Managerial Performance Contracting

A common managerial problem is gaining agreement between levels of management as to overall goals (defining BHAGs helps), the work to be pursued in the current quarter (quarterly work plans help), and, finally, accountability as to who is responsible for results.  How can executives know what they can count on from their direct reports?  How can operating managers know that their executive truly understands the importance of what they have accomplished?  It is a mutual problem, one often solved by the use of a performance contract.

What is a Performance Contract?
The concept is that the manager contracts to accomplish certain key projects and vital pieces of work vital to the achievement of overall organization goals.  That is, goals which will fail if the manager does not produce her part.  Similarly, the executive agrees to support the manager on all issues related to the achievement of these key tasks.  Thus the executive knows that she can count on the manager to perform, and the manager knows that there will be adequate authority and support provided to make it doable.  All of this is reduced to writing, usually representing a single sheet of paper and covering an annual period.

One way to think of the Performance Contract is as a follow on piece from the organization BHAG’s, and something that needs to be spelled out before launching into the next quarterly work plan.

What Conditions Keep Performance Contracts Fair?

Several elements operate to keep the approach both fair and effective.  Performance contracts, like any contract in business, must be just and appropriate to getting work done.  These elements are:

1. Goals or project the man

2. Concept:  manager/executive contracts for achievement of goals

3. Goals:  must be both measurable & under manager’s control—i.e. Customer & employee satisfaction, expense control, productivity, quality; not revenue growth or market share

4. Alignment:  goals must align with organization bhags or support other organization goals & fit corporate values

5. Measures:  on progress toward performance must be credible & available weekly, monthly, or quarterly as appropriate

6. Evaluation:  tie performance contract to performance evaluation 

7. Rewards for achievement:  pay increase & promotion eligibility, membership in president’s circle, other rewards or bonuses as approved 

8. Consequences of non achievement: 

· Goals missed 1st quarter—meet with vp to identify support needs & corrective action to achieve goals following quarter

· Goals missed 2nd quarter—meet with vp & ceo to identify support needs, corrective action, place manager on a pip

· Goals missed 3rd quarter—reassignment, probation, termination
