DPS FRAMEWORK SCHEDULE 4: LETTER OF APPOINTMENT AND CONTRACT TERMS

Part1: Letter of Appointment
Deaar Sirs
Letter of Appointment

This latier of Appointment daled Tuesday 29* October 2018, (s Issued in eccordance with the provisions of the
DPS Agreement (RMB6018) betwaen CCS and the Supplier.

Capltallsed lerms and expressiona usad In this lelter have the same meanings &8 In the Conlract Terms unless
the context otherwise requires.

Ordar Number: CR19082

From: The Department for Business, Energy and Industrial Stralegy
(BEIS) ("Customer”)

Te: FRONTIER ECONOMICS LIMITED of, Mid City Place, 71
High Holbom, London, WC1V 6DA ("Suppller”)

Effactiva Date: Monday 04 Novamber 2019
Expiry Date: Tuesday 30th June 2020
Services requilred: Sat out in Seclion 2, Part B (Specification) of the DPS

Agreement and refined by:

the Customer's Project Spaecification atlached at Annex A and
the Supplisr's Propasal eltached al Annex B; and Annex C

contract char_ges
Contract Charges The folal contract value shall not exceed £89,881.00 Ex VAT
(Including any applicable as per the breakdown In Annex C
discount(s), but excluding
VAT):
Insurance Requirements Additionsl-public liability insurance to cover sll risks in the

peiformance of the Contract, with a minimum limit of £6
milllien for each Individus! clalm

Additional employars' liabllity Insurance with a minimum lIimit
of £5 Indemnity




Additional professional indemnity Insumnce edequats lo
cover all risks In the performance of the Contract wilh 8
minimum Emit of indemnity of £2 milllon for each Individual
claim.

Product llabllity insurance cover all riaks In the provision of
Deliverablea under the Conlract, with @ minknum limk of £5
millon for each Individual claim

Liability Requiremaents

Suppliers limitation of Liabity (Clause 18.2 of ihe Contract
Terms); -

Customer billing address
for Invoicing:

financa@services.uksbs.co.uk

FORMATION OF CONTRACT

BY SIGNING AND RETURNING THIS LETTER OF APPOINTMENT (which may be done by electronic
means) the Supplier agrass to enter a Contrect with the Customer to provide the Services In
accordance with the terms of this letter and the Contract Terms.

The Partles hereby acknowledge and agrse that they have read this leiter snd the Contract Terms.

The Partiea heraby acknowladge and agraa that this Contract shall be formad when the Customer
acknowledges (which may be done by electronic means) the recsipt of the signed copy of this letier
from tha Supplier within two (2) Working Daym from such recalpt

For and on behalf of the Supplier: For and on behalf of tha Customer:

Name and Title:

Name and Title:

Signatura:

ey

Signature:

Dste: -
06/11/2019



ANNEX A

Customer Project Specification

"1, Background

The projecl will focus on econometric analysis of HMRC corporats tax data, which Is linked to
company dala, to Investigata to what extent, when controlled for other faclors, Investment levals
and pattemns of private and public (listed) UK companies differ.

Itis frequently argued that companies listed an a stock exchange are more "short-termist’, l.e.
Inves! |ess, than privately owned companies (for example, Davies, Haldans, Nielsen
and Pezzinl (2014): ‘Msasuring the costs of short-termism”).

The evidence about differences in the extent of short-termism across different company types ls
lhough sparse and often conflicting. Thia is partially ihe case bsceuse of data-fimitations In existing
UK sludles. For example, a recenl US study (Feldman el al (2018): “The Long and Short of /t:

Do Public and Private Firms Invest Differenlly?”) used more granular tax data and showed that
public companies might actually invest at higher levels. .

The Department has secured a rare opporiunity for researchers to acceas HMRC corporate lax
dala via lhe HMRC Datelab. Using this data, which Includes data on investment levels (such as
R&D expenditure), pravides the opportunity Io carry out new and novel analysls on Investment
patters of UK companies.

There Is high Inferest into the percelivad lack of “long-termiam® as amongst UK companies within
lhe Government. This criticism often focuses on Investment levels In lisled companles In
particular.! This research would help davelop the exisling evidenca base on Investment pattems
and drivers of Investment further. ‘

Boosting produciivity is ane of the key elements of the Department's Induslrial Strategy and a
robuat evidence basa on corporale Inveetment — @ key driver of productivily = will help further
policy developmenL.

As the ressarch will Involve handling sensitiva HMRC data, researchers who sccass the raw or
intermediate data must undertake and pass a Safe Researcher Tralning (SRT) course run by
ONS, UKSA end HMRC Dalalab, unless they have already undertaken an equivalent course
(previously SURE lraining). The raw data must also ba mccessed using secure HMRC Datalab
faclilties. Bidders should expiain whether the team members they propose have already
undergone such tralning or worked with Dataleb/HMRC data,

2. Aime and Objectives of the Project

The primary alm of the researah s ko replicate Feldman et el (2018), or & similar study, In the UK
context, This US study uses US corporate tax relums. Re-welghing the data to generate
observationally comparable sats of public and private firma, it inds svidance that public firms
Invest more overall, perticularly driven by R&D. Exploiling within-firm variatian In public status, It
finds that firms dedicate more of thelr Investment to R&D following IPO and reduce thess
Investments upon geing privale.

Overall, the research would aim Lo assess to what extent the US findings with regards to different
Investment lavels and patterns apply to the UK contexL In doing 80, it would also help establish to
what extent different company types maks different use of existing Lax cradita.

We ars also keen for the research to go bayond ‘just’ looking at lavels, bul also te look at the
effectiveness of investment. For sxemple, Dechezleprétre, Einid, Nguyen and Van Reensn (2016):
"Do Tax Incentives For Resesrch Increase Firm Inrovation? An RD Design for R&D" (LSE Cenlre
far Economic Performance) used HMRC and FAME data 1o eslablish the eHfectiveness of R&D
lax credils by eslimating the Impact of Investment on a Total Factor Productivity (TFP) measure. In
essence, we would seek to get s population breskdown of such analysls, o help understand
whether Investment is mare effeclive (resulls in higher TFP increases) In privats or public
comganies.

! Somewhat related, the Department commissioned research thal investigated whether the use of share buybacks could be
corwding out investment;
K- g% i




A. Finally, FAME data, which ia sireedy pertially linked o the HMRC lax data, provides’
Information on company ownerehip and thus enables |dentification of privale companies that are
part of a wider public group versus fully Indepandant private companies. Where possible, we would
Ike to distinguish between these companies throughourt, which would In reslity mean spiitting the
company population into four groups: a) public listed; b) public unlisted: c) Independent private; d)
privale subsidiaries of public groupa. Such a breskdown would ba helpful to assass whether &
degree of short-larmiam could be caused by siack market pressures.

B. Overall, the study should alm to answer the following main questions:

1. .How do Investmant levels of private and public {listed) UK compenies compare?
2. s thare any evidence that the corporale form is essociated (causally) with invastment (evels?

3. Is there any evidenca of different Investment patiems whan compering different types of
companies; for exampis, Is capital inveaiment In tangible assets higher In private companles while
public companies are more likely to carry out high-risk R&D Investment, aa would be indicsted by
higher use of R&D iax credits?

4. (To the extent feasibls) Are there differences in Investiment levels (and the impact of
Investment on praductivity/TFP) between Independent private companies and private subsidiarlea
of public groups?

5. (Tothe axtant fassibls) Are there diffsrencaa In productivity/TFP changes across company
types? In other words, are relurns (o investment higher for some company types? For
‘exampla, are public companies potentially more resourceful In their use of Investment?

3. Suggested Mathodology

The overall ressarch should conslst of:

1) A brief literature raview on the exisling evidence. This shouid bulld on the main existing UK
and international evidence sources kientified.

2) Quantitative date-analysis of the HMRC dala on corporaie tax retums, which i linked to
further company financlal dala. The HMRC data covers 2.8 miion companles and Is evallable for
years from April 2000. There will therefore be & very substantial panel from which fo draw a
malched sample of public and privata companles. :

We currently envisage that tha supplier would replicate the US study by Feldman et al {2018) to
address thay main questions 1.-3. kientified In the "aims and objeclives” seclion of this Invitation to
tender. .

In essence, following the approach by Feldman et &l (2018) approach, the research would take two
spproaches. Firstly, it would use the large HMRC detaset, which consiss of privats end public
companles, to provide ime-series analysia of a matched sample, Secondly, the atudy would look
into companies that change siatus (from private to public or vice versa) and Investigale whether
lhese changes are associated with changes In Investment bshaviour.

Wa are aware ihat & succassful suppller will have io familisriee themesives with the HMRC data
before declding on the final economatric approach, but bidders should st this stage oulline
potential and preferrad options. This would include a discussion on: a) maiching procedures; and
b) proposad regression equetions, knciuding poasible control variables. While tha HMRC dataset |s
rich and hes already been supplemanted with FAME data, bidders should also be aware thal we
currently alsc hold ficances to FAME snd Capital IQ data. If not already included, data from these
sources could potentially be maiched, To enable bidders Io assess the scopa of the dala at this
stage, we have attached a list of variables currently inchsdad In tha HMRC data, congisting of the
corporate tax (CT600) date and matched BvD/FAME variables (Appendix 1 Data variables).
Questions 4. end 5. go beyond the scope of the Feldman &1 al (2018) researoh. Bidders shauld et
this stage set out how a furthsr braskdown into Independent privele companies and subsidiaries of
sted companles could be achieved and integrated Into the overall approach. On the questionof -
effactiveness of investment, we would weicome views on how effectivenass could be measured
from tha financlal dala avallebis. As 2 baseline, we nala that Dechezlepréire, Einlo, Nguyen and
Van Reenen (2018): “Do Tax Incentives For Research Increase Firm lnnovelion? An RD Design




for R&D" (LSE Centre for Economic Performance) used this HMRC dala to assess the
effectivenese of R&D tax cradils. As part of this, they malched the HMRC dala with FAME data o
derlve Tolal Faclor Productivity Impacts, Bldders should set oul whethar and how such an
assessmenti could be integraled into the analysls.

| 4. Deliverables

-~  Weekly calch-ups over the phone.

- Following an Initial review of the HMRC data, a short paper Including: & brief literature review;

besig descriptive stallstics; end the proposed finel methodology.

- Aminimum of wo In-parson meetings: 1) intraductory kick-off meeting; and 2) mid-point
meating mid-March.

- Progress report presanting preliminary findings and obstacles at the mid-paint masting.

- Finel report in the BEIS Research Paper template as well as intermediary data ocutputs (data
behind resulis; charts and tables) In a sultable, acceasible format.




ANNEX C CONTRACT CHARGES
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Part 2: Contract Terms

Cantract Tarms vB.0







