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Contract (as amended) between (1) Department for Work and Pensions (the “Authority”)
and (2) Independent Assessment Services (IAS) (the “Provider”) dated 31 July 2012 (the

“Contract”)

1. We refer to the Contract. Unless otherwise defined, terms defined in the Contract and
used in this letter shall have the meaning set out in the Contract.

2. This letter, when signed by both Parties, shall form a Variation to the Contract to set out
terms relating to Stage 3 and shall be deemed to have been made in accordance with
clause F3 of the Contract.

Background

3. By a ‘date only’ variation to the Contract dated 5 January 2021, the Parties agreed to
extend the Contract Period to be the period from the Commencement Date to 31 July
2023.

4. The purpose of this Transition Variation is to set out the arrangements in respect of the
period commencing on and from 1 November 2020 until the Additional Extension
Variation comes into force (which the Parties currently expect to be 1 August 2021)
(“Stage 3”).

5. This Transition Variation provides for:
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10.

5.1. payment to be made to the Provider during Stage 3 in accordance with the
Temporary Cost Model,

5.2. the Service Levels and Temporary Performance Incentive Scheme applicable
during Stage 3; and

5.3. amendments to the Allowable Costs and Disallowable Costs applicable during Stage
3 to take into account, amongst other things, approved required expenditure for the
purposes of the potential extension of the Contract.

On 14 March 2020 and 23 March 2020, the Authority issued step-in notices to the
Provider in accordance with clause F10.4 of the Contract (Step In without Provider
Breach) This right to Step-In was exercised for the reason set out in clause F10.1.1
(because a serious risk exists to the health or safety of persons). In the Initial Covid
Variation the Parties agreed that the provisions relating to payment of the Contract Price
set out in clause F10.4.2 of the Contract would not apply and that, instead (i) the
Authority would pay the Provider in accordance with the Interim Payment Approach
during Stage 1; and (ii) subject to the Temporary Cost Model being agreed by both
Parties, a reconciliation would be carried out at the end of Stage 1 and the Authority
would pay the Provider in accordance with the Temporary Cost Model during Stage 2. In
the Further Variation, the Parties set out the agreed Temporary Cost Model in
accordance with which the Provider was then paid during Stage 2.

This letter constitutes the Transition Variation (as defined and referred to in the Further
Variation), save that the Parties agree that this Transition Variation is not intended to
(and does not) set out the terms on which the Parties will transition out of the step-in
arrangements set out in the Initial Covid Variation and the Further Variation (it being
confirmed that (as at the date of this Transition Variation) the Authority remains stepped-
in to the Contract in accordance with clause F10.4 of the Contract (Step In without
Provider Breach)). However, the Parties acknowledge that there will be a phased
reintroduction of face to face Consultations at some point and the Parties’ current
intention is that the Parties will transition out of the step-in arrangements in the future. In
the meantime, the Parties agree that this Transition Variation sets out the terms on which
the Temporary Service Specification and the Temporary Cost Model will continue to
apply during Stage 3.

Whilst the Contract Period has already been extended as set out in paragraph 3 above,
the Parties have agreed to negotiate the amended terms that will apply from 1 August
2021 to 31 July 2023 and intend to set those amended terms out in a further variation
(the “Additional Extension Variation”).

The Authority reasonably anticipates that the Procurement Regulations will apply to this
Transition Variation and the Parties shall ensure that there is lawful basis for agreeing
the Transition Variation under the Public Contracts Regulations 2015 and / or any
applicable procurement rules. Due to the current COVID-19 pandemic, this may include
in particular justifications under Regulation 72 and Regulation 32 of the Public Contracts
Regulations 2015 or such other applicable or equivalent provisions.

The Contract, including any previous variations (other than, save to the extent set out
below, the Initial Covid Variation and the Further Variation), will remain effective and
unaltered except as amended by this Transition Variation. The Initial Covid Variation
and the Further Variation shall from 1 November 2020 be deemed to have been replaced
by this Transition Variation and shall cease to apply and have no further effect in respect
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of the Contract, save to the extent that the whole or part of such Initial Covid Variation or

Further Variation:

10.1. is expressly stated to continue to apply in this Transition Variation; and/or

10.2. relates to matters arising (and/or which remain to be resolved) in respect of
Stage 1 and/or Stage 2 including, without limitation, the ongoing application of
the Variation Payment Arrangement (together with any associated
reconciliations and/or validations, such as the TCM Validation Approach) in
respect of Stage 1 and Stage 2.

Transition Variation

11. The following terms used in this Transition Variation shall have the meanings as set out

below:

“Additional Extension Variation”

“Allowable Costs”

“Cost Baseline”

“Disallowable Costs”

“Effective Date”

“Further Variation”

“Incentive Amount”
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has the meaning given to it in paragraph 8.

means, during Stage 3, those costs which are
shown as being Allowable Costs in the table in
Schedule 3 (or which are otherwise agreed by the
Parties to be Allowable Costs in accordance with
the process set out in that Schedule).

means the document referred to as the Cost
Baseline in Schedule 3 setting out the forecast
monthly cost to be incurred by the Provider in
providing each element of the Services during
Stage 3 (such cost calculated on the basis of the
three month average actuals for August, September
and October 2020); the Cost Baseline will be used
by the Authority to assess the appropriateness of
the costs incurred by the Provider during Stage 3.

means, during Stage 3, those costs which are
shown as not being Allowable Costs in the table in
Schedule 3 (or which are otherwise agreed by the
Parties to be Disallowable Costs in accordance with
the process set out in that Schedule).

means the effective date of the Initial Covid
Variation, being 1st March 2020.

means the Variation to the Contract entered into by
the Parties on 6 October 2020 to continue and vary
the Covid relief given to the Provider under the
Initial Covid Variation and, amongst other things, to
implement the Temporary Cost Model for Stage 2.

means the amount (if any) due to the Provider in
respect of its performance of the Service Level in
guestion during the defined period for that Service
Level, as such amount is calculated in accordance
with the worked example applicable to that Service



“Initial Covid Variation”

“Interim Payment Approach”

“Open Book Interim Data”

“PPN 02/20”
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Level referred to in the Temporary Performance
Incentive Scheme.

means the Variation to the Contract entered into by
the Parties on 12 June 2020 to give the Provider
Covid relief in accordance with the principles set
out in PPN 02/20 for Stage 1.

has the meaning set out in the Initial Covid
Variation.

means the complete and accurate financial and
non-financial information (forming part of the
management information referred to at
“‘Management information — validation
requirements” in Schedule 3) which is required by
the Authority to enable it to verify the cost of
providing the Services during Stage 3 (and (if
applicable) to understand any and all COVID-19
related relief, grants, interventions or other
measures received by the Provider from the
Government during Stage 3), including but not
limited to:

a. the Provider’s costs broken down as requested
by the Authority, including actual capital
expenditure (including capital replacement costs)
and the unit cost and total actual costs of all
hardware and software;

b. operating expenditure relating to the provision of
the Services including an analysis showing:

i. the unit costs and quantity of consumable
and bought-in services;

ii. staff costs broken down into the number
and grade / role of all Provider Staff
together with a list of agreed rates against
each manpower grade;

iii.  pass through costs;

c. reimbursable expenses;

. overheads;

e. all interest, expenses and any other third party
financing costs incurred in relation to the
provision of the Services;

f. full details of the payment of Staff wages; and

g. full details of the payment of Sub-contractors.

o

means Procurement Policy Note 02/20 (as updated
or amended from time to time) setting out
information and guidance for public bodies on how
they may amend payment provisions in contracts or
consider other contractual relief in order to assist
suppliers combat the impact of COVID-19.



“PPN 04/20”

“Procurement Regulations”

“Stage 1”

“Stage 2”

“Stage 3”

“TCM Effective Date”

“TCM Validation Approach”

“Temporary Cost Model”

“Temporary
Performance Incentive Scheme”

“Temporary Service Specification”

“Total Monthly Invoice”
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means Procurement Policy Note 04/20 (as updated
or amended from time to time) setting out
information and guidance for public bodies on
payment of their suppliers to ensure service
continuity during the coronavirus outbreak and, in
particular, recovery and transition from COVID-19.

means the Public Contracts Regulations 2015.

means the period commencing on the Effective
Date and ends at midnight on the day immediately
preceding the TCM Effective Date.

means the period commencing on the TCM
Effective Date and ends at midnight on 31 October
2020.

has the meaning given in paragraph 4.
means 1 July 2020.

means the validation and extrapolation approach,
detailed in Schedule 4, that will be applied to all
costs submitted under this Transition Variation (and
under the Initial Covid Variation and the Further
Variation when such costs are assessed as part of
the reconciliation (if any) referred to in the Initial
Covid Variation and the Further Variation).

means the transparent cost model supported by
open book cost data set out in Schedule 3, which
applied from the TCM Effective Date for the
remainder of Stage 2 (and in accordance with
which the reconciliation referred to in the Initial
Covid Variation and the Further Variation will be
carried out pursuant to the provisions of the Initial
Covid Variation and the Further Variation) and
which will continue to apply during Stage 3 in
accordance with this Transition Variation.

means the performance incentive scheme set out in
Schedule 2 which will apply during Stage 3.

means the specification of revised Services set out
in Schedule 2, which the Provider provided under
the Contract from the TCM Effective Date for the
remainder of Stage 2 and will continue to provide
during Stage 3.

means the amount of the aggregate Allowable
Costs (plus VAT) payable to the Provider in



accordance with the Temporary Cost Model in
respect of the Month in question.

“Transition Variation” means the terms set out in this Transition Variation.

“Variation Payment Arrangement” means: (i) the Interim Payment Approach during

Stage 1; and (ii) the Temporary Cost Model during
Stage 2 and Stage 3.

“Variation Period” means the period from the Effective Date until the

end of Stage 3.

12. Notwithstanding any other term of the Contract, the Parties agree to vary the Contract
during Stage 3 as follows:

Application of the Temporary Cost Model

12.1.

During Stage 3, the Parties shall continue to apply the Temporary Cost Model.

Temporary Service Specification

12.2.

12.3.

12.4.

12.5.

Schedule 2 sets out the Temporary Service Specification, which details the
variations to the Services to be provided by the Provider during Stage 3. If the
Authority wishes to vary the Services further during Stage 3 from the agreed
Temporary Service Specification, then it shall provide reasonable advance notice
(of not less than 10 Working Days) of such variation in writing and the Parties
shall seek to agree such variation in accordance with clause F3 of the Contract.

(REDACTED)

12.3.1. (REDACTED)
12.3.2. (REDACTED)
12.3.3. (REDACTED)

(REDACTED)

The Parties agree that the specific obligations set out in Schedule 1 of this
Transition Variation shall be amended as set out in that schedule and such
amended obligations shall replace such obligations previously due during Stage
3.

Service Levels and Performance Management

12.6.

12.7.

Schedule 2 sets out the Service Levels which apply during Stage 3.
Achievement of the Service Levels will be linked to the Temporary Performance
Incentive Scheme during Stage 3.

If, during Stage 3, there is a significant change in circumstances that was not
contemplated at the beginning of Stage 3 and, therefore, not provided for in this
Transition Variation, such that the Parties agree that a significant change to the
Temporary Service Specification is required or that impacts the Provider’s ability
to deliver anticipated and agreed volumes (for example, a large scale return to
face to face Consultations or the large scale introduction of video Consultations),
the Parties agree that the Service Levels and Temporary Performance Incentive
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12.8.

12.9.

12.10.

12.11.

12.12.

12.13.

Scheme applicable during Stage 3 may need to be amended and the Parties
shall work together in good faith to agree any required changes. If the Parties
cannot agree such changes, the issue will be referred to the Dispute Resolution
process in clause 12 of the Contract.

Schedule 2 sets out the agreed clearance targets for Stage 3 and a number of
dependencies which have been agreed between the Parties as being relevant to
successful delivery of the agreed clearance targets and associated Service
Levels. Where any of these dependencies is not fulfilled, the Provider shall have
the right to notify the Authority in writing of the likely impact on the Provider’s
ability to achieve the agreed clearance targets (such notice to be served within
five (5) Working Days following the date on which the Provider becomes aware
of such circumstances). The Parties will meet and work together in good faith to
agree any changes required to the agreed clearance targets. If the Parties
cannot agree such changes within five (5) Working Days (or such longer period
as the Parties may agree) following such meeting, the issue will be referred to
the Dispute Resolution process in clause 12 of the Contract.

Financial Controls

Payments made during Stage 3 will be subject to the TCM Validation Approach
set out in Schedule 4.

Payment validation and extrapolation is a key process in the Authority fulfilling its
responsibility to ensure all payments made through this Transition Variation (and
the Initial Covid Variation and Further Variation) represent actual costs incurred
in the delivery of Services under the Contract.

Subject to paragraph 12.13, under no circumstances shall the Provider charge
the Authority a price within the Temporary Cost Model for the cost of provision of
any element of the Service during Stage 3 that is more than (R) higher than the
cost of provision of that element of the Service in the Cost Baseline. The
Authority agrees that the Provider shall, subject to the provisions of paragraphs
12.10, 12.12and 12.13, retain autonomy over business as usual spend decisions
required to run the Provider’s operations.

Paragraph 12.12 shall not apply to:

12.13.1. specific Covid-related costs (such as for additional PPE or office deep
cleans or ‘return to Face to Face’ planning and deployment costs)
incurred during Stage 3 in respect of which there is a specific Allowable
Cost in Schedule 3 and in respect of which there is no equivalent cost in
the Cost Baseline;

12.13.2. specific additional expenditure agreed by the Authority in writing in
advance via the Investment Board Process set out in Schedule 5 to this
Transition Variation; and

12.13.3. specific cost lines agreed between the Parties in respect of salaries,
supply chain partners and training costs related to required growth in
the Services.

12.14. All payments made will be subject to the sample and extrapolation processes as

General

detailed in Schedule 4.
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12.15. The Provider shall:

12.15.1. ensure that the payments agreed under the Temporary Cost Model are
promptly and solely applied to the purposes for which they are paid,
which may include payments to the Provider’s Staff and the Provider’s
supply chain who are working on deliverables to be provided under or in
connection with the Contract;

12.15.2. make available to the Authority upon request any information and/or
evidence (including the Open Book Interim Data) which the Authority
may reasonably require in order to:

12.15.2.1. verify and assure that the Provider has applied the monies
as agreed in the Temporary Cost Model, including copies of
accounts, ledgers, cash-flow forecasts and statements,
balance sheets, profit and loss accounts and any other
documentary evidence;

12.15.2.2. verify and assure that monies intended for the Provider’'s
Staff performing the Contract have been properly and
promptly paid;

12.15.2.3. verify the number of health professionals (if any) seconded
by the Provider to the NHS (and, in respect of any such
seconded health professionals, the Provider will work with
the Authority in good faith to help manage cost recovery
from the Department of Health and Social Care); and

12.15.2.4. verify that the Provider has paid invoices submitted by the
Provider's Sub-contractors and supply chain immediately on
receipt;

12.15.3. ensure that all invoices clearly set out which elements of the invoice are
attributable to the Temporary Cost Model and which elements are
business as usual; and

12.15.4. maintain full records and a written audit trail of all the Temporary Cost
Model activity in accordance with the general financial records
provisions in the Contract (and such records shall be made available
promptly to the Authority on reasonable request).

12.16. The Provider shall not be entitled to:

12.16.1. include any profit in the Temporary Cost Model to the extent that such
profit relates to elements of the Contract and the Services that are
undelivered by the Provider during Stage 3; or

12.16.2. combine the Temporary Cost Model with any other government / public
sector COVID-19 related relief, grant, intervention or other measure
which results in the Provider receiving more than one benefit / relief for
the same underlying cash-flow issue.

13. If, in the reasonable opinion of the Authority, the Provider:
13.1. fails to meet any obligation set out in this Transition Variation;

13.2. receives any payment and fails to apply it to meet any proposal in the Temporary
Cost Model;
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13.3. takes undue advantage of any relief; or
13.4. fails to act transparently and with integrity

the Authority may take all action necessary to recover any payments made to the
Provider during the Variation Period, including without limitation retaining or setting-off
payment of any amount it owes to the Provider at any time under the Contract or any
other contract, to the extent that sub-paragraphs 13.1—- 13.4 apply to such payments.

Miscellaneous

14.

15.

16.

17.

18.

The terms of this Transition Variation shall be deemed to be effective from 1 November
2020.

Except to the extent set out in this Transition Variation, this Transition Variation shall not
constitute a waiver of any right or remedy of the Authority or the Provider arising before,
during or after this Transition Variation.

This Transition Variation may be executed in counterparts each of which when executed
and delivered shall constitute an original but all counterparts together shall constitute one
and the same agreement.

The Authority and the Provider agree that any event arising from COVID-19 shall not
give rise to any force majeure or frustration rights set out in the Contract to the extent
that such rights are mitigated by the Temporary Cost Model.

If there is an inconsistency between any of the provisions of this Transition Variation and
the provisions of the Contract, the provisions of this Transition Variation shall prevail.

Please confirm your acceptance of the Further Variation by countersigning this letter,
returning a scanned copy to (REDACTED) and filing a copy on Bravo.

If you have any queries, please contact the team on (REDACTED).

SIGNED for and on behalf of SIGNED for and on behalf of

The Secretary of State for Work and Independent Assessment Services (IAS)
Pensions (the Authority) acting as part of

the Crown

Name (REDACTED) Name (REDACTED)

Signature Signature
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Schedule 1 — Obligations

The following obligations in the Contract shall be amended in respect of Stage 3 in the
manner and to the extent only set out in the table below.

Contract Reference

Required Amendment

Appendix 4 (Prices and Rates), Part C
(Financial Model, Transparency and Audit),
paragraph 1.1 (Financial Model)

The provisions of this paragraph shall be
deemed to be suspended for Stage 3 and
until the end of the present Contract Period
(July 31, 2021) or (if earlier) until the
Authority gives reasonable notice to the
Provider that such provisions shall be
reinstated. For the avoidance of doubt,
instead of submitting the Financial Model as
required by paragraph 1.1, the Provider
shall submit the TCM Statement monthly in
accordance with the requirements set out in
Schedule 3.

Clause A9.1(c) (Prevention of Fraud)

A new proviso shall be deemed to be
inserted at the end of this clause which
shall read as follows “Provided Always that
the Provider shall not be in breach of this
clause A9.1(c) to the extent that the
achievement of such segregation of duties
has not been achieved as a direct result of
the Provider (acting reasonably) combining
the roles of more than one member of Staff
(who would ordinarily be delivering such
segregated duties) in response to the
secondment of Staff to the NHS and where:

(i) the Provider has (as soon as
reasonably practicable after becoming
aware of the need to combine any
relevant roles) notified the Authority of
its intention to combine such roles and
has provided evidence to the
Authority’s reasonable satisfaction that
demonstrates why it has not been
possible for the Provider to maintain
such segregation; and

(i) the Provider otherwise continues to
comply with all of its other obligations
under this clause A9.

Clause B3.4 (Manner of Carrying Out the
Services)

The provisions of this clause shall be
deemed to be suspended for Stage 3 and
until the end of the present Contract Period
(July 315t 2021) or (if earlier) until the
Authority gives reasonable notice to the
Provider that such provisions shall be
reinstated.




Contract Reference

Required Amendment

Clause B4.3 (Key Personnel)

The first sentence of this clause shall (until
the Authority gives reasonable notice to the
Provider to the contrary) be deemed to read
as follows “The Provider shall notify the
Authority of any proposed replacement of
any person designated as Key Personnel,
as soon as reasonably practicable after
becoming aware of the need to replace
such person, together with details in
relation to the proposed replacement.”. For
the avoidance of doubt, the Provider’s
obligations in the second sentence of this
clause B4.3 shall continue in full force and
effect, notwithstanding the amendment to
the first sentence.

Appendix 17 (Clinical Governance Quality
Framework Standards), paragraph 4.4
(Duties and Responsibilities)

The obligation of the Provider to provide the
Clinical Governance Framework Standards
Report shall be deemed to be an obligation
of the Provider to provide such report by 30
November 2020.

Service Requirement
Section 5.8 (Merlin Standard)

The requirement for prime contractors to
achieve Merlin Standard accreditation is
fully removed from the Provider’s
obligations under the Contract.




Schedule 2 — Temporary Service Specification and Temporary Performance Incentive
Scheme

Temporary Service Specification

The Services as detailed in the Contract shall continue to be required unless specifically
varied in this Schedule.

The Temporary Service Specification set out in this Schedule shall apply during the whole
Variation Period. The Temporary Performance Incentive Scheme shall apply during Stage 3
unless otherwise agreed between the Parties.

The changes to the Services as instructed under clause F10 (‘Step In’) are as per the letters
issued by the Authority on 14 and 20 March 2020. These letters set out the required change
to the Services in response to the Covid pandemic, including the cessation of face to face
Consultations and the mobilisation of a telephone based assessment service. The delivery of
a telephony assessment channel was confirmed on 26 March 2020. In addition, the
Authority wrote to the Provider on 7 July 2020 to confirm, amongst other things, the “best
endeavours” decision approach to determining PIP entitlement where a telephone
assessment was not possible.

PDF PDF PDF PDF PDF PDF
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The Authority notified the Provider on 30 July 2020 of its objective to resume face to face
Consultations from 1 October 2020. The Authority wrote to the Provider further on 24
August 2020 to set out how the Authority envisages that the Parties will work together to
achieve a phased reintroduction of face to face Consultations from 1 October. The Authority
then wrote to the Provider on 2 September 2020 to confirm that Referrals that the Provider
receives from 5 October 2020 will be eligible to be considered for a face to face
Consultation. On 3 September 2020, the Provider wrote to the Authority in response to the
Authority’s letter of 24 August 2020. The Authority wrote to the Provider again on 28
September to highlight a potential re-examination of the approach to reintroduction of face to
face Consultations to reflect emerging Government guidance on Covid safety. The Provider
confirms that it will work with the Authority in accordance with the principles and aims
outlined in the 24 August 2020 letter (as updated by the 2 September 2020 and the 28
September 2020 letters) to achieve the objective of resuming face to face Consultations. The
Authority accepts that the costs associated with planning for, and the implementation of,
returning to face to face Consultations is an Allowable Cost within the Temporary Cost
Model

On 23 November 2020, the Authority wrote to the Provider to confirm that the Parties would
revert to the standard audit criteria under the Contract with effect from 1 January 2021.

The Service Requirements are amended during the Variation Period as set out below:

From 6 April 2020 until the end of the Variation Period:



¢ the definition of “Consultation” in the Service Requirements shall be amended to read
“a face-to-face or telephone engagement between the Claimant and the Contractor’'s
Health Professional, as part of the Assessment”’; and

o for the avoidance of doubt, references in the Service Requirements to “face-to-face”
Consultations shall be deemed to be references to telephone and/or face-to-face (as
the case may be) Consultations.

The Authority will continue to consider the impact of the Covid pandemic on the delivery of
the Services during Stage 3 and will work with the Provider to make any necessary
adaptations to the Services to take account of public health advice to ensure the needs of
Claimants are met. This may require further changes to how the Services are delivered.
Such changes shall be notified to the Provider by the Authority in writing and the Provider
will review such proposed changes and respond to the Authority within no more than ten (10)
Working Days following receipt of such notice. Where such changes have a material impact
on the delivery of the Services and/or agreed targets, the Provider shall advise the Authority
of such impact and the Parties will meet to agree the relevant changes.

All other Service Requirements as detailed in the Contract are unaffected by the changes in
this Schedule. However, further amendments to the Services may be considered and agreed
as part of the Additional Extension Variation.

Priority in Clearing Referrals

Except where the Authority notifies the Provider in writing that the Authority requires it to
prioritise Clearing specific Referrals or specific categories of Referrals, the Provider will
prioritise Clearing the oldest Referrals first to reduce the Provider’s backlog of Referrals. For
these purposes, the term “Clearing” shall be construed in accordance with the defined term
“Clear” in the Contract.

Service Levels

The Service Levels set out below in this Schedule will be the only Service Levels which
apply during Stage 3. Any updated or amended Service Levels that will apply after the end of
Stage 3 may be considered and agreed as part of the Additional Extension Variation.

The Service Levels are amended as detailed in this Schedule and such amended Service
Levels (but no other Service Levels) shall apply during Stage 3. All existing reporting
arrangements will apply in Stage 3 unless specifically referenced.

In connection with these Service Levels, the Parties have agreed the following clearance
targets for Stage 3 (the “Forecast”):

Volume Assessment Clearance Target (“CRAT”)
Period

November 2020 52,253

December 2020 45,737

January 2021 52,396




February 2021 54,847
March 2021 64,485
April 2021 57,547
May 2021 56,862
June 2021 67,086
July 2021 68,320

The Provider’s achievement of the Forecast is subject to the following dependencies being
fulfilled. Where any of the relevant dependencies is not fulfilled, the Provider shall be entitled
to notify the Authority in writing in accordance with paragraph 12.8 of this Transition
Variation and the terms of that paragraph shall apply.

Dependency Description:
1. Package Change for HP

The Authority’s sign off is requested by the end of the week commencing Monday
18" January 2021 to meet the Provider’s target delivery timeline. Package includes
salary, incentive scheme and uplift to working hours option.

2. Telephony Assessment Commitment

The Authority’s confirmation is required by 30th December 2020 confirming the pilot
arrangements in order for the Provider to commence the recruitment of remote
telephony Consultation teams within target recruitment areas. The Parties
acknowledge that this dependency has already been fulfilled.

3. F2F Volumes

The Forecast assumes F2F volumes remain minimal throughout Stage 3 (c.1.5% as
per the draft Authority Segmentation Guidance assumptions). Any increase to the
volumes of F2F Consultations will require full impact assessment by the Provider to
confirm HP F2F training requirements and impact on clearance volumes.

4. FTA Process

The FTA process is implemented by the end of January 2021 and remains in place
throughout the remainder of Stage 3.

5. PIP2/PIPAG Policy Updates

The Forecast assumes that (other than any changes to the PIP2 template already
known to the Parties at the date of this Transition Variation) there will be no changes
to the PIP2 template that may negatively impact case handling times. Any changes
to the PIP2 template or related policy will require full impact assessment to
understand the potential impact on clearances.



6. Best Endeavours

The Forecast assumes that the Best Endeavours process referred to in the letter to
the Provider from the Authority of 7" July 2020 (embedded above in this Schedule 2)
remains unchanged and in place throughout Stage 3.

7. Intakes

The Forecast assumes no changes to prioritisation (e.g. prioritisation of New Cases
over ARs) and that all cases are processed in date order.

Service Level Measure Termination Measurement
Threshold

Existing Existing Existing Stage 3 New

Quality (SC1) 3% U Grade 10% U Grades Measurement on a

rolling 3 month basis,
with the first
measurement covering
September to
November 2020

inclusive
Stage 3 New Stage 3 New Stage 3 New Stage 3
Volume (SC4a | Volume Clearance 80% of profiled Monthly assessment
& 4b) Target clearances against target

clearance volume

Existing Existing Existing Contractual Stage 3 New

Customer Combination of Levels Monthly assessment

Services existing SLA 8, 9, against each target
11,12 against current

contract target levels

Existing Terminally 1Il (TI) All Tl cases Cleared All Tl cases Cleared
SC5(a) cases end to end within an average within an average
assessment period of four (4) period of two (2)
process. Working Days to be Working Days to be
calculated on an in- calculated on an in-
Month basis. Month basis.

Over arolling three
(3) Month period or
any six (6) Months in
arolling twelve (12)
Months




Where measures are not completed at the signing of this Transition Variation, both Parties
will work in good faith to ensure these are completed within 30 days of the signing of this
Transition Variation.

Temporary Performance Incentive Scheme

During Stage 3, the Provider may earn a margin capped at (R) of Allowable Costs, with the
exact amount of margin (subject to the (R) cap) depending on delivery against the Service
Levels (in the table above) as detailed in the table below. The Incentive Amounts are paid in
arrears post performance and will be included in the monthly payments where applicable.
Where one measurement over a defined period has been agreed (as set out above) then
any Incentive Amount due shall be added to the next monthly invoice raised after the end of
such defined period as a separate line item.

Temporary Performance Incentive Scheme (capped at (R) margin calculated in
accordance with the Profit calculation in the Contract)

Provider incentive as a proportion
of allowable margin
Quality (SC1) proportion (R)
Volume proportion ((R) relates to normal
clearance volumes and (R) to SRTI volume

proportion) (R)
Volumes overachievement proportion (rolling 3
months) (R)
Customer Service proportion (R)
Long term capacity proportion (R)

SRTI Worked Example
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10. IAS Stage 3
Variation Worked Exa

Breakdown:
Quality (SC1) payment monthly

U grade % % of incentive earned
Above 4.5% (R)
4.3 - 4.5% (R)
4.0-4.2% (R)
3.7-3.9% (R)
3.4 -3.6% (R)
3.1-3.3% (R)
3.0% and below (R)
Termination threshold 10% U grades

Quality SC1 Worked Example
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11. IAS Stage 3
Variation Worked Exa

Volume (replace AACT - SC4 in Covid) payment monthly
Clearance % of incentive
less than 92.5% (R)
92.5-99.99% (R)
100% + (R)
| Termination threshold 80% of profiled clearances |

Volume Worked Example

PDF

12. 1AS Stage 3
Variation Worked Exa

Customer Services (Current Service Levels SLA 8, 9, 11, 12) payment monthly

Services met % of incentive earned

All (R)
One metric failure (R)
Two metrics failure (R)
More than 2 metrics failure (R)

Customer Service Worked Example

PDF

13. IAS Stage 3
Variation Worked Exa

Volume overachievement (replace AACT - SC4 in Covid) — Rolling 3 months

Clearance % of incentive
less than 100% (R)
100 — 104.99% (R)
105% + (R)
Termination threshold 80% of profiled clearances

Volume Overachievement Worked Example
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14. |AS Stage 3
Variation Worked Exa




Long term capacity — Average Normal Rules clearance for May — July 2021

Average Clearance

% of incentive

less than 62,500 (R)

62500 (R)

62501-65,999 (R)
66,000 or more (R)

Proportion of incentive achieved above payable based on conditional quality

performance achievement

July SC1 rolling 3 month performance

% of incentive payable

Above 4.5% (R)
4.0 - 4.5% (R)
3.9% or below (R)

Long Term Capacity Worked Example

PDF

15. IAS Stage 3
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Schedule 3 - Temporary Cost Model

Temporary Cost Model

The Temporary Cost Model shall apply during Stage 3 and expires at the conclusion of the
Variation Period. The Temporary Cost Model shall also apply to support any reconciliation
carried out in accordance with the Initial Covid Variation and Further Variation.

The Temporary Cost Model details Allowable Costs (as set out below) in respect of which
the Provider may submit costs incurred as part of a monthly invoice.

Allowable Costs and Disallowable Costs

This framework is intended to give guidance to which costs are Allowable Costs and which
costs are Disallowable Costs under the cost payment model arrangements covering Stage 3.
It is not intended to be an exhaustive list of every possible Allowable Cost and Disallowable
Cost which may arise and it is intended that, where there are disputes, the Parties would
meet to discuss in good faith and resolve the disputes. If the Parties are unable to resolve
any such dispute through good faith discussions, the issue would be referred to the Dispute
Resolution process in clause 12 of the Contract. Disputed costs would remain unbillable until
agreed as billable upon resolution of the dispute.

The changes to the process to assure and pay invoices during Stage 3 are not intended to
re-write the processes set out in the Contract and most, if not all, of the costs covered by this
Allowable Costs and Disallowable Costs register should be straightforwardly assessed as
allowable or not, in the same way as they were under the previous payment mechanism in
the Contract.

All costs invoiced (or to be invoiced) must be evidenced as incurred wholly, solely and
specifically in the provision of the Services in accordance with the Contract. Any costs
incurred pursuant to a Variation agreed during the Variation Period in accordance with the
Variation process in clause F3 of the Contract will be Allowable Costs and will be payable in
accordance with the Temporary Cost Model.

Cost category Allowable Note
Cost?
Staffing
HP salary costs Y This excludes the 6 HPs who are currently

seconded to the Authority who are
undertaking the Independent Audit. The
Provider is paid for these through a
separate agreement.

Management salary costs Y

Back office and support Y

functions salary costs

Salary costs for staff on Y Payable directly by the Provider and
secondment to NHS invoiced to the Authority but subject to

separate reporting and Ml to enable the
Authority to recover costs from the NHS.




Cost category

Allowable
Cost?

Note

The Provider will not apply overheads or
fees to NHS secondees.

Bonus payments

Normal Provider bonus policies apply during
the Variation Period. No new bonus policies
will be introduced during the Variation
Period.

Staff Training

Staff Welfare

Staff Insurance premiums

Temporary and
Agency staff

<|[=<|=<|=<

Recruitment costs

<

The Authority does not expect to see
investment-related increases to recruitment
premiums within business as usual costs —
these are to be determined separately as
part of any investment decisions

Overtime payment

Overtime should be paid in line with current
policies only. Overtime specific to Covid 19
events is to be considered a Covid 19 cost.

Holiday Pay accrual

Normal Provider accounting treatments
apply

National Insurance

Maternity pay

Normal Provider policies apply.

Women are allowed to take up to 52 weeks
maternity leave, the first 18 weeks of which
will be at full pay if they have 26 weeks of
employment at 15 weeks before the
expected week of confinement.

Paternity Pay

Normal Provider policies apply.

Up to two weeks’ paternity leave available
where employee has been employed for 26
weeks by the end of the 15" week before
the expected week of childbirth. 5 days of
this will be at full pay, increasing to 10 if the
employee has one year of service by the
15" week before the expected week of
childbirth.

Statutory sick pay

Normal Provider policies apply.

As standard, Company Sick Pay (payable at
full base salary) is available to employees
after the six-month probation period. From 1
January 2018, for new clinical recruits SSP
will not be available until after 12 months of
joining or during any notice period if they
subsequently resign.

Pension Contributions




Cost category Allowable Note
Cost?

Car allowances Y All existing allowances would continue if
appropriate. The Authority does not expect
to see an expansion of allowances during
the Variation Period.

Other ongoing allowances Y All existing allowances would continue if
appropriate. The Authority does not expect
to see an expansion of allowances during
the Variation Period.

Other direct payroll costs Y Depending on the nature of “other costs”
these may need to be agreed with the
Authority.

I.T. costs

Desktop / Laptop Y

Fixed telephony Y

Mobile Telephony Y Subject to transparent understanding of any

Networks Y allocations included in these charges; basis

Support/Service desks Y for charges

Third Party support Y

Licence costs Y charges will be agreed as part of the

Hosting / Platform Y process but will be subject to expert review

IT consumables v as part of post payment validation — please

Cloud services v see explgnation of post payment valid_ation

Operational IT support Y process in Schedule 4 for further details.

PIPAT costs N Covid related IT costs should be captured

SIAM/Integration/Storage Y and reported as Covid costs separately

Other costs

Medical supplies — Y Normal processes apply. Covid related

disposable medical supplies should be captured and
reported as Covid costs separately

Medical Supplies fixed Y Normal processes apply. Covid related

assets medical supplies should be captured and
reported as Covid costs separately
All fixed assets to be agreed with the
Authority. Impacts to the Depreciation
schedule to be noted.

Printing costs Y

Postage costs Y

Stationery costs Y

Marketing and Advertising Y Reasonable costs eg: for recruitment and
client information purposes; General
marketing and advertising costs would need
to be demonstrated as solely and wholly for
the purposes of executing the Contract

Professional fees and Y As they apply normally e.g. GMC fees

subscriptions

Bank charges Y As they apply to normal course of business




Cost category

Allowable
Cost?

Note

Travel and Subsistence

Y

Allowable where such costs comply with the
Provider’s acceptable costs policies under
the Contract.

However, the following will be Disallowable
Costs:

e Travel and subsistence payments
incurred other than in accordance
with the Provider’s acceptable costs
policies.

e Any expenditure that could or would
bring the Authority into disrepute.

e Travel costs external to/from UK.

e Travel and subsistence in relation to
Independent Audit secondees, as
the Provider is paid for these
through a separate agreement.

Corporate Overheads

Normal processes apply. Covid related
costs should be captured and reported as
Covid costs separately

Subiject to suitable transparency over costs
covered to ensure no double counting

Costs of shared service
operations to support
business operations

Interpreters services

Supporting delivery of services during
Variation Period.

Normal processes apply. Covid related
costs should be captured and reported as
Covid costs separately

Sub-contractor / Supply
chain partner costs

Assumed to include profit margin agreed
between the Provider and supply chain
partner. Profit levels above those consistent
with levels agreed with the Provider will
require separate agreement with the
Authority and may be deemed disallowable.
Some variance in these costs is anticipated
during Stage 3 in connection with growth
and/or investments which may be agreed in
accordance with the terms of the Contract
(including without limitation under the
Investment Board Process set out in
Schedule 5 to this Variation).

Legal fees

The Provider will provide to the Authority
details of historic legal fees incurred in
relation to legal claims and details of any




Cost category Allowable Note
Cost?

current or pending claims. Allowable Costs
will only include costs incurred solely in
respect of claims by Claimants relating to
award decisions, policy or processes
surrounding PIP Assessments. No other
types of legal costs will be Allowable Costs.
All new legal claims must be notified to the
Authority.

Claimant travel Y Normal process. Expected to fall
significantly after lag

FME costs Y No margin permitted on FME

Intercompany charges Y Assuming evidenced and suitably
transparent basis (separate from Corporate
Overheads)

Allocations and Y Must be sufficiently evidenced and on a

apportionments from other suitably transparent basis

IAS businesses

Depreciation Y Normal policy under the Contract will
continue to apply; subject to checks to
assure levels of spend; write downs; useful
economic life

Finance costs / costs of Y Assumed to be none during the Variation

money or borrowing Period. The Provider shall provide
evidence of the cost of any borrowing e.g.
from external lender

Investment costs Y New investments will be allowable if they
are approved through the Investment Board
Process.

Contractual

Overheads as % Covered above. The original calculation
from the 2018 negotiation cost model forms
the basis of allowable overheads as a % of
Allowable Costs.

Service Credits N/A Service Credits will not apply during Stage
3.

Office and Estates

Rent Rates Y Some change in costs is anticipated during
Stage 3 as a result of lease/rent
renegotiations to cover any extension
period.

Facilities Management Y

Insurance Y

Dilapidations Y In scope linked to current plan, but require a
forward projection of likely dilapidations
cover.

Temporary Accommodation | Y If required to support business and agreed
with the Authority.

Casual Hire Y

Service Charges Y




Cost category Allowable Note
Cost?

Lease renewals or Y In scope linked to current estates plan for

negotiations the Provider. Subject to current approvals
process with the Authority. Some increase
in cost is expected within Stage 3 as a
result of lease renegotiations and
associated contractual work to cover the
extension period and extend the leases until
July 2023.

Office fixtures and fittings Y

(desks, chairs, power, etc)

Income or revenue streams | Y If Income, the Authority would expect these

generated or received by netted off with the Authority invoicing —

the Provider consequential otherwise double funding and disallowed.

to the Contracts

Disallowable Costs

Consultancy costs N Unless specifically agreed through the
Investment Board Process.

Redundancy costs N No redundancy costs are allowable during
the Variation Period

TUPE costs N No TUPE costs during the Variation Period
unless specifically agreed in writing with the
Authority.

Affiliate Profit N Profits of Affiliates of the Provider and/or
costs of the Provider incurred for such
Affiliates’ services in connection with the
Contract, where such profits arise or costs
are incurred in relation to services other
than (a) those stated in the definition of ‘d’
in the defined term “Profit”, or (b) those
approved by the Authority (if any) pursuant
to paragraph 1.2 of part e of Appendix 4 of
the Contract.

Corporate Hospitality N Assumed to be none during the Variation
Period

Conference costs N Assumed to be none during the Variation
Period

Premises provided for N Premises provided for personal use. Any

personal use personal or corporate flat or other dwelling.

Bonus payments N

Bonus payments made above the levels
provided in the Provider’s currently agreed
bonus scheme without the Authority’s
approval.

Bonus payments made to reflect
performance during the Variation Period
unless these are agreed in advance of
payment by the Authority.




Cost category Allowable Note
Cost?

Gifts and rewards N As current Contract. Unreasonable gift and
reward structures; gifts and rewards that
would, or could be seen to, bring the
Authority into disrepute.

Bad Debt adjustment N

Write offs and write downs N

Accounting adjustments N Normal accounting procedures and policies
are expected to apply during the Variation
Period.

Investment costs N New investments will not be allowable
unless they are approved through the
Investment Board Process.

Residual Asset value write N See in conjunction with Bad debt write off;

back write down

TCM Statements

Each invoice submitted by the Provider during Stage 3 will be accompanied by a statement
of Allowable Costs incurred during the period covered by the invoice (a “TCM Statement”).

Each TCM Statement shall be in the format of, and include the information required by, the
TCM Statement template as set out in the “MI requirements” table below.

Invoicing and Reporting

Timings for invoicing and payment

During Stage 3, the Provider will raise all invoices in accordance with the requirements set
out in clause C2 of the Contract. Subject to the other provisions in this Schedule, the
Authority will pay each invoice in accordance with clause C2, unless specifically agreed
otherwise between the Authority and the Provider.

The Provider shall ensure that, subject to paragraphs 10.9 and 10.10 of this Transition
Variation and the paragraph entitled “Cost Baseline” (below), all invoices reflect actual
service delivery costs, which must be Allowable Costs in accordance with the Allowable
Costs and Disallowable Costs list set out above, and include the standard VAT calculation
as applicable.

A sample invoice is attached:
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16. Dummy Invoice
for Stage 2 7-7-20.pd

The Provider must submit a completed TCM Statement with each invoice. The TCM
Statement must include all actual service delivery costs (which must be Allowable Costs) for
the month to which the invoice relates and a forward profile of costs for the remaining
months in Stage 3.

Pre-payment validation of the Provider’s invoices




Before each invoice can be paid, a senior finance official duly authorised by the Provider
must certify the accuracy and content of that invoice, its accompanying TCM Statement and
supporting Management Information (as set out below) and that the resources and costs are
Allowable Costs that relate to and are wholly attributable to the Contract against which they
have been claimed. All invoiced costs must be net of any additional Covid period-related
support received by the Provider regardless of the source e.g. Chancellor announced
financial support (including any relief, grant, intervention or other measure), business
insurance or charges levied for other services (e.g. payments received for health
practitioners via the NHS). If there is any doubt as to the treatment of costs or revenues, the
Provider should seek clarification from the Authority before invoicing.

The Authority will ensure pre-payment validation checks are completed in a timely manner to
enable contractual payment timelines as set out in clause C2 of the Contract to continue to
be met.

All invoices will also be subject to post-payment validation in accordance with the processes
set out in Schedule 4.

Management information - validation requirements

The Provider is required to submit monthly (unless otherwise stated) the Management
Information (MI) set out below to support payments during the Variation Period and allow for
the Authority to gain sufficient assurance and verification of costs paid:

MI requirements

TCM Statement Monthly reporting from the Provider to support invoicing
showing details of all cost elements claimed to support
payment validation.

The form of TCM Statement as agreed with the Provider
is set out in the following document:

PDF

17. Cost Model IAS
COVID-19 Planning -

General Ledger (GL) Sub-ledger analysis and detail.
Supporting detall
This should be in the form of an excel extract from the
Provider to support the invoice as it is submitted.

The Provider is required to ensure that the GL extract:

- is consistent with the TCM Statement referred to
above and the invoiced amount in total
- is clearly readable across to the invoice and the TCM
Statement e.g. ‘maps’ GL costs to reporting lines
- provides sufficient unique evidence to allow the
Authority to sample and request evidence from for
example (including but not limited to):
o GL Cost element or code charged to
o Description of GL account code




Vendor name or journal description
Amount paid

Month/year/date posted

Accrual or cash indicator

Subsystem generator (A/P, Payroll, A/R,
Journal etc.)

O O O O O

Supporting Schedules will be
needed for

Accruals

Prepayments

Provisions

Depreciation charges

Accounting adjustments such as write
down; write back; write off._ The Authority
does not expect any of these adjustments
during the Variation Period.

O O O O O

Payroll specific

Payroll information is required to validate and assure the
single largest element of the Provider’s cost. The
Authority is aware that this is extremely sensitive and will
only require the Provider to submit anonymised data as
part of this process. This anonymised data will need to
include a unique identifier in order to identify which record
it refers to. For the avoidance of doubt, all payroll
information submitted to the Authority will be Confidential
Information for the purposes of clause E4 of the Contract
and the Parties intend that such information will be made
available by the Provider and validated, processed and/or
stored (as the case may be) by the Authority in each case
in the manner and for the purposes contemplated in the
letter from the Authority to the Provider dated 13 August
2020, a copy of which is set out below.
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18. 20200813 - GDPR
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Further detail of the payroll validation process are set out
under the heading “Post payment validation” in Schedule
4,

Performance Reporting

Performance reporting will continue during the Variation
Period.

Additional Reporting
requirements during COVID
19

A number of additional reporting requirements are needed
during the Variation Period, including:

- the Provider to identify and report which costs are
COVID related (if any) and which are business as
usual

- the Provider to split out NHS and seconded staff
charging. This should be evidenced with supporting
schedules of people/roles to support the Authority




recovering these costs from the NHS under current
agreements

a means of independently assuring the validity of
recharges, allocations and recoveries from Affiliates of
the Provider. All indirect costs must be suitably
supported and agreed by the Authority
Sub-contractors’ costs supported. Assurance that
supply chain partners are being paid in line with PPN
02/20 and agreements reached with the Authority
statement of the Provider’s financial viability and Sub-
contractor’s financial viability

the Provider to provide additional information (on top
of the contractual Ml already provided) relating to the
Stage 3 incentive payments, including, but not limited
to, overtime clearances and APD figures




Cost Baseline

The embedded document sets out the Cost Baseline, detailing the cost areas where a
baseline will apply and what the value of that baseline is.

The Parties shall review the Cost Baseline at each monthly finance meeting during Stage 3.
If the Provider can demonstrate that, as a result of specific material changes required in
connection with agreed developments to, or growth in, the Services (such as increased
staffing required or investments in IT), the Parties will discuss in good faith and seek to
agree (where the Parties agree it is appropriate) an adjustment to the Cost Baseline to
reflect such increase. If the Parties are unable to agree an appropriate adjustment, the issue
will be referred to the Dispute Resolution process in clause 12 of the Contract.

The Authority reserves the right to undertake a Stage 3 cost true up at the conclusion of
Stage 3 should the Provider have incurred costs that exceed (R) of the monthly costs
specified in the Cost Baseline for the relevant element of the Service in any month whilst
also not breaching the (R) limit (as referred to in paragraphs 10.10 and 10.11 of this
Variation) in respect of the aggregate of the monthly costs specified in the Cost Baseline for
the relevant element of the Service for all months during the entire Stage 3 period. This limit
shall not apply to specific Covid related costs where there is a specific Allowable Cost in this
Schedule and where there is no equivalent in the Cost Baseline, and any additional
expenditure agreed by the Authority in writing.
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Schedule 4 - TCM Validation Approach

Post-payment checks provide a more detailed level of assurance of the paid invoice costs.
The Authority will validate the accuracy of all billable expenditure claimed by the Provider by
sampling, and assure payments claimed by the Provider under the Contract are a true
reflection of the costs incurred.

The Parties recognise that whilst necessary, post-payment validation is a labour intensive
process and commit to working operationally together during Stage 3 to make all reasonable
attempts to drive efficiencies within this process.

Post-payment validation will be undertaken as soon as reasonably practicable following
payment of each invoice.

Post-payment validation will be carried out against costs grouped into three cost categories
to ensure that potential errors in one cost category are not unfairly conflated across wider
categories of cost where it is inappropriate to do so. These categories (each a “Cost
Category”) are:

- Cost Category 1: Payroll and staffing (including NHS deployment) - the largest single
element of the Provider’s costs

- Cost Category 2: Recharges, allocations and apportioned charges — the least
transparent to the Authority

- Cost Category 3: All other invoiced costs (typically these will all be directly invoiced to

the Provider). This will include Further Medical Evidence (FME) which is treated as a
pass-through cost.

Validation for Cost Cateqgory 1 (Payroll and staffing)

Purpose: To validate the accuracy and credibility of billable payroll expenditure (the largest
single cost driver).

The Provider will provide a monthly anonymised payroll data extract which includes the
following cost information for each staff member and is in accordance with the total invoiced
to the Authority:

Employee salary costs

Cost of Employers National Insurance

Pension costs

Inter-company employee lists (e.g. secondees) where these are charged
Overtime and other allowances

The Provider shall submit payroll information to the Authority in anonymised form for
validation purposes. Whilst anonymised, payroll information must contain a unique identifier
to enable reference to a particular record selected for validation.

The Authority will create a sample from the list of payroll information submitted by the
Provider (using an agreed sampling methodology) to generate a statistically valid sample.
The Authority will then undertake checks on the line items in the sample to validate:



* That the HR record indicates that the employee was employed during the month of
review (check the commencement and cessation date).

* The record indicates a valid National Insurance number.

* The record appears credible.

+ If the employee is a non-UK national then the record will also show proof of the
employee’s right to work in the UK.

* Checking for situations where a payroll line exists but the employee was not
employed during that period e.g. (leaver’s pay/leaver’s holiday pay/pay adjustments).

The Provider will need to give the Authority access to appropriate evidence to complete the
validation checks, such as sight of appropriate evidence from HR or Finance systems. The
Parties intend that such access will be granted by the Provider and utilised by the Authority,
in each case, in the manner and for the purposes contemplated in the letter from the
Authority to the Provider dated 13 August 2020, a copy of which is set out above at “Payroll
specific” in the “MI requirements” Table in Schedule 3.

For the avoidance of doubt, all payroll information submitted to the Authority and the sample
created from that information will be Confidential Information for the purposes of clause E4
of the Contract.

The Authority will discuss any situations which are unclear with the Provider’s payroll team
and will only ‘pass’ each line item from the sample once satisfied that the record is valid.

Once the payroll and staffing validation has been completed, any errors or discrepancies
agreed will be recorded by both the Provider and the Authority. If no errors or discrepancies
are identified, the Parties will confirm in writing that the payroll information sample is agreed.
No employee details will be recorded — only the size of any error, if an error is found.

Validation for Cost Cateqgory 2 (Recharges, allocations and apportioned charges)

Where the invoice contains costs charged by any Affiliate of the Provider, either as an
allocation, an apportionment, a recharge or, in the case of overheads, a percentage applied
to all other costs, there must be sufficient evidence:

a) To assure the Authority that these costs are necessarily incurred in the provision of
the Services;

b) That the Authority is only paying for costs which are properly incurred to support
services delivered to the Authority, for example, dedicated server, network, storage
or support costs;

c) That standard overheads are only being charged as specifically provided for in this
Transition Variation; and

d) That the Authority is not paying for actual costs in categories where these are already
covered elsewhere by allocations, recharges or recoveries, for example, staff
overtime in corporate overhead areas.

These costs and the above principles relating to recharges, allocations and apportioned
charges will be subject to quarterly review by relevant Authority and Provider subject matter
experts, using the open book framework, with a reconciliation upwards or downwards should
they not reflect actual and necessarily incurred costs.

Validation for Cost Category 3 (All other invoiced costs)

The Authority will validate the accuracy and credibility of billable expenditure incurred by the
Provider which is invoiced to the Authority. All general ledger transactions must be itemised



by the Provider as part of the Ml requirement before payment by the Authority can be
approved.

The Authority will generate sample populations on the general ledger data and these will
then be subject to evidential audit by the Authority. The Authority will remove the following
items from the base data before samples are taken:

Credit transactions

Unbillable transactions — using the Allowable Cost / Disallowable Cost register
Depreciation costs

Payroll and staffing costs — which are subject to the separate Cost Category 1
(Payroll and staffing) validation process described above

e Allrecharges, allocations and apportioned charges — which are subject to the
separate Cost Category 2 (Recharges, allocations and apportioned charges)
validation process described above.

Once the Authority has produced these populations, it will generate a sample for the
population using an agreed sampling methodology. Samples will then be analysed by the
Authority to determine what evidence the Provider will need to provide via the Authority’s
eProcurement platform (or such other means of communication as may be notified by the
Authority to the Provider from time to time).

The Authority will request and review evidence provided by the Provider to ensure:

e Accuracy - does the detail shown on the general ledger match the evidence?

e Validity —is it an Allowable Cost?

o Reasonableness — is the expenditure in line with Managing Public Money and does it
provide value for money for the taxpayer?

The outcome of the Authority’s initial review, including requests for further evidence, will then
be returned to the Provider via the Authority’s eProcurement platform (or such other means
of communication as may be notified by the Authority to the Provider from time to time) for
further and final evidence. If further evidence is requested, the Provider will provide such
evidence to the Authority for validation of the sample within ten (10) Working Days following
such request. If the Authority requires additional further evidence after the initial validation
review, the Provider will provide such additional further evidence within five (5) Working
Days following the Authority’s request.

Extrapolation of Errors

It is not possible, nor value for money, for the Authority to review every single line item of
cost incurred in the delivery of the Services. The Authority will therefore adopt a sample and
evidence review process for validation of each invoice post payment. Where errors are found
and agreed with the Provider from the sample audit, these will be assumed to be applicable
to the entire population of invoiced cost within the relevant Cost Category.

Extrapolation Process — outline

Where extrapolation applies, the Authority will carry out checks to produce an error rate per
Cost Category. This will be derived from a representative (statistically valid) sample of the
population and the Authority will extrapolate that error rate across the spend in, but not
beyond, the relevant Cost Category. The period to which the extrapolation will apply will be
the same as the period in respect of which the checked claims are taken (for example, if the



checked claims are taken from Cost Category 1 in August 2020, any extrapolation will apply

to all costs incurred in Cost Category 1 during August 2020).

Any errors identified by the Authority from post-payment validation processes will be
discussed by the Parties and agreed with the Provider. Once agreed:

* The error value is calculated as a weighted percentage of the sample from which it
derives to produce an error percentage representative of the population from which

the sample was drawn.

» The error percentage is applied to the billable costs within the relevant Cost Category
to produce an error extrapolation amount.
* The extrapolated error amount must then be agreed with the Provider before it is
adjusted on the following invoice.

Simple example (purely Illustrative)

Cost Category Total Sample Error Rate Extrapolation
Invoice

Cost Category 1 £1,000,000 | 50 records Nil Nil

(Payroll and staffing) (£100000)

Cost Category 2 £300,000 Assured N/A Nil

(Recharges, guarterly

allocations and

apportioned charges)

Cost Category 3 (All £200,000 50 records 1% 1% x £200,000

other invoiced costs) (£25,000) = £2,000

Total Invoiced £1,500,000

The Authority will notify the Provider in writing of the nature and the value of the errors
identified and will give the Provider the opportunity to dispute any of the errors / extrapolated
amounts formally within 30 days following receipt of the original written notification.

Dispute resolution process — post-payment validation

Where post-payment validation identifies a disputed item, no invoice adjustment will be
made until the dispute is resolved between both Parties. If an error is identified by the
Authority and agreed by the Provider such that a subsequent adjustment is required to a
paid invoice, this will be reflected in the following month’s invoice in accordance with the

normal payment processes under clause C2 of the Contract.

Where an error cannot be agreed by the Provider and the Authority, the issue will be
resolved in accordance with the Dispute Resolution process set out in Clause 12 of the
Contract. If upon resolution of that dispute an error is identified such that a subsequent
adjustment is required to a paid invoice, this will be reflected in the following month’s invoice
in accordance with the normal payment processes under clause C2 of the Contract.

Open Book

As part of the Contract, the Authority has full open book rights to view, assess and test the
Provider’s cost data to enable more detailed analysis than post-payment validation to take




place. This is usually undertaken on a quarterly basis (or whenever an issue of sufficient
magnitude or concern is raised as to warrant deeper investigation).

The purpose of undertaking open book cost reviews during Stage 3 is to:

e provide assurance that the payments made to the Provider during Stage 3 are
maximising the possible service delivery (eg: telephony services, paper based
reviews);

e provide assurance that the Provider’s controls and governance are robust in order to
minimise the Authority’s exposure to risk;

e ensure that the payments made under Temporary Cost Model are achieving value for
money for the taxpayer;

e ensure that the Authority is not exposed to any reputational risk or damage; and

e ensure the validity of all costs charged by the Provider and any Sub-contractors.

The Parties will discuss and may agree other areas of focus for, and timings of, open book
reviews during the course of Stage 3. The areas selected for further deep dive analysis will
be informed by the Authority’s view of the risk inherent in the cost including:

e any areas of weakness highlighted in the Provider’s internal or external audit
reports;

e any recurring areas of error / adjustment — this will also be informed by the Stage
1 and/or Stage 2 reconciliation and validation processes carried out pursuant to
the Initial Covid Variation and Further Variation; and

e areas of concern / further analysis highlighted by the Authority’s pre-payment and
post-payment validation processes.

e ltis agreed that a short narrative/commentary shall accompany each open book
submission.



Schedule 5 — Investment Board Process

The Provider shall submit its investment plan and costed continuous improvement
(Cl) plan to the end of Stage 3 to the Authority within 20 Working Days following
signature of this Transition Variation for review, discussion and approval by the
Authority. The 2021 CI plan will consist of forecasted estimates per line item and will
show what benefits investment will bring to the Services.

Both Parties acknowledge that actual costs may vary from those submitted for
reasons outside of the Provider’s direct control as requirements flex and change, and
that ongoing review and discussion through the monthly finance to finance meetings
will support any deviances from forecasts. The CI plan, including new initiatives
under the £100,000 threshold (referred to in paragraph 4 below), will be reviewed at
the Lot Performance Group (LPG) with a high level summary provided to the
Contract Delivery Board (CDB) meetings.

Investments in items within the approved costed CI plan shall be considered as
approved unless the Provider is informed otherwise; these investments will be known
as ‘BAU items’.

New CAPEX or OPEX investments falling outside of the approved costed 2021 CI
plan, with a projected/anticipated value of over £100,000, will require a business
case to be submitted by the Provider for consideration by the Live Running Board.
The process for approval will be developed collaboratively by both Parties and kept
under review during Stage 3.



