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INTRODUCTION

This guide provides assistance and information to OPS managers and staff to effectively
manage the delivery of programs or services (to the government or to the public) by third
parties once senior management has approved the alternative service delivery (ASD) business
case. The focus is on service delivery by one or more private-sector service provider (s)
selected through a competitive procurement process.

The checklist and issues set out in this guide may also apply to other ASD arrangements such
asinternal shared services functions or relationships with other governments.

Moving the delivery of programs or services from government to a private-sector service
provider can proveto be more efficient and effective. However, we cannot managethe service
provider relationship with processes and structures that were designed for direct service
delivery. Hence the need for service management.

Service management starts with translating user needs into a procurement strategy. The
business contracts and agreements established through the procurement process must include
the necessary incentives for the service provider to work with government as ateammate, to
take responsibility for its performance and to tangibly demonstrate the value it brings to the
relationship.

These contracts and agreements form the foundation of the relationship, but the success of the
relationship will largely depend on the ability of all parties (users, service provider(s), and
government) to build arelationship which focuses on:

. user satisfaction;

. service quality;

. continuous service improvements;

. accountability for performance; and

. trust and co-operation.
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Effective service management also includes developing strategies and contingency plans to
help ensure the continuity of the program or service with minimal disruptions, and to prevent
losses and unnecessary expenditures to government.

The OPS organi zation that manages these service provider relationshipswill require different
skillsthan onethat deliversthe servicesitself. Theemerging roleof the servicemanager will
reguire people who have the following skills and competencies:

. building and maintai ning rel ationshipswith private sector delivery partners,

. analysing risk and ensuring the contingency plan isimplemented should the
quality of the services not be acceptable;

. managing conflict and resolving disputes; and

. communicating with the service provider(s) and the users(s).

Thisguideincludes direction and information on anumber of key service management issues
that need to be considered in effective service delivery management, together with sometips
and lessons drawn from the Canadian public sector.

Service management will beadisciplinein high demand asthe OPS continuesitsrestructuring
efforts. Thisguidewill beregularly updated by bulletins and additional tip sheetsaswelearn
more about effective service management strategies, practices and approaches from other
governments across the country and from our own experiences in the OPS.

Theinformation in this guide is not meant to replace legal advice and ministries should seek
advice with respect to the RFP and other issues related to ASD initiatives. Ministries must
also comply with al relevant Management Board of Cabinet Directives.
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1.0 THE SERVICE MANAGEMENT FUNCTION

What is Service Management?

Service management means managing a program or service that is delivered through
Alternative Service Delivery (ASD) arrangementswith third parties. Thisguidewill focuson
servicedelivery by private-sector parties sel ected through acompetitive procurement process.
These ASD arrangements are:

Outsourcing

An arrangement with a private-sector party that assumes responsibility for one or more
programs or services that are or were being delivered internally. Outsourcing may, but not
necessarily, involve a transfer of assets, facilities', and/or personnel ? to the private-sector

party.

The arrangement is characterized in a contract for a specific length of time. The contract is
awarded to the private-sector party that submitted the best valued proposal, and met all
qualification and evaluation criteria. At the end of the contract the services will be tendered

again.
Partnering
A reationship is established with a private-sector party that possesses the requisite

capabilities and capacities to undertake the design and implementation of an innovative
program or service delivery infrastructure.

Thesetend to belarge initiatives where the ministry lacks the time, expertise and/or financia
resources to undertake the project on its own.

These relationships may be created through use of the Common Purpose Procurement (CPP)

! Consult with Ontario Realty Corporation if government facilities are to be sold or transferred.

2 Contact Human Resources Branch on employment stability contained in collective agreements. Key
impacts would include reasonable efforts, employee bidding, and notice requirements.
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process’, where investments, risks, benefits, and pricing are negotiated.
Franchising/Licensing
A contractual or licensing relationship that gives a private-sector party the right or privilege

to sell aproduct or services.

Through a competitive process the successful private-sector party must satisfy requirements
and demonstrate it has the specific skills, abilities, and resources to do the job.

The party is essentially an agent for the government, as with vehicle licensing or Ontario
Lottery operators. These arrangements are characterized in an ongoing contract or long-term
licensing agreement, which contain very specific operating procedures and parameters.

In fact, ASD arrangements can include elements from all three arrangements.

Service M anagement

coversthelife-cycle of a service, from the design of an ASD arrangement, to the
selection of a service provider, implementation, and then management of the
relationship.

Who arethe playersand what aretheir roles and responsibilities?

Users

Customers, consumersor recipientsof aservice, caninclude ministry program areas, transfer-
payment agencies, industry, and the public. User responsibilities can include:

. identifying and expressing service needs, performance requirements and
standards;
. paying for services received; and

3 For further information on usi ng the CPP methodology see the “ Guidelines for Common Purpose
Procurement (October 1998)”.
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. providing feedback on the quality of service levels and needed
improvements.

ASD Project Managers

The primary responsibility of ASD project managers is to assess and review the current
delivery method and consider alternative program or service delivery strategies. If the project
manager recommends an alternative that contains an outsourcing, partnering, or franchising
arrangement with the private-sector, further responsibilities may include managing the
development of the procurement strategy. Thiswill ensure that:

. business needs and objectives are effectively mandated as a procurement
document;

. specific bidder requirements are properly defined;

. user expectations are set out;

. service level expectations are defined, and the consequences are outlined if
these service levels are not achieved,;

. mandatory and effective evaluation criteria are properly defined to ensure
an effective competitive process;

. accountabilities and authorities are clearly outlined;

. preferencetoward asingleor multipleservice provider(s) isannounced; and

. impact on the vendor community has been assessed”.

Service Providers

Private-sector bidders who are awarded contracts to provide a specific program or service.
They are selected on the strength of their proposals in response to procurement documents.

Service provider responsibilities include:

. providing services according to the terms and conditions of the contract;

. supplying needed information to the service manager (e.g. reports,
performance measures and complaints);

. monitoring user satisfaction;

. implementing continuous improvements; and

. planning for contingencies.

* For best practices on determining ministry and vendor performance readiness see Guidelines for
Common Purpose Procurement (CPP).
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Service Managers

Therole of the service manager may be assumed by the current program manager, a project
team or a ministry manager.

The Service Manager

acts as a broker between users and the service provider by transglating user needs into
contracts and service level agreements with the service provider.

Service manager responsibilities include:

negotiating appropriate contractual termsand agreements (e.g. servicelevel
agreements);

ensuring users are satisfied and service quality meets or exceeds contracted
performance standards;

managing risks,

planning for contingencies;

managing external stakeholder issues,

managing conflict and dispute resolution procedures,

evaluating the service provider’s performance;

ensuring the contract terms and conditions are being met;

responding to user complaints and taking corrective action;

invoking any penalties, rewards, and contract termination clauses,
administering the budget for service management; and

answering to ministry management regarding the efficiency, effectiveness,
and quality of services, for instance:

» thekind of services being delivered by the service provider;

»  the service management function and the use of public funds.

[ Note: Therolesand responsibilitiesof the ASD project manager and the service manager
in many OPS organizationsarebeing combined. For the purposesof thisguide, thismodel
will be followed and only the service manager will be referenced.]
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What skillswill the service manager need?

Effective service management will require managers and individuals who have the requisite
capabilities and who understand the new multi-disciplined work environment. Service
managers will require skillsin three key areas:

! Management Skills

managing projects

ng performance
managing risk

resolving issues

making decisions
planning for contingencies

! Analytical Skills

financia and cost benefit analysis
budgeting

purchasing

contract and tendering law
making program links

! I nter personal Skills

managing relationships
coaching and leading teams
negotiating

communicating effectively
resolving disputes
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20 PROCUREMENT & CONTRACTING
CONSIDERATIONS

A successful ASD relationship is highly dependent upon thinking through and planning the
relationship.> An effective ASD business caseis acritical tool. It will structure and present
the program or serviceobjectives, identify delivery options, outlineservicelevel expectations,
assess risks, and formulate an implementation plan.

If an ASD initiative is approved and it involves the private-sector then a tendering process
should follow.

The tendering process® requires the preparation of a procurement document in one of the
following formats:

! Request for Proposal (RFP) A solicitationfor priceproposals from qualified bidders
to supply complex products or services, or provide
alternative solutionsto resolve anissue of atechnical,
professional or management problem.

! RFP for Common Purpose A solicitation for proposals from private-sector
Procurement partners to invest and share risks and benefitsin
developing, designing, and implementing solutions to
complex business problems that involve several
phases. Unlike atraditional RFP, pricing is not
evaluated; it is anegotiated item.

Trandlating the business case strategy into aprocurement document isnot ssmple. Theservice
manager may need to address many additional questions (see appendices A & B) which
require the advice of purchasing and legal experts.

® Alternative Service Del ivery Framework: Guide to Preparing a Business Case for Alternative Service
Delivery and Guide to Implementing a Change in Service Delivery.

6 For further information see the MBS - Procurement Directive.
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PROCUREMENT & CONTRACTING CONSIDERATIONS
TIPS & LESSONS

1 Often the service manager does not budget enough time for designing and
developing the RFP document. If a well-designed business case is available, it
can take up to four months with purchasing and legal assistance to finalize the
RFP document.

2. The proposals received from bidders are legal contracts. The fact that the
government has not yet accepted the proposal isirrelevant. Under tendering law
the bidder has an obligation to provide the services at the prices outlined in their
proposal, even if they made amistake. Therefore, the procurement process
should not allow bidders to make any changes to their proposals after the closing
date and time.

3. If it is decided not to proceed with an RFP after itsissue or if erroneous
information is detected in the RFP, the following privilege clause should be
communicated to bidders: “The Minister reserves the right to terminate the RFP
for any or no reason, and will not be responsible for any losses suffered by
bidders.”

To reinforce the message that proposals will be rated against the bidder
qualifications and evaluation criteria set out in the RFP, include the following
privilege clause: “ The lowest or any proposal heed not be accepted.”

4, After the contract is signed, arrange a post- award meeting with the evaluation
committee to record what events went well, what went wrong, and what can be
improved when the contract is re-tendered.

5. A recent national trend in government RFPs is to include anti-lobbying clauses.
These clauses are designed to disqualify bidders who attempt to influence the
evaluation and selection process.

Example: An Ontario municipality in the GTA recently lost a$ 1 million
lawsuit brought against it by a construction company who thought it should be
awarded a major road construction contract. The decision to award the contract
to another bidder was aresult of some heavy lobbying to local councillors.
Earlier this year aregional government in Ontario lost a$ 6.5 million lawsuit
brought against it for the same reason.

In both decisions the court has said very clearly that bidders are entitled to have
the procurement process run by the rules, and conditions cannot be introduced
after the bidding period is closed.
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2.1 Risk Management

In contrast to traditional procurement, ASD relationships expose the government to avariety
of new risks from the actions or inactions of the service provider (e.g. breaches of privacy,
disruptions of essential services, exorbitant pricing for government services). At the same
time, ASD vendors may increasingly “push back” with respect to contractual provisions and
other requirements which are seen to impose undue levels of risk.

Prior to entering into an ASD relationship, it isimportant to test the proposed business model
through consultations with the vendor community. This will help to facilitate the
identification, analysis, assessment and management of any potential risk.

In general, the government takes a “strict approach” to risk management in contracting
including treatment of liability and indemnification. The extent to which risk management
toolsare necessary isafunction of the scope of servicesand how much the contractor can and
will indemnify against. In construction contracts, the contractor typically agrees to total
indemnification since the contractor is in charge of the project. Similarly with supply and
services contracts, atotal indemnification is favour of the crown can be obtained.

At the same time, the government’s approach to risk management in contracting through
performance guarantees, liability and indemnification provisions has been evolving on acase
by case basis from the historical model of unlimited liability to one in which it may be
necessary to accept or negotiate limitations on supplier liability.

For example, suppliers are often unwilling to agree to unlimited liability in cases where
successful performance is highly contingent on matters outside their control such third party
actions, e.g., Y 2K conversion and compliance services.

In information technology contracts, the Crown islesslikely to obtain complete indemnity
asthe IT supplier cannot control the use of the goods and services. Liability in such casesis
typically limited to direct damagesfromthe T supplier’ sfailureto perform under the contract
and is generally capped. Such damages often fall within a range of amounts paid to the IT
supplier in ayear or over thelife of the agreement.

It is necessary to take the time to identify the risks and thoroughly analyse and assess the
potential impacts. A detailed risk management plan, which should be a component of awell
developed business case, will help to shape the risk profiles for both the public sector and
private sector service provider. In particular, ministries will need to ensure that the risk
instruments incorporated into the procurement document are appropriate and proportional to
the risks associated with the initiative.
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Theanalysisof risk and the sel ection of risk management i nstruments shoul d takeinto account
the following considerations:

risk may be effectively managed through flexibility related to price, scope and
service levels rather than through contractual terms and conditions such as
limitation of liability, indemnification and warranties;

the richer the business case, the more likely that the vendor will be to accept
a higher amount of risk;

the relationship between risk and controls (eg. a service provider will require
agreater risk premiumiif it cannot be guaranteed certain transaction volumes);

theassignment of risk for both partiesisreciprocal and appropriately balanced,;

the availability for a due diligence process to alow for a confirmation or
adjustment of the business mode!;

the life cycle of the initiative and the extent to which risk declines as
implementation “matures’; and,

ensuring that the provisions for the payment of damages are not greater than
potential revenues or profits, or that which may result in bankruptcy for the
vendor.

Consultation with your purchasing professionalsand legal expertsiscritical when engagedin
the risk management process.

What risk management instruments ar e available?

Service Provider performance

! Penalties Setting specific monetary amounts to be paid if agreed upon

service levels are not met (or are exceeded, thereby sacrificing
performanceimprovements). These penaltiescould beca culated
on afixed rate per occurrence or escalate with the number of
occurrences.

A threshold level should be established at which monetary
penalties are no longer effective. The contract should be
terminated when exceeding the threshold level.
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Bonds & Letters
of Credit

Qualification

Force Mgeure

Control over
Assignments &
Sub-Contracting

Having athird party guarantee that the service provider will
fulfil itsperformance obligationsor compensatethe ministry by
a specific monetary amount.

(See appendix C - Risk Management - Surety Bonds & Letters
of Credit)

Defining mandatory and indemnification qualification criteria
in the procurement document that will ensure only proposals
from qualified firms will be accepted and evaluated. This
criteria may include requiring bidders to have 1SO 9000
certification.

Experienceis often used as a qualification criterion. Consider
requiring biddersto demonstratethey havetheunderlying skills
required or the relevance of their experience.

Ensuring that the service provider takes reasonable efforts to
implement contingency measures to protect against delays or
failuresduetoflood, fire, explosion, war, riot, power failure or
act of God.

Prohibiting the service provider from assigning or
sub-contracting any part of the contract to another party,
without the prior consent of the ministry.

Service provider’s compliance with public policy

Declaration

Copies of
Licences

Demonstrate
Ability

Specifying all legidative and regulatory requirements with
which the bidders must comply (e.g. Tax compliance and
Canadian steel content declarations).

Requiring the service provider to submit proof of operating
licences, certificates, and accreditation documents (e.g.
Workers Safety & Insurance Board's certificate, CSA

approval).

Seeking evidence from the service provider to proveitis
complying or can comply with legislated and regulatory
regquirements (e.g. French Language Services Act, Freedom of
Information and Protection of Privacy Act).

(See appendix E - Managing Information and French
Language Services)
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1 Termination

Making it clear that a major failure to comply with specific
legislation or regulations, or arecord of failing to comply, will
mean the contract will be terminated without a penalty to the
ministry.

Third party damages caused by the service provider

! Indemnification
! Insurance Liability
Coverage

Requiring the service provider to indemnify and save harmless
the ministry and any usersfrom and against al claims, actions,
suits, and proceedings arising out of the contract.

Stipulating that the service provider must maintain
comprehensive third party liability insurance from an insurer
acceptable to the ministry. This may include a cross liability
endorsement that has the ministry and known users named as
additional insured.

To deal with theft by the service provider

! Audit Inspection

! Fidelity Bond
& Insurance

! Security Procedures

Having the contract require the service provider keep detailed
records of the services provided and to makethem availableto
the ministry for audit, throughout the agreement and for a
number of years after.

The contract should also state that if the ministry suspectstheft,
it reserves the right to withhold any payment to the service
provider pending assurance from an audit.

Requiring the service provider maintain comprehensive
insurance coverageor fidelity bonding in placeto cover theft by
its employees.

Ensuring that the service provider has or will have a security
protocol in place. This may include conducting security
clearances for key employees.

To protect gover nment property, assets, and information with service provider

1 Escrow

Requiring the service provider who has developed computer
software to maintain an original source version in an escrow
arrangement with an agent acceptabl e to the ministry.
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Confidentiality

Ownership of Data

Media Silence

Maintenance
Contracts

Requiring the service provider to maintain and protect records
in a manner that information will not be disclosed
inappropriately.

Making it clear that any dataand information generated by the
service provider in delivery of the program or service will
become the property of the ministry.

(See appendix E - Managing Information and French
Language Services)

Requiring the service provider to get the ministry’s approval
before discussing the program or service with the media.

Requiring the service provider to establish maintenance
contracts for ministry owned assets it is using.

To anticipate and deal with service provider insolvency

Financial
Statements

Credit Bureau
Reports

Receivership

Termination

Requiring the service provider to submit annual financial
statements (including the parent organization) to the ministry
for review.

(See Appendix D - Risk Management-Analysing Financial
Satements)

Obtaining directly or requiring the service provider to submit
periodic credit bureau reports to the ministry for review.

Stating in the contract that the ministry reserves the right to
enter into contract with another party if areceiver is appointed
to manage the affairs of the service provider. The contract
should also state that the ministry will not be responsible for
any losses the service provider suffers.

Making it clear in the contract that if the service provider is
judged to be bankrupt or makes a general assignment for the
benefit of its creditors the ministry may terminate the contract
without penalty.
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To preparefor transition to a new service provider

Transition Clause

Holdbacks

Stating inthe contract that the service provider must co-operate
fully during the transition to anew service provider. This may
include allowing the new service provider to shadow and
observe the service provider in the final days (e.g. 60 days) of
the contract.

Writing into the contract that the ministry may hold back all or
a percentage (e.g. 10%) of payment to the service provider in
the final days (e.g. 60 days) of the contract if the ministry
suspects the service provider is not co-operating during the
transition to the new service provider.
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RISK MANAGEMENT
TIPS & LESSONS

1 Bonds and Letters of Credit cost bidders money, which will be recovered
through their bid pricing or lost if they are the losing bidders. These risk
management instruments are best used in construction, facility management
arrangements or when the service provider is collecting or holding ministry
funds.

2. Penalties in government contracts have traditionally worked best in construction
or very technical arrangements in which the service provider has a great deal of
operational control. When setting penalties remember the words of Gilbert and
Sullivan: “The punishment must fit the crime.”

3. It isimportant to ensure that the risk management instrument is proportionate
and appropriate to the risk being managed.

In fact many bidders are increasingly challenging the use of certain risk
management instruments and the level of risk transferred to them, eg.
indemnification and liability.

4, Each ASD program or service may require unigue risk management instruments.
It is advisable to consult with procurement and legal experts.

Example: As part of its arrangement with a service provider, an Ontario
municipality supplied it with new computer equipment. Ownership of the
equipment would remain with the municipality and would be returned at the end
of the contract.

The municipality recently received 24 worthless 386 computers back from the
service provider. Inits new arrangement, the municipality has protected the
value of its property by inserting a replacement cost/value clause in the RFP and
contract, stating that the service provider will return new computer equipment
that represents technology of the day.
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2.2 Rewardsand Incentives

In contrast to traditional commodity or fee for services contracts, effective service
management relationships will depend on arrangements with service providers structured as
“true partnerships,” or involve “win/win scenarios,” the “ sharing of risksand rewards’ or are
“incentive/reward driven.”

What reward and incentive mechanisms ar e available?

Incentive Based Pricing Models

When considering using incentive based pricing models, the service manager should evaluate
the risks and potential benefits to the ministry. The use of these models must be defensible
in terms of achieving value for money. Also, the RFP should clearly state which, if any,
incentive based pricing modelswill be applied in the contractual relationship. Some possible
models:

! Cost Plus Margin is a pricing model which allows the service provider to receive
allowable costsplusaprofit margin, usually apercentage of costsor capital employed.

Cost PlusCellingissimilar to cost plus margininwhich the service provider receives
allowable costs plus a profit margin up to amaximum level.

Cost Plus Bonus is similar to cost plus ceiling except there is an incentive to the
service provider if it can reduce costs and improve service. Service levels will be
outlined with an expectation of a minium/maximum cost range. If the service
provider can hold costs to the maximum agreed, it will receive a bonus fee cal culated
on a predefined formula.

Cost PlusM anagement Feeisapricing model inwhich the service provider receives
allowable costs plus a fixed management fee for achieving defined service levels or
providing specified services.

Gain/Revenue Sharing is a pricing model that could be combined with a cost plus
approach as afurther incentive to reduce costs, enabling both parties to benefit from
service level improvements and/or lower costs.

Performance Pricing isapricing model in which the service provider must achieve
aminimum agreed upon service level in order to receive contracted prices.
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Performance Bonus is a pricing model with built in bonuses for achieving a given
service level, usualy tied to amilestone date or cost level. Asan incentiveto finish
projects early and within budget, construction and information technology contracts
often include performance bonuses.

Contract Extensions

Often the purpose of contract extensions are missed as an effective reward or incentive
mechanism.

Contract Extensions are a contract provision where the ministry has the option of
extending the contract with the service provider for a further term, based upon the
same terms and conditions contained in the contract. The purpose of the contract
extension is to provide a safety cushion to the service manager in the event of
conflicting project priorities, or if alack of resources delays the development and
award of anew contract.

It often seems these contract extensions are an automatic practice in the OPS, for the
reasons discussed above. Some service managers believe that exercising a contract
extension isareward to the service provider.

However, this may not always be the case. For example:

. The service providers who are performing poorly often have their contract
extended. This conveys conflicting messages. The message to the service
provider is its performance is acceptable, and the message to the user is that
service quality will not be improving.

. Exercising the extension in afixed unit pricing model contract when pricesare
rising due to inflation or where there are industry shortages may prove to be
more of apenalty than areward to a service provider.

An example of an RFP and contract extension clauseis:

The ministry will have the option of extending the three-year term of the contract for
a further period of up to one year, this extension to be on the same terms and
conditions contained in the contract. This option will be exercisable upon three
months written notice.
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Greater business opportunities

Allow Contract Usage by other ministries and members of the broader public sector.
This may present opportunities for the service provider to increase its profile and
business volume either directly, or by participating in ministry trade and marketing
presentations.

Guaranteeing Business Volumes in the procurement documents may attract more
qualified bidders because thereisadegree of certainty of at |east aminimum returnon
their investments. Guaranteeing businessvolumes may also result in proposalswhich
have a lower over-all cost to the ministry or may result in savings derived from a
scaled or volume pricing model.
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REWARDS & INCENTIVES
TIPS & LESSONS

1 If the service manager decides to use incentive based pricing modelsin the RFP,
evaluating and comparing proposals may be quite difficult. They should assess
the ongoing administration and resources required to validate the service
provider’sinformation in certain pricing models (e.g. cost-plus), versus the
potential gainsto be achieved.

2. Service managers should be cautioned against granting contract renewals or
extending contracts beyond the term of the RFP. This could be setting up a
situation of single sourcing which violates key principles of government
contracting and corporate directives.

3. Many service providers feel they should be advanced points for excellent
performance when the program or service is re-tendered. Service managers
should be cautioned not to grant any special status to the current service
provider or to any other bidder. Federal and Provincial government trade
agreements and corporate directives specifically prohibit such practices.

4. A recent trend in government is to rethink policiesthat prohibit rewards to
service providers.

Example: Private-sector vehicle licensing agents in most provinces (including
Ontario) have been restricted to owning and operating one facility. It had been
felt that the owner needed to be available to manage the operations. But now, to
reward those agents who are providing excellent service, many provincial
governments are inviting them to bid on operating multiple facilities.

5. Some obstacles to implementing rewards and incentives are:
. Procurement practices which focus on fixed pricing arrangements,
. Inability to attribute benefits to the respective efforts of government and

the service provider;

. Management’ s perception that the service provider’ s rewards and
incentives should be limited to the profit margins it has built into its
proposal pricing.

. Lack of reward and incentive guidelines or models.
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3.0 SERVICELEVELS

In any contract, and more significantly in cases of ASD, aclear definition of accountability is
essential. The challenge is to develop a relationship that clearly defines roles and
responsibilities. Using performance measures (service levels) is an effective way to address
these accountability issues. Having well-defined service levelswill reduce ambiguity in the
agreement with the service provider and assist in creating a more positive working
relationship.

Properly structured servicelevel sshould provide necessary incentivesfor the service provider
towork withtheministry asateammate, takeresponsibility for their performance and tangibly
demonstrate the value they bring to the relationship.

ASD relationships are most successful when the service provider becomesanatural extension
of the program and participates in continuously improving the service delivery and other
management processes.

When creating service levels, there are a number of issues the service manager should focus
on:

! clearly understanding who is accountable for what;
! identifying the service levels that will reflect the needs of the program or
service,

! understanding how the responsibilities will be divided between the ministry
and the service provider;

! identifying the consequencesif theserviceprovider failsto meet servicelevels;
and

! ensuring the contractual obligations as defined in the RFP.

Service managers must ensure that the RFP communi cates these service level expectationsto
prospective bidders. It can bevery difficult to define servicelevelsin much detail in the RFP.
The RFP should convey that the ministry will require the successful bidder to commit to
minimum servicelevels and enter into service level agreements during contract negotiations.



Service Management Guide Page 22

What are service level agreements?

Service level agreements (SLA) provide significant details on the service levels that are
important to the success of the program or service. They are also amechanism for reviewing
and amending these levels on aregular basis by:

! identifying theaccountability and responsibilitiesof the serviceprovider and ministry;
! defining the service to be provided and its importance to the program;

! setting limits under which the service levels can be applied;

! clarifying the monitoring and reporting requirements,

! recording achievements and results; and

! driving further change and improvement.

Itisimperativethat service level agreementsinclude measurementsthat addresskey program
issues. These measures should be appropriate to the servicesbeing provided and should rel ate
to factors the service provider and the service manager can control or affect.

What types of performance measurements arethere?
Service Efficiency M easures
Focus on comparing service inputs to service outputs.

Inputs include:

. staff

. equipment

. consumables
. information

Service efficiency measures require definition of
. inputs used to deliver the service (numerator); and
. unit of service delivery (denominator).

For instance, an efficiency measure can be expressed as a dollar per unit of outpuit.
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Ser vice Effectiveness M easur es

Set out the extent to which pre-determined program or service goals and objectives have been
met. These goals and objectives are often stated as outcomes.

Outcomes include:

knowledge
skills

abilities
attitudes
behaviour
circumstances

Outcomes should be defined prior to the delivery of services for monitoring the progress.
Service effectiveness measures require definition of

. actual service outcomes (numerator); and
. planned service outcomes (denominator).

For instance, a desired outcome of a training program might be that its graduates have the
knowledge and skills needed to enter the labour force.

Service Quality Measures
Compares service output characteristics to set standards.
The main types of quality characteristics are:

. Timeliness- for instance, percentage of deliverieswithin astandard time or
average cycletime.

. Accuracy -  output conformsto an objective standard (For instance, this can
be expressed as a percentage of defects, cost of rework).

. Satisfaction - output conforms to user expectations and needs, measured
either in improvement over previous periods or in comparison
to other program or industry benchmarks.
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Periodic user surveys should be undertaken to gauge the service provider’s:
. technical competence; and

. responsiveness and flexibility in dealing with problems, complaints, warranty
claims, and communication skills.

Service quality measures require definition of :

. the characteristics of service delivery that areimportant to the effectiveness of
the service; and

. reasonable user expectations. Note that 100 percent satisfaction is not
necessarily arealistic target.
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How should service level agreementsbe structured?

Service Level Agreements (SLA) are contractual documents and should be viewed as such.
Legal counsel should alwaysbe consulted. To guidethe servicemanager indevelopingaSLA
the following framework is presented.

Framework for SLA

Objective

The reason for measuring the service level.

Definition

A specific description of the service level and its importance to
the program.

Method

A description of how the achievement of the service level will be
measured; which performance and user satisfaction measures will
be used; which data sources will be used; and how the data will
be captured.

Service Levels

A set of values that define minimally acceptable operational
performance and user satisfaction for the program. Service
provider’s performance will be compared against these values to
decide compliance. (See types of performance measurements)

Responsibility

Sets out who is primarily accountable for performing the tasks
necessary to meet service levels.

Period

The time over which performance will be validated against the
service level.

Limitations

The limitations and conditions under which the service level can
be applied.

Reporting

A sample report or layout used as areference for how the service
levels will be presented. Discuss getting direct accessto service
provider information systems.

Continuous
Improvement targets

Any performance targets to which the service manager and
service provider agree. Also include industry standards, or
organizations to compare service levels against.

Action

Definition of what happens when service levels are not met. |If
penalties to the service provider are to be imposed, then identify
the amounts, calculations, and processes involved.

Review

Date when SLA isto be renegotiated.
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SERVICE LEVELS
TIPS & LESSONS

1 Negotiate service level agreements prior to any contracts being signed. Once the
contract is underway, it may beto late. The service provider and service manager
are usually eager to shift attention to other areas of business.

2. Designing measures requires a complete understanding of the business. Involve
staff who know the business at the operational level or seek outside consultants.

3. When negotiating service level agreements they should be flexible and alow for
the addition of new measures. Thisis especially important in long-term and for
first time contracts.

4, Service levels or industry standards may not always exist before entering a
contract. 1nthese specia cases, the service manager and service provider should
agree to aprocess involving athird party to design or monitor service levels.

Example: The Confederation Bridge that links Prince Edward Island to mainland
New Brunswick, isthe longest bridge ever built over ice-covered water.
Performance standards or measures did not exist for this type of structure. The
Government of Canada and the builders of the bridge agreed to a 20-year
performance monitoring team consisting of the Research Council of Canada,
select engineering firms, and Carlton University.




Service Management Guide Page 27

4.0 RELATIONSHIP MANAGEMENT

The bulk of service management activities during the contract will involve managing the
relationship with the service provider.

4.1 Monitoring & Evaluating Performance

Intrinsic to any ASD relationship isthe fact that the service manager will depend on receiving
timely and accurate operational data to analyse and evaluate the service provider's
performance. The main sources of data collection and reporting are:

! Service Provider

. reports generated by business systems; and

. inspection reports prepared by staff (e.g. quality inspectors).
! Ministry

. systems which the service provider is required to use; and

. staff inspection or quality assurance reports.
! Users

. written letters and/or alog of complaints; and

. responses to surveys and questionnaires.

1 Other Parties

. published performance reports and trade journals;

. promotional material produced by the service provider or their
competition; and

. information or reports prepared by consultants.

Effectivedatagatheringand analysisiskeyto ng the achieved continuousimprovement
efforts. Thisshould be ajoint responsibility of the service manager and the service provider.
It isimportant that reports and information used in monitoring are accessible to both parties,
and are determined to be reliable and verifiable.

The service manager is responsible for evaluating the service provider’s performance. The
service provider’s performance over a specific time needsto be compared against the service
level agreement (SLA) to determine compliance. Part of the service manager’ sresponsibility
isto notify the service provider of evaluation results. If the service provider’s performance
doesnot meet minimal servicelevels, then any agreed upon actionsor penaltiesoutlined inthe
SLA should be imposed.
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4.2 Effective Communication

A consistent communication chain must exist between the service provider and the ministry.
While this may seem obvious, service providers are often given confusing or conflicting
direction from multiple ministry sources. Therefore, the ministry and the service provider
need a single point of contact to co-ordinate these directions.

The single point of contact for the ministry should be the service manager, and the service
provider should appoint a similar contact person who is often called the account
representative.

Freguent informal communi cation between the servicemanager and theaccount representative
are essentia to the success of therelationship. However, formal service meetings are needed
on aregular basis. In some cases, it will be necessary to establish formal joint management
or governance structures to ensure continuity over the life of the relationship.

What isthe purpose of these service meetings?

! To influence behaviour by setting joint objectives, priorities, and work plans.

! To discuss new technologies, processes, or structural changes in the service
provider's or ministry’s organization that may impact on the contractual
relationship.

To invoke any consequences or penaltiesif service levels are not being met.

To address any user complaints received by the service manager or service
provider and review what has to be done to resolve them.

Toidentify evolving user requirementsand needsand to determineif structural
or process changes are needed to meet them.

To discuss the impact of new government or ministry directives and policies
(e.g. conflict of interest).

To deal with issues and problems arising from the contractual arrangement.
Problems not solved should be escalated to the negotiated conflict resolution
process.

To gather as much information as possible about the service provider's
organization or industry, for instance, reports of large financial losses could
affect the success of the relationship.
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! To record any commitments the parties make. These will serve as areference
for staff, the conflict or dispute resolution process, and any legal proceedings
that may arise from the relationship.

Who should attend these service meetings?

Aside from the service manager and the account representative, key operational staff from
both organizations should attend. Of course, the structure and complexity of the relationship
may require other professionals from each organization to attend.

Senior managers who are part of the conflict resol ution process may sometimes be needed to
solveconflictsthat ariseinthese meetings. Becausethese peoplehaveto beobjectiveand stay
at arm’ s length, they should not generally attend the meetings.

These meetings should be held at least quarterly for large contracts, while semi-annual

meetings may be sufficient for others. More frequent meetings may be needed in various
phases of the contract or when problems arise.

4.3 Administration

What are the main contract administration activities in service
management?

Contract Compliance

The service manager should ensure that the service provider meets the provisions set out in
the contract by:

. determining the accuracy of the service provider’'s invoice pricing and
matching it with contract pricing structures;

. verifyingthat the service provider ismaintaining insurance, bondsor other risk
management instruments;

. determining that any penalties imposed on the service provider are settled;

. ensuring that the service provider givesthe ministry all performance, sales, or
financial reports on time; and

. eva uating any changes to the service provider consortium’ or subcontracting
arrangements.

" A Service Provider consortium or joint venture is an association of several private-sector firms.
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Contract Documentation

The service manager should ensure that a proper ministry contract folder or database is
maintained to include:

acopy of the RFP;

alist of al bidders and copies of short listed proposals;

the evaluation committee’ s notes and bidder presentation material;
agreements and contracts signed with the service provider;

copies of all service provider licences, performance bonds, and other risk
management instruments;

performance monitoring and service provider reports;

meeting’ s minutes and correspondence with the service provider;
contingency plans from both the service provider and the ministry;
promotional, marketing or communication materialsfromtheserviceprovider;
and

the process for conflict and dispute resolution, and any settlement of issues.

Contract Extensions, Renewals, and Terminations

Contract Extensions and Renewals

(see Section 2.2 - Rewards & Incentives)

Contract Termination

There are four ways to end a contractual relationship:

. Expiration The agreement term has elapsed and the
contract comes to a natural end. The service
provider is paid for all work done.

. Convenience Parties to the agreement mutually agree to end
the relationship and settle with each other.

. Breach The actions or inaction of the service provider
has violated the contractua arrangements to
which it has agreed. This could be asaresult of
poor performance, theft, insolvency or
abandonment of the contract. Often in these
cases one party will bring legal action against
the other and the courts will be asked to settle
any damage claims.
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. Other A disaster or act of God makesit impossiblefor
the service provider to perform the contracted
program or service. The service provider is
paid for all work done.

Re-Tendering

Prior to re-tendering the program or service the service manager should determineif current
service levels satisfy user needs and, if the program or service will continue to be delivered
by a private-sector service provider or will the ministry re-assume delivery.

If the re-tendering option is chosen, the service manager will have to start devel oping a new
RFP and contract.

Transition to a New Service Provider

A critical stagein therelationship isthe smooth transfer from one service provider to another.
The service manager should:

! notify users of the change as soon as possible;

! determine if the previous and new service provider will provide overlapping
service for agiven time;

decide if any risk management instruments held from the previous service
provider should be released,;

ensure that all necessary data and information from the previous service
provider is transferred to the ministry or to the new service providers; and

invoke appropriate contract provisions (e.g. holdbacks) if the previous service
provider does not co-operate during transition.
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RELATIONSHIP MANAGEMENT
TIPS & LESSONS

1 Keep the relationship professional. The service manager and the account
representative may share similar goals, but it isimportant to remember there are
cultural differences within the organizations. The account representative works
in aprofit environment, where motivational and accountability factors are quite
different.

2. Ensure that users of the program or service who encounter problems with the
service provider’s performance know to contact the service manager.

3. Rotate the location of service meetings, meet occasionally at the service
provider’ssite. Vauable information can be gained from observing the service
provider operations.

4, Do not depend solely on statistical reporting measures to decide if the service
provider is performing at agreed upon service levels. The service provider’'s
performance and other events can change quickly and the user is often the first to
notice. Where possible the service manager should establish networks with key
usersto learn of these changes, or the service manager may have to do regular
service testing.

Example: A ministry was receiving regular quarterly reports from its service
provider and conducted annual user satisfaction surveys. The service provider
decided to close its provincia call centre and re-route users to its national call
centre, yet did not inform the service manager. Hundreds of users became
frustrated dealing with the new call centres waiting periods, untrained operators,
and busy signals. Most users did not complain or take the time to write letters to
the service manager, hence the service manager only found out about the
problems months later when analysing the next quarter’ s performance reports.

5. Do not wait until regular service meetings to receive written instructions or
requests. Ask the service provider to confirm commitments in writing as soon as
possible.

Example: A largeinternational courier company changed its account
representative with aministry four timeswithin one year. No written
communication existed to bind the account representative to previous
commitments made by his or her predecessors.




Service Management Guide Page 33

5.0 CONTINGENCY PLANNING

Theservice manager hasan obligationtoidentify, evaluate, and implement strategiesto reduce
or eliminate risks. Effective risk management does not end with inserting specific contract
clauses or requiring certain risk instruments from the service provider. It aso requires
devel oping strategies and contingency plansto hel p ensurethe continuity of the ASD program
or service with minimal disruptions, and to prevent ministry losses and unnecessary
expenditures.

What aresomemajor risksthat may arisein aserviceprovider relationship
and what ar e the contingency planning consider ations?

Ensuring the continuity of key personnel and organizationsfor long term service management
relationships will be a significant challenge for both the OPS and vendors. Successful long
term service management will likely requireamuch more*institutionalized relationship” than
isthe case in traditional contracting solutions.

Changesin key personnel within the service provider

When there is a change in the key personnel within the service provider, there may be arisk
that the expected service delivery may not be achieved and that problems may not be resolved
as efficiently or effectively. It is suggested that the service manager work with the service

provider to ensure the change will not negatively impact the relationship.

There should also beareconfirmation of expectationsand the service manager should monitor
that the service levels are being maintained.

Contingency planning considerations:

. maintaining back-up personnel for key positions in the service provider;

. ensuring the service provider has put in place appropriate knowledge transfer
mechanisms; and

. notifying the service manager and users of the change as soon as possible.

Change in ministry service manager
A new manager is required to replace the service manager.
Contingency planning considerations:

. retaining staff with expertise to replace the person;

. ensuring that a proper contract folder or database is maintained and updated,;
and



Service Management Guide Page 34

. notifying the service provider and users of the change as soon as possible.
Dependency on a single service provider

Thisisespecially trueinlong-term contractswith an external serviceprovider. Currently OPS
directivesdo not prevent or limit long-term rel ationships and in fact may encouragethem (e.g.
Common Purpose Procurement).

Thegreatest fear inalong-termrelationshipisthat in-house operational knowledgewill belost
and the ministry will be dependent on the expertise of the service provider's staff and
proprietary technology. Contract terms and conditions which the ministry has placed in the
agreement over time become less effective and may no longer be practical (e.g. invoking a
contract termination clause).

Contingency planning considerations:

. re-tendering every three to seven years,

. understanding the service provider’s cost, drivers and business plans;

. monitoring thefinancial health of the service provider’ sbusinessby reviewing
periodic financial statements and credit reports,

. maintaining a network with key service provider’s personnel;

. retaining outside expertise to consult or monitor performance;

. being aware of industry players and developments, and attending seminars
and conferences,

. reguesting that the service provider submit disaster recovery plans and ensure
they are updated periodically; and

. setting up escrow arrangements to store critical information and processing

system software.

The service provider isnow unableto meet contract service levels

The service provider has overestimated its capabilities or capacity to perform at the required
service levels. Of course, it could be that the contract service levels are not practical or
reasonable.

Contingency planning considerations:

. determining therisk to the government and the public of disruptionsin service;

. establishing (if not already in place) parameters for acceptable changes to
pricing structure;

. renegotiating service levels on an interim basis so the service provider can
continue to deliver the program or service, and make plans to re-tender the
program or service as soon as possible; and

. invoking the contract cancel l ation processand begin negotiationswith another
service provider (if a contract was awarded to more than one).
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The service provider would like to renegotiate the contract

The service provider has determined it is losing money because of the contract pricing
structure and would like to renegotiate because: it has underestimated the resources required
to deliver the program or service; unforeseen conditions have caused marketplace price
increases to raw materials; or regulatory changes have imposed new processes or conditions.

Contingency planning considerations:
. determining therisk to the government and the public of disruptionsin service;

. establishing (if not already in place) parameters for acceptable changes to
pricing structure;

. establishing time frames for achieving contractual service levels and
performance;
. renegotiating contract pricing structure on an interim basis so the service

provider can continue to deliver the program or service, and make plansto re-
tender the program or service as soon as possible; and

. invoking the contract cancel l ation processand begin negotiationswith another
service provider (if a contract was awarded to more than one).

A changein the structure of the service provider consortium

The parties of the consortium are having difficulty working together, or one party is
adjudicated bankrupt, or one party wishes to end its participation in the consortium, or there
isaswitch in the prime of the consortium.

Contingency planning considerations:

. continuing therelationship if the consortium isapartnership agreement, while
being prepared to negotiate a new interim agreement with the remaining
parties, and possibly plan to re-tender the program or service as soon as
possible;

. determine to what extent the new prime understands and accepts the basic
tenets of the relationship (ie. scope, business and financial arrangements) and
is capable of sustaining the financial and service capabilities required by the
project (ie. A “mini-evaluation”), and determining if the new relationship will
be essentially the same as that with the previous prime;

. being prepared to renegotiate service levels on an interim basis so the service
provider can find new partiesto the consortium. Invoke the assignment clause
of the contract and retain right to approve new subcontracting or new members
to the consortium;

. invoking the contract cancel l ation processand begin negotiationswith another
service provider (if acontract was awarded to more than one service provider)
or with another bidder whose proposal was under consideration; and

. being prepared to design and develop anew RFP.
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A receiver has been appointed to manage the affairs of the service provider

The service provider has made a general assignment for the benefit of its creditors and a
receiver has been appointed to manage the business until new ownership capital can befound.
During this period the possibility of service disruptions is high and meeting contract service
levelsisunlikely.

Contingency planning considerations:

. continuing the relationship if the receiver intends to operate the business until
new ownership or financing can be obtained, and invoke the contract
receivership clause but do not cancel the contract. Be prepared to begin
negotiationswith another service provider (if the contract wasawarded to more
than one service provider) or with another bidder whose proposal was under
consideration (Thiswould only be possibleif the period of irrevocability has
not expired. If it has expired then such negotiations would constitute asingle
source and should only be considered under urgent circumstances); and

. being prepared to design and develop anew RFP and/or determine the extent
to which some of the services may be available through corporate Vendor’ s of
Record (VORs).

Service provider has been adjudicated bankrupt

The service provider is unable or unwilling to fulfill the requirements of the contract and
ceases to provide any program or service activities.

Contingency planning considerations:

. offering temporary employment contracts to the service provider’ s staff;

. invoking the contract insolvency clause but do not cancel the contract. Be
prepared to begin negotiations with another service provider (if the contract
was awarded to more than one service provider) or with another bidder whose
proposal was under consideration (Thiswould only be possibleif the period of
irrevocability has not expired. If it has expired then such negotiations would
constitute a single source and should only be considered under urgent
circumstances); and

. being prepared to design and develop a new RFP and/or determine the extent
to which some of the services may be avail able through corporate Vendor’ s of
Record (VORs).
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CONTINGENCY PLANNING
TIPS & LESSONS

1. Service managers should plan to deal with mgjor relationship risks (e.g.
receivership of the service provider). When designing these plans consulting with
legal and other experts may be beneficial. To be effective, these plans should be
reviewed and updated periodically.

Example: An Ontario municipality built a new $10 million sports complex
(hockey rinks, fitness, wave pool, and conference facilities) and then out sourced
the management to a Canadian subsidiary of a sports management firm
headquartered in the UK.

During the second year of the contract the director of parks & recreation was
surprised to learn that the Canadian subsidiary had just been forced into
receivership.

The mediawas quick to report the news. Suddenly the municipality’s
switchboard was handling hundreds of enquires and calls such as:

- Fitness club members asking about the status of their memberships

- Parents asking whether the rinks will be open for hockey games and
tournaments

- Groups wishing to cancel their conference bookings

- The mediawanting statements

- Local creditors of the outsourcing company concerned about being paid

- Staff of the outsourcing company wishing to apply for jobs

Municipal council called an emergency meeting asking the director of parks and
recreation to brief them on his plans to deal with this matter. The Director, new
to the position, learned that there were no contingency plans prepared by his staff
or predecessor.

2. Users need to be informed about service disruptions as quickly as possible.

Example: If aprivate-sector vehicle licensing agent goes out of business, most
provinces (including Ontario) have contingency plans, including communication
strategies, to advise local users of any service disruptions. In small centres where
other agents may not be available, the ministry will place adsin local newspapers
advising users of possible alternatives, addresses of temporary locations, and
how it may affect service.




Service Management Guide Page 38

CONTINGENCY PLANNING
TIPS & LESSONS

3. Negotiating interim contractual or service level agreements with the service
provider when unforeseen industry or regulatory changes occur, is usually agood
business practice.

Example: A ministry’s contract with alarge travel agency included arevenue
sharing agreement. The ministry received a percentage of commissions earned
by the travel agency on Ministry air travel. A few yearsinto the contract, the
airline industry changed the commission structure under which it paid travel
agents. This had amajor impact on the ability of the travel agency to meet its
contractual agreements with the ministry. Instead of terminating the contract,
both parties agreed to a new interim arrangement and the ministry began
developing a new RFP.
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6.0 CONFLICT AND DISPUTE RESOLUTION

There are two key elements of an effective service management structure: a mutually
acceptableprocessfor dealing with problemsand conflicts on matters covered by the contract;
and amore formalized dispute resolution procedure.

All parties should recognize that problems, issues and disputes will likely arise in someform
over the relationship.

What are some main sour ces of conflicts and disputes?

Changes in the business need or financia viability of the project.
Interpretation of the contract by one or more parties.

Changes the service manager makes to the requirements.

Poor communication between the parties.

Delayed decision-making which leads to increased costs.

A service provider’s failure to meet minimum service levels.

Cultural differences between the parties.

What ar e some best ways to prevent conflict and disputes from arising?

Write all agreements between partiesin clear, unambiguous terms.
Each party should increase its knowledge about the other.
Rely on business practices that are generally accepted in industry.

Establish effective communication channels that encourage joint problem
solving.

Agree on a conflict resolution process where senior managers can negotiate
settlement to problems or conflicts before they develop into disputes.

Agree on aternative dispute resolution (ADR) methods to settle any disputes
that cannot be settled from the conflict resolution efforts by parties.
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Why develop a conflict resolution process?
Many contracts contain conflict resolution clauses similar to the following:

The Minister will decide any questions arising between the parties, and in particular the
meaning of anything contained in the contract.

Clauses like these tend to create an adversarial environment, and do not lend themselves to
ASD relationships very well. Instead, senior managers for al parties should be given an
opportunity to negotiate solutions to problems or conflicts which arise from the agreement,
before they escalate into disputes requiring intervention from the courts or an ADR method.

Large complex projects may require a number of dispute resolution processes depending on
the nature of the issue.

What points should be considered when developing a conflict resolution
process?

! Decide which senior managersfrom each party will beinvolved inthe conflict
resolution process.

! Decide which matters will be handled by the conflict resolution process(es).

! Decide how one party serves notice to another party on the commencement of
the conflict resolution process.

! Determinethetimelimitssenior managershavetofind anegotiated settlement.
Any conflictsthat are not settled may have to be escalated to an ADR method.

What arethe most common alter native dispute r esolution mechanisms?

Themost commontypesof ADR arearbitration and mediation. Thesemethodstendto resolve
disputes faster and more cost effective than litigation.

Arbitration

The parties submit the situation to an impartial person or panel, often lawyers or industry
experts, who decide which interests should be satisfied and which should not. Itisamini trial,
often held in a boardroom, in which evidence is presented, including the contract and
agreement terms and conditions that have been previously agreed to by al parties.
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Arbitration can be binding or non-binding. A binding arbitration is one in which the ruling
of the arbitrator(s) is final, and the decision is to be accepted by the parties. Non-binding
arbitration goes through the same mini trial procedure, but the ruling of the arbitrator(s) does
not eliminate the losing party’ s right to go to court to have the case decided by ajudge.

M ediation
Involves the use of a neutral party to assist in bringing about a voluntary resolution of a
dispute. The mediator does not decide the case. Instead, the mediator tries to find common

ground in adispute and encourages both sides to reach that common ground. Any resolution
from mediation is binding on the parties.

What points should be consider ed when negotiating ADR?
! Decide on a procedure for appointing a mediator or arbitrator(s).
! Determine the duty of the arbitrator or mediator.
! Decide which matters will be referred to arbitration or mediation.

! Decide how one party serves notice to another party on the commencement of
arbitration or mediation.

! Decide how costs of arbitration or mediation will be dealt with. Will both
partiesberesponsiblefor their ownlegal expensesand for an equal share of the
expenses of the arbitrator or mediator? Or, in arbitration will the arbitrator(s)
be given authority to deal with these costsin their ruling?
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What are the key principles and obligations in government competitive
tendering?

TheOntario Government’ sprocurement directivesrequirethat ministriesuseageographically
neutral, competitive process when buying supplies, equipment and services. Thismeansthat
out-of-province companies compete on the same level as Ontario companies.

Duty of Full Disclosure

It is critical that the RFP contain sufficient and complete information so that a bidder can
decide if they wish to submit a proposal or determine which way to structure or price its
proposal. This can include technical information or any known dangers or risks.

Duty of Fair & Equal Treatment

All bidders must be treated fairly and equally in the tendering process. All bidders are to be
evaluated fairly according to the same criteriaand process; no one bidder isto be given specia

advantage or considerations not extended to other bidders; and all bidders have the equal
chance of being selected.

What are someimportant rulesof tendering?
Do not accept unsigned proposals

Proposals are legal documents when properly endorsed. Only accept signed proposals from
staff able to bind the bidder.

Do not accept late proposals

The closing date and time should be published in the RFP, so no bidder has a special
advantage.

Do not accept changesto proposals after closing

Do not accept changesto proposal s after the closing date and time, unlessthe RFP specifically
allowsfor such (e.g. all short listed bidders may be allowed to conduct due diligence testing
and prepare a best and final offer).

Negotiating certain elements of a proposal with short listed bidders is acceptable if the RFP
lays out the process to be followed (e.g. negotiation process for transfer of assets, facilities,
or staff ).
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Do not discuss any proposalswith other bidders

The information in proposals should be kept confidential and not discussed with any other
bidder. Also, the proposalsthemselves should be kept under lock and key, and should not be
distributed to staff members who are not involved with the evaluation process.

Do not apply undisclosed criteria

When proposals are evaluated, apply only the evaluation criteria listed in the RFP. Use all
stated evaluation criteriaand do not apply any undisclosed criteria, or disqualify proposalsfor
failing to satisfy undisclosed requirements.

Do not award a contract for something that is significantly different from what is
requested

Negotiating minor changes with the successful bidder after the award is possible, but such
negotiations cannot be used to obtain something that is significantly different from what was
called for in the RFP. In some cases, however, the RFP may specifically provide for post-
award negotiations of substantive items (e.g. CPP).

Do not discard any evaluation or scoring material
Written score sheets and other records created by the evaluation team may be subject to

disclosure under the Freedom of Information and Protection of Privacy Act. Inaddition, these
records and the procurement process used in the award may be subject to audit.



APPENDIX B - DESIGNING THE RFP

What key questions should the RFP address?

What isthe purpose or intent of the RFP?
. the ministry goals/objectives or desired results from the relationship

What isthe scope of the program or servicerequired?

. nature of the program or service to be provided (may need to clarify which
services are not required)

. identify the users of the program or service

. the geographic area where the program or service are to be provided

Will there be multiple or single service providers?

. announce the ministry’ s preference either toward a single service provider or
anumber of service providers.

What specific detailswill be provided to bidder sconcer ning availability of any ministry
assets or personnel being transferred in therelationship?

. if government staff areto betransferred what information will be required and
what isthe process for making employment offers (seek advice from Lega &
HR Branch concerning reasonabl e efforts);

. provide a detailed description of assets, property, and lease commitments;

. describe the process and conditions regarding the sale of assets/property - all
bidders require an opportunity to view the property before the close of the
RFP; and

. if government property isto be leased or rented to the bidder - a sample copy

of lease documents need to be available in the RFP.
What background information will be required by bidders?

ministry and corporate directives (e.g. Conflict of Interest®, FOI);
technical data and specifications;

historical usage volumes, projected volumes or budget history;
user information and geographic distribution;

tax status, payment mechanisms, hours of operation, etc.; and
environmental or known dangers.

8 MBC Directive - Conflict of Interest
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What aretherequired qualifications of bidders?

the minimum qualifications that the bidder must possess to be €eligible to
submit proposals (e.g. licences, CSA approval, etc.); and
bidderswho do not meet these qualificationswill havetheir proposal sreturned.

What evidencewill beasked from thebidder todemonstrateitscapabilities, capacity and
commitment to deliver the program or service required?

bidders should be able to identify critical success factors of the program or
service and how they would be managed/attai ned;

bidders should describe the specific contribution that senior management and
other key staff can bring to the relationship;

bidders should provide evidence of related experience in managing similar
projects or programs of this nature;

bidders should provide evidence of financial capability to handle this project
(e.0. financial statements, letters of credit, etc.);

bidders should describefacilities, systems, and infrastructure that demonstrate
their ability to deliver the program or service;

bidders should describe their commitment to quality and user satisfaction;
bidder should address their contingency plans to ensure program or service
delivery will continue in the event of a disaster, labour strike, etc.; and

if aproposal isreceived from aconsortium or joint venture, provide evidence
on the structure of the relationship and their commitment to work with each
other.

What accountability will berequired of thesuccessful bidder, and how will performance
be monitored?
(see Section 4.1)

What risk management instrumentswill berequired in therelationship?
(see Section 2.1)

What evaluation criteriawill be used to evaluate and rate proposals?

the methods of evaluating and rating must be outlined in the RFP; and
a series of weighted criteria should be included in the RFP (e.g. quality,
delivery, capabilities, price, etc.).
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What pricing instructions will be given to bidders?

the pricing structure the bidder must use in submitting unit prices is to be
outlined in the RFP (see pricing options below);

if delivery isrequired the bidder should quote prices to destination;

discount and incentive payment terms should be quoted separately;
pricesshould not includeany PST & GST but should include excisetaxes; and
the structure of pricing valued added components (e.g. warranties, buy-back,
financing rates) should be outlined for bidders.

Thereareessentially threetypes of pricing options availablefor the service manager to decide
upon: fixed unit; modified fixed unit; and incentive-based.

Fixed unit pricing isby far the most common pricing option in government contracts.
The unit pricing structure does not change over the term of the contract. The bidder
accepts the associated risk (e.g. inflation, interest, input costs).

Modified fixed unit pricing is often referred to as variable unit. Price increases are
allowed over the term of the contract provided that the prices are known in the
proposal and arefixed, that is, predictable and expressed in maximumterms(e.g. price
for buying at specific volume levels or pricefor year 1, year 2, etc.). These unit price
increases cannot be indexed to any other factors (e.g. CPI Index).

I ncentive-based pricing (see Section 2.2)

What will the term of the relationship be?

the term of the contract will vary depending on the nature of the program or
serviceto beprovided and other factors, including up-front investment required
by the selected service provider; and

the term should be long enough to enable the service provider to recover its
investment.

What negotiation process for establishing the working relationship can the successful
bidders expect?

asample or pro-forma contract is usually included in the RFP; and

a letter of intent is normally issued from the ministry prior to the contract
signing, since negotiating thefinal contract including servicelevel agreements
and dispute resolution may take months. CPP negotiations will also include
pricing.
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What are surety bonds and how arethey used?

Surety bonds are used primarily in construction or design and build type projects, where a
bonding company guarantees the ministry that the service provider will fulfill contract
obligations and pay its subcontractors.

The three main types of surety bonds are:

! Bid Bonds guarantee that the service provider will enter the contract at the
predetermined price.

! Performance Bonds protect the ministry against financial loss should the
service provider default or fail to perform the job according to the contract.

! Payment Bonds guarantee that the service provider will pay for the labour,
materials, and certain subcontractors associated with the project.

With most standard performance bonds, thebonding company has several alternative methods
of responding should the ministry declarethat the service provider isin default of the contract.

The bonding company could:

! Step-in and finance the service provider or provide any support it needs to
finish the project.

! Arrange for anew service provider to finish the project.

! Ask theministry to award the remaining work to another service provider, with
the bonding company agreeing to pick up any difference in cost.

! Pay the sum of the bond, if none of the previous alternatives are feasible.

What areletters of credit and how arethey used?

Letters of credit are instrumentsissued by financial institutions such asabank. They can be
used in construction, design and build, or service type contracts to guarantee the service
provider's performance. These |etters of credit are often referred to as a* standby” letter of
credit. They differ from performance bonds in that the bonding company has certain duties
and responsibilities (outlined above) to both the service provider and ministry, while the
financial institution’s obligation is merely to pay the aggregate amount of the letter of credit
to the ministry upon demand.
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As opposed to a letter of credit, contracts may alow the service provider the option of a
certified cheque payable to the ministry, which would be held or deposited in an escrow
account, and upon satisfactory completion of the contract the funds would be returned.

The RFP must dictate the type of instrument required and disclose how they will be used in
the evaluation and award process. For example:

. bidders must have them in place in order to qualify their proposals
. the provision of them will be evaluated as part of the desirable criteria
. the contract award can be made conditional on the provision of negotiated or

pre-specified arrangements

What arethe costs of surety bonds & lettersof credit?

These arrangements cost the service provider money which is often recovered through their
bid price or is a net cost for the losing bidders. For surety bonds it is estimated the cost is
between 1% and 3% of the contract amount. The cost for letters of credit will depend upon the
amount (does not have to be the value of the contract); the time period in which it will be
held; and the service provider cost to borrow or use funds.

As such, these instruments may limit access and competition. Not all service providers are
able to meet the surety pre-qualification standards set by bonding companies, and letters of
credit can tie-up operating capital needed for other business projects.



APPENDIX D - RISK ASSESSMENT(ANALYSING FINANCIAL
STATEMENTYS)

How do you use financial statements to gauge the financial status of a
bidder or a service provider?

Service managers can require financial statements prior to the contract award and throughout
thelife of the contract. The analysisof financial statementsto gauge the financial status of a
bidder or aservice provider, requires evaluation and i nterpretation techniques which involve
the following:

! Examining the auditor’s report if the financial statements are audited. Of particular
importance is the possibility that instead of an unqualified opinion, the auditor may
give (a) aqualified opinion, (b) an adverse opinion, or © adisclaimer of opinion.

! Examining the entire financial statements, accompanying notes and supporting
schedules. Thisisdoneto gainan overall perspective and to identify major strengths,
weaknesses, and unusual changes such as; turning pointsinthetrend of sales, earnings,
assets structure, liabilities, capital structure and cash flow.

! Applying solvency analytical techniques, specifically the quick ratio and more
importantly the current ratio measures. For comparison purposes generic industry
ratios are available from most credit agencies.

. Quick (or acid test) ratio Quick Assets

Total Current liabilities

Measures the ability to meet sudden and immediate creditor claims and
obligations. Cash, accountsreceivable, short terminvestments, and marketable
securities represent funds which may be made readily available for paying
these demands. Traditionally, some analysts have considered a quick ratio of
1to 1 (rule of thumb standard) to be desirable.

. Current (or working capital) ratio = Total Current Assets
Total Current Liabilities

M easuresthe adequacy of working capital to meet current creditor claimsplus
current operating costs. Traditionally, someanalystshave considered acurrent
ratio of 2 to 1 (standard) to be desirable.

Caution should be exercised when using simplistic rule of thumb standardslike
the above, especially when they do not factor in the uniqueness of the industry
in which the firm operates.



APPENDIX D - RISK ASSESSMENT(ANALYSING FINANCIAL
STATEMENTYS)

If the financia statements are not audited then search for information to supplement that
provided by the financial statements. This could include credit bureau reports and letters of
credit worthiness from the company’ s bank.

Using the above to gauge the financial status of an established medium sized business can be
accomplished without many difficulties. However, this approach may be more difficult to
apply tolarge conglomerates with consolidated financia statements; ajoint ventureor limited
partnerships; financial statements expressed in a foreign currency; and new businesses or
employee start-up businesses. For these cases it is advisable to consult with professional
accountants.
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LANGUAGE SERVICES

The following is a brief overview of legislation and corporate direction on managing
information and French Language Services. The service manager should refer to the
appropriate resource materials and consult with ministry staff for more information.

Freedom of Information and Protection of Privacy

The Freedom of Information and Protection of Privacy Act (FIPPA) gives the public aright
of access to government records, subject to specific exemptions. The Act also provides for
the protection of personal information by establishing fair practicesfor collecting, using and
disclosing it.

Service management considerations:

! If the service provider is acting as an agent of the government, identify which
legislative authority allows it to collect persona information on the
government’ s behalf.

! Ensure that government retains control over the records. If custody of the
records at times resides with the service provider, ensure that the contract
outlinesthe FIPPA requirements and any recourseif the service provider does
not live up to them.

! Address personal-privacy protection and/or the confidentiality of commercial
information in the procurement documents.

FIPPA resources available:

MBC Directive

Freedom of Information and Protection of Privacy Act
Freedom of Information (FOI) Manual

Ministry FOI Co-ordinator
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Intellectual Property

The Management Board directive, Managing Intellectual Property applies to use of
intellectual property (IP) in al ASD delivery options. While a service itself is not IP, all
government information, records, data, publications, software, policies, management processes
and other intangible assets used to provide the service are IP and are covered by thisdirective.

Service management considerations:

! The government owns the IP it creates, and should include contractual
provisions with the service provider to acquire rights for all intellectual
property created in delivering the programs or services.

! All arrangements with service providers that allow the use of government IP
must be formalized in the contract or under a separate licensing agreement.
Ensurethat these agreements outline what rightsthe service provider acquires,
specific usage requirements, and appropriate disclaimer clauses protecting the
government from third party liability.

! Procurement documents shoul d addressgovernment | P ownership, patentsand
copyright issues. Also, these documents should specify the service provider’s
management and security requirements for all records, documents and data.

Intellectual Property resources available:

. MBC Directive, Managing Intellectual Property; Management of
Recorded Information
. Archives Act

. Public Access Services Branch, MBS
French Language Services

The French Language Services Act (FLSA) gives every person and corporate entity the right
to communicatewith and receiveall available servicesfrom every ministry, agency, board and
commission of the government, in the province's 23 designated areas in both French and
English.

Service management considerations:

! If the program or service requires communications or contact with the public
then the government is obligated to ensure that the contract with the service
provider outlines the FLSA requirements and any recourse if the service
provider does not live up to them.
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! The procurement documents should clearly state that the provision of services
in French is mandatory in the designated areas of the province. They should
also include reference to accountability mechanisms and performance
measures.

! The FLSA givesthe Minister responsiblefor Francophone Affairstheright to
investigate public complaints about French language services, including those
delivered by a service provider.

FL SA resources available;

French Languages Services Act

FLSA Guidelines

Office of Francophone Affairs

Ministry French Language Service Co-ordinator
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| TSB Service Level Agreement

1. Purpose
This Service Level Agreement (SLA) details the conditions of the service contract
between ITSB and its clients.

2. Roles and Responsibilities
ITSB will provide clients with adetailed list of its services, the service levelsit is
agreeing to provide and associated costs. IT services, service levels and costs are
described in sections 2.0 and 3.0 of the “ Servicesand IT Planning (SLA) Guide
1998-1999". ITSB will report on service usage to clients on a quarterly basis.
These reports will outline services used, service levels achieved and associated
costs. ITSB will useacall logging and management system to capture service
level measures (e.g. response time, etc).

Clients, in turn, will estimate their use of information technology services and will
assist ITSB in maintaining accurate and up to date data for their branch. Clients
will advise ITSB of changes to their organization and its staff.

Clients must report problems and request changes through the ITSB Help Desk, this
will ensure that all problems and requests will be logged in the call logging and
management system. Clients must maintain desktop and software standards, and
request that relocation and new equipment set-ups be done by ITSB.

3. Partiesto the Contract
This contract is an agreement between ITSB and the Purchasing Services Branch,
Services.

4. Effective Time Period
The SLA is effective for the period commencing on April 01, 1998 and expiring on
March 31, 1999.

5. Reporting
ITSB will document and provide data on the use of IT services for each branch in
MBS/ORC. Reportson the use of IT serviceswill be prepared on a quarterly basis,
unless otherwise specified. The reports will also outline the costs of services used.
Most of the costs are funded corporately and will not be charged back to clients.
Some costs, however, have traditionally been paid for by clients and clients will be
expected to pay for these costs. Each branch will estimate their service usage prior
to the new fiscal year by completing the “IT Usage Assessment Form” within the
SLA.
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6. IT Usage Assessment Form

CLIENT PAY
One-Time Services Rate Unit | Cost
Several devices - Hardware/Software installations and moves | Negotiated 0|$ 0.00
Single device - Hardware/Software installations and moves $150 per device 0]$ 0.0
Training (cost is based on course type) $125/per course 0|$ 0.00
Recurring Services Rate Unit Cost
Internet E-mail account $240/year per user 0|$ 0.00
Variable Services Rate Unit | Cost
Business Application - major development and enhancements | $80/hr (on average) 0|$ 0.00
Network data and e-mail restores $75/yr (1st hr free) 0]%$ 0.00

TOTAL $ 0.00

CORPORATELY FUNDED
One-Time Services Rate Unit Cost
Set-up user with access to a business application $50 per set-up 0]$ 0.0
Central Fax: Transmission $500 per fax 0|$ 0.00
ITSB installs Dial-up software on PC for user $150 per set-up 0|$ 0.00
Set-up user on the network $50 per set-up 0% 0.00
Recurring Services Rate Unit Cost
Business application access $200/yr per app 0|$ 0.00
Dial-up access $216/yr per user 0% 0.00
Internet access $216/yr per user 0|$ 0.00
Network account for GTA users $3,300/yr per user 0|$ 0.00
Network account for Regional users $2,200/yr per user 0% 0.00
Network account for Specia users $800/yr per user 0|$ 0.00
Telephone management (GTA only) $55/yr per user 0|$ 0.00
Variable Services Rate Unit [ Cost
Business applications: fixes/minor enhancements $80 (on average) 0($ 0.00
Central Fax: destination site set-up $75/hr 0]$ 0.00
General consulting $80 (on average) 0($ 0.00
Planning $80 (on average) 0|$ 0.0

TOTAL $ 0.00
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7. Service Levels

Category

Service Type

Target

Account set-ups

Network, Internet, Dial-up

and Business Applications.

90% of account set ups will be carried out
within 2 days of receipt of completed
reguest form from user.

ups)

Billing Telephone Clients will receive reports within 10 days
of ITSB receiving datafrom CTS 100% of
thetime. And be billed

Central fax (site set- Central fax 90% of account set ups will be carried out

within 4 days of receipt of completed
reguest form from user.

enhancements (minor
& major)

Consulting Planning and Genera Negotiated
Consulting
Development and Business Applications Negotiated

network changes

Application access

Follow-ups Network, Dial-up and Internet | 90% of calls will have afollow-up call
access
Notification of Network and Business Userswill be given 5 days notice for

changes to the network 100% of the time

Problem resolution

Network, Dial-up, and
Internet Access

70% of calls resolved within 1 day

Server availability

Network, Internet and
Business Applications

Individual servers available 97% of the time

Set-ups/deletions

Telephone (includes data
lines and voice mail)

90% of set-ups will be done within 8 days
of receipt of request form

Several devices - Network (hardware and Negotiated

installations & moves | software)

Single device - Network (hardware and 90% of installations and moves will be

installations and software) carried out within 5 days

moves

Software installation Dia-up 90% of installs will be done within 5 days
of receipt of request form

Training Training Negotiated

Transmission Central Fax 100% of transmissions will be done within 1

day from receipt of request

8. Agreement

| hereby agree to the terms and conditions of this agreement;

Agreed and authorized by:

Date:

Agreed and authorized by:

Date:

SUBSIDIARY AGREEMENT TO THE
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FORMSMANAGEMENT SERVICES CONTRACT

THISAGREEMENT made in duplicate as of the 1st day of , 19 . (Commencement
Date)

BETWEEN:
The Ontario ministry/agency known as:

Name:
Address:
(hereinafter called the "Forms M anagement Client" or the “ Client”)
AND:
XXXXXXXXXXXXXXXX INC.
AddressLine 1
City, Province  Postal Code
(hereinafter called the "Supplier")
Preamble

It isaprincipa objective of the Forms Management Services Contract that Clients will be able to reduce the
production costs of their forms by utilizing the Services. It isaso intended that Clients will improve both their
forms and performance of their core businesses by availing themselves of the Services. Clients who agreeto
acquire all Forms Management Services from the Supplier will derive the maximum benefits outlined in the
Corporate Contract or as otherwise negotiated and specified in the Subsidiary Agreement.

This Subsidiary Agreement shall indicate the extent of the Services that the Forms Management Client requires
from the Supplier based on the Scope of Services described in the Contract.

The Supplier shall work closely with each Forms Management Client to set objectives for the Forms
Management Services; to measure the Supplier’ s performance against those objectives and to regularly report
and review performance results with the Forms Management Client, as part of the Supplier’s obligations under
the Subsidiary Agreement.

One of the key features of the Contract is the Supplier’s commitment to achieve Savings in forms administration
by reducing, among other things, the costs to Forms Management Clients of acquiring, managing, distributing
and paying for forms and for processing forms. Savings, which in any case are to be in excess of the
“Committed Savings’ as outlined in the Contract and as stated below, are to be agreed to by the Supplier and
Forms Management Client and are to be specified in this Subsidiary Agreement.
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Applicable Terms & Conditions from the Contract

All terms and conditions, mutual promises and obligations of the Forms Management Services
Contract (“the Contract”) between Her Mgjesty the Queen in right of Ontario, as represented by the
Chair of the Management Board of Cabinet and Crain-Drummond Inc., dated December 1, 1996,
shall apply to this Subsidiary Agreement, except where the Contract provides for: the description of
the specific Service needs of the Forms Management Client based on the Scope of Services of the
Contract; the Savings objectives to be negotiated with the Forms Management Client where such
Savings are expected to exceed the Committed Savings of the Contract, the calculation of the
Distribution Fee and any other matters required to be included in accordance with the Contract, as set
out herein.

Term of the Contract with MBS

Theterm of the Contract with MBS isfive (5) years; with an optional extension Term of two (2)
terms having a duration of one year each, exercisable at the discretion of MBS.

Definitions

Unless otherwise provided, capitalized words and phrases have the prescribed meaning as set out in
Appendix 1 to this Subsidiary Agreement or in the Contract.

Subsidiary Agreement Term

The Term of this Subsidiary Agreement shall be ___ years from the Commencement Date indicated
above.

Implementation Plan

The Supplier shall prepare an Implementation Plan which shall include actions, responsihilities and
time-frames for the Supplier to implement the Services of the Subsidiary Agreement.

The Implementation Plan shall include Base lining which shall be the basis for calculating Savings.
Savings shall be comprised of the following categories: product costs, administration costs; form
processing costs; and such other categories as the Supplier and Forms Management Client may agree,
and the amount of the Savings shall not be less than the costs savings commitments described in
Section 5.1 of this Subsidiary Agreement.

In implementing the Subsidiary Agreement the Supplier shall meet with the Forms Management
Client to define and benchmark the performance criteria and standards (objectives) expected of the
Supplier in providing the Services; and the measurement methods to be used by the Supplier to
monitor and report on its performance.

Contactsfor the Supplier:

Primary:

Telephone No.: (905) (Ext. )

Facsimile No.: (905)
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Backup:
Telephone No.: (905)
Facsimile No.: (905)
155 Contactsfor the Forms Management Client
Primary:
TelephoneNo.: (__)
FacsimileNo.: (__ )
Backup:
TelephoneNo.: ()
FacsimileNo.: ( )
2 Services Required by the Client
21 In the space provided below, the Client in conjunction with the Supplier shall describe the specific

group of Forms Management Services that the Forms Management Client requires the Supplier to
provide under this Subsidiary Agreement: (Attach additional sheetsif required)

2.2 Distribution Fee: For the first six months of this Subsidiary Agreement the Distribution Fee (if any)
is
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3.3.2

3.33

Order Form

The Supplier shall provide to the Client, custom paper and/or standard el ectronic order formsfor the
purposes of ordering the Services.

Ordering Options

The Supplier shall make available to the Forms Management Client, any or al of the following
methods of ordering the Services of the Subsidiary Agreement:

. Internet;

. E-Mail;

. EDI - Electronic Date Interchange;

. IVR - Interactive Voice Response (telephone); and
. FAX

Scope of Services Available

Except as otherwise indicated, all of the Services described in Sections 3 & 4 of this Subsidiary
Agreement are included in the price of the Goods purchased by the Forms Management Client from
the Supplier.

Forms Analysis

The Supplier shall provide ongoing consultation, forms analysis and design Services to the Forms
Management Client, to reduce the Client’s costs of its forms and to achieve and exceed Processing
Savings. The Supplier shall propose and implement, through the applicable Forms Committee,
innovative cost saving solutions by applying techniques to reduce and simplify the Client’s
paperwork.

The Forms Management Client may also request the Supplier, through the applicable Forms
Committee, to attend to any of the above mentioned Forms Management Services.

In any case, Forms Management Services are to be provided on the understanding that any resulting
form will be manufactured and/or supplied by the Supplier.

The Supplier shall allocate personnel with sufficient analytical resources required for the forms
analysis needs of the Forms Management Client.

Forms Design

The Supplier shall provide all paper based forms design services and finished artwork, provided that
the Supplier will be the manufacturer of the particular form.

All forms design work shall be effected by the Supplier in close liaison with the applicable Forms
Custodian and Forms Committee and may include any or all of the following: the Supplier’s sketches,
pen and ink drawings and/or computer generated designs.

Form designs shall be effected in accordance with al Requirements of Law and government policies,
including MBS’ Visual Identity Policy, Plain Language Policy, and Canada Post Standards.
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Cataloguing & Combining of Non-Registered Forms

During implementation, the Supplier shall in cooperation with the appropriate Forms Custodian or
Forms Committee, collect and catalogue all recognized non-registered forms; prepare a database,
conduct fact finding and on an ongoing basis, explore opportunities for form combination.

Elimination of Redundant Cor porate Forms

The Supplier shall, in cooperation with the applicable Forms Committee and with MBS, use its best
efforts to identify, catalogue and eliminate redundant forms of a Forms Management Client by
actively recommending the consolidation of similar forms serving the same or similar purpose.

For ms Obsolescence

The Client shall be responsible for the cost of obsolescence of any form which is pre-authorized for
production by the Forms Custodian, when the form is declared obsolete. The Supplier shall be
responsible for the cost of obsolescence of all forms not authorized by the Forms Management Client
for production.

The Supplier shall implement appropriate inventory planning and supply management procedures to
ensure that forms obsolescence and inventory costs are kept to a minimum.

Supply M anagement
Inventory Transfer

If required by the Forms Management Client, the Supplier shall implement its action plan to transfer
the Client’s current inventory of formsto the Supplier’s warehouse.

Prior to the transfer of the Client’ s forms to the Supplier, the Client shall count and record the
inventory of each form. The Client shall be responsible for the costs to ship the forms to the
Supplier’ s warehouse.

Upon receipt of the forms, the Supplier shall verify the inventory count in conjunction with the Forms
Custodian or Forms Committee or their respective delegates. The Supplier shall, within 30 days from
the date of receipt of the forms, issue a credit to the Client for the value of the inventory that is
transferred from the Client to the Supplier.

Forms Printing/Supply

The Supplier shall print and manufacture and/or purchase from the Subcontractors the forms as
required by the Client.

All forms shall be supplied on paper which meets or exceeds the Environmental Choice Program
(ECP) guidelines for recycled fine papers as published by Environment Canada.

Reprint Procedures

The Supplier shall on aregular basis, meet with the Forms Custodian to review the needs of the
Forms Management Client, including identifying mission critical forms, forms design, processing
efficiency and supply requirements. Mission critical forms are to be identified by the Client with the
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Supplier. These may include items which have operational impact and/or are revenue generating
forms.

432 As part of the Supplier’s diligent supply management procedures, the Supplier shall obtain an
authorization signature from the appropriate Forms Custodian or designate, to reprint aform for
inventory replenishment purposes. Alternatively, the Supplier and the Client may choose to negotiate
areprint approval process and time frame more appropriate to the specific requirements of the Client.

433 The Forms Custodian or designate shall work with the Supplier to provide approvals within the
mutually agreed time frame. Late approvals may impact delivery requirements outlined below.

4.4 Delivery Requirements

441 For forms not requiring any changes: two (2) Business Days delivery turn around from receipt of
order by the Supplier to locations within Geographic Service Areas“C” and “A” (as defined below).

442 For forms not requiring any changes: three (3) Business Days delivery turn around from receipt of
order to locations within Geographic Service Area“B” (as defined below).

443 New or changed forms shall be delivered asfollows:

(A) Flat Forms: within five (5) Business Days from the Supplier’s receipt of the approved
proof from the Forms Custodian; and

(B) Single and multi-part continuous, multi-part snap-set forms & envelopes: within 15
Business Days from the Supplier’ s receipt of the approved proof from the Forms
Custodian, or as negotiated in advance between the Client and the Supplier.

444 FOB destination; Freight prepaid and charged back to the Client, either through the Distribution Fee
or as otherwise arranged with the Client and specified in this Subsidiary Agreement.

45 Geographic Service Areas

451 The Supplier shall provide any of the Servicesto all of the Geographic Service Areas as defined
below.

GEOGRAPHIC SERVICE AREA REGION OF ONTARIO
"A" North Central Ontario
"B" North Western Ontario
"c Southern Ontario
4.6 Proofs
46.1 The Supplier shall provide to the Client one final set of factory proofs made to industry standard

based on Client approved original copy. Changes to proofs made by the Client as the result of
“author’s alterations” are to be charged as an extra at $40.00 per hour multiplied by the Supplier's
production time for making such changes to the proofs.
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52

7.2

721

722

7.2.3

7.3
731

Committed Savings
After Base lining has been completed, the Supplier shall commit to the following minimum savings:

1. 9% on Product Cost from Basdline;
2. 20% on Administrative Cost from Baseline; and
3. 1% on Processing Savings.

Where Savings (which are to exceed the above minimums) are negotiated with the Client, such
Savings shall be specified below and are subject to the Performance Review:

1. % on Product Cost from Baseling;
2. % on Administrative Cost from Baseline; and
3. % on Processing Savings.

Additional Savings

As part of the Services, the Supplier shall actively pursue new cost savings projects and present cost
reduction proposals to the Forms Committee in order to meet and exceed Savings including
Processing Savings as specified in Section 5.1 or 5.2.

Additional Savings shall be shared equally between the Client and the Supplier.

Pricing

The pricing of the Services to be provided by the Supplier shall be based on the Cost Plus Pricing
methodology.

Cost Plus pricing incorporates the following principles:

Pricing is to be based on compensating the Supplier on a cost plus basis;

The Client shall have allocated to it, the costs incurred by the Supplier to provide the Services set out
in the Subsidiary Agreement or Purchase Order as the case may be; and

The alocation of such costsis divided between the following categories:

. Manufactured Products;

. Resde Items;

. Handling Only Products; and

. Warehousing and Distribution.

Manufactured ltems

The Forms Management Client shall pay the Supplier for each Manufactured Item ordered pursuant to
this Subsidiary Agreement:

(A)  the Manufacturing Cost;

(B) plus the Administrative Fee of 13.3% of the Manufacturing Cost;

© plus aMark-Up of 9.85% of the Manufacturing Cost;

(D) plus a Distribution Fee of X%** on the sum of sub-clauses (A), (B) & (C).
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7.4

74.1

7.5

751

7.6

76.1

7.6.2

Resaleltems

The Client shall pay the Supplier for each Resale Item ordered pursuant to this Subsidiary Agreement:
(A)  thePurchase Price;
(B) plus the Administrative Fee of 4% of the Purchase Price;
© plus aMark-Up of 6% of the Purchase Price;
(D) plus a Distribution Fee of X%** on the sum of sub-clauses (A), (B) & (C).

Handling Only Product

The Client shall pay the Supplier for each ordered item that is a Handling Only Product a Distribution
Fee of X%** of the purchase price paid by the Client for that item. The Client shall provide evidence
of the purchase prices to the Supplier as required.

*x Distribution Fee may vary with each Client and will cover the actual and direct costs
incurred by the Supplier for the Services (see Article 2.2).

Warehousing and Distribution Activities

The Client shall pay the Supplier a Distribution Fee to cover the Supplier’ s direct and actual
Distribution Costs for providing the Services required by the Client.

Therate of the Distribution Fee established within this Subsidiary Agreement shall remain fixed for a
period of 6 months from the Commencement Date of the Subsidiary Agreement. Every 6 months
thereafter, the rate of the Distribution Fee may be increased or decreased, as the case may be, and
calculated in accordance with the method described in Contract Schedule # 2 of the Contract with MBS.

Reports
Forms Management Clients Reports. These reports are to be provided monthly or periodically at
such intervals as stated here , asaMicrosoft Excel (Windows), LOTUS 123 file (or

hard-copy if requested) or in amutually agreed format, and may include but not be limited to the
following:

- Detailed Forms Usage catalogue;
- Cost alocation as required;

- Grouping analysis,

- Slow Moving Report;

- Distribution Fee analysis;

- Cost Plusreporting;

- Client/customer satisfaction; and
- Summary of Savings.

Performance Review

The Supplier shall monitor and review the performance of the Services on an ongoing basisto ensure
that the objectives set out in this Subsidiary Agreement are measured and met. At least once every 12
months during the Term, the Supplier shall make a performance review presentation, with appropriate
documentation, to the Forms Management Client and a summary review presentation to MBS of the
Forms Management Services performed that year.
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The performance review presentations shall included the following:

. Objectivesreview;

. Quality Standards Review ;

. Non Registered Forms Catalogue/Redundant Forms;
. Technology;

. Summary of Savings.

Terms & Conditions

Taxes

Unless this Subsidiary Agreement (or the applicable Purchase Order) provides otherwise, GST is not
applicable to the Services purchased hereunder, and the Client certifies that the Services purchased
hereunder are for the Crown in Right of Ontario and as such are not subject to GST. Where GST is
applicable, the Client shall so advise the Supplier, and GST isto be shown separately on the Supplier's
invoices.

All prices are to exclude Provincial Retail Sales Tax (PST) which tax (or similar tax) will be added
separately on the Supplier’ s invoices, and will be payable by the Client to the Supplier.

When applicable, taxes shall be identified and shown as separate items on each invoice, at the ratesin
effect at the time when the Client requests the Service from the Supplier.

Invoicing & Payment

The Client has the option of initiating the method of payment by using the Ontario government
Purchasing Card when placing the order with the Supplier.

Twice Monthly/Monthly Summarized Invoices - Approved invoices are payable on a net 30-day
basis from the date of receipt of invoice. Invoices that are not submitted in accordance with the prices
or in accordance with instructions set out in the Purchase Orders, will be referred to the Supplier for
adjustments. The Supplier shall apply the required adjustments to the next period billing and the Client
shall pay the amount set out in such invoice, on awithout prejudice basis as soon as practicable.

Alternative M ethods of Billing

If required by the Client, the Supplier and Client are to agree as to an alternative method of billing, as
provided in the Contract, which can be one of the following three methods:

€) [temized Billing;

(b) Individual Invoices for Each Shipment; Invoices that have been approved by the Client are
payable on a net 30-day basis from the date of receipt of invoice. Invoices that are not
approved by the Client shall be returned to the Supplier within five (5) Business Days of
receipt by the Client, for correction/credit or credit to the Client, without the Client incurring
any late payment penalties.

(©) Electronic Invoicing; In this case, the Supplier shall arrange with individual Client to
provide the Client with electronic invoicing, as required by the Client, to reduce the
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13.1.3
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respective administrative costs to both parties of preparing, submitting, processing and
paying for paper based invoices.

Settlement of Disputes

In the event of any dispute or claim arising between the Supplier and the Client as to their respective
rights and obligations under a Subsidiary Agreement or Purchase Order, either party hereto may give
the other written notification of such dispute or claim. The notification of dispute or claim shall be
made within five (5) Business Days of the dispute or cause of action arising. If the dispute or claim
cannot be resolved to the satisfaction of both parties, the matter shall be referred to a meeting of the
Forms Committee, and if the matter is not resolved within five (5) days thereafter, either the Client or
the Supplier may refer the dispute to the Management Committee to resolve such dispute in accordance
with Article 19 of the Contract.

Client'sRight to Terminate Subsidiary Agreement or Purchase Order

The Client reserves the right to terminate the Subsidiary Agreement or Purchase Order, as the case may
be, upon giving seven (7) days written notice to the Supplier in the event of the Supplier:

neglecting or failing to carry out the Services properly or diligently and in accordance with
the Subsidiary Agreement or Purchase Order;

refusing or failing to supply an adequate number of properly skilled workers or an adequate
amount of supplies; or

disregarding pertinent laws, regulations, by-laws or ordinances or the pertinent instructions
of the Forms Custodian, and the Supplier failing to rectify or correct any such default or
delay as required by the said notice within the time so specified.

The Client shall have the right to terminate the Subsidiary Agreement or Purchase Order, as the case
may be, without cause, upon sixty (60) days prior written notice to the Supplier.

Conflict Between Subsidiary Agreement & Contract

In the event that there is conflict between a provision of the Contract and Subsidiary Agreement or
Purchase Order as the case may be, the relevant provision of the Contract shall prevail.

IN WITNESS WHEREOF the parties hereto have executed this Agreement on the date first above written.

Name of Ministry/Agency

Authorized Signature Per:

XXX XXX XXX XXX XKXXXKXXXXX

Per:

| have authority to bind the Corporation.
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Definitions

“Additional Savings’ means the amount by which the Savings achieved by the Supplier exceeds the
Committed or Negotiated Savings. The Additional Savings are to be shared between the Supplier and
the Forms Management Client in accordance with the provisions of Section 4.17 of Contract Schedule
#1;

“Administration Fee” means the fee that the Client shall pay to the Supplier to cover as compensation
the Supplier’s Sales, General and Administrative costs of providing the Services, such fee to be
allocated to the Client and calculated in accordance with the Contract;

“Baselining” means the process to be undertaken by the Supplier, in consultation with each Forms
Management Client, on the Commencement Date of each Subsidiary Agreement. Through Base lining,
the costs of the forms currently used by the Forms Management Client as of the Commencement Date
of the Subsidiary Agreement are to be analysed and cal culated to arrive at the baseline costs (“Baseline
Costs’), and may include the actual costs of the forms currently used by the Forms Management Client
(as of the Commencement Date of the Subsidiary Agreement), such costs to include the purchase price
of the forms; the administrative costs of the Forms Management Client in requisitioning, ordering,
distributing and financing the costs of the forms; and the costs of processing the forms. Where costs of
the forms have not been actually incurred by the Forms Management Client, or where incurred costs are
not all of the costs for the forms, the Supplier and Forms Management Client may agree either to
attribute a cost therefor or to increase the cost therefor.

“Committed Savings’ means the minimum savings the Supplier commits to provide asindicated in
Section 5.1 of this Subsidiary Agreement;

" Cost Plus Pricing M ethodology" means the method of calculating the Contract Price of the Goods
by adding to the Manufacturing Costs, the Supplier's Administrative Costs, Customer Service &
Support markup and a Profit Markup as specified;

“Distribution Costs’ means the costs of the Supplier in distributing the Goods, and are comprised of
the following costs. Warehousing, Packaging & Handling, Order Processing, Financing, Contract
Management, Communications & Systems and costs related to Purchasing Card service charges and
Early Payment Discount, which the Forms Management Client and the Supplier agree will likely be
required for the Forms Management Services, in accordance with Contract with MBS;

“Distribution Fee” meansthe rate, to be calculated as aratio of total estimated Distribution Costs to
the anticipated Billings for the subsequent year for that Forms Management Client. The Distribution
Feeto be charged to the Forms Management Client by the Supplier as a percentage of the Cost of the
Form to recover the Supplier’ s Distribution Costs;

" Financing" means the cost to the Supplier for keeping an inventory in awarehouse. It isbased on the
actual prime rate and the average value of the inventory warehoused for the Client;

“Forms Committee” means the group consisting of individuals of the particular Client’sforms
management staff and the Supplier’ s representatives, whose functions include setting objectives for the
Forms Management Services; establishing good communications between MBS, the Supplier and the
particular Forms Management Client; maximizing the effectiveness of the Services; and reducing
administrative and processing costs of the Client;

Appendix 1 - Definitions
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“Forms Custodian” means any employee of the Client, whose responsibilities include keeping
specific forms of the Client current and up-to-date. The Forms Custodian isto specify any changes
reguired to be made by the Supplier to the forms of the Client, and is the delegated authority of the
Client who can authorize the Supplier to produce or reprint specific forms for the particular Client;

“Forms Management Client” means any Client who entersinto a Subsidiary Agreement with the
Supplier for Form Management Services;

" Forms Management Services' means those particular Services that the Supplier isto provide the
particular Forms Management Client, to be described in the particular Subsidiary Agreement between
the Supplier and Forms Management Client;

“Goods’ means any or all of the Manufactured Products, Resale Items and the Handling Only
Products that the Supplier provides to the Client;

“Handling Only Products’ means the Client owned goods which are provided to the Supplier for the
purposes of the Supplier providing only the distribution component of the Services,

“Implementation Plan” means the schedule to be established and agreed to by the Forms Management
Client and the Supplier, on or after the Commencement Date of the particular Subsidiary Agreement.
The Implementation Plan is to include actions, responsibilities and time-frames by which the Supplier is
to implement the Forms Management Services,

“Implementation Team” means the group of individuals representing the Forms Management Client
and the Supplier respectively, who have the appropriate skills required to carry out the Implementation
Plan.

“Management Committee” means the committee comprised of the Minister’s Representative and the
primary contact of the Supplier. The functions of the Management Committee include MBS and the
Supplier, coordinating the provision of Forms Management Services to the Client, and handling any
dispute referred to the Management Committee pursuant to Article 19.

“Manufacturing Cost” means the cost to the Supplier of producing a Manufactured Item, including
direct labour, direct materias, plant overhead and depreciation, and where applicable, the freight cost to
get the Goods to the Supplier's warehouse;

“Manufactured Products’ means the goods that the Supplier has produced as required by the
Subsidiary Agreement;

“Mark-Up” meansthe fee, as specified in the Contract, that the Client shall pay the Supplier as the
Supplier’s profit for providing the Goods/Services;

"Minister" or"MBS"' means"Her Majesty the Queen in Right of Ontario as represented by the Chair
of the Management Board of Cabinet" on behalf of the Ministries, Schedule 1 Agencies and the
Broader Public Sector (BPS);

“Processing Savings’ means that part of Savings, the amount for which to be specified in the
Subsidiary Agreement, to be realized by the Forms Management Client by having some or all of its

Appendix 1 - Definitions
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forms redesigned or modified, to take into consideration recommendations made by the Supplier and
accepted by the Forms Management Client, whereby the Supplier has applied its skill and knowledge of
forms analysis;

123  “PurchasePrice” means the price paid by the Supplier to a Subcontractor as agreed to by the Client for
a Resale Item; this may include the cost of freight to the Supplier's warehouse when applicable;

124  “Resaleltems’ means goods that the Supplier has purchased in order to provide the Services required
by the Subsidiary Agreement;

1.25 " Savings' means the reduction in the amount of Baseline Costs, to be achieved by the Supplier for the
particular Forms Management Client through the performance by the Supplier of the Forms
Management Services. The amount of the Savings are to be asindicated in Section 5.1 as “ Committed
Savings’ or as “Negotiated Savings’ as described and specified in Section 5.2 of this Subsidiary
Agreement.

Appendix 1 - Definitions
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