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Definition, Acronyms and Interpretations

This Schedule 8 (Pricing and Payment Incentivisation Mechanism) and its Annexes and Appendices (as applicable) will be interpreted in accordance with Schedule 1 (Definitions and Acronyms).


PRICING AND PAYMENT INCENTIVISATION MECHANISM


1 OVERVIEW {S8.1}

1.1 The purpose of this Schedule 8 is to set out the provisions relating to the Charges and related pricing mechanisms applicable to the Contractor’s performance of the Services.

2	CHARGES  {S8.2}

2.1 	Subject to the terms of this Contract, the Authority shall pay the Charges to the Contractor in accordance with the terms of this Schedule 8, Clause 43 (Charges) and Clause 44 (Payment). 

2.2 	Subject to paragraph 2.3 below, the Charges for each Payment Period shall be calculated in accordance with the following formula:
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2.3	The amount of Charges payable in any particular Payment Period shall also be subject to adjustment in accordance with the provisions of this Schedule 8 (such adjustments to be made in respect of a Payment Period, Quarter, or Contract Year, as the case may be), including adjustments in accordance with:
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2.4	For the avoidance of doubt, the Authority may recover as a direct loss any additional operational and/or administrative costs and expenses arising from a breach of this Contract by the Contractor in in accordance with and subject to Clause 68.2.

3	FINANCIAL RECORDS AND OPEN BOOK ACCOUNTING  {S8.3} 

3.1 	The Contractor (and Key Sub-contractors) shall, at all times and in accordance with Good Industry Practice, maintain information, documents, records and the like in the possession of, or available to, the Contractor relating to the provision of Services including information, documents, and records of the costs of carrying out Asset Provision and Service Provision, including, but not limited to, those relating to the operation and financing of the Services including all books of account kept in accordance with UK generally accepted accounting principles showing in detail:

3.1.1 	administrative overheads;

3.1.2 	payments made or received from Subcontractors;

3.1.3 	payments made to or received by any Subcontractor (together with details of the purposes of such payments or receipts); 

3.1.4 	capital and revenue expenditure; 

3.1.5 	the Contractor’s underlying cost centres and any related analysis and documentation in support of any calculations; 

3.1.6 	such other items as the Authority may reasonably require from time to time to conduct cost audits for verification of cost expenditure or estimated expenditure, for the purpose of this Contract; 

3.1.7 	the Contractor’s consolidated income statements management accounts and audited financial statements for each of its annual financial periods; 

3.1.8 	the means by which the Contractor is financing the performance of its obligations under this Contract and the terms of any arrangements for raising financing or financing the acquisition of the Specified Assets including but not limited to shareholder or third party loans, finance leases or hire purchase agreements; and 

3.1.9 	all such information as may be necessary to evidence to the Authority’s satisfaction for the purposes of its reviews under Annex D, Schedule 5 (Governance and Contract Management) the integrity of the Financial Model and associated actual cash flows provided in accordance with Schedule 8 (Pricing and Payment Incentivisation Mechanism). 

3.2	The Contractor shall at all times upon request by the Authority’s Representative and within three (3) months of each Contract Year end, provide any of the financial records, including details of any funds held by the Contractor specifically to cover such costs, in such other form and detail as the Authority may reasonably require, to enable the Authority to monitor the performance by the Contractor of its obligations under this Contract provided that where any financial records are held by a Subcontractor not resident in the United Kingdom, such financial records shall be made available to the auditing branch of the Authority equivalent in the relevant jurisdiction. Further, the Contractor shall make available to the Authority those of the Contractor Personnel who are appropriately trained and have the relevant financial expertise and knowledge to provide detailed explanations and clarifications in respect of the information referred to in paragraph 3.1. 

3.3       The Contractor shall: 

3.3.1 	provide to the Authority Representative copies of its annual report and accounts within thirty (30) days of publication; and		

3.3.2	use all commercially reasonable endeavours to assist the Authority in its preparation of any report required by the Authority or HM Treasury, from time to time.

3.4	The Contractor shall adopt an Open Book accounting approach as described in Annex A of this Schedule 8 in regards to its obligations set out in paragraph 3.1.
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7.	CONTINUOUS IMPROVEMENT  {S8.7}

7.1	The Target Cost at the Contract Award Date shall be inclusive of all committed Service improvement initiatives that are identified in the Contract as being within scope as at the Contract Award Date '''''''' ''''''' '''''''' '''' ''''''' '''''''''''''''''' '''''''''''''''''''''''''' '''''''''''''''''''''''''''''' '''''''''''' '''' '''''''''''''' ''' ''''' '''''''''''''''''''''' '''''' '''''''''''''''''''''''''''''''''''' '''''''''''''''' Any further savings generated and realised by Continuous Improvement shall be formalised by the Change Procedure (only in the event Change in Requirement or Change in Provision is applicable and initiated by the Contractor).
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11.	INVOICING  {S8.11}

 11.1	The Contractor shall ensure that each Invoice contains the following information:
(a)	the date of the Invoice;

(b)	a unique Invoice number;

(c)	the Payment Period or other period(s) to which the relevant Charge(s) relate;

(d)	the dates between which the Services which are the subject of each of the Charges detailed on the Invoice were performed;

(e)	the total Charges gross and net of any applicable deductions and, separately, any VAT or other sales tax payable in respect of the same;

(f)	details of any Service Credits, Actual Reward Share or other deduction or adjustment permitted under this Contract that shall apply to the Charges detailed on the Invoice; 

(g)	a contact name and telephone number of a responsible person in the Contractor's finance department in the event of administrative queries; and

(h)	the banking details for payment to the Contractor via electronic transfer of funds (i.e. name and address of bank, sort code and account name and number).
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16.	VALUE FOR MONEY  {S8.16}

Annual Financial Performance Review

16.1	Annual Financial Performance Reviews shall be undertaken within the first quarter of each Contract Year, commencing no later than the second anniversary of the Contract Award date, at a time to be agreed between the Parties (agreement not to be unreasonably withheld or delayed).

16.2	The purpose of the Annual Financial Performance Reviews will be for the Parties to review Continuous Improvement, the provision of the Service (taking into account the effect of any Changes introduced during that Contract Year), and any areas of the Service where the Contractor or the Authority believe VfM is not being delivered by the Contractor by reference to the Actual Price and/or the Catalogue Unit Rates.

16.3	No later than thirty (30) Business Days in advance of a scheduled Annual Financial Performance Review the Contractor shall provide to the Authority a report that details any matters affecting the provision of the Services where the Contractor reasonably considers that VfM could be adversely affected.

16.4	No later than ten (10) Business Days in advance of a scheduled Annual Financial Performance Review the Authority shall respond to the Contractor report, as set out in paragraph 16.3, that shall detail the Authority position against each area of concern raised along with any other areas of concern the Authority may have.

16.5	At each Annual Financial Performance Review the Parties shall review the Contractor VfM report and Authority response and agree any actions reasonably required to address the concern(s) or close the concern(s) with no further action, and any necessary Changes shall be proposed in accordance with the Change Procedure.

16.6	If any concern(s) are not able to be addressed or closed at the Annual Financial Performance Review a further meeting may if the Parties consider it necessary be convened within ten (10) Business Days to resolve all outstanding areas. Should any concern(s) still remain unresolved then such concern(s) will be escalated to the DFRMO Board for resolution.
 
3-yearly VfM Review

16.7	The VfM Review shall be conducted every three years in accordance with Schedule 5 Annex D (Value for Money (VfM) Review).

Annex A – Open Book Accounting Process  {S8AA}

1.1 The Contractor commits to Open Book Accounting as described in this Annex A.

1.2 The Contractor shall, at the request of the Authority, such request to be no more than once in any Contract Year, provide to the Authority and any nominated representative an Open Book Cost Certificate within fifteen (15) Working Days of such request. The Open Book Cost Certificate shall be prepared in accordance with generally accepted accounting principles and Good Industry Practice.

1.3	The Open Book Cost Certificate shall include a representation of the Financial Proforma setting out the Contractors actual expenditure, income and profits in providing the Services over the preceding Contract Year including the following details:

1.3.1	actual capital expenditure relating to the provision of the Services, including capital replacement costs of providing the Services; 

1.3.2	actual operating expenditure relating to the provision of the Services with an analysis showing the costs of staff, goods or equipment, sub-contracted and bought in services;
 
1.3.3	all interest expenses and other third party financing costs incurred in relation to the Services;

1.3.4	the profit which the Contractor has achieved in the provision of the Services; and

1.3.5 	income from charges to the Authority in relation to provision of the Services.

1.4	Following receipt of the Open Book Cost Certificate the Contractor shall provide to the Authority and any nominated representative such additional information in respect of the Services taken from the separate entry created by the Contractor on its financial system in respect of the Services as the Authority may reasonably request so that the Authority and any nominated representative can verify the accuracy of the Open Book Cost Certificate.

1.5	The Contractor shall allow the Authority and any nominated representative the right of reasonable access to the books of account relating to the Services and other source data relating to the Services taken from the separate entry created by the Contractor on its financial system in respect of the Services for the purpose of verifying the Open Book Cost Certificate.

1.6	In the event of any discrepancies found by the Authority in the Open Book Cost Certificate the Parties shall implement the following resolution process:

1.6.1	The Parties shall convene a Cost Certificate review meeting within one (1) month of the Authority identifying any discrepancies. The meeting shall be formed of relevant finance representatives from both Parties. The meeting shall allow for a working group to review the Authority identified discrepancies and seek to immediately clarify and resolve.

1.6.2	In the event any Authority identified discrepancies cannot be clarified and resolved in the meeting described in paragraph 1.6.1 of this Annex A then the Authority shall provide in writing to the Contractor detailed information and methodology used to identify the outstanding discrepancies. The Contractor shall respond in writing within one (1) month clarification or proposal for remedy of the outstanding discrepancies.

1.6.3	In the event of any discrepancies unable to be resolved as set out by the above process, the relevant discrepancies shall be escalated to the Management Board for review and tracking until resolution.


Annex B – Future Continuous Improvement Initiatives {S8AB}
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Annex E – CONTRACTOR FINANCIAL SIMULATOR {S8AE}


1. The Contractor Financial Simulator shall be a tool used by the Contractor to calculate and/or validate the Charges.
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