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[bookmark: _Toc190668194]Introduction
Negotiation is a key part of business, particularly when contracting out essential services. The report examines key factors when negotiating a contract renewal for an inspection, testing and repair contract for instrumentation devices. The report highlights the importance of research and planning in the preparation stages for negotiation to understand objectives, priorities and external supply market conditions which affect the negotiations. Negotiation objectives are identified and divided into non-negotiables and negotiables to focus the negotiation team.
The report explores different negotiation tactics and analysis as to when these tactics are suitable and what adverse effects using them may have. The measures for determining the success of a negotiation will be identified, enabling a post negotiation review and opportunity to capture lessons learned. 
The report will summarise recommendations of the findings to best prepare for negotiations to renew an inspection testing and repair contract for instrumentation devices where the current contract is about to finish, and the contractor wants a 50% increase in fees while at the same time reducing the number of inspections carried out and only providing guarantees on parts and equipment supplied by the contractor. The contractor wants a new 5-year contract while the company at present is only prepared to offer an extended 1-year contract, subject to existing service levels remaining and any increases being negotiated.




[bookmark: _Toc190668195]Negotiations Preparations and Factors to Consider
When preparing for a contract renewal, negotiations for the inspection, testing and repair of instrumentations will involve a structured approach to ensure the negotiations get the desired goal that a contract renewed meets the immediate and future service requirements, objectives, and budget of the company.
Factors of consideration include thorough research and planning to strengthen security in the subsequent negotiation. 
[bookmark: _Toc190668196]Research
[bookmark: _Toc190668197]Supply Market
Undertake market research of the supply market to benchmark industry standards for pricing, service quality, technologies, market growth, geography, contractual detail and duration. Identify alternative providers to increase options and leverage during negotiations (Monczka et al, 2021).
[bookmark: _Toc190668198]Vendor Position
It is also worth researching the current position of the contractor to understand the current work being undertaken by the company and financial position. This can help understand the tactics and positional power the contractor will have going into negotiations (Monczka et al, 2021).
[bookmark: _Toc190668199]Procurement Decision
The procurement understanding of purchasing risk is required to determine the level of risk and level of expenditure that is required in relation to the contract. It must be understood what risk to the company there is when instrumentation is not properly inspected, tested and repaired in a timely manner. Understanding of the complexity of the service that is being purchased and whether new suppliers can be adopted and integrated effectively without risk. Mitigating against risk can include guarantees, warranties and non-compliance clauses being written into contracts (Monczka et al, 2021).
[bookmark: _Toc190668200]Negotiation Relationships
Factors to consider in the relationship between the parties in terms of existing relationship, time availability for negotiations and understanding of the skill base of both negotiating parties. 
[bookmark: _Toc190668201]Existing Contract Review
It is considered good practice to review the existing contract, focusing on existing scope, pricing, performance metrics and deliverables. To identify gaps, outdated items and areas for scope and vendor improvements.
[bookmark: _Toc190668202]Vendor Performance
A review of vendor performance against the existing contract on items such as key performance indicators, response times, compliance and feedback from internal stakeholders to identify strengths of the contractors and areas for improvement. This can build leverage in negotiations.
[bookmark: _Toc190668203]Planning
Planning should identify objectives and desirable outcomes of the negotiations. These objectives can be split into non-negotiables negotiables.
The goals can also include what kind of relationship the company would like with the service providing vendor, whether a rigid contract is required with a fixed cost or if there is understanding that flexibility will be required as part of the service. This can affect the negotiation strategy.
[bookmark: _Toc190668204]Negotiation strategy
Based on the research undertaken and desired goal a negotiation strategy and tactics will be required. This starts from building a team consisting of individuals who understand the procurement, operational and financial requirements of the negotiations and are also skilled in negotiating. Roles can be assigned to individuals such as lead negotiator or technical expert. A budget must be set with a clear understanding of where discounts and concessions to the contract can be made. Counter offers for anticipated demands from the contractor should be prepared.
[bookmark: _Toc190668205]BATNA Best Alternative to a Negotiated Agreement
A BATNA is course of action that can be taken if an agreement cannot be negotiated. It defines the minimum acceptable outcome the company is willing to accept before walking away from negotiations (Fisher et al, 2011).
In this negotiation the alternatives are switching to another service vendor, building internal capabilities inhouse to provide the service or accepting limited services. Accepting limited services on a flexible short-term contract could allow for reduction in non-urgent services provided whilst the company finds an alternative service provider who can meet their needs. 
Having a credible BATNA can be used to leverage negotiations if the contractor vendor knows there are options to walk away from negotiations, they are also more likely to obtain what they request (Brett, 2016). 
[bookmark: _Toc190668206]Negotiations
Other factors to consider are to determine when the negotiations deadlines should end as time will be required to implement a BATNA. 
Determining the location the negotiations will take place can also be considered important as this can influence power, minimise interruptions and allow for relationship building. 


[bookmark: _Toc190668207]Negotiation - Non-Negotiables and Negotiables
When identifying objectives of negotiations, it’s important to categorise the desired outcomes as Non-Negotiables and Negotiables. The non negotiables meet the requirements of the company whereas the negotiables are items that can be beneficial to the company but are not deal breakers.
The company would like to maintain existing service levels. It can be assumed that the evaluation of  risk to the company would be that any decrease of existing service levels has the potential to impact company performance risking the service or product itself provides which has knock on negative effects.
[bookmark: _Toc190668208]Non-Negotiables:
Clear Scope of Work – To define the services required for inspection, testing calibration and repair. Which instrumentation devices are covered and the frequency of calibration and servicing and response times for failures. This essential details the work required from the contractor.
Pricing Structure - Competitive and fair pricing, such as guaranteed time-based rates for normal servicing and time-based rates for out of hours repairs and replacements. Clear transparency on additional charges for part replacements to ensure no hidden costs are encountered. Understanding of the finances involved in the contract allows the company to keep expenditure under control.
Service Level Agreements – To assign performance metrics to items such as response times on instrument failures. To ensure all instruments are serviced, calibrated, labelled and documented to meet compliance standards. 
Flexibility and Scalability – It is important to have flexibility within the contract to allow for additions such as emerging technologies, change of business needs which can include growth and decline.
Vendor Expertise – Ensuring the vendor supplies qualified and competent engineers to perform the scope of the service contract.
Terminating Clauses – Allow for reasonable conditions in which a breach of contract or performance failure would allow for contract termination.
Communication and Support Agreements – To ensure procedures are in place and points of contract are available to resolve contractual or technical issues which may arise or how to manage emergencies, contractual changes or service level issues.
[bookmark: _Toc190668209]Negotiables
Value-Added Services – These can include predictive maintenance support, product lifecycle guidance and instrumentation fault and repair information dashboards.
Financial – Contractor able to share savings when bulk purchasing stock instrumentation or negotiate cost savings for a longer-term service agreement.
Customisable Service Packages – Service and Calibration could be a fixed rate package where repair and emergency replacement could be a separate pricing structure.
Service Response – Availability of 24/7 support, fault response times and fault resolution times.
Training – Service team training to operations on inhouse troubleshooting.



[bookmark: _Toc190668210]Analysis of Negotiation Tactics
[bookmark: _Toc190668211]Competitive (Distributive) Tactics
Distributive tactics focus on one party’s gain at the expensive of another, often described as “Win-Lose” approach. Tactics include Anchoring, Highball/Lowball and Flinch (Lewicki, 2015).
Anchoring is when an initial offer is set to influence the negotiations direction. Being the first offer proposal can be considered a psychological anchor that subsequent offers revolve around. The tactic is good if one party wants to control expectations and control the range of outcomes, but if the anchor is too extreme it risks alienating the party (Lewicki, 2015).
Highball/Lowball is when offering an unrealistically high or low initial proposal to make counter offers seem reasonable. This tactic is recognised as being effective for initiating a creating a negotiation range, but it has the potential to cause upset if viewed as an excessive and manipulative tactic (Lewicki, 2015).
Flinch as a tactic is to express surprise and astonishment at an offer to pressure the other party into concessions. The tactic requires skilled emotional response to apply psychological pressure (Lewicki, 2015).
[bookmark: _Toc190668212]Collaborative (Integrative) Tactics
Integrative tactics or “win-win” focus on creating value and finding solutions that benefit all parties involved in the negotiation. Tactics include mutually beneficial trade-offs, Expanding the Pie and creating value and collaboration (Lewicki, 2015).
[bookmark: _Hlk190644122]Mutually beneficial trade-offs - is the process of trading concessions on less important issues to secure gains on issues of higher priority The approach is effective in multiple issue negotiations where parties’ priorities are different, but it can promote positive collaboration as long as there is trust within the relationship (Lewicki, 2015).
"Expanding the Pie” is a tactic to identify creative solutions that increase the overall value being negotiated but this is best suited to scenarios where both parties can identify mutually beneficial outcomes (Mirra, 2024).
Creating value and collaboration is the process of identifying underlying interested, reframing problems to address both parties’ needs and objectives rather than focusing on conflicting ideas. This requires clear communication and trust to understand both parties’ objectives and reasoning (Lewicki, 2015).
[bookmark: _Toc190668213]Mixed Motive Tactics
Mixed motive tactics attempt to balance competitive and cooperative elements. These include packaging and contingency agreements. Packaging is bundling issues together rather than addressing them individually to create trade-offs. This aims to create efficiency to allow parties to negotiate on multiple issues at once.
Contingency Agreements are agreements based on future events or performance metrics. This is useful when parties can’t agree on specific terms, but it requires careful definition of contingencies.
This is important for this application as the company wants a 5-year contract. This tactic should be used as encouragement and not threateningly. 
[bookmark: _Toc190668214]Psychological tactics
[bookmark: _Hlk190670986]Psychological tactics try to level emotions, biases and psychological principles to influence the direction of negotiations. Tactics include Silence, Good guy / Bad guy and deadline pressure (De Dreu et al, 2007).
Silence is intentionally pausing within negotiations to create discomfort and prompt concessions from the other party. Physiologically in conversations silence can make unskilled negotiators feel compelled to fill the silence which can lead to offers or concessions (De Dreu et al, 2007).
Good guy / Bad guy is a tactic where one negotiator on a team adopts a tough stance with the other is more accommodating. The goal is to build a relationship with the other party to make it appear they are helping them overcome the bad guy. This can be useful for negotiations in the short term, but it risks undermining trust in long term relationships (De Dreu et al, 2007).
Deadline pressure is a tactic to impose a time constrain to accelerate decision making, works well to get a rapid outcome but excessive pressure on the other party can lead to resentment and hinder relationships developing collaborative solutions (De Dreu et al, 2007).


[bookmark: _Toc190668215]Evaluation of Measures to Ensure Successful Negotiation
Measures to ensure a successful negotiation primarily focus on the objectives of the negotiations. Whether firstly an agreement was met and if after negotiation that the non-negotiables were achieved, and what value-added negotiables were obtained and at if the conclusions fell within the pre outset budget proposal.
A negotiation team should debrief to ascertain lessons learned and areas of improvement. To identify which tactics were implemented and whether those tactics worked effectively or not. Analysis of the research and planning stages to determine if they were effective or were any items raised in negotiations, tactics adopted, or proposals put forward which weren’t predicted. Were there too many concessions made and why? Were all parties happy with the deal and what effect has it had on the relationship between parties?







[bookmark: _Toc190668216]Summary of Recommendations
[bookmark: _Toc190668217]Assumptions
Based on the request to increase fees by 50%, reducing inspections carried out and pushing for a 5-year contract it is clear that although the company are looking to increase fees and reduce workload there remains a desire to retain the work for a long-term contract. This suggests that the company may be in financial difficulty or understaffed, or alternatively looking for long term security to promote growth.
Supplier competition being unknown it is assumed there are alternative service providers in a geographical location. As the instrumentation service market is mature it can be assumed that technical knowledge is readily available and assumed that the geography of the service supply market is local. Due to this the power of the supplier is assumed relatively small at negotiation outset.
[bookmark: _Toc190668218]Recommendations
Thorough research should be undertaken to understand industry benchmarks and alternative supplier availability. This as well as the service vendor’s current market position should be researched to identify what leverage can be used within negotiations. Reviewing the previous contract and historical performance of the vendor against this can provide leverage and highlight opportunities to amend scope and include risk mitigations for service level agreement guarantees and non-compliance clauses. Understanding of risk and clearly formed negotiation objectives will provide focus and subsequently be metrics to determine whether negotiations were successful.
When planning the negotiations the negotiation team should be assembled based on knowledge, negotiation skill and to align with what negotiation tactics are to be used to acquire the goals and desired business relationship for the future.
It would be strongly advised to identify and present a strong BATNA to attain power within the negotiation to show the service vendor that there is an alternative to their services if they are not willing to collaborate. To further increase the power and stability within the negotiating process it would be beneficial to hold the negotiations within the company premises to control the agenda and minimise distractions.
[bookmark: _Toc190668219]Negotiation Tactics
The large increase in fees and long-term contract proposed is Highball negotiation tactic and by offering an unrealistically high initial proposal to make counter offers seem reasonable. This could be responded back with Flinch tactic, to express surprise at the offer to apply emotional pressure for the other party to attempt to justify its decision to reduce service, dramatically increase fees and fix long term. The aim would be to lower the negotiation power of the service vendor. This can then be countered with a Lowball offer and utilising silence to create discomfort and prompt concessions from the other party.
A mix of tactics should be used to obtain the non-negotiables, this could be logrolling to concede negotiables in favour of the non-negotiables. Contingency agreements should be used to ensure service level agreements are met to minimise risk to the company but also encouraging the service vendor that longer term contracts will be provided based on KPI results.
Bridging tactics can be used to understand service vendor issues. This could be geographically or service response time issues. Packaging up of services such as calibration and testing separately to instrument repair and replacement services may alleviate these issues.
Ideally a mix of tactics should be adopted, there are numerous variables which make a predetermined plan of negotiations difficult but with attention to research, planning and pre-empting scenarios then a negotiation should result in success for all parties involved.
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