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Defence is moving from a transactional to a relationship based approach to contracting.
What are the opportunities and risks in this transition?
How do these opportunities and risks vary between large and small companies
in the Defence Industry Sector?
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Executive Summary
Defence is moving from a transactional to relationship based approach to contracting which has been
heralded by some as a return to “honourable contract relationships”. This concept paper discusses what
relationship based contracting is, and how it can be applied to Defence Industry; citing successful
examples and experiences.
It is recognized that there are opportunities and risks in this transition, and that these opportunities and
risks may vary between large and small companies in the Defence Industry Sector. An assessment of the
risks and potential opportunities, using effective risk mitigation strategies can result in effective
contracting in a relationship based environment for the right project in the right circumstances.
Crucially, this concept paper culminates with recommendations on how the Defence Industry sector can
be best supported to successfully harness the benefits and optimize the opportunities that relationship
based contracting can offer.
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The Return of Honourable Contract Relationships
It is no secret that many believe that the relationship between Defence and Industry in Australia degraded
between 1990 through to 2015. The consequence was low trust levels, high risk margins, low investment,
a stifled level of innovation; representing a poor value proposition for the Australian taxpayer. Contract
management had become overly risk adverse and governed, both Defence and industry had become
disillusioned with one another and foreign sales increased with a corresponding reduction in Australian
industry investment. The unfortunate consequence was a lack of Australian business opportunities, poor
commercial relations and less indigenous innovative capability for Defence.
Internationally, post The Cold War and the fall of the Berlin Wall, Defence spending declined and the
defence industry worldwide changed. By 1998, nearly one quarter of the top 100 largest defence
companies had left the defence industry and many of the others had merged. More locally, in Australia, a
turnaround commenced as the defence industry sector recognized that Australian Industry policy needed
to change, and parties started to embrace a contract management style that captured the collaborative
nature of the Australian spirit, the foundation of trust and mateship.

Relationship Based Contracting
Enter relationship based contracting; the deliberate pursuit and systematic management of postsignature contract value; the relational investment in the long-term opportunity.
Relationship based contracting is a relatively new concept in Australian Defence Sector contracting. What
it sounds like is: “let’s all be friends and see how it goes...”- what it really is, is something far more
sophisticated, challenging and rewarding for the contracting parties and Defence as an industry.

What IS Relationship Based Contracting?
Relationship based contracting is simply developing and executing a contract between two parties: in a
way that grows and develops trust, delivers shared and mutually beneficial outcomes in a collaborative
manner and fosters a longer term relationship whilst retaining the key fundamental legal requirements of
an effective contract.
“Relationship based contracting is based on a recognition of and striving for mutual
benefits and win-win scenarios through more cooperative arrangements between
parties. Relationship contracting embraces and underpins various approaches, such
as partnering, alliancing, joint venturing, and other collaborative working
arrangements and better risk sharing mechanisms. Relationship contracts are usually
long-term, develop and change over time and involve substantial relations between
the parties and development of trust.”
(Rawlinson and Cheung (2002)
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Relationship based contracting takes the required elements of more traditional transactional contracting
and adds the flexibility to collaborate, innovate and deliver outcomes that are in the best interests of the
Capability that is being acquired or supported for Defence. By doing so, the fundamental legal protections
of Best Practice contracting are maintained, but the constraints and prescriptiveness of transactional
based contracting are reduced or eliminated where possible.

Relationship Based Contracting as a “house” – the concept
To explain the concept and components of relationship based contracting, consider relationship based
contracting as a “house”.

Trust – the Foundation
The fundamental principle of relationship based contracting is trust: which sounds counter-intuitive to
seasoned contracting professionals whose traditional approach is adversarial and transactional: “us vs
them”.
Trust in contracting is a challenging principle; as both a precondition to collaboration, but also a byproduct
of the relationship; and there are competing philosophies on how it is earned and fostered, as there is in
the literature on interpersonal relationships. But in a corporate environment, the vulnerability that is
implicit in trusting another party can have real, material consequences – but also real, material benefits.
For this reason, trust is the foundation of relationship based contracts. Underneath it is the history
between the participants which affects the foundation’s structural integrity – the integrity of the people;
their behavior directly affects trust levels in the relationship. The strength of their trust is the foundation
supports the entire contracting enterprise.
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When parties in a contracting relationship have high trust in each other, an environment of collaboration,
innovation and efficiency can be created. The Journal of Construction Procurement 11 (2), 2005 concludes
that relationship based contracts exhibiting a high level of trust give rise to “free and frank exchange(s) of
information and a significant reduction in transaction costs”. The prospect of increased cost efficiency
through “better” approaches to contracting should be embraced.

Trust in Defence Contracting
Like many industries, the Australian Defence Sector is comprised of a set of known participants who have
long-standing relationships with each other, the Commonwealth of Australia and the Department of
Defence. These Defence sector participants have proven histories of delivering quality Defence outcomes
for their customers, and maintain the necessary approvals and accreditations to operate in the Defence
sector. It is therefore a reasonable conclusion that there is sufficient base-level trust in the industry to
support relationship based contracting and collaboration in the Australian Defence Sector.

The Contract - The Building Structure
Conditions of Contract
The formal instrument of agreement containing all of the required commercial terms and conditions such
as performance and delivery, delay, warranties, insurances etc. to have a legally enforceable contract in
Australia. The Conditions of Contract are the same for transactional and relationship based contracts, but
their development journey can be very different depending on the relationship between the parties.
Statement of Work
The Statement of Work is where some of the magic of a relationship based contract can happen. The SOW
should clearly articulate required outcomes and be prescriptive enough to provide clarity on Defence’s
requirements whilst providing sufficient flexibility for the “how” to evolve to suit the efficient delivery of
the goods or services over time. This gives smart defence industry companies the opportunity to deliver
best for defence outcomes, efficiently and effectively, in collaboration with the Commonwealth and other
members of Defence Industry.
Performance Management Framework
Closely tied to the Statement of Work, the Performance Management Framework (PMF) should be clear
and precise on the required performance measures and include meaningful measurement of the behavior
of the Contractor (and its subcontractors where applicable) in support of the relationship. Strategic
Performance Measures (SPM’s) and System Health Indicators (SHI’s) are closely aligned with the operation
and intent of the Single Management Framework (below) and should be aligned to Defence’s desired
outcomes, reinforcing a one team, collaborative relationship to support best for Defence behaviour.
Single Management Framework
The remaining fundamental component of this support structure that really enables the relationship to
function is a Single Management Framework (SMF) that operates effectively; creating a multi-tiered
structure to support collaborative decision making that is empowered, responsible and accountable.
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The SMF is the crucial enabling structure for the relationship based contract, as it gives responsibility and
accountability for outcomes to the right level of decision makers in each organization. It is within this
framework that the “how” of the contract may be decided, in support of the overall requirements of the
Statement of Work. It is also within this structure, that the dispute resolution process lives, with disputes
to be resolved at the lowest level possible.

The Relationship – the “roof”
So to complete the analogy, the house needs a roof – which is the relationship. It’s something that must
be constantly maintained and supported, reinforced and strengthened, it requires skill, maturity and the
right people with the right mindset.

Relationship-based Contacting Fundamentals
The author group agrees that relationship based contracts, in the right environment and for the right
project can give both Defence and industry significant benefits (which are further discussed later in this
paper). In order to achieve the potential benefits and capitalize on the opportunity, the following
fundamental principles must be respected:

Mindset
All parties in the relationship must adopt a partnership mindset from the start. Trust needs to be laid into
the foundations of the contract and be protected through any bidding or negotiation activity to preserve
the relationship to prevent erosion.
The right mindset must promote a collaborative, one team (no blame) approach between all parties to
promote the right behaviours and culture. Aligning stakeholders to this, whilst not always a simple
exercise is critical to success.
This mindset must foster a spirit of collaboration but also continuous improvement.

Shared Vision
In order to effectively collaborate as a team, a shared vision is essential. Creating a team charter with
mutually agreed guiding principles can be an approach for achieving this. In creating a shared vision, there
should be created a collective purpose; which will be firmly grounded in best for defence and capability
outcomes.

Shared Pain and Gain
The development of an agreed risk sharing framework that enables risk to be shared appropriately in the
spirit of collaboration, and the establishment of a sensible performance measurement framework that
focuses on measuring what really matters, and supports the collaborative approach.

Communicate: honestly, openly and often
Communication is critically important to every relationship. If done well, it strengthens the trust and
alignment between the parties.
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Respect
Aligned with the deep need for trust in the relationship, mutual respect is required. Defence must
recognise that industry is an asset that needs stability, security, predictability and profitability in order
to be effective and efficient. Industry must recongise that Defence must meet its outcomes in the most
effective and efficient way.

The Opportunities and the Risks of Relationship Based Contracting
As with all things in business, there is a risk and a reward to adopting a relationship based contract in the
Australian defence sector. The depth of the risk and the magnitude of the reward are highly subjective,
dependent on the organization (or section of the organization) and the people involved.

The Risks
As with anything, there are a multitude of risks associated with relationship based contracting in
Defence. With guidance and support, these may be mitigated to support success.
Mindset – The Human Factor
Defence on both the part of Commonwealth and of industry can be conservative in their mindset. Within
the Defence sector, behavior and process maintain a conservative, risk adverse position. Relationship
based contracting requires organisations and individuals to adopt a more open mindset that some may
find challenging, and others can outright resist.
It is not difficult to contemplate that the larger Defence Prime Contractors and, the Department of
Defence themselves could be slower to adopt this cultural shift than the small to medium defence industry
organisations. The adoption of this collaborative mindset is critical to success, and must be championed
by key members of the parties as successful relationship based contracting requires everyone involved,
regardless of which role they perform, to be completely on board with the collaborative nature of the
relationship.
Lack of experience or expertise in managing the relationships, or a lack of priority for doing so, can
exacerbate this risk. The entire model only works if all parties to the contract actively manage the
relationship in the spirit of collaboration. It can take only 1 person to degrade the relationship and erode
the high level of trust required to support the contract. Everyone must have the right mindset, understand
the “why” and have a long term viewpoint, especially when making decisions.

Balance
Not striking the right balance between Governance/Legal requirements and the relationship based model
of operation i.e. being too “restrictive” or too “loose” in contracting is the second risk identified by the
author group. Finding the balance between rigid structure and lack of clarity can be challenging. Failure
to find this balance may result in disaster; terminated contracts, irreparable relationships, financial losses
and lack of capability/vulnerability of systems and capabilities.
Failing to achieve the required balance may detrimentally affect quality and decrease Defence’s capability.
The result may be increased cost to address the quality and performance shortfalls.
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Finding the right balance would most likely need to consider and be influenced by, the contracted
companies level of expertise, technology leadership, delivery track record and reputation.

The Opportunities
Relationship based contracting can present the Defence sector with significant opportunity, for those
who successfully mitigate the risks. The potential opportunities are:
Efficiency
Reduced cost associated with administering contracts: less effort is required to handle contract
correspondence as the level of formal correspondence required under the contract is reduced. The
effort expended in the SMF and the more open communication between parties generally, reduces the
overall administrative burden of the contract.
Effective Risk and Opportunity Sharing
Pain and Gain is ‘shared’: the entire enterprise shares in the success and the pain of any failure (through
the relationship, not necessarily financially) – this more open collaborative behavior strengthens the
trust and builds the relationship further with a shared sense of comraderie and transparency. By
creating a more collaborative, ‘win-win’ environment, the parties can best share risk and work more
effectively.
Future Opportunity
The ease with which new opportunities can be discussed and developed increases the ability for the
parties to expand the work scope (subject to formal approvals). The ability for the Contractor organization
to support Defence in right-sizing its requirements and refining their expectations in partnership with
industry leverages the skills, knowledge and experience of the collective enterprise resulting in more
effective outcomes for Defence.
Industry Relations
By participating in relationship based contracts there are opportunities to create better organisations or
improve existing ones. Engagement in more collaborative, open, honest contracts built on trust and
common core values encourages increasingly ethical and honorable relationships and raises the bar for
behavior across the entire industry.
The overall environment within the contract delivery team can be much higher due to the open and
collaborative working engagement that the relationship based contract supports.

Does Size Matter (of the organization)?
The Defence sector is comprised of organisations of varying sizes; the large multinational “Primes”, the
medium-sized growing companies and the smaller, niche organisations who’s skill and ability to deliver
specialty products has developed over time; and all the companies in between. The size of the
organization will affect how the impact of the risks and the benefit of the opportunities from relationship
based contract will be felt, but they remain fundamentally the same, regardless of the organization.
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It is generally established that the larger an organization is, the stricter its own internal controls are and
the less flexible they can be to adapt to a relationship based contract. They are organisations that have
long histories in the industry and their governance is largely developed around transactional or traditional
styles of contracting. However, under the right sets of conditions and with the sufficient support from
senior leadership it is possible to see how the promise of a long-term, relationship based contract could
be handled by one of the large Defence Primes: with a breadth of experienced resources to dedicate to
the contract.
Alternatively, smaller Defence Contractors may, due to their size and agility be more able to quickly adapt
contracting style. They are generally less encumbered with complex governance structures. The
contracting teams within these organisation will have greater freedoms to consider relationship contracts
relative to their counterparts the larger defence companies. The approval chains within these organisation
are lean and contract outcomes have a more direct line to owners and shareholders.
So in summary; does organizational size have a bearing on whether it can perform in a relationship based
contracting scenario? The answer is no. The determining factor is not size – it is willingness and ability:
•

•

•

•
•
•
•

•

Large organisations will tend to have governance structures developed over time in transactional
contracting frame works which can create higher burden and make them less reactive, but also
contain highly experienced personnel with extensive experience with defence, and high levels of
mature relationships and trust.
Smaller organisations are generally less encumbered with complex governance structures making
them nimbler and more cost effective, and are also likely to contain highly experienced personnel
with extensive experience with Defence, and high levels of mature relationships and trust.
Smaller companies may have unique proprietary technologies that may be more suited to being
incorporated into a large prime company program under a relationship based contract, as a
subcontractor.
Large Sustainment programs with long terms may be well suited to a relationship based contract
as the evolution of the program can be well supported in this environment.
Higher financial risks for smaller companies that don’t have the large capital support guarantees
of the larger multinational primes
Large complex programs still require structured contracting frameworks to ensure delivery to
meet capability requirements
Smaller projects may be well suited to relationship based contracts
o They carry less risk – financial and schedule
o Develop new and emerging technologies in collaborative frameworks
o Provides opportunities to develop new suppliers and broaden the local supply base from
the non-traditional defence industry supply base.
Costs can be reduced by tailoring the magnitude of ASDEFCON requirements to the scope of the
work and its criticality and risk.

People are people, no matter the size of the business – the culture of the organization affects how they
behave. For a relationship based contract to be successful, the quality of the people and the strength of
the relationship is key. Developing mutual respect and trust that enables transparency and information
sharing is critical for successful outcomes.
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Learning from others’ successes
Whilst relationship based contracting is not commonplace in the Australian Defence Industry sector,
recent developments and reform indicate a Commonwealth-led trend towards this style of contracting.
Actions such as reforms of the Centre for Defence Industry Capability (CIDC), and recently announced
activities by the Minister for Defence Industry (September 2020) to strengthen how Defence does
business with Australian Industry, all have the opportunity to support the wider-spread adoption of more
relationship based, and less transactional based contracting. The ASDEFCON contracting suite review
proposed by the Minister, could be a powerful enabler for relationship based contracting.
Relationship based contracts can make sense for some contracts – if the organizational conditions and the
subject matter are suitable and can support them. This isn’t a style of contracting that is unique to the
Defence sector, there are significant volumes of exemplar contracts in other industries such as
construction and the energy sector. There are however some examples of successful relationship based
contracts where the benefits of collaboration have been clearly demonstrated in the Australian Defence
sector including:

Warship Asset Management Agreement
(WAMA) Alliance a strategic partnership

between the Commonwealth of Australia, BAE
Systems, SAAB and Naval Ship Management for
the through life support of the ANZAC Frigates.
This partnership has a strong focus on continuous
improvement and capability enhancement
including a Life of Type Assurance Program for the
fleet.

P3

Orion Master Accord between the
Commonwealth of Australia, Tenix Defence and
Australian Aerospace (now Airbus Australia
Pacific) providing capability upgrades and Through
Life Support for the RAAF AP-3C Orion aircraft.
This Accord, signed in 2005, utilized a Joint
Management Office to coordinate all Accord
activities under an agreed risk sharing contractual
arrangement, to foster better coordination,
greater efficiencies and results.
These existing industry examples are sustainment/support contracts, which are more naturally suited to
relationship based contracting than acquisition contracts. Whilst these examples are also Prime Defence
Contracts, the potential to contract in a relationship-based manner with subcontractors in the supply
chain should not be overlooked as the potential for collaboration and efficiency throughout the entire
contracting chain should not be underestimated.
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Recommendations
Strong, ongoing and trusting relationships take time to develop, and they need constant attention for
them to flourish. In order for the Defence Industry Sector to make the step-change to relationship based
contracting, we firmly believe that the Commonwealth needs to lead this transition to set the tone
industry-wide.
The recently announced Defence Contracting Reforms must include relationship contracting as part of
its reform agenda.
The recommendations are as follows:
1. Include relationship based contracting in the ASDEFCON review: the ASDECON suite of contracting
templates and user materials must provide guidance and support to assist contract developers to
contract in a relationship-based manner, considering both Acquisition and Support projects.
2. Develop a relationship based contract body of knowledge. In developing the body of knowledge the
Commonwealth needs to review existing relationship based contracts and should investigate other
industry sectors such as oil and gas who are already successfully using relationship based contracts.
This body of knowledge should consolidate the learnings from historical examples to ultimately
develop formal ASDEFCON guidance drafting notes within the available templates to assist with the
development of future contracts.
3. Establish a Centre of Excellence to consolidate existing Defence Sector knowledge of relationship
based contracts through developing the body of knowledge outlined in paragraph 2 above, and
provide support, guidance and training and ongoing education to the sector contract development
community to establish best practices. This Centre of Excellence should operate similarly to the
Performance Based Contracting Centre of Excellence and provide specialist advice and support to
users of ASDEFCON templates.
This Centre of Excellence should then, through involvement in emerging contracts continue the
evolution of the ASDEFCON contracting suite through participation in the regular continuous
improvement of the ASDEFCON suite of documents.

To Conclude
In conclusion, an increased adoption of relationship based contracting in the Australian Defence Sector,
both with the Commonwealth and within industry, has the potential to herald a return to more
honourable contracting in the Defence sector. The potential opportunities to Australia as a nation are
immense and worthy of further research and development, in the best interests of Australian Industry
Capability and Best for Defence and Best for Australia outcomes.
To capitalise on the incredible opportunities that can emerge from harnessing the collective ingenuity and
creativity of Australian Industry, The Commonwealth of Australia must take a leadership role in an
industry-wide development and support effort towards smarter, relationship based contracting.
11

THE RETURN OF HONOURABLE CONTRACTING

Sources
1. https://www.baesystems.com/en-aus/article/bae-systems-welcomes-multi-billion-dollarindustry-alliance-on-ship-sustainment
2. WAMA Alliance Management Office (2017), ‘Implementing Asset Management in a Naval
Environment’
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&cad=rja&uact=8&ved=
2ahUKEwi5k723lMrvAhWgGTQIHe5gD3wQFjAIegQICRAD&url=https%3A%2F%2Fwww.baesyste
ms.com%2Fen-aus%2Farticle%2Fbae-systems-welcomes-multi-billion-dollar-industry-allianceon-ship-sustainment&usg=AOvVaw3wfLM8pt4hOvAWhatCZnnp
3. https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&cad=rja&uact=8&ved=
2ahUKEwi5k723lMrvAhWgGTQIHe5gD3wQFjAHegQIBxAD&url=https%3A%2F%2Faz659834.vo.
msecnd.net%2Feventsairseasiaprod%2Fproduction-tcmpublic%2Fc81842e4971943ad80b027a89067e25b&usg=AOvVaw1FSJJS7zyFF3zhML1Cehyf
4. Australian Constructors Association (1999), ‘Relationship Contracting; Optimizing Project
Outcomes’.
5. Chew, A (2007) ‘Relationship based contracting in public-private partnerships: better value for
money for Government’.
6. Hayford, Owen (Price Waterhouse Coopers) (2018), ‘Collaborative Contracting’.
7. https://hbr.org/2019/09/a-new-approach-to-contracts
8. https://epress.lib.uts.edu.au/journals////index.php/AJCEB/article/view/4634/5454
9. https%3A%2F%2Fwww.aeaweb.org%2Fconference%2F2018%2Fpreliminary%2Fpaper%2Fr3Hd7
KZK&usg=AOvVaw0-QIUKUoHNI-8Ki9k5sKER
10. https%3A%2F%2Fgrbj.com%2Fnews%2Fwhat-is-relationship-basedcontracting%2F&usg=AOvVaw0eDVSFFRRUA2vR4ggFPdxc
11. https://www.pmi.org/learning/library/relationship-based-procurement-construction-sector8965
12. http://www.constructionlawmadeeasy.com/relationshipmodels
13. https://www.researchgate.net/profile/Steve_Rowlinson/publication/27476622_Relationship_co
ntracting_in_Australia/links/578f35fc08aecbca4cada56d/Relationship-contracting-inAustralia.pdf
14. https://www.constructors.com.au%2Fwp-content%2Fuploads%2F2019%2F12%2FRelationshipContracting-Optimising-Project-Outcomes-1999.pdf&usg=AOvVaw1PkacgsmPPWXHnqtIeNG2a
15. https://www.defence.gov.au/CASG/DoingBusiness/ProcurementDefence/PoliciesGuidelinesTem
plates/
16. https://www1.defence.gov.au/business-industry/procurement/policies-guidelinestemplates/performance-based-contracting
17. https://www.defenseindustrydaily.com%2Faustralian-agreement-re-a-1b-ap3c-orion-supportupgrade-program-01505%2F&usg=AOvVaw3hfr3AiqfUhZL3-lCcTY4t
18. Cheung, F.Y.K., Rowlinson, S., Jefferies, M., and Lau, E., The Journal of Construction Procurement
11 (2), 2005, Relationship Contracting in Australia

12

THE RETURN OF HONOURABLE CONTRACTING

Acknowledgements
The Author Group acknowledges the valuable contribution of Mr. Darryl Mincham for providing a
valuable perspective on Defence Contracting in Australia.

13

