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ABSTRACT

Background: Business agreements are vital in establishing
relationships between parties but are susceptible to various legal risks
that may disrupt their execution. Such risks include unclear clauses,
legal disputes, and unexpected legal changes, which can threaten the
sustainability and stability of agreements.

Objective: This study aims to emphasize the importance of risk
mitigation strategies in business agreements to prevent disputes and
ensure fair execution. It seeks to provide insights into effective risk
management practices that contribute to the long-term stability of legal
relationships.

Methods: The research employs a qualitative approach, analyzing
existing literature and case studies on risk mitigation techniques. It
focuses on the role of protective clauses, dispute resolution
mechanisms, and adaptability to evolving legal frameworks.

Results: Findings indicate that robust risk mitigation strategies,
including clear contract drafting, the use of force majeure clauses, and
the implementation of internal legal systems, significantly reduce
potential disputes and enhance agreement sustainability.

Conclusion: Risk mitigation is an essential aspect of business
agreements, requiring proactive measures from drafting to execution.
By adopting effective strategies, businesses can foster stability,
fairness, and efficiency in their legal relationships.

Keywords: Risk Mitigation, Business Agreements, Legal Stability,
Dispute Resolution, Contract Drafting
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INTRODUCTION
Basically, contracts arise from differences or

discrepancies in interests between the parties (Nones,
2024). The process of formulating contractual relationships
usually begins with negotiations between these parties
(Badriyah, 2023). Through negotiations, the parties strive
to reach an agreement that can fulfill each party’s interests
through a bargaining process. Agreements, whether in
daily life or in law and business, represent a critical
element (Antoine, 2024). In the business world,
agreements are typically drafted in written form,
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either as notarial deeds or as written agreements made under the hands of the parties involved
(Hin¢ica, 2023). Basically, contracts arise from differences or discrepancies in interests between the
parties (Nones, 2024). The process of formulating contractual relationships usually begins with
negotiations between these parties (Badriyah, 2023). Through negotiations, the parties strive to
reach an agreement that can fulfill each party’s interests through a bargaining process. Agreements,
whether in daily life or in law and business, represent a critical element (Antoine, 2024). In the
business world, agreements are typically drafted in written form, either as notarial deeds or as
written agreements made under the hands of the parties involved (Hincica, 2023).

According to civil law, an agreement is a commitment between two parties that binds them
mutually, while a contract is an agreement that is regulated by law (Denga, 2023). In another
definition, an agreement (Overeenkomst) is a legal event in which one party promises to another
party, or two parties promise each other to do or not do something (Lisboa, 2021). Based on Atrticle
1313 of the Civil Code, an agreement is an act performed by one party or more that binds
themselves to one or more other parties (Peng, 2023). This agreement creates rights and obligations,
and if it is not executed in accordance with the agreed terms, it may result in sanctions. The main
purpose of an agreement is to serve as a basis for resolution in case a dispute arises in the future,
thereby providing protection for the parties involved, as well as ensuring legal certainty and justice
(Fabrizi, 2023).

Business activities begin with the existence of contracts or agreements, so activities cannot be
carried out without a contract (Ferry, 2022). The law of agreements plays an important role in the
business world, as contract law emphasizes the individual nature of the parties involved (Nielsen,
2022). It creates legal phenomena that are the result of the relationship between one party and
another (Fiedler, 2021). The object in contract law consists of either a tangible item or property
rights, along with the selection of applicable law for the parties, and the rights arising from the
contract law are not absolute for the individuals who enter into an agreement (L6pez, 2024).

Legal uncertainty in business agreements is a significant challenge often faced by business
actors and can pose detrimental risks to the parties involved (Kjer, 2024). This uncertainty can arise
from various factors, such as unexpected changes in government policies, frequently changing or
unstable regulations, and differing legal interpretations by authorities (Bace, 2023). Fundamental or
inconsistent policy changes often create ambiguity regarding the rights and obligations of the
parties, which may lead to legal disputes (Pérez-Mordn, 2024). Additionally, differing
interpretations of existing regulations can result in uncertainty in the execution of contracts, thereby
harming one party that feels it is not receiving the protection it deserves. This legal uncertainty has
the potential to increase costs, slow down negotiation processes, and raise litigation risks, ultimately
threatening the sustainability and stability of business relationships, reducing trust between parties,
and harming the reputation and finances of business actors (Gan, 2022).

Risk mitigation strategies are essential in managing the legal uncertainties that may arise in
business agreements, as such uncertainties can lead to significant negative impacts on both the
reputation and finances of the parties involved (Ajiola, 2024). In the face of legal uncertainty, such
as unstable policy or regulatory changes, the parties in a business agreement need to have a
systematic and structured approach to identify, assess, and mitigate potential legal risks that may
emerge (Maiorescu-Murphy, 2022). One effective way is to carefully design the agreement,
including the selection of protective clauses that can anticipate undesirable changes or differing
legal interpretations (Dolat-abadi, 2023). This risk mitigation approach also includes establishing
clear and reliable dispute resolution mechanisms, as well as choosing appropriate jurisdictions or
laws that can provide protection for the parties involved (Alley, 2021). Thus, risk mitigation
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strategies not only help reduce potential losses but also enhance legal certainty and stability in
business relationships, ensuring that the parties can fulfill their obligations without fear of becoming
embroiled in detrimental legal disputes (Dickson, 2021).

The primary objective of this research is to explore the urgency of risk mitigation that can be
applied in business agreements, focusing on legal aspects that often serve as sources of uncertainty,
such as regulatory changes, unstable policies, and differing legal interpretations (Vasco, 2021). This
research aims to provide practical solutions that can assist business actors, legal practitioners, and
academics in addressing the challenges arising from legal uncertainty in contract drafting
(Erkoreka, 2021). The discussion is expected to offer valuable insights for the parties involved in
business agreements by introducing a more systematic and structured approach to designing
effective, secure contracts that can reduce the potential for legal losses (Chakraborty, 2022).
Therefore, this writing not only enriches the understanding of contract law but also provides
practical guidance for creating more stable and secured business relationships (Tandon, 2022).

RESEARCH METHODOLOGY

The normative legal research method is a method used in legal studies that focuses on the
examination of documents and legal norms (Yilmaz, 2020). This method aims to analyze the
applicable legal rules and how these rules are applied or interpreted within a specific regulatory
framework (Jian, 2020). In normative legal research, the primary sources used include legislation
and other legal literature (Mueller, 2020). This approach is particularly relevant for studying legal
issues that are theoretical and conceptual in nature, such as the urgency of risk mitigation strategies
in business agreements. One of the approaches used in this method is the statute approach and the
conceptual approach (Bauer, 2021). The statutory approach involves examining and analyzing
various rules that regulate specific issues, such as the Civil Code and relevant regulations. Through
this approach, researchers can discuss the urgency of risk mitigation strategies in business
agreements, as well as the forms of efforts involved in risk mitigation strategies within those
agreements (O’Brien, 2020).

RESULT AND DISCUSSION
The Urgency of Risk Mitigation Strategies in Business Agreements

The first crucial step in legal risk mitigation within business agreements is to ensure that all
parties involved have a deep understanding of the applicable laws. This understanding includes
various relevant legal aspects, such as the laws governing specific business sectors, government
regulations that may affect the company’s operations, policies established by relevant authorities,
and court decisions that may influence the interpretation and implementation of agreements. Lack
of understanding or negligence in comprehending the applicable laws can lead to errors in contract
drafting, such as inconsistencies in provisions or clauses that do not reflect the existing legal
conditions. This can result in legal uncertainty, which ultimately may lead to disputes, contract
cancellations, or financial losses for the parties involved. Therefore, a clear and comprehensive
understanding of the laws governing the agreement is crucial to reducing legal risks and ensuring
that the agreements made can be executed lawfully and effectively (Habib, 2023).

Legal agreements are contracts that underpin the legal interactions between two or more
parties, creating an arrangement with legal implications and obligations that must be adhered to by
the involved parties. Essential elements in the formation of a legal agreement include offer,
acceptance, consideration, and legal capacity. Each agreement must contain these elements to be
recognized and implemented within the applicable legal system. Additionally, agreements can be
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categorized into various types, such as sales agreements, lease agreements, or business
collaborations, each with its own specific context and characteristics, as well as different rights and
obligations for the parties involved. For instance, in a sales agreement, there is an exchange of
goods or services for a monetary consideration.

The importance of law in agreements lies in its ability to provide a fair and balanced legal
framework, where the principles of contracts and civil law serve as the basis for assessing the
validity of agreements and determining the legal consequences arising from breaches of the
agreement. Additionally, discussions regarding legal responsibilities and the sanctions that may
arise from contract violations are crucial for understanding and managing agreements. Furthermore,
the interpretation of clauses within the agreement, such as legal change clauses or force majeure
clauses, greatly impacts the execution of the agreements under unforeseen circumstances, making a
deep understanding of these provisions key to analyzing legal agreements (Nwedu, 2021).

Legal agreements must also be analyzed from a risk mitigation perspective, by examining
various strategies that can be adopted to address uncertainty and potential disputes. This includes
the use of protective clauses, the selection of appropriate dispute resolution methods, and the
implementation of effective risk management strategies. Thus, the discussion surrounding legal
agreements becomes more complex and involves many interrelated aspects, ranging from the
elements of agreement formation, types of agreements, the role of law in determining validity and
legal consequences, to risk mitigation strategies that can uphold integrity and fairness in the
relationships between parties.

In banking risk management, capital risk related to asset quality is an important aspect that
must be considered. Banks that allocate a substantial portion of their funds to finance high-risk
assets need to have a sufficiently large capital buffer as a form of protection. Additionally, liquidity
risk can arise from various events, such as theft, robbery, fraud, or dishonesty, necessitating the
implementation of an effective risk management system. Financing risk also becomes a serious
concern when banks experience difficulties in obtaining repayments of principal or interest from
loans or investments made. This risk can increase, especially if banks readily utilize excess
liquidity. Efforts to reduce financing risk can be made by empowering credit officers to make
decisions based on their capability and assessments. Furthermore, accuracy in cash flow planning or
fund flow greatly influences the level of this risk. The bank’s ability to access the interbank market
also plays a crucial role in managing liquidity risk. Operational risk is associated with deficiencies
in information systems or internal oversight that can lead to unexpected losses. Therefore, the
implementation of a robust monitoring and information system is essential to mitigate operational
risks that may arise (Aladhub, 2023).

The drafting of effective business agreements requires careful attention to the language used,
with the aim of avoiding ambiguity and vagueness that could lead to legal conflicts. The use of clear
and precise language is essential, as every word in the agreement can affect the interpretation and
implementation of the contract. In this regard, meticulousness in choosing the right words and
phrases, and ensuring that the intended meanings are comprehensible to all parties involved, is
crucial. Ambiguity in contract clauses can lead to differing interpretations that culminate in legal
disputes, which can be detrimental to the parties involved. Therefore, contract drafting must be
conducted with great care to ensure that all clauses are understood in the same way by all parties.

One way to reduce the risk of legal uncertainty is by ensuring that the rights and obligations
outlined in the agreement are defined very clearly. Accurate definitions of these rights and
obligations will facilitate the execution of the agreement and minimize the potential for disputes.
Each party must be aware of their responsibilities, the procedures to be followed, and what should
be done if one party fails to fulfill their obligations. For instance, if one party fails to perform its
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duties according to the agreement, it should clearly stipulate the consequences, whether in the form
of penalties, contract cancellation, or other legal actions. With clear definitions, both parties can
avoid confusion and reduce the likelihood of violations or disputes arising from differing
interpretations of the contract clauses.

Moreover, it is important to establish a clear and reliable dispute resolution mechanism within
the agreement. Given the legal uncertainties that may arise during the duration of the contract, a
good agreement should outline the procedures to be followed in the event of a dispute. For example,
the parties in the agreement may agree to resolve disputes through arbitration or mediation, which is
generally faster and more efficient than litigation in court. Arbitration and mediation provide
flexibility in determining the resolution procedures and often prioritize confidentiality and long-
term relationships between the parties involved. Therefore, establishing effective, pre-agreed
dispute resolution mechanisms is a vital step in reducing risks and maintaining good relationships
among parties, even in the face of disputes (Minakir, 2023).

The importance of adding protective clauses in business agreements as a risk mitigation
strategy against legal uncertainties is crucial for business practitioners and legal professionals.
These protective clauses are designed to provide protection and legal certainty in the face of
possible changes in legal conditions or unforeseen events. One common example of a protective
clause is the change of law clause. Given the dynamic nature of the legal world, regulatory and
policy changes often affect the execution of business agreements. Therefore, a change of law clause
is important to provide guidance on how the agreement will be amended or adjusted to reflect the
changes in the law. An in-depth analysis of potential legal changes that could affect various aspects
of the agreement will help in formulating effective and relevant change of law clauses.

The force majeure clause plays an important role in risk mitigation strategies against legal
uncertainties in business agreements. This clause is designed to provide protection for the parties
involved in the agreement in the event of extraordinary occurrences beyond their control, such as
natural disasters, wars, or pandemics. In this context, the force majeure clause provides flexibility to
postpone or even modify the obligations agreed upon in the contract if such events hinder or prevent
the fulfillment of previously established obligations. By including a force majeure clause, the
parties can obtain legal certainty regarding how the agreement will be handled in the event of
unforeseen occurrences beyond their control, thereby reducing the risk of disputes arising from an
inability to meet obligations under extraordinary conditions. Therefore, it is essential for the parties
in a business agreement to understand the implementation and scope of the force majeure clause in
order to mitigate legal risks that may arise from unpredictable circumstances affecting the course of
the agreement.

The risk management clause is a vital component in drafting effective business agreements, as
it allows the parties to clearly outline the steps to be taken to identify, manage, and mitigate
potential risks that may arise during the agreement’s validity. This clause serves to create an
agreement on various mechanisms that will be used in resolving potential disputes, whether through
litigation, arbitration, or mediation, and to establish procedures for regular risk evaluation to ensure
that existing risks remain controlled and well-managed. Additionally, the risk management clause
may also include clear communication strategies between the parties involved so that, in the event
of legal uncertainties or changes in conditions affecting the agreement’s implementation, both
parties can promptly communicate to resolve the issues efficiently and reduce potential disputes.
Thus, this clause helps ensure that the parties have a systematic and organized approach to
addressing emerging challenges while providing adequate legal protection against potential
uncertainties.

The application of appropriate dispute resolution methods in facing legal uncertainty in
agreements is a crucial element that requires a deep understanding and the selection of suitable
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strategies. This article aims to comprehensively review various dispute resolution methods that can
be chosen, including arbitration, mediation, and negotiation, to provide readers with a thorough
understanding. First, arbitration will be discussed as an alternative dispute resolution mechanism
outside of court that offers speed, confidentiality, and decisions that can be enforced internationally.
However, legal uncertainty must be considered in whether arbitrated decisions can provide the
clarity and certainty needed by the parties involved. Next, the article will discuss mediation, where
the disputing parties collaborate with a mediator to reach a joint solution. This method is more
collaborative and allows for nuances of the law that are difficult to achieve through formal judicial
processes, although the challenge of mediation lies in difficulties in reaching an agreement that can
be implemented effectively while maintaining fairness. Additionally, negotiation will also be
discussed, where the parties in dispute strive to reach an agreement without third-party intervention.
While negotiation offers high flexibility, ethical factors and power imbalances may hinder reaching
a fair agreement.

The role of internal and external legal systems in managing risks associated with legal
uncertainty has a significant impact on the continuity and operational stability of companies. This
article will begin by discussing how companies can build and strengthen their internal legal
systems, which include implementing internal policies that support compliance with applicable
regulations and laws. These policies encompass ethical guidelines, compliance procedures, and
business practices that comply with relevant legal provisions. Furthermore, training for employees
is also a crucial aspect to ensure a deep understanding of the internal legal system. Training may
encompass important topics such as business ethics, handling confidential information, and
understanding legal provisions applicable in the industry and operational areas of the company. By
enhancing employees’ legal knowledge, companies can minimize the risks of errors or legal
violations that may occur.

However, it is important to note that the implementation of risk mitigation strategies in
business agreements faces various complex challenges, especially in dealing with legal uncertainty.
One of the main challenges is ignorance or a lack of understanding of regulatory changes that may
impact the execution of agreements. Rapidly changing regulations, both at the national and
international levels, are often difficult for the parties involved in the agreement to predict and
anticipate. This can lead to disagreements over the obligations and rights that must be fulfilled, as
well as adding burdens to formulating relevant clauses.

Another challenge relates to the difficulty of formulating clauses that are flexible enough yet
still clear and binding, as in the case of force majeure or change of law clauses. Ambiguity in
drafting these provisions can lead to disputes in the future due to differing interpretations among the
parties involved. In addition, many business actors still perceive that legal risk mitigation only
applies at the stage of drafting the agreement, while risk management should continue throughout
the term of the contract, including in terms of dispute resolution and adaptation to changes in
conditions.

Moreover, the implementation of risk mitigation strategies is also affected by difficulties in
selecting optimal dispute resolution methods. Arbitration, mediation, or negotiation all have their
respective advantages and disadvantages, which can influence the parties’ decisions. Resource
limitations, time, and cost often serve as obstacles in choosing the right mechanism to resolve
disputes efficiently. Differences in legal systems and business practices among countries or
jurisdictions often pose a significant challenge in international agreements. In cross-border
transactions, differences in laws and policies between countries can complicate the drafting of
agreements that govern matters such as tax obligations, applicable laws, and dispute resolution
procedures, potentially increasing legal uncertainty and elevating risks for the parties involved
(Abdullah, 2023).
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Efforts in Implementing Risk Mitigation Strategies in Business Agreements

In an increasingly complex and dynamic business world, business agreements play a vital role
in ensuring legal certainty and smooth operations between the involved parties. However, it is
undeniable that legal uncertainty, arising from regulatory changes, misinterpretation of laws, and
other external risks, presents challenges that can be detrimental to the parties. Therefore, the
implementation of risk mitigation strategies in business agreements is essential to reduce the
potential losses that may arise from such uncertainties.

The drafting of clear and detailed clauses in business agreements is crucial to minimizing
potential legal risks. When the rights and obligations of each party are clearly defined, each party
will have a mutual understanding of what is expected from them in the execution of the agreement.
This significantly minimizes the risk of misunderstandings or disagreements. These clauses must
cover fundamental aspects such as the purpose of the agreement, the timeline for execution, and the
procedures to be followed to fulfill the obligations stated in the agreement. For example, if an
agreement involves a payment, the payment clause should include the amount, schedule, method of
payment, and stipulations if payment is not made according to the agreed terms (Matsumoto, 2021).

Additionally, the formulation of detailed clauses should include establishing clear legal
consequences if one party violates the agreed provisions. Ambiguity in outlining legal
consequences can open the door to varying interpretations, which may lead to disputes between the
involved parties. Therefore, it is essential for every agreement to include provisions governing
sanctions or compensations to be paid by the violating party. This provides clarity regarding what
happens if one party fails to meet their obligations and offers better legal protection for all parties
involved in the agreement.

The incorporation of force majeure clauses in business agreements is crucial to address
uncertainties arising from extraordinary events beyond the control of the parties involved. This
clause grants flexibility for the parties in the agreement to delay or alter their obligations when
faced with unpredictable situations, such as natural disasters, wars, pandemics, or other
emergencies. With the force majeure clause, parties will not face legal penalties if they are unable to
fulfill their obligations due to such events. This clause protects them from risks arising from
external factors they cannot control while providing a legal basis for the suspension or modification
of obligations (Osei-Nimo, 2023).

Besides the force majeure clause, the change of law clause also serves as an important
component in mitigating risks associated with legal uncertainties caused by regulatory or
governmental policy changes. This clause allows the parties in the agreement to adjust or modify
the existing provisions of the contract in light of any changes in regulations or laws that affect the
execution of the agreement. For instance, if there are changes in tax regulations or labor laws
impacting contractual obligations, the change of law clause provides guidance on how the
agreement should be adapted to remain in compliance with applicable laws. Consequently, this
clause assures that the agreement can still be executed despite external changes affecting its
implementation.

Establishing an effective legal monitoring system is a crucial step towards a more proactive
risk mitigation approach in business agreements. This system is designed to ensure that the
company is always up to date with domestic and international legal regulatory developments that
may impact operations and provisions in the agreement. With a legal monitoring system in place, a
company can identify changes that may affect the execution of the agreement, such as alterations in
tax regulations, environmental policies, or industry standards. This enables the company to quickly
adjust to new legal provisions, ensuring compliance with applicable regulations and reducing
potential legal risks (MacAllister, 2023).

An effective legal monitoring system also allows companies to be more prepared for changes
that may affect internal policies or operational procedures. For example, if there are changes in laws
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pertaining to employee rights or personal data protection regulations, the company can promptly
adapt its internal policies and procedures to ensure compliance and avoid potential legal violations.
In this way, the company not only maintains operational smoothness but also identifies and
manages risks that may arise due to regulatory changes. The speed of response to legal changes is
vital in mitigating negative impacts that could arise, such as fines or legal claims.

Training and development of human resources (HR) focusing on the understanding of
prevailing laws is crucial in reducing legal risks in business agreements. By providing training to
employees on relevant regulations, such as contract laws, intellectual property rights, and data
protection regulations, the company can ensure that the entire team understands the legal boundaries
and how they should act within the framework of applicable laws. This training also encompasses
business ethics and compliance procedures that employees need to follow, which will subsequently
reduce the potential for errors or violations that could lead to legal disputes or penalties detrimental
to the company (Poliakov, 2022).

Moreover, structured and ongoing training will reinforce a culture of compliance within the
company. Well-educated employees regarding their legal obligations and responsibilities will be
more cautious in carrying out their duties, avoiding actions that could violate regulations or expose
them to legal risks. This training also provides the company with the opportunity to assess
employee understanding of existing internal policies and procedures while adjusting training
materials in response to regulatory changes or relevant market conditions. Through this approach,
the company not only protects itself from legal risks but also builds trust with internal and external
parties who expect transparency and adherence to the law.

Implementing a comprehensive risk management system in business agreements aims to
ensure that all potential risks that could impact the agreement are identified and managed in a
structured manner. This system includes a careful identification process of risks that may emerge
during the contract’s validity, including legal, operational, financial, and reputational risks. Risk
assessment is conducted by considering various external and internal factors that could affect the
agreement’s execution. For instance, legal risks may relate to regulatory changes or emerging legal
uncertainties, while operational and financial risks could stem from internal process failures or
market instability. With a comprehensive system in place, companies can plan appropriate
mitigation measures to lessen the potential negative impacts of these risks.

Furthermore, this risk management system also focuses on quick and effective responses to
identified risks. After risks have been analyzed and assessed, companies need to develop action
plans to manage the impact of existing risks. This may include strategies to transfer risks, reduce
their impact, or even avoid unmanageable risks. Additionally, comprehensive risk management also
encompasses continuous monitoring of developments that may impact the agreement, such as
changes in legal policies or economic conditions. By taking this systematic approach, companies
can not only better face legal uncertainties but also ensure operational continuity and stability in the
long term (Sherman, 2021).

CONCLUSION

Legal risk mitigation in business agreements is an important step to ensure the smoothness
and sustainability of business relationships, beginning with a deep understanding of applicable laws
at both national and international levels. Clarity in formulating rights and obligations, along with
the use of protective clauses such as force majeure and change of law, is crucial to reducing
uncertainty and preventing disputes. Additionally, careful drafting of agreements, including the
selection of appropriate dispute resolution methods—whether through arbitration, mediation, or
negotiation—will help address legal challenges that arise during the contract’s duration. While
challenges in formulating flexible yet clear clauses persist, as well as difficulties in dealing with
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regulatory changes and differences in legal systems between countries, the implementation of
effective risk mitigation strategies can minimize losses and ensure that business relationships
remain fair and stable. Therefore, risk management must be ongoing, with particular attention to
changes that may occur during the term of the agreement, as well as strengthening the company’s
internal legal system to support compliance with applicable regulations.

In facing the legal uncertainties that often arise in business agreements, the implementation of
effective risk mitigation strategies is crucial to maintaining the sustainability and operational
stability of companies. The drafting of clear and detailed clauses, such as payment clauses,
sanctions, force majeure, and change of law, can provide clarity on each party’s rights and
obligations while reducing the potential for disputes. Moreover, an effective legal monitoring
system and training for human resources focused on understanding applicable regulations are also
important steps in managing risks proactively. By integrating comprehensive risk management,
companies can quickly assess and respond to potential risks, thereby reducing negative impacts and
ensuring compliance with evolving regulations. Thus, well-planned and structured risk mitigation
strategies not only help companies avoid potential losses but also build a solid legal foundation for
long-term success.
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