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Abstract

In our research we seek to explain why some relationships between project client and
contractors are managed in such a way that leads to success and others are not. In
doing so, we analyze how the relational risk that exists when a client sources a project
from an external organization is managed. We view the topic through a lens of agency
theory and we use a multiple case study research design, analyzing projects from the
construction and clinical research business sectors that had varying degrees of success.
We extend knowledge of managing relational risk by developing a framework for
resolving agency-related issues to deliver project success. The framework
encompasses mechanisms to managing relational risk which we classify in five broad
areas: contract, understanding, resources, education and delegagcQURED

framework. These areas reflect both formal and informal mechanisms as described in

existing literature.

Keywords: client-contractor relationships; project suc¢esse study; agency theory

framework



1. Introduction

Thereis growing callsin the project management (PM) commuriiypay attentiorto understanding

the complex dynamics of the social relationships that exjstoject teamsThis reflects the fact that
social and relational aspects of project teams have a high degrée@ide on project performance
and hence whether a client perceives a project as successfullorgittations where the client sources

a project from a contractor thigtexternalto their organization, the social and relational aspects have
anadded layeof complexity (Awuzie and McDermott, 2015y he project team comprises individuals
that not only diffeiin their roles and responsibilities but aisdheir affiliationto different firms. This

complexity makedt difficult to achieve the control over outcomes that clients seekeflali, 2017).

The importanceof addressing issuesf poor project performances evident from recent
statisticson project success and failuréelhe latest annudfPulse of the Profession” survey by the
Project Management Institute estimates that 908%veryUS Dollar spent on projecis wasted due
to poor performance (PMI, 2018). One way of addressing the poor perforisahceugh growing
“delivery capabilities” (PMI, 2018: 2), where delivery involves the interaction of people wgrfor
different organizations when the client has sourced the projecafmenternal contractor. The external
contractotin this context can be equalised with the project managerisrgteoountable for the delivery
of the project outputs, whereas the clisrthe project owner whis held accountable by the funder and
ensures that the business casealized (Zwikael and Meredith, 2018 these situations the ability
to deliver will bein part based upon the capability of the client and the conttactogate and maintain
effective relationships across the organizatiofisough such relationships are inherently problematic
dueto the complexitief multiple organizations coming together and bringing their own veéys

working, histories, values, goals and cultures.

Another problem with such relationshijgsthe high levels of uncertainty that can exdsto
how each party to the relationship will behave. Such uncertaiigyespecially problematid the
organizations have not worked together before on a projeutse problems are conceptualized
relational risks (Zhang and Qian, 2017), which are key elements of ovesgttprisk, including

individual risk. Where individual risks anuncertain event or condition thdtjt occurs, has a positive



or negative effect on one or more project objectivd$ie PM literature on methodt manage
individual riskis relatively mature, on methods managerelational risk less solt is to advancing
knowledgein the managemeiroff relational risk that our research settkemake a contributionThisis

the first decisiorwe makein terms of delimiting the scop our study. There are many contributing
factorsto why PM is effective or not butve focuson how the relationship between client and contractor
contributedo project successWhilst recognizing that successdefinedin different ways by different
stakeholdersat different times (Shenhaet al, 2001) for our studywe conceptualize success
delivering the project against time, cost, quality and client sdiisfaelated success criteria (Mir and

Pinnington, 2014).

With this delimiter establishasle develop the following ainio understand how characteristics
of the relationship between k&Y staff resulin successr failurein situations where the client sources
a project from a contractor thit externalto their organization. To achieve the aimve have wo
supportive objectives: 19 analyze, through the lens of agency theory, the characteristics iofrretép
managemerih such situations ap propose a framework for relationship management that maximizes

its potential usefulnegs PM.

A second scope delimité our use of agency theonAs a lens through whicto analyze the
problem of such relationships, agency theory explains the behaviors betwespafsiand agents.
This appliedo situations where theiig a clientin an owner organization, whis the principal and a
contractolin a project organization, whethe agent (Turner and Miller, 2004); whislthe case where
the client sources a project from a contractorig@xternako their organizationWhilst we recognize
there are other theoretical le@sshat could be used, suels Transactional Cost Economics, these are
outside the scopef our study. By developing a framewonke intendto highlight the mechanisnts
manage the relationship used by clients and contractors during a pejels,df project success and

failure and agency-related causasyell asthe relationships between these three elements.



2. Literaturereview

21 Agency theory

The decision by a cliemd source work from a contractor thaexternako the client organizadn takes
placein many project-based industry sectass matterf course. Such project€anbe complex and
problematicto manage du#o the abundant numbef boundaries that need overcoming between the
different organizations i.e. different organizational cultures, objectivesdividual roles. This also

creates challenges of managing the client for the contractor and vice versa.

One challenge relateg® overcoming agency-related problems that aisaituations that
involve clients and contractors from different companikekere a principal-agent relationship exists
where the principal (client), typically through a formal contract, enggesigent (contractotp
perform a service on their behalf doing so, the principal delegates decision-making authtorttye
agent (Jensen and Meckling, 1976). One reason for the predatysfunctionality between client and
contractor can be the presence of problems associated with the prineipat&gtionship that exists

between the two parties.

Agency theory explains how relationships operataumerous principal/agent contexts and

howto mitigate or manage agency problems. Recent prior research utiigaengy theoryn this way

has encompassed diverse operational contéxtamples include franchising set-ups (Zha@l.,
2015), service triads (Van der Valk and Ilwaarden, 2011), internal organisat&male providers
(Bhattacharyatal., 2013), information technology contracts and implementation (Chen and Anandhi,
2009; Gopalakrishnan, 2017; Taylor, 2007), hotel management (Lamminmaki, 2011),ticanfoac

and drug manufacture (Handley and Gray, 2013) and transportation (Logan, @0a@&). this prior
work, agency theoris a useful lens through whidb glean insights relatintp the client/contractor

relationship.

2.2 Agency-related issues
Agency-related issues arise doghe phenomena of adverse selection and moral hazard. The
adverse selection problem relateshe fact that theris information asymmetry between the principal

and the agent (Akerlof, 1970, Eisenhardt, )98%hereis a levelof uncertainty arising from this



information asymmetry before a client awards a contoaatcontractor that jeopardizes efforts made
to establish a functional working relationship between the two pdBiasistrom and Ingram, 2003).
Information asymmetry can fuel mistrust for the client and geneledigto detrimental behaviors
(McCarthyetal., 2013). Moral hazard problems retiesituations where the principal has difficulties
directing theagents’ actions because the actions are unobservable or cannot form part of thetcont
(Byford, 2017). Again, information asymmetng present.This enables the contractimroperaten an
opportunistic way, post-contract awaifdtheysowish. The contractor has his or her own goals, such
asmaking a profit from undertaking the project and these goals may gotveith what the clienis
expecting the contractdo deliver. Where goals ar@ conflict the contractor will often aéh the
interest of their own comparat the expensef the project and the client and might antinformation
that they have not shared with the cliené way that does not benefit the client (Eriksstal., 2016).
With levels of information asymmetry high, the contractor knows rtitae the client about project
issues, progress et he client can feel thatontractor’s decisions are nah their best interest and
without the meango refute this assertion, a destructive cyoleincreasing levels of mistrust,
concealmentof information and gaming by both parties can form (Turner Rtidler, 2004,

Abrahamson and Park, 1994, Obloj and Zemsky, R014

Another area where agency problems agsghere uncertaintgxsts and discussiona the
literature highlight that allocating benefits and risks betweentwloepartiesis necessaryn such
situations (Melesestal., 2017). How thisis donecanbe viewed from two perspectiveBirstly from
the value sharing perspective, which suggests agents codperaterto gain value and secondly from
the risk sharing perspective, which uses the concept of risk sharaxplain why agents cooperate.
The construction of the contract reflects these perspectisee discussion above on the tyge
contracts usetb address agency problemnscollaborative project environment&incertainty creates
a relational risk, which results from behavior uncertainty of othemgstotihe project (Zhang and Qian,
2017). A high perception of relational risk increases the inclination otoatractorto act
opportunistically. To mitigate for this clients must continually focus on dealing wetlational risks

during a project.



Soin project environments, agency-related issues retatedverse selection and moral hazard
aswell asuncertainty span the whole of the project life cycle, encompassing the jphiases the
award of the contract and the phases post-contract when the contraatked with delivering the
project. Theorists suggest that well-constructed contracts help avoid potential agkatey problems
between client and contractor (Farrell, 200B)eally, the parties agree a contrazenable the agent
to maximise their self-interests, whikstthe same time they are workitmgdeliver the projecin such

a way that the client maximises their benefit (etal., 2016).

One strand of early agency-theory literature considers which type of ¢datbest suitedo
different principal/agent contexts (Melnyal., 2004). Contracts are distinguished between outcome-
based and behavior-based (Florical and Lampel, 1998), with fixed-priced colkeaajsoutcome-
based and fee-for-service ones being behavior-basgeincy theory explains that the contractor will
actin theclient’s best interest when outcome-basedtracts are usedr where the client has enough
informationto verify behavior- if behavior-based types of contracts are ugdwere are a number of
factors influencing the choice between outcome and behavior-based conffhetse include the
character of information systems used, the l®fabutcome uncertainty, the attitudes towards risk
aversion, the level goal confliet discussed above, the extent of task programmability, the dével
outcome measurability and the length of time that the client and contheste had a relationship
(Eisenhardt, 1989). The last of these factrsa rationale for developing long-term strategic
partnerships, with incentivizing contracts that reward certain desirable bediguihe contractor, such
as sharing knowledger being innovative. When such long-term relationships exist, according
agency theory, the client and the contractor will have learnt aboutatheh and the degreef
information availabléo the client on theontractor’s behaviors will be greater thérthey had a shorter-

term relationship.In such situations, behavior-based contracts become more atttactints.

Apart from the type of contradtis also suggestetb consider the contractual completeness.
Contractual completenegsthe extento which the two parties have a contractplace thais fit for

purpose (Handley and Benton Jr., 200%).present, the contract enables effective coordinaifon



resources and allocatiaf risk. It also addresses potential inter-organizational risks rel&dirige

functioning of the relationship between the client and the contractor.

23 Mechanismsto address agency issues

The contracis anexample of a formal and explicitly designed control mechanismtasedive
agency problemsSuch mechanisms attentptcontrol both project outputs and behavidrsaddition
to formal mechanisms, there are informal and implicit control mechafisangfield-Smith and Smith,
2003). Examplesof formal mechanisms, besides the contractPfiepolicies, procedures, reporting
structures, staffing and training (Badenfelt, 2010nformal mechanismseekto reduce goal
incongruence by fostering a culture of shared values between client and contEaaanples are
fostering a partnership spirit through the cross-cultural exchange of idegexagdizing performance
by the contractor thas indicative of such a spirit, suashow the contractor respontisclient requests
for changego the project. Here the client has a crucial rdte play in maintaining the right balance
between promoting desirable behaviors and eliminating, througkitifercementf formal controls,

of behavior deemed undesirable.

To summarize, the literature has paid some attemdiomechanismso solve agency problems
in projects.This literature has traditionally focusedthe formalPM mechanisms, including the choice
of contract, ando a lesser extent, tHM policies and procedures potplaceto ensure communication
takes placdo report project progress. Work thaimore recent has identified that,additionto these
formal mechanisms, more informal and implicit control mechanisms, focositige actionof the
clients and contractoi® the micro-level are importaint dealing with agency issueg.his strandof
researchs still in its infancy, being either conceptualnatureor based on a small number of survey-
based studies of a single industry (see, for example, Zhang and Qian, 20h7twtied construction
projectsin China) or single case studies (see, Badenfelt 2010), which analyzed a laogatdap
construction project over a three year peridéromoting this line of enquiry, a cédlmade for further
research into how agency problems are resolvedlient/contractor collaborative projects that
considers not only the formal mechanismsipyace but also the social roles and interactions between

the client and main contractors participatinglelivering a project (Badenfelt, 2010\Ve respondo



this call by focusing on understanding how clients and contractoragh&ithe micro-level of the
projectto ensure the relationship between the two parties functions effedive)\nence, preempis
resolves agency issues that arise.doing sowe seekto understand the importanoé the informal

mechanismsswell asthe formal ones.

3. Research method

31 Research design

To explore agency-related issuassituations where the client saesa project from a contractor that
is externato their organizationve adopted a multtasequalitative research design (Yin, 2013). Whilst
suchan approach offers only limited generalizability, the collectafnrich data from multcases
providesan opportunityto contribute significantiyto knowledge and theory building (Barratt and
Barratt, 2011). Case based researishalso particularly appropriate situations where theiis little
previous literature or prior empirical evidence about a phenomenon (Eisen88&t)-1aswith the
topic of relationship managememd projects where client and contractor reside different
organization.Therefore, usingasestudies offers the prospedft developing a deep understanding of
the impact of aspects of relationship management on the perforofawsh projectsHaving decided
upon a case study approach guidance provided by Stuart(2002)on undertaking effectivease
researchn operations management informed the specific research method adoptedsiordy. The

unit of analysis was the project.

3.2 Case study selection criteria

In terms of delimiting the scope of our research, we took two prdjectsthe construction industry
and two from health care, specifically the undertaking of clinesdarclasthe four cases for analysis.
We chose these two industriasthey enabled some generalizing of the findings beyond one sector.
They are both industries that routinely undertake project work and hencenhtwdtyin the use of

PM (Grant and Pennypacker, 200&)onstruction and clinical research are appropt@atmmpareas

the projects typically undertakem both sectors have relatively clear goals and well-defined methods



to achieve the goalssothey are the same type of project frofaM perspective (Turner & Cochrane,
1993). Hence whilst providing very different products and services, they haed im commonin
respectof the operational demands on tR& function. The construction and clinical research
industries also typically involve the client sourcing project wookifa contractoin another company
— aswas the case for each of the four projects selected for analysia principal/agent relationship
was present for each.wb of the projects were classadsuccessful - oneachfrom construction and
from clinical research and the other two, one froeachindustry, unsuccessful. A multi-dimensional
construct defined success, with the dimensions being meeting time, cogtiaityl objectives and
satisfying the client (Chipulet al., 2014, Mir and Pinnington, 2014) his reflects the focusf our
study being on the management of the relationship between client and cordtaitigrthe project
execution phase, where the attenti®primarily operational and on getting the job done (Sheahar
al, 2001).

3.3 Data collection

We used multiple sources of evidence, which enables triangulation and henoeesnheliability
(Barratt,etal. 2011). Table 1 contains details of the methods for each of the four cAsesownin
the tablewe collected dat#o frame the cases and then towards the end of each project (rage).
framing phaseye undertoolkaninitial sense-making and orientating data collectiparderto achieve

a full picture of the wider environmeint which eachproject was undertakeiWWe held meetings with
client representatives responsible for the delivery of projec¢teir organization atleast one per case
asshownin table 1 to gain a sound understanding of the typigsrojects undertaken their performance
and the project appraisal and selection activities undertaken pre-toatwacd. We took
contemporaneous notes during the meetiMye. deepened our knowledge of how each client
organization selected contractors and subsequently managed the relationsid@pnbtgtem by
analyzing internal documents and, for the two casewhich there were publiclyisted clients,

documentsn the public domain.
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CASES

DATA COLLECION METHODS

Case A — construction
project 1 —airport
terminal

Framing phase
Information gathering on client and their projects through meetings w
Head of Program Controls (Client) (x2) and previous Head of Planni
(client), document review of project management methodology ang

company/project information in the public domain

Project phase
Interviews with 1) client program manager, 2) contractor program man
and 3) project managers (client) x 2, review of internal project contr
documents and review of project performance data in the public don

Case B — construction
project 2— new water
I eSer voir

Framing phase
Information gathering on client and their projects through meetings w
Head of Project Delivery System (x2) and Project Administration Offic
document review of contractor selection process, project managem
methodology and company/project information in the public domain
Project phase
Interviews with 1) client project manager, 2) client contracts manager g
contractor project manager, review of internal project performance
documents and review of project performance data in the public dom

Case C —clinical trial
project 1—
investigational
product for the
treatment of lung
cancer

Framing phase
Information gathering on client and their projects through meeting wi
Clinical Outsourcing Director (client) and document review of contrac
selection process, specific contracts, preferred supplier relationship, p

management methodology

Project phase
Interviews with 1) client project manager and 2) contractor project matr
and 3) project administrator and review of internal project scheduling

control documents

CaseD —clinical trial
project 2—
investigational
product for the
treatment of
haemophilia

Framing phase
Information gathering on client and their projects through meeting wi
Head of Clinical Operations (client) and document review of contract
selection process, contracts, project management methodology
Project phase
Interviews with 1) client program manager 2) client project manager
client project administrator 4) contractor project manager 5) seniof
contracts manager 6) executive director and review of internal proje
monitoring and control documents

Table 1 — Data collection methods

A key part of the framing phase wasdentify four projects, one per organization, that met the selection
criteria— describedn section 3.2 above andto agree with the client access collect dateon the
selected projectWe selected four projects that were coming towards theserttie project team was
still in place for interview purposes and issues relatinthe project were fresim people’s minds.
Being closdo planned or actual completion dasesassessment of success was possiblié was clear
that the contractor was meeting the objectives set and that cliesfdcteon was high, or nogsthe
casemight be. In this phasewe also collected data from the client on the contractual relationship wit

the contractor.
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The next phasef data collection involved semi-structured interviews with key stafflved
in thePM from both client and contractor perspectives and oversighternal documents relating
project performance held internally within the client organizatiom ¢ine public domain.n total 16
interviews were undertaken, with 9 from the client side and 7 froroahactor side Four for Case
A (3 [client], 1 [contractor), three for Case B (2, 1), three for Case Qjnd six for Case D (3)3
We structured the interviews around the following 5 broad areas, guimgnore depttin each area
where appropriatéo gain insight into the agency-related problems encountered and howehey
overcome,if they were. 1) The person’s project role, involvement and key client/contractor
relationshig. 2) Their appraisabf the success of tHeM, including satisfaction with their own and
others performance.3) The reasons for their appraisalgl) The PM structures, processes and
procedures used, including the methods for communicating between client and conGadtomw
these structures, processes, procedures and methods affected projestautties client/contractor
relationship. The longest interview lasted 2.5 hours and the shortest interviesus. The average

interview time was 1.75 hour&Ve recorded and transcribed each interview.

The review of internal angiternal documents served the purpose of triangulation with the data
obtainedn the interviewsin relationto the actual performanasd the projects.For each casae had
sight of internal project control documents which encompassed some, but noeetis & performance
aswell asscheduling and monitoring documents. For Case A awe Blso used data from the public

domain which provided additional information about project performance.

It is worth notingat this pointtwo challenges relatet the data collectionFirstly, the accest®
project documentation was sometimes limited tluéhe issue of financial disclosure of commercially
sensitive information, especiallyn relation to profits and costs. In the absence of acce$s such
documentation there was sometimes a reliance on the data collected via thevist&eingan accurate
representation of the performance of the proj8eicondly, whilsin general the clienndcontractors were
willing to be open and hondst sharing their opinionandexperiences which was helped by the research
following strict ethical guidelines guaranteeing anonyraitgdrespecting the need for confidentialityve

were aware that could be the case that interviewees might be more wiltispare their experiencesthe

12



case of the projects that were perceitedbe relatively more successful than those perceteete
problematic.Being mindful of theséwo challengesve constantly reflected on the contéxivhich the data
were collectedandthe need, where possibte, verify any findings from additional data sourcesvhich
included,if possible, verification from both client, contractor(s) iarrespect of Case Aconstruction
project 1- the Managing Service Provider (MSR).this respect Case A presented a specific challenge
that direct accede the contractori orderto conduct interviews was not possibledhere the data collected
from the MSP actedsa proxy for experiences of the Contractor(sge Casé, OrganizatiorStructurein
the Appendix 1 for further details of the MSPs rdlethis casave were also abl& validate findings from

the interview through the analysis of documemntdhe public domain.

3.3 Data analysis

We analyzed the interview data two stages.Firstly, we used thematic analysis, using the lens of
agency theoryto identify and explore issues presémteach project relatingp the client-contractor
relationships and their effect on performanéethematic qualitative approadh a widely used rad
reliable method of analysis (Braun and Clarke, 2006; Maaninen-Olsson aledriVEDO09. It is also
highly flexible, so well suitedto analyzing the data collected through the semi-structured interviews.
To enhance inter-coder reliability two members of the research team mnudeply undertook the
analysis and then compared resuli$ie thematic analysis shed light the reasons for the different
levelsof project performance artlallowedusto undertake a cross case analys$tsr the cross case
analysiswe compared commonalities and differences between the four tasederto identify
patterns.

Furthermore, a content analysisthe interview transcripts was undertaken using a plagse
the unit of analysisFrom the review of the prior literature on agency themsjidentified six variables
to frame this analysis: goal conflict, opportunistic behavior, information asymyneist, information
to verify contractor performance and concealment of negative outcomesount of phrases
appertainingo each variable was doné&or examplejf a phrase identified a degree of goal conflict
between the client and the contractor titewas markedas negative statement indicating a high

degreeof goal conflict. Conversely, a phrase identifyiregr absence of such conflict was markesh

13



positive statement, meaning low goal confliét.countof the total of negative and positive statements
was made and from that percentages for each were calcul&fteele theravas a clear distinctioim
terms of the percentage of positive v negative statements, then a loghalassification was made.

If there was no such distinctianwas markedis neutral. We also used the other souragdata i.e.
project documentt® verify the evaluation of the datd ypically, ananalysisof a transcript for a given
variable revealed either a predominamtegositive or negative statements, with few resulimg
neutral classification.For example for onef the projects (CasP) there were 28 phrasés the
interview transcripts relating goal conflict that were negative and only one positive statement, hence
the case was classifie@having high goal conflictThis compares with Cagg which had 13 positive
statements and only 4 negativiherefore, this resultdd a classification for the project of having low
goal conflict.

34 The case studies

Below we describe the four case study projects used for this reseafgpendix 1 provides
supplementary information regarding project scope, organization strupraject structures and

processes, and the selection criteria for inclusion of the projects.

» Case A - construction project 1 - airport terminal: the clieatover 70 yearsf experience managing
a major international airport and of undertaking projextgograde and expand the physical facilities
for airlines and passengers that use the airpgstannual revenuis $3.8 billion andit employs
approximately 5,000 peoplelhe contractois a large sized consultancy company serving multiple
industries with a turnoveaf approximately $1.9 billion and a workforce of 19,000 worldwide. Whilst
going through a series of mergers over time the company hasnbeeistencen some form over
100 years.They provide stratég built asset advisory and project delivery servieslients,asto
CaseA. The contractor had previously collaborated with the client on projects, baegf four
suppliers on thelient’s procurement frameworkThe project involved the construction of a new
purpose built airport terminal with a budget of approximately $1.2 billion. The project was aart of

long-term $3.2 billion capital programmnte upgrade the airport facilities.Against the multi-

14



dimensionalPM criteria described earlien this sectionof the paper,he project was judgees

successful and the client was very satisfied with the outcome.

Case B - construction project 2 - new water reservoir: the dienprivate water and wastewater
company withan annual revenue of $2.2 billion and employing 5,000 peoplEhey are well
experiencedin undertaking large-scale projects, with rolling five-year capiagrams worth
approximately $5.5 billion.The contractors a small-sized civil engineering company, established
for 25 years and based locatitythe site of the projectWhen bidding for work they emphasize their
experiencen dealing with environmental issues, meeting health and safety taagets|l asthe
expected abilityto deliverto time, cost and specificatioriThe contractor had undertaken work for
the clientin the past, being on its list of approved suppliers. The project involved construction work
on two reservoirs. The discontinuation of one reservoir, the establishment of a new datfe, w
associated works, sucks water draining, landscaping and river reinstatement. The budget was
approximately $2.4 millionWe judged he projectasunsuccessful, with the client unhappy with the

performance against numerous key performance indicators (KPIs).

Case C - clinical trial project 1 - treatmewit lung cancer: the cliens a large multi-national
pharmaceutical company (pharma), employing over 10,000 people worldwide ananwaitimual
revenueof approximately $5.3 billionThey undertake drug development for treatment of cancer and
the central nervous system. They outsource the clinical research phtsesinig developmerod
contractors who are specialist clinical research organisations (CROs) andamhage the various
phasesof clinical trials as projects. The CRO are part of a large global organisation with
approximately 55,000 employegsmore than 100 countries and annual revenues of approximately
$10 billion. The pharma and tteROhad a four-year history of collaboration suth projects. The
project was a phad# clinical trial, whichis the final stage before marketing a drug, involved testing
a new drug on 1,000+ patients across multiple countfiée stakeholder® such projects are the
pharma andCRO project staff, clinical specialist® the two companies, cliniciarst hospitals

participatingin the trials, patients, central laboratories, regulators, ethics comsndtest drug
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manufacturer and suppliersOur judgement was this project was successftiie client vasvery

satisfied with all aspects of the project.

» Case D - clinical trial project 2 treatment of haemophilia: the clidata small-sized biotechnology
company with sitesn the US and UK, approximately 3,000 employees and annual revenue of
approximatéy $400 million. They undertake clinical trials of blood related products,asfdr Case
C, they outsource all stages of the ttala CROto project manageThey are well experienced
undertaking such projectsThe CRO is medium sized with approximately 900 employees amd
annual revenuef approximately $26 millionThe two companies hamb history of working together
prior to this project. The project was a phaHe clinical trial of a drug for the treatment of a rare form
of haemophilia involving 20-30 patients across countries, with the dJkhestructure and
stakeholderssin Case C.This was the second unsuccessful projdtg.project failure resulteth

the client cancelling the contract with the contractor part way through the iexegiiase.

4. Findings

4.1 Agency issuesin thefour cases

Analyzing the four cases through the lens of agency theory, possiblesesdo why two of the
projects were successful, whilst two were not, emerge. The caséeavitighest level of goal conflict
was Case D - clinical trial 2A high level of goal conflict was evident with references ntadeeing
involved on the projecasa “battle”. The root cause of this conflict was a failucereconcile the
different waysin which valueis recognized and rewardedoth partiesto a project are seeking
maximize value from undertaking the projedtor a client value typically come#t the endof the
project when theganrealize the intended benefitor a clinical trial, this benefis in a potential new
drug,sothe valuds unlocked when the contractor delivers a final refmttie client that contains data
on how the drug performedihe cost of producing this final repastnot high— an example might be
$50,000- but the future valuto the client might be millionsf dollars. The value of the projetb the
contractor thougrs typically in the early stagesf execution where a high level of activities take place
in setting up the clinical trial. Activities that the contractor s@ekfinancial reward for undertaking.

Thereforewe see the value curves for client and contractor over the project exeghése reversed.
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From lowto high for client and from higto low for contractor.In the wordsof the senior contracts
manager for the contractior Case D this difference |...] sets the scene for the battlegrotind.

A perception from both client and contractor that they were invoivadbattle over misaligned
value curves resultad unresolved goal conflictTherefore, from the very start of Case D the roots for
agency problemto take root and grow weiia place. As the project commenced the actions of both
parties exacerbated the problemsquote from the client program manager encapsulates the poor state
of the relationship between the two parties.

“They [the contractor] keep describing the project managgifacilitator, they keep using the

word facilitationin there.Well, | don’t think that’s correct and | have not actually raisedith

them becausi’s been injt was saidn one context, and apparenitlyvas mentionedtanother
meeting butin a slightly different context where facilitation may have been theecr
description of the activityBut, and maybe, mayhhat’s wherewe go wrong, that they think
that a project managées a facilitator and not a manage(Client program manager)
On a superficial level, the programanager’s comments reveal a state of affairs between client and
contractotin which they cannot even agree on what wordseto describe the projeatanager’s main
function. On a deeper level, though, they hatta fundamental difference of opiniasto the roleof
the contractoin the project, which the client felt unabde unwilling to discuss with the contractor.
Things were going wron@sthe client program manager admitted, but by not discussing them with the
contractor, they have no chartoebe resolved.

The other three cases did not show such high levels of goal conitichamevidence that they
were engageth anadversarial relationship that failemlappreciate when each partythe relationship
got value from the project, akin a military battle where one sidanonly win by the other side losing.
For example, the client program manager for CasecAnstruction project 1 explained how‘we
could see that work was being progressed, the value was being added aodeeweasin a better
frame of mind moving forwards As with the clinical triain CaseD, the benefits from the construction
project wouldbe realized when the facility was completed and made operational, yeti¢hne cl
recognized that the activities undertaken eiariyne execution phase are a necessary predarsach

benefit realization and hence of high vald&gom the contractor perspective, this client attribute was
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highly beneficialas “having the cohesion of a client that understood and interrogated vérihevel
whole concepbf the valué (contractor program manager) contributethe successf the PM.

In contrastto the example of Case D described above, Case C slavadisence of agency-
related problems, which would affect project performance adversbi client project manager stated
that the project weritwell, thereweren’t any major issueslt went better than expected redllylt
exhibited high levels of trusasevidencedn a further comment of the client project manager that they

trusted the contractor ntd take unfair advantage of opportunities.

“T think it has worked very well with them - yes ydun’t feel that they would take any
opportunities, that they are working very professionally, | nveaare all working for the same

goal?” (Client project manager)

Building up trust wasn activity to which both the individual client/contractor project managers paid
much attentionThis build up took place over time and involved incremental steps whereby bk par
delivered on promises made. The contractor project manager believed the trusi tiigecontractor

to manage the projeat the way they felt best suited the project was a crucial facttie success of
the project:l think one of the key thinggo success] was also again thest that the sponsor [client]
gave udo manage the study likee did” (contractor project manager). This trust build up seemed
negate for the fact that there was not a Ifigével of informationto verify Contractomperformance”
against. Things went well on the projecifThere was no goal conflictSo there was no strong desire
on theclient’s partto knowin detail how the contractor was performing against certain mettics.
appropriateo ask what might have happeniédhe project had encountered major issié&uld the
absence of a highly formBIM execution process bea major weaknesn the approacto relationship

management adopted by the Client?

Unlike CaseC, Case B saw trust that had built up over time lost through situatioese the
client believed the contractor had fai®dcommunicate crucial informatidn a timely fashion.This
could be something easily communicatiethe clientby the contractorFor example, the client project
manager described haW was told Monday morning that the guy had left Friday and he was quite a

senior persoim the company, For the client project manager, such actions by the contrakiesn’t
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help with the trust and building up trustAnother example wasnaccident on site where the contractor
did not immediately inform the client and hence the client was m@t@barry out their statutory duty
and report the incidetd the Health & Safety Executiv8 herefore, thee was concealmermtf negative

outcomes which, accompanied by opportunistic behavior meant that trust was lost.

Indeed aswith CaseD, agency problems both multiplied and amplifiedCase Basdifferent
factors influenced other factordJltimately, this resultedn the dient’s low level of satisfaction-
caused by a vicious cycte inter-dependent factors affectiegchotherin increasingly negative ways.
The dient’s PM function was under pressuemeet the demands of their own key stakeholders, both
internal and externalThey did this by focusing on having their own KPIs nfeart of this was having
confidence that thBM processes were being carried astlefined i.e. on doing things righflo get
this confidence the clieniy their opinion, needed detailed information from the contractor relading
their activitiesaswell astheir performanceThe fact that they struggled get this level of detail and
so,asthey felt, could not verify contractor performarioghe extent that they would have liked ted
frustrationon all sides.The client never saw themselves adequatetpntrol of the project; whilst the
contractor perceived the clietat be more interesteid beingseento be doing things right, than being

interestedn doing the right things.

4.2 Cross-case analysis of agency issues

Table 2 summarizes the key differences between the successful and unsuysesssial The profiles

of Case C and Case D illustrate how agency-related causes classicaiy ekper success or failure.

In doingsothey confirm the validity of agency theaaga useful lens through whi¢h view the topic.
With the exceptiorof the level of informationo verify contractor performance, which was clasasd
neutralin CaseC, all agency-related causes were either present or adosgeit agency theory: degree
of goal conflict, degree of opportunistic behavior, degree of information asyyniestl of trust and
level of concealment of negative outcomd#e profiles of Case A and Case B show some variations
from the theory and poirtd nuance®f causes. For Cagg there was success despite neutral ratings
for opportunistic behavior, trust, and concealment of negative outco@#setting these were the

theoretically desirable characteristics of low goal conflict, low infolonasasymmetry and high level
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of informationto verify contractor performancd-or CaseB, which was unsuccessful, there was also

low goal conflict. Unlike Case A though, information asymmetry was not low and teéiaformation

to verify contractor performance was not highhese differences himtt the importance of the inter-

play between individual agency-related causes and lef/slsccess.

CAUSES OF SUCCESS/FAILURE — AGENCY-RELATED
CASE
PROJECT
SUCCESS | Degree Degree of Degr ee of Level of Level of Level of
of Goal | Opportunistic | Information Trust information | concealment
Conflict Behavior Asymmetry to verify of negative
Contractor outcomes
performance

CASE C Clinical trial
project 1-
investigational product LOW LOW LOW HIGH NEUTRAL LOW
for the treatment of
lung cancer HIGH
CASE A Construction
project 1-airport LOwW NEUTRAL LOW NEUTRAL HIGH NEUTRAL
terminal
CASE D clinical trial
project 2— HIGH HIGH HIGH LOW HIGH HIGH
investigational product LOW
for the treatment of
haemophilia
CASE B construction
project 2— new water LOW HIGH NEUTRAL LOW LOW HIGH
reservoir

Table 2 — Overview to the cross-case analysis—comparison of case profiles

From Casé\, we could hypothesize that a highly rob®1 system that provides sufficient information

to verify the performancef the contractor compensates for the presence of some opportunistic behavior

and concealing of negative outcomésom CaseB, we hypothesize a low degred goal conflict by

itself is not enougho achieve successaccompanied by other agency related caas&slure.
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4.3 Mechanismsto solving agency issues

The analysis highlights the important role of mechantensslving agency-related issuedive broad
areas: contract, understanding, resources, education and delegBatyw we present data and

accompanying narrative eachone.

4.3.1 Contract

The first areaf mechanismsve classifyas“contract”. Althoughin eachcase the contracts had been
let, their influenceon the project outcomes was stllthe forefrontasthe projects proceeded through
execution stageCentralto its influenceis the issue of contractual completeness whasgutlinedin

the literature reviews the degre&o which the contract set @ithe start of the proje fit for purpose.

This entailsanassessment d@fbeing fair, equitabléo all parties, lackingn any bias, appropriata its
incentives and being a suitabletfithe ongoing project. The case analysis revealed the dynamic nature
of contractual completeness aitdl salience post-contract awardVith changes witnesseals the

projects moved through the execution phase post-contract award.

To illustrate this mechanism or@an compare contractual completeness aadmpacton
performancan Cases A and. Case A was successful and Case D was fatse A utilizedan
incentivizing contract, with paymerntis the contractor based on the meetifiggey dates andnaward
fee comprising of two elementsFirst, an award, worth 50%of the total, for meeting client Key
Performance Indicators (KPIs), suabgetting a baselini place. The client reviewed the KPIs every
six months and amended thémequired. Second, a negotiated discretionary award, worth the other
50% of the total. The client program manager talked about the important role of thetitinerg

award.

“The other 50% of the award fég whatwe call discretionary award fee and that was about
demonstrating the right soof behaviors. The sodf collaborative behaviors thate were
expectingto see. The sort of behaviors that drove innovatinsafety. (...) So quite a
powerful thing, quitean emotive thing because actuathere’s quite a lotof money onit.”

(Client program manager, Case A)

21



Therefore, the flexible nature of the contract through the changirfgeagriteria for the awartee
ensures the maintainingf contractual completeness throughout the project execution pHase.
addition, the client demonstrated a willingn&sbke pragmatic around the contract and attagpecific
circumstances.For example, the contractor failed to fulfil parts of their contasct were liable for
financial penalties.The client needed the contractorcomplete their activitiegh order for a key
milestonebe metsodecidedo waive the penalties, which were expresasithe pain part of a gain/pain

arrangemenin which the award fee would be the gain.

“So they [contractor] were already projecting a position that waspuid that was going

put themin to pain. So rather than just resolve that actually wheg did was create
incentivization for thento get themselves owlf pain but hitting some really key milestones,
(...) And they hit them.They hit every single ongf them. They got all of their incentivization
and they got themselves just you know back out of pain. And they kept everything
including their completion date on tirig(Client program manager/client project manager,

Case A)

Case A made changes relatittgthe contract mid-way through the projgot ensureits
continuing completeness whilst Case D did notCase A the client project representatives recaghiz
in a timely fashion that a reduction the level of contractual completeness had become a strong
inhibiting forceto success and, indeed, was likeleadto failure of the project.The client changed
the contract. They waivered contractor penalties and agreed new incentives with the twoati@c
complete the worko revised timescalesThe characteristics of contractual completeness were then
present and working for the goad the project. For Case D the contract wasno stage of project
execution“complet& and, despite recognizing this, the client did not make any adjustimettts
manner of the cliento CaseA. From the contractor perspective, there was a complete absence
financial incentiven the administration of the contract and indeed a faiturecognize the undertaking
of valuable work. The contractor executive director described the situatiatark terms:‘well they

just wantto get money out of us and it's like they just want everything for’frébe failureto ensure
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ongoing contractual completeness, witiperceivedasunfair, majorly contributedo the relationship

breaking down.

4.3.2 Understanding

We classify the second araa“understanding”. This involves all the various communication activities
with the purpose of developing shared understaratibgthe project goals, objectives, risks, progress
etc. In this sense understandiisgoroader than just the passive listenihig a two wayadive process
which requires a message being revealed by one party and then receivediarsgnsef by the other
party. Whats not surprisings muchof the activity took placatthe boundaries between the client and
contractor organizations. Communicatiantake various forms and, whilst the frequency and nature
of communications between the siaffhe client and contractor organizatiéssrucial, the cases show
that other forms of communication, apart from traditional faeice meetingsganwork perfectly
well in some situationsk-or CaseC, which had a high level of success, there was open and honest inter-
organizational communication mainly via email between the two stakeholders thait theréulcrum

of the client/contractor relationship, namely: the client global leadtendontractor project manager.
The open communication channels helped the build-up of trust and hence sonee nefgative
consequences of a typical dysfunctional principal/agent relationship, asuttte withholding of
information and the practicing of opportunistic behavior was not evidénis noteworthy that
discussions with the clinical outsourcing director revealed tlméqis of a similar nature, with the
same contractor and using the same contractual arrangements, but iffgheatctlient global lead

and contractor project manager had not gone well.

The respective project managers had not worked together before asdctiessof the
relationship was dowto their abilityto communicate with each other the right way and about the
right things. The client project manager described the sKilthe contractor project managerthis

area.
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“So the project manager [contractm@ery good.Sheis basedn [another countryo the client
projectmanger’s location]. Sheis a very good communicatoiSo that alwaysf there were

issues she always escalated them up [to the client project manhg@dignt project manager)

The other casn which client satisfaction was high - Case A - also worked hardten-i
organization communication, making sure everyone was aw¥dtene version of theruth” (Client
program managerBy way of contrast the two lower performing projdatserms of client satisfaction
(Cases B &D) had issues with communication, including selective communication ofgs®ig

problems etc.

Whilst the importance of building up such inter-organizational shared undéngtdratween
partiesin different organizations well recognized, Case B and Case D also illustrates a new finding,
the crucial roleof intra-organisation understandinin Case B there was a significant failimgerms
of the communication with agly internal stakeholder the client project managerby the department
responsible for contracts and commercial managernmetite initial selectiorof the contractor.The
selection of the contractor by the cligotCase B was through competitive tendering, but limited
companies on a preferred sugplist. The client held their detailsn an online procurement system.
Procurement would enter the scope requirements for the project into steensgind send out a
prequalification questionnaire (PQQ)The client subsequently scores each returned PQge
procurement system also alledthe clientto obtain current financial information about each bidding
contractor.There were four bidderslhe client contract manager described fow you’d look atthe
score that the contractor got [on the system] or his financial sgabilibu like andif it wasn’t very
high we had other options thate could still use them buwve might need a performance guararitee
For the winning bidder, which had the lowest priced teritlee, actual scoring was quite low liLivas
within the parametets There wasan absenceof intra-communication between the contracts
department and the project team of the low sc@e.there was never shared understandihthe
potential risk relatingo the contractor’s ability to deliver. Therefore, when problems startiedarise

dueto the contractor encountering financial difficulties that negatively affébtdabilityto purchase
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essential products and services from the downstream supply chain, theydoptoject team by

unawares.

A similar failureto build shared understanding both between client and contractor and within
their respective organizations was also evideitaseD. The breakdowiin trustasthe relationship
between client and contractor deterioratetiscussed earlier - also fueled negative consequences from
anabsence of intra-organizational communication within the contractor organiz&peaifically the
executive director felt deliberately excluded from important communicdsétvween the contractor
project manager and the clienthey described howl was taken off all thec’s, | wasn’t cc’d into
anything”. The executivelirector’s explanation for this was that the project manager was doing too

much unbillable work aimedt keeping the client happy.

“Everythingwe sent [the client] wantetb be redesigned and you knoawbe perfectly honest
it was the projeamanager’s fault becausé I'd beenon that project | would have said [to the
Client] “hang on, you're paying th® We've got eight hours [billablép do this, we've spent
hundredf hours all potentiallysowe should have said no [to thient].” (Executive director

— contractor].

Therefore, the lack of intra-organizational communicatiorand an absence of shared
understanding by people within the contractor organizatsdmthe actual progress on the project - led
to a lack of trust not only between the client and the contractor bhinviihe contractor organization

itself.

4.3.3 Resources

The third areaof mechanismsve classify as “resources”. Resourcesan take different forms i.e.
financial, IT, material buin this context the focuis on having adequacy and constancy of pedple,
terms of the numbers and their knowledge and experiemeasure the relationship between the client
and the contraot organization(s) run smoothlyThe contrasting experiences of Cases A and C

illustrate the importancef this factor. For these twacasesthe management of resources was a
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mechanism for successVhereas for Cases B amy issues around the resourcing of the projects

contributedto a lack of success.

Both Cases A and C benefitted fr@an adequate levabf resources assigned the project.
They both had individuals with the appropri&tfe knowledge and experience attachethe projects.
Crucially, in both cases key individuals both client and contractor organizations remaiimetheir
roles throughout project executioithis constancy of resources enabled the maintenance of effective

personal relationships.

Conversely, both Cases B and D particularly suffered from some forced and unfuaoges
in key personnelOn Case B the changes took place within the contradtamerous people both left
and joined the projedsthe company involved went through a sewésipheavals du& financial
difficulties — asexplainedn the previous section. The client project manager attributedt¢hagsges,
with the attendant constant cycle of havingstart a relationship from scratch with new peopka
major barrierto the development of a fully functional client/contractor relationsflipese changes
were very much forced on the project and diffidoltmitigate. In the words of the client project

manager:

“We’ve got a gooddambut personalities have cormeto it andit has taken a while develop
them because the people on site have chasmedich from the contractts point of view and

that’s been a difficult parof it.”

For Case D a typical response by the cliemproblems with the project wasrequest a change
to key personneh the contractor organizatiorin discussing the poini time at which issues started
to become difficultto manage and the relationship with the clismbreak down, theontractor’s
executive director observedWell it actually dates back a wee bit becawsechanged our project
managein the New Year [....] and algbwasn’t a particularly smooth initiation [for the new project
manager]. So rather than helping address agency-related issues this enforced ohgrggect

manager left them worse off dte problems linkedo onboarding the new project managérhe
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executive director also highlighted the negative afiéanforced changes key personneh the client

organization:

“It's interesting that their project manager lasted | think nine manith$ know why she left.
Becausen actual fact one of the project managers who iwdlat company, [who] | worked
with a long time ago - whicls why we had the link with the company - and she left and then
when | told her the othenewas leaving, [she said] yes and | know the reason why. (Executive

director— contractor).

The executive director graphically described a non-virtuous cycle, wberey-related issues
led to people leaving.This created a lack of resource constancy, whicturn, further fed into the

creationof more agency-related issues and the entrenchment of existing ones.

4.3.4 Education

We classify the fourth areas“education”. Firstly, there was evidena¥ the positive impaabf inter-
organizational education, which involves going beyond internal training and akidgradditional
organizational education initiativesThis is especially the case where the cliesnseeking certain
behaviors from the contractofFor exampleijn terms of the stafin the contractor organization()
supply upto-date informatiorio enable adequate monitoring of the projettke placeThe comments
of the client organization of Case A demonstrates the importaraehedito inter-organizational

education. This involved a two-stage process that starts with internaidrafrtheclient’s own staff.

“Thatdoesn’t just happen easily though. You knewit takes a huge amount of effootget

in to a controlled stateo getin to a baseline thas solid and robust anitlhas its data integrity

is notaneasything. Andit involves quite a lot of investmentVe investedn our peopleso

we set up a competency frameworkAnd we aligned thatto the Associationof PM
competenciesSo[pre-executionjve saidwe need this primary competency and this secondary
competency.Sowe had a very structured approdnhunderstanding whate needed from our

people and wheree didn’t haveit we went and trained theinh(Client program manager)
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The second stage involved engaging with the contractotsiebeplain the valugo the contractoof
participatingin the PM process i.e. providing accurate andtoqgiate information on progresdhe

client program manager elaborated further on the positive affféitis inter-organizational education.

“You get people believinm why we are asking for information and understanding liois
goingto be used.Theycanget more engagedt they just thinkit is another tasto addto their
list then you just get rubbish. And you knewe battled with that andve did a lot of work,
[The client project team] did a lot of work educating and actualhgibrg people along on the

journey and sayingie need this and this antiis.” (Client program manager)

The outcome of the initiativda these two stages was all parties were edueattlthe purpose and
operationof the PM system and their own role and responsibilitids. addition, it ensured that
everybody did the right things) terms of providing updates i.e. timesheets and percentage completion
of deliverablesin both a timely and a consistent wajhe timing of the educatiois also important,

with early activityin the execution phase not only helping achieve the beneficial outcome detailed
above but also helpinp gain buyin from project stafin terms of fulfilling their required roleas
inputtersto the PM system. Overall the client program manager believieldd to a “good cultureof
people providing information because they kreadded valugto the project] whether or ndtdid to

them [personally]it added valueo the client and they were keepingitheient happy, that means a

lot aswell.”

The experiencesf Case D provides a stark contradtere the client introduced a new
formalizedPM monitoring and control systenT he client decided that a condition of the project was
thatit would use the new systerA. crucial change between this system and the one that both the client
and the contractor previously used was the invoicing done by the contrattiol be output based,
rather than activity base@®oinsteadof being abldo bill the client for 50% of the cosf visiting sites
when half the budgeted for visits had been completed, the client wouldeableto chargeaf half of
the planned outputs from the visits had been providele client. For exampleif the outputs from
the visits was 100 case reports written up then the contractor malyléhvoice for half of the budget

when they had written ugO reports, regardless how many visits were undertaken.
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This was a major change the way the contractor had its project work recognizddlike
CaseA, there waso effort by the cliento educate the contractasto the purpose of making such a
change and the benefitsthe contractor of signing up the approachThere was no strong senge
buy-n or ownershigo the system on the part of staffthe contractor organization and this was a factor
that worked against the project achieving successful outcohesce the contractor failad follow
the new system and continuadnvoice for work based on the old activity-based system of recognition.
This was described by the persanthe contractor organization responsible for the invoitmthe

client.

“as[our] senior management said it's aotagreed formasowe justhaven’t spent, haven’t
spentmy time on invoicing foiit because they, théwadn’t agreedo it so,so1 haven’t really

been usingt [the new system], (Senior contracts manager).

This failureto adopt the new system by the contractor angered the client and fueled tbedire

dysfunctional client/contractor relationship.

4.3.5 Delegation

We classify the fifth and final mechanisas “delegation”. Delegationis at the hearof the
principal/agent relationshim that the client hato delegate responsibility for the executiohthe
projectto the contractor. Delegation involves the client letiogand trusting the contractto do the
work. For the two projects that were not successful, Cases [Baadommon characteristic was a
failure to let go. For CaseD, the client was highly knowledgeabitethe clinical aspectsf the drug
being trialed, morsothan the contractoiThere was a sense that the client was reluctantly outsourcing
the work and valued their own clinical skills above non-clinicalskil PM. For the contractor there
was a failure on the part of the cliémtaccept that once a client decitieprocureanexternal contractor
to undertake a project, they needrust thento do the job.

“[....] butif people outsource stuff they needrust the people they outsourtce- [thereis a]

lack of trust - otherwisé& won't work andn actual fact the last [project | was involved in] |

was involvedin a debate whereby omé the things | said was...] if people were traineih
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outsourcing then maybe they coulddetof it [the project management] becaitsis difficult

to do” (Executive director - contractor)

A similar failureto let go was described by staff involved the other unsuccessful project,
CaseB. The contractor project manager described how the clienttwasg to micro-manages” and
not trusting thento do the job that they were well qualified do. For example, they described a
situationin which they had offeretb do some innovative site preparation activities fvteéeharge,
which would have enabled earlier undertaking of future project aesivithe client declined this offer
asin the contractds opinionit did not“tick one of their KPboxes”. These kinds of frustration on
both sides letb problems with trust, concealment of information and negative outcomefgdaback

into the negative cycle @hincreasingly dysfunctional relationship.

5. Discussion and Framework Development

The study findings illuminate aspeafkadverse selection and moral hazard, whichaatiee hearbf
agency-related problemis, situations where the client delegates responsibility for projectetglio
an external contractor Agency theory typically applies the phenomenon of adverse sel¢atibe
phases of the project undertaken pre-contract avwlitten information asymmetry exists beewnthe
client and the contractor leaditguncertaintyasto how the relationship between the two parties will
work (Dahlstrom and Ingram, 2003} he findings of our study suggest that the negative consequences
of adverse selection are felt beyond contract awlardome failed projects thei®a corrosive lingering
effect of adverse selectiam the reluctance and even resentment on theopée clientin delegating
authority to deliver the projecto a contractor. This issueis normally regardd as a pre-contract
problem. Whilst its sourcas in this part of the project, there are ripples of negative behavidrs tha
adversely impact on the client/contractor relationship that are still piaggmafect execution.

The study findings confirm current understandastp the way the key parties deal with rabr
hazard, which exists post-contract award, which ldadsertain project outcomesWhereit is
effectively dealt with, for example through the creatoha PM system that enables adequate

monitoring of performance, then outconws be positive. As was the case with the two successful
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projects. Whereit is not effectively dealt withaswith the other two projects, the relationship can play
outasper agency theorylNegative agency-related characteristics relatingust and concealment of
information resultingn undesirable outcomeasdescribedn the literature (Turner and Mller, 2004).

In a similar fashioro the phenomenon of adverse selection and moral hazard the study findings
suggest that issues relating the suitability contracgo beyond the design and selection aof
appropriate contradat the startof the project. The contract design and selectisrclearly crucially
important, as recognizedin the literature, whetheit be outcome-based, behavior-basadan
incentivizing hybrid somewhere between the fMelnyk, et al. 2004;Florical and Lampel, 1998).
Business outsourcing literature classifies this notibfit ascontractual completeness (Handley and
Benton Jr., 2009) Our study findings suggest that the uncertain environnienisjects means that
contractual completeneissa dynamic concept and the degir@e/hichit is fit for purpose may be hard
to establishat the beginning of a projectis the project progresses aasimore information becomes
available uncertainty reduces, the abitityassess filncreases.How the client respond® this, for
example by making adaptions the contract design, influences the relationship with the contractor.
With the successful projectge analyzed there was a sense that adaptions were countenanced, with the
unsuccessful projects there was not this sense.

Our analysis of agency problems relatinghe contract shed liglin the dichotomy between
formal and informal mechanisms describedhe literature (Langfield-Smith and Smith, 2003s
oneof the five mechanism® solve agency-related probleme identified by the phenomenological
analysis, the way some of the projectsdihie contract suggest a blurring of the lines between formal
and informal mechanismg&nsuring contractual completeness could be classeformal mechanism.

But our findings show how informal mechanisms, sasHiscussing solution® address problemnia

the project ledo more formal actions like waiving penalti€Soexamples of formal mechanisms, such
as training (Badenfelt, 2010) are complemented with more informal mechsirasnedat creating
cultures of shared values i.e. through ongoing education-related initiatirésh is anotheiof the five
mechanismgave identified. On successful projects the client recognizes the neetbal with both
performance risk and relational risk (Zhang and Qian, 20TH)s is best done by a combinatiah

formal and informal mechanisms. Hence, our findings suggest that the nmreahmechanisms are
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only presentf the agency-related issues are lgwirustis present andf the client and contractor had
the chanceo build a relationship. However, the presentagency-related problems seetm@rohibit

the development of informal mechanism@Sur findings also indicate that informal mechanisms are
required for formal mechanisnts be putin place and be effective, i.e. informal mechanisausbe
viewedasa prerequisite of formal mechanisniBhis leaddo the suggestion that formal mechanisms
to address agency-related probléma project are only developédhereis a trustful relationship and

a common understanding present between the contractor and the client afibissteip then facilitates

in the first instance more informal mechangto address the problems which are later on converted
into formal mechanisms.

We bring together the resultd our thematic analysis of the data through the tdresgency
theory, which identifies the causesuccess or failure and our analysis, chtdlassifies mechanisms
linkedto the causem the CURED frameworkThe frameworks shownin figure 1 and takes its name,
CURED, from the five mechanism8ontract,UnderstandingResourceskEducation andelegation.

As described above, there aranix of formal and informal activitiegn each mechanismCertain
mechanismgan also influence the different causesdifferent degrees hence the two way arrow
between causes and mechanigmfiggure 1 - and there are interdependencies between mechanisms and

between the agency-related causesuccess and failure.

Causes of Mechanisms
success/failure
- Agency-related

gency Contract

A— l

Degree of goal conflict

Degree of opportunistic U nderstanding
behaviour
I

«— Resources

Degree of information
asymmetry

Project

Success
Level of trust

Level of information to
verify contractor

Education
performance

Level of concealment of |

negative outcomes
k j Delegation

Figure 1 - The CURED framework for resolving agency-related issuesto deliver project success
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6. Conclusions

In this paperve have explored the rol# relationship managemeint situations where a client sources
a project from a contractor thigtexternalto their organization.n doingsowe have shed light on the
interactions that take plae¢the micro-leel of a project between people involviedPM in the client
and the contractor organizatiorBy using the lensf agency theorye reveal that the abilitio address
agency-related issues, through these interactions, naakegportant contributionto project success.
We contributeto knowledge confirming the applicability of agency thedoyunderstanding the
complex relational dynamics that existertain project environmentk doingsowe provide evidence
of the importancef not only performance risk but also relational iiskelivering beneficial outcomes
to projects. We also extend agency theory by identifying how unique characteristics of tieetpro
environment, suchsthe high levels of uncertainty that exasthe start of the project, require specific
mechanismso deal with agency-related issu®¥e also differentiate these mechanisms into informal
and formal ones, where informal mechanisoa be seenas a pre-requisite for more formal
mechanisms.

Our extension of agency theasyreflectedin the CURED framework for resolving agency-
related issueto deliver project succesOur framework provides a meta-level representation of the
relationship between 1) mechanisms used by clients and contractors imgechoing a projecR)
agency-related causes of success and failure and 3) project subfitbds.the frameworkve make a
contributionto PM knowledge by highlighting the importanogboth informal and formal mechanisms.
Both typesof mechanism are preseint the five broad areawe derived from our data: contract,
understanding, resources, education and delegation.

Our framework has a practical use for Bl community. The integratiorof agency theory
gives clients a robust lens through which they can view aspfttts relationship between themselves
and the contractorThis lenscanbe trained on prescribing appropri&tel mechanismst the starof
the relationship before project execution commendesanalso help diagnose reasamsto why a
relationshipis not functioningashoped for when the execution phasengoing— andin these cases
facilitate selecting a course of corrective actispart ofPM risk managementTraditionally,PM has

focused on tools and techniquesmanage performance ris& projects. The tools and techniques
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mainly focus on managing discreet events t@atimpact on performance, suels a contractor not
undertaking a specific activitp a defined standard of quality by a certain date. Whilst such tools and
techniques are undoubtedly a crucial part oRtleweaponryto deal with risk, our framework provides

an additional weapon against another form of risk t@atderail a project.The relational risk thas
ever-present and embedded deeprojects where the cliesturces a project from a contractor tisat
externalto their organization.

There are some limitatiorts our study. Firstly, we have only used the theoretical lesfs
agency theoryo analyze the link between relational-aspaxft®M and successAlternative lenses
could be usedto both validate the findings and develop the framework furtherSecondly, our
frameworkis derived from data generated from four cases across two indusigese any claimto
a wider generalizability of the findings netdbe made with extreme cautiorAdditional data needs
collectingto test its wider applicabilityo other industry sectors which a client sources a project from
a contractor externab their organization.

We believe that the framewoi&a useful starting poirih guiding future work into the complex
natureof relationship managemeirt situations where the client sources a project feonexternal
organization.Furtherin depth analysigs neededo identify the waysn which the mechanisma the
broad areasf contract, understanding, resources, education and delegation are operatiamétie
micro-level of the projecto address the agency-related causes of success and fdihiseanalysis
should explore how the different mechanism ircewnath each other and with individual agency-related
causes. It should also explore the nuances of the relationships between individual mechand
specific dimension®f project success i.€lo some mechanisms have a particularly strong positive
impact on one dimension, suasmeeting time, cosir quality-related criteria? his analysis will be a
precursorto future workon validating the framework, where a large-scale survey should fatus
testing validity of the constructs for mechanisms and the nature tiénelaips between the constructs
themselves and between the mechanisms, agency-related causes of suceeastigitoject success.

A second areaf future work relateto testing the generalizability of the frameworl-uture
work should validate the framework through a large-scale survey, focasiitg applicability to

different types of projects besides construction and clinical trialscdllextion of further qualitative
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data, through either additional case studies-depth interviews with client and contractor PMs, would
be usefulto triangulate findings from the surveys aradexplore nuances between different project

environments.
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Case

Project Scope

Organisation Structure

Project Structures, Processes

Selection Criteria

Case A — | New purpose built The Principal Confractor was | Incentivised contracts were let on a competitive basis. The Successful. Client
construction | terminal Original a joint venture between two | incentives included rewards for meeting KPIs i.e. finishing work | was very satisfied
project 1 — | estimated cost approx. Main Contractor by certain milestones. There were also discretionary payments with the outcome.
airport $1200m. Part of wider organisations. For the made for certain desired behaviours, such as being innovative Completed on time
terminal programme to refurbish provision of the new and enhancing safety on site. To ensure currency of the KPIs, and outturn cost
existing airport terminal - terminal the Principal they were reviewed and, potentially, changed every 6 months was perceived by
capital cost approx. Contractor acted as a throughout the project. A centralised Client Project Management | the client to offera
$3.2b. Final refurbished  Complex Building Integrator | Office (PMO) was in place to which the MSP provided project high level of value
terminal would be (CBI), who was responsible | information. This was part of a PM Knowledge Capture (KC) for money. Client
approx. 6 times size of for managing tier 2 process that incorporated baseline management, monitoring and | was also happy
old terminal, providing suppliers. In addition, the reporting. The KC process was driven by a 3 stage-month end with the responses
up-to-date facilities for Client employed 4 Managed | reporting cvcle involving monitoring against an agreed of the Principal
the air traveller, including Service Providers (MSP) performance baseline, preparation of reports and analysis of Contractor and tier
leisure and retail who provided a full client variances and a performance review . This enabled performance | 2 suppliers, in
offerings. programme management to be measured, forecasts made, variances analysed and the certam instances,
service. One of these MSPs | baseline developed and maintained. A set of metrics were putin | in terms of
was appointed to manage the | place and reported via a Master Report and Project Dashboards, meeting key
project. which were key PM outputs within the overall programme. challenges & risks.
CaseB — | The project involved Caore project team was PM, Contract was awarded on a fixed price lump sum Design & Unsuccessful. The
construction | construction work on two  Design Manager, Build. Contractor was selected from list of approved suppliers client was
project 2 — | reservoirs —the Construction Manager & and through a two stage process involving a pre-qualification unhappy with
new water | discontinuation of one, Project Coordinator (PC). from a tender list of four contractors. The contractor selected certain aspects of
reservoir | the construction of the PC directly reported to PM, which was local to the area provided the cheapest tender. A its management,

replacement and
associated works, such as
water draining,
landscaping, river re-
instatement etc. The
value of the contract was
approximately 32 4m,
which was part of a 5-
year capital programme
of about $5.5 billion.

whist the other members of
the core team worked on the
project through a matrix
management structure.
Other team members
included: Project
Controllers, Access &
Acquisitions, Senior Quality
Planners, Estimating
Managers, Contract
Formulation & Construction
Design Managers.

range of KPIs were in place including areas like customer
service, people, Health & Safety & sustainability, with points
awarded against each. A Standard Operating Model (SOM) for
project delivery was in place. This included Needs, Concept,
Definition, Implementation and Handover/Closedown phases. A
Client Project Deliverv System (PDS) included a project
repository. This held information relating to standardized life
cvcle processes, templates and guidance notes. The PDS sought
to provide a consistency of approach and the application of best
practices to all projects. The PM system included tracking against
programme, contract and deliverables; shared risk register,
regular formal meetings and formal reporting up to the PDS.
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including a lack of
communication
from the
Contractor to the
Client, and with
performance
against some of
the KPIs.




There were no core metnics in the MSA. Neither was there a
formal process for evaluating if contracts and projects were
successful or not After the contract was awarded the Client
generated 2 PM responsibilitics log that Gisted all of the activitics
ard who 15 responsible tor what, A Questions & Answers log
was also created 1o formally capiure the management of issues.

A schedule showing eritical and non-critical activities was also
created, and there were well cstablished processes between the
companics for remote communication, including 2 monthiy status
report. With these processes and documents acting as a support a
fairly light touch PM approach was adopied by the respective
client and contractor organisations in ferms of centralised control
on how the project was manapged through the execution stage;
with 2 degree of discretion being given 1o the client PA in terms
of how they engaped on a day-to-day basis with the contractor.

Successtul. The
client was very
satisfied with all
aspects of 1t
management and
s oulcomes.

straightforward — and
hence requires carciul
P,

Case U — | The clinical trial stage of | COutsourced the praject o &
clinical tral | the drug development Clinicul Kesearch
project [ — | process myvelving a Cirpamisation (CROY A
mvestigatio | product for potentially Master Services Aprecment
nal product | treating lung cancer. The | (M3A) was in place with
for the selection process and the | pepalty and bonus clowses,
treatment of | implementation of the with buft-1n discounts at the
lung cancer | praject, with its front-end of the project. The
aperational povernange, client attempded to retaina
took about 18 months. degres of compettivencss by
getting both contractors to
i om all let contracts.
Cese D — | The tnal of a drug for the | Within the chient was the
climcal tral | treatment of a rare form Head of Chnical Operations
projeci 2 — | of hacmophiba: The — responstble for the project;
mvestigatio | project scope mcladed the Clhimcal Project Leader -
nal product | the identification and who had the day-to-duy
for the monitormg of suitable owversight of the project; and
tregtment of | paticnis, which in =uch the Clinieal Sfudy Manaper -
haemophilia | trials 15 often not responsitle for the clinical

aspects of the project. For
the Contractor, key people
were: the Project Manager,
finunce ofticers responsible
for invoicing and for revenue
anzlvsis/ forecasting, and an
Expcutive Dhrector dealing
_with contractual issues,

APPENDI X 1. Details of the case study projects

Contract was awarded after a competitive tendenng process and
was let on e fieed-proce basis. Awerded to the lowest bidder, a
company which the client had not worked with before. Gantt
chart was produced showing schedule of work. At the start the
clieni decaded to adopi 2 new PMS to monitor progress and to
pav the Contractor for work undertaken. High level deliverables
were identified and baseline costs related to the activities linked
to the deliverables allocated. Metrics were gencrated on a
monthly basizs, Pavment was only made when a deliverablic was
classed as & certain percentage complete e, 509, This was
different to the approach the contractor usually worked with,
which mvolved payment for activities undertaken. This was the
first time that the client had wsed the new PME and the contractor
ilzo had no experience of using it. Additional project reponing
was done apainst the activitics in the schedule, through a series of

| spreadshects that arc shared between client and contractor.
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Lnsuccesstul. An
eveniual
breakdowT in the
relationship
bBetween the two
parties to the
project mud-way
througrh the
project, led to the
cunceilation of thie
contrast by the
client with the
climical trial not
completed with
thiz coniractor,



