate
alerts to inform the owner of contract about over exceeded contract quantity or contract value targets.
Stage 3 provides the customer with the most value out of his legal contract solution and his backend system
and ensures a high-level of compliance.
No matter in which stage your company is planning to start with contract management project it is important
to know that you selected a contract management solution which allows you to grow. The contract
management solution of choice should be a solution which allows you to reach stage 3 and provide you with
integration out of the box to the backend system.

SAP Composite for Contract Lifecycle Management (xCLM)
The new SAP composite for Contract Lifecycle Management (xCLM) is a solution to manage all business
contracts of an enterprise from authoring to central storage and contract performance reporting. SAP xCLM
is being developed from several key SAP assets including the contract management functionality of SAP ESourcing and the MS Word/Duet Legal Contract Authoring.
The main features of the xCLM solutions are:


xCLM Dashboard



Central repository for clauses, templates and legal contracts



Powerful attribute search and free text search capabilities



Legacy contract and 3rd party contract upload



MS Word/Duet contract authoring



Approval for clauses, templates and legal contracts



Legal compliance reporting



Integration with ERP



Integration into eSourcing RFx functionality
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Automate Legal Contract Creation and Collaboration
SAP xCLM allows a company to establish an automated approach to crafting all types of enterprise
contracts. The result is that the contract creation process – from selection a pre-approved template, drafting
a contract through to the approval process – is standardized and takes significantly less time. Consistent,
pre-approved language from the legal department, along with the ability to enable workflow-based edits of
contracts, not only ensures version control, but also helps streamline the creation process and reduce risk.
Because SAP xCLM seamlessly integrates with Microsoft Word through Duet™ software, contract authors
and reviewers can work in a familiar application. Due to Duet, the contract creator is able to access out of
MS Word information from the backend system which ensures that the legal contract is based on the values
of your backend system and that the legal contract can be used to create an operational contract. This
integration also enables your organization to see modifications on the pre-approved language easily by
comparing different contract versions. The collaboration process is supported the solution through the
capturing of a full audit trail of all users who edited, reviewed, or approved a contract, users can easily
ensure compliance with regulatory requirements. In the next article you will find more information how the
cool MS Word/Duet authoring screens are working.
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As we come to the end of my first article about contract lifecycle management, I hope you found my article
interesting and I created some appetite for more information regarding the SAP Contract Management
Lifecycle solution. Please send me an email at f.seebauer@sap.com, or post a public comment about this
article in the forums.
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Copyright
© Copyright 2007 SAP AG. All rights reserved.
No part of this publication may be reproduced or transmitted in any form or for any purpose without the
express permission of SAP AG. The information contained herein may be changed without prior notice.
Some software products marketed by SAP AG and its distributors contain proprietary software components
of other software vendors.
Microsoft, Windows, Outlook, and PowerPoint are registered trademarks of Microsoft Corporation.
IBM, DB2, DB2 Universal Database, OS/2, Parallel Sysplex, MVS/ESA, AIX, S/390, AS/400, OS/390,
OS/400, iSeries, pSeries, xSeries, zSeries, System i, System i5, System p, System p5, System x, System z,
System z9, z/OS, AFP, Intelligent Miner, WebSphere, Netfinity, Tivoli, Informix, i5/OS, POWER, POWER5,
POWER5+, OpenPower and PowerPC are trademarks or registered trademarks of IBM Corporation.
Adobe, the Adobe logo, Acrobat, PostScript, and Reader are either trademarks or registered trademarks of
Adobe Systems Incorporated in the United States and/or other countries.
Oracle is a registered trademark of Oracle Corporation.
UNIX, X/Open, OSF/1, and Motif are registered trademarks of the Open Group.
Citrix, ICA, Program Neighborhood, MetaFrame, WinFrame, VideoFrame, and MultiWin are trademarks or
registered trademarks of Citrix Systems, Inc.
HTML, XML, XHTML and W3C are trademarks or registered trademarks of W3C®, World Wide Web
Consortium, Massachusetts Institute of Technology.
Java is a registered trademark of Sun Microsystems, Inc.
JavaScript is a registered trademark of Sun Microsystems, Inc., used under license for technology invented
and implemented by Netscape.
MaxDB is a trademark of MySQL AB, Sweden.
SAP, R/3, mySAP, mySAP.com, xApps, xApp, SAP NetWeaver, and other SAP products and services
mentioned herein as well as their respective logos are trademarks or registered trademarks of SAP AG in
Germany and in several other countries all over the world. All other product and service names mentioned
are the trademarks of their respective companies. Data contained in this document serves informational
purposes only. National product specifications may vary.
These materials are subject to change without notice. These materials are provided by SAP AG and its
affiliated companies ("SAP Group") for informational purposes only, without representation or warranty of any
kind, and SAP Group shall not be liable for errors or omissions with respect to the materials. The only
warranties for SAP Group products and services are those that are set forth in the express warranty
statements accompanying such products and services, if any. Nothing herein should be construed as
constituting an additional warranty.
These materials are provided “as is” without a warranty of any kind, either express or implied, including but
not limited to, the implied warranties of merchantability, fitness for a particular purpose, or non-infringement.
SAP shall not be liable for damages of any kind including without limitation direct, special, indirect, or
consequential damages that may result from the use of these materials.
SAP does not warrant the accuracy or completeness of the information, text, graphics, links or other items
contained within these materials. SAP has no control over the information that you may access through the
use of hot links contained in these materials and does not endorse your use of third party web pages nor
provide any warranty whatsoever relating to third party web pages.
Any software coding and/or code lines/strings (“Code”) included in this documentation are only examples and
are not intended to be used in a productive system environment. The Code is only intended better explain
and visualize the syntax and phrasing rules of certain coding. SAP does not warrant the correctness and
completeness of the Code given herein, and SAP shall not be liable for errors or damages caused by the
usage of the Code, except if such damages were caused by SAP intentionally or grossly negligent.
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