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ABSTRACT

In a fast-evolving landscape of digital transformation and complicated service ecosystems, the 
traditional activity-based contract rarely delivers real value, as activity-based contracts prioritize 
volume over value and create misaligned incentives, stagnant innovation, and poor return on 
investment. Outcome-based contracts (OBCs) are emerging as a strategic alternative, linking 
commercial success to the achievement of clearly defined results. This whitepaper explores how 
legal and operational design can enable contracts that de-risk transformation by aligning service 
provider accountability with business objectives. It provides a robust framework for administering 
and designing contracts that focus on measurable outcomes instead of inputs and are well-suited for 
managed services and high-stakes projects. With legal clarity, a clearly defined governance 
structure and performance transparency, organizations can protect their transformation 
investments.
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80% of 

organizations report spending 
more than half of their project 
time reworking deliverables, a 
direct result of activity-driven 
execution without outcome-
focused planning. This 
inefficiency is financially 
crippling, when individual are 
compensated based on inputs 
such as hours worked or tasks 
completed, there’s no real 
accountability for delivering 
business value.

For decades, organizations have relied on activity-based 
contracts to manage projects and service delivery, measuring 
success through the completion of predefined tasks, labor hours, 
or resource utilization. While these contracts offer 
administrative simplicity and apparent predictability, they often 
mask a deeper inefficiency: the absence of accountability for 
actual outcomes. Activity-based models reward motion but not 
progress. Service providers are paid regardless of whether the 
business objective is met, leading to engagements where time 
and resources are expended without delivering meaningful 
value. 

The limitations of activity-based contracts are no longer 
tolerable in an environment where agility, innovation, and 
performance are critical. Organizations undergoing 
transformation cannot afford to pay for process alone - they 
must pay for results. To realign incentives, promote innovation, 
and ensure shared accountability, a new contract paradigm is 
needed. This leads us to the rise of outcome-based thinking: a 
model that ties commercial success to measurable results, 
shifting both mindset and execution from transactional delivery 
to transformational value

02 The Problem with Activity-

Based Contracts
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As organizations encounter the limitations of 
traditional engagement models, a quiet 
transformation is redefining how value is 
contracted, delivered, and measured. Outcome-
Based Contracts (OBCs) shift the focus from 
activity to measurable business deliverables. 
Instead of paying for work completed, OBCs 
compensate providers for predefined outcomes. 
This shift goes beyond contracts as it reflects a 
strategic rethinking of transformation, risk, and 

value generation. With 90% of executives 

recognizing the need for better contracts and 
streamlined processes, the rise of OBCs is driven 
by demands for ROI, reduced execution risk, and 
faster innovation. In a rapidly changing world, 
input-heavy contracts with low impact are no 
longer viable. Executives want transparency and a 
clear link between investment and results, which 
could be improved satisfaction, uptime, 
productivity, or speed-to-market. As a result, both 
private and public sector leaders are moving 
toward models that reward value over activity.

03 The Rise of Outcome-Based 

Contracts

Shared Risk and Reward

OBCs transform the vendor-client dynamic into a strategic 
partnership by aligning incentives and sharing accountability. This 
reduces adversarial interactions and promotes joint problem-
solving. Providers are more invested in long-term client success, 
while clients support adaptive delivery, especially when scopes 
shift or evolve.

Increased Customer Trust and Satisfaction

Tying compensation to real results signals confidence, 
transparency, and alignment with client objectives. This builds 
deeper trust and often leads to long-term relationships, higher 
retention, stronger Net Promoter Scores (NPS), and more referrals. 
Clients are also more flexible and collaborative when unexpected 
delivery challenges arise.

Faster Time to Value

With success linked to outcomes, providers are motivated to 
streamline processes, cut delays, and prioritize impact. This 
accelerates benefit realization—whether through cost efficiencies, 
improved customer experiences, or faster achievement of 
transformation goals. Focus remains on what drives the most 
business value.

Benefits 
of 

OBCs
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The foundation of any outcome-based contract lies 
in clearly articulating what success looks like and 
how it will be measured. This process must be 
collaborative, involving both client stakeholders 
and service providers to ensure mutual alignment 

and understanding. The clarity and feasibility of 
these outcomes will directly influence the 
contract’s enforceability and operational success. 
Below are the key legal and strategic dimensions 
to consider when identifying desired outcomes:

04 Foundation of Outcome 

Based Contracts

Measurability

Each outcome must include a clear, quantifiable metric, along with defined 
measurement methods, data sources, and reporting responsibilities. This ensures 
progress can be tracked and disputes avoided. Poor measurement design 
contributes to contract inefficiencies; organizations lose an average of 8.6% of 
contract value due to weak contract structure and oversight.

Specificity

Outcomes should be precise and context-specific. Avoid vague goals like “improve 
efficiency.” Instead, use measurable targets like “reduce onboarding time by 30% in 
six months.” Clear, objective success criteria reduce legal ambiguity and improve 
enforcement. 42% of organizations lacking outcome clarity report consistent 
contract underperformance, highlighting the need for well-defined targets.

Achievability

Targets must be realistic and within the provider’s control. Overly ambitious goals 
lead to missed deadlines, legal tension, and strained relationships. Feasibility 
should be vetted during contract drafting, with room for periodic review. Contracts 
underperform by 27% on average when outcomes are misaligned with 
operational realities, underscoring the importance of achievable goal setting.

Time-Bound

All outcomes must be tied to specific timelines, with checkpoints, milestones, and 
deadlines. This drives urgency and enables commercial consequences like bonuses 
or penalties. Time-bound goals also support better governance and performance 
tracking. 42% of organizations report weak contract ownership, often due to 
unclear timelines and oversight gaps.
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Transitioning to an Outcome-Based Operating Model

In today's rapidly changing business environment, 
organizations are moving from traditional service 
models to an outcome-based approach. What does 
this mean, and why is it important? An outcome-
based approach means, first and foremost, that 
outcomes are at the center of service.
Furthermore, it means service delivery 
incorporates the link between provider 
performance and the success of the client. 
Companies can build more meaningful 
connections, innovate, and create and sustain a 

competitive advantage by placing an emphasis on 
real outcomes rather than perspective-centered 
ones based on conventional service metrics. When 
employing an outcome-based model, 
organizations must create an entirely new 
paradigm about how services are designed, 
governed, and delivered. It requires a high degree 
of understanding of customer targets or goals, the 
ability to work collaboratively, and an operating 
model based on accountability, responsiveness, 
and data-based execution.

05 Outcome-Based Operational
Model

05

Service Level Clarity

Establishing precise Service Level Agreements (SLAs) tied to metrics such as
uptime, Mean Time To Resolution (MTTR), and customer experience indicators
eliminates ambiguity and sets a performance baseline.

01

Proactive Governance and Change Management
Having a central contact and a formalized change management process
aids communication and contributes to the rapid resolution of any issues.

02

Collaborative Operating Culture

Shifting from a break-fix culture to a proactive uptime culture instills
customer trust and reflects a proper alignment with common objectives.

03

Internal Readiness and Outcome Alignment

Service teams will assess their position, label clear outcomes and integrate
performance aspects into their daily routine. Engaging internal thought
leaders will help to secure buy-in and commitment for the longer term.

04

Capability Development Through Training

Technical teams must be equipped with both technical and interpersonal skills to
communicate value, manage outcomes, and strengthen client trust. Dedicated
training programs ensure readiness to deliver on outcome-based agreements.
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While outcome-based contracting is an innovative 
alternative to current models, there will be 
obstacles to implementing OBCs. As organizations 
move to an outcome-focused model, they will 
encounter legal, operational, and cultural 

challenges, and organizations need to anticipate 
these challenges to achieve long-term success. 
Here are the main OBC risks and challenges that 
will shed light on how organizations can address 
them.

06 Challenges in Outcome-Based 

Contracting

One of the foundational challenges in OBC is establishing outcomes that are both 
ambitious and objectively measurable. If success criteria are vague or misaligned 
between parties, it can lead to disputes, misinterpretation, or underperformance.

• Solution: Jointly define outcomes with stakeholder input, use SMART criteria 
(Specific, Measurable, Achievable, Relevant, Time-bound), and incorporate 
iterative review cycles to refine them.

Defining Clear, Measurable Outcomes

OBC often requires a mindset shift from focusing on activities to focusing on 
results. This cultural change can face internal resistance, especially from teams 
used to legacy reporting models or rigid performance structures.

• Solution: Lead with change management initiatives, provide training to 
internal teams, and realign internal KPIs to match outcome-based goals.

Cultural and Organizational Resistance

Unlike traditional models where service providers are paid for effort, OBC shifts 
the risk toward performance. Unexpected variables (e.g., supply chain delays, 
regulatory shifts) can derail intended outcomes:

• Solution: Build in flexible clauses, create contingency frameworks, and align 
incentives so that both parties are equipped to handle unforeseen 
developments.

Risk Allocation and Contingency Planning

OBC Frameworks need real-time data to monitor progress, make revisions and 
verify results. If the data is misinformed or people are reluctant to share the data, 
it is willfully undermining the model:

• Solution: Invest in shared data systems, establish clear data governance 
protocols, and promote a culture of transparency and co-ownership..

Data Dependence and Transparency
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Outcome-based contracting is more than just a 
new way to write service contracts; it is a 
reframing of how we create, measure, and sustain 
value. In a time of rapid change, constrained 
budgets, and escalating performance expectations, 
aligning commercial agreements with tangible 
business outcomes will enable organizations to 
create purpose-driven, high-trust partnerships 
rather than transactional ones. At its essence, the 
outcome-based contracting model ensures a 
shared ownership of the outcomes. Service 
providers are no longer rewarded with money for 
effort or activity but for demonstrable impact. 
The clients, however, benefit by having a partner 
who has added accountability, lives in a world of 
innovation and action, and thrives on 
responsiveness. This is a true partnership that 
supports continuous improvement, embraces 
adaptability, and goes beyond compliance culture 
into an environment where everyone is vested in 
the success of the partnership.

With over 90% of executives supportive and 

plans in place for new CLM tools, there is strong 
leadership momentum toward outcome-based 
models. To implement outcome-based contracting, 
organizations need to have strong legal structures, 
shared governance, and clear definitions of 
outcomes. They also need to prepare their 
organizations by transforming the internal inquiry 
process (think KPIs), creating new risk-sharing 
strategies, and investing in data transparency and 
operational agility.

Challenges such as cultural resistance, ambiguity 
in defining outcomes, and longer contracting 
cycles are real but manageable with proper 
planning and leadership commitment. Those who 
proactively address these hurdles will be rewarded 
with stronger client relationships, improved 
service performance, and a competitive edge in 
delivering long-term value. 

With businesses attempting to de-risk 
transformation and remain agile in increasingly 
uncertain markets, outcome-based contracts can be 
a powerful lever. They are not a silver bullet, but 
when designed and executed well, they can 
become a catalyst for lasting change, anchoring 
services in results that matter.

07 Conclusion and Call to 

Action
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