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RRiEFNG ON THE: A.UTOMA ff)N OFBENEFUf PAYMENT AT POST Ok ICE. 

Background 
The Benefits Agency (BA) is Post Office Counters Limited's larger: client, accounting for over 33£'%of 
business volume and value. Mo s aeficiaries (55%) are paid through post offices using order 

bores 

or Green 
Girocheques. The rest are paid by automated credit transfer (ACT) to a bank account. Payment through post 
offices costs the BA more (in both their internal costs and POCL and Girobank 'f s) than ACT and is viewed 
as more prone to fraud, Last year the Department of Social purity proposed making ACT compulsory for all 
beneficiaries with a suitable bank account. This would have eretset a major loss of Counters' business and 
would have resulted in outlet closures_ After extensive public and parliamentary debate thew options were 
rejected and BA and POCL were asked to develop an option for arodernisiug benefit payment through post 
offices. which the Post Office and Department of "Tale and Industry had put forward. 

Medium Term Plans 
A Joint A/ CL f asibility study reported in February 1494, recommending a two stage approach: bar 
coding  of order books as a first phase followed by the introduction of plastic card based payment once all post 
offices have been automated. These proposals have a timescale which would result in all post offices being 
automated and all beneficiaries paid via plastic cards by the year 20(X). 13oth systems would use counter 
teraaainals with access to payment details, only payments authorised by the BA could be made and so fraud 
would be substantially reduced.. The plastic card system_ would also allow the I3A to make administrative 
savings: 

Verification of payee identity via biometrics (suck as finger print scannessi has received considerable press 
attention, It was considered in the feasibility study but use at the counter %vas ruled out at present on grounds 
of customer acceptability, reliability and cost. 

This feasibility- report has been distributed to earl a; cs 1)55, DTI Nord lr .

Short Trus Plans' Men 
In parallel with this investigation of medium tone options, the BA have been looking at ways ale  tin 
fraud now. A less sophisticated system,*Alen*, sing bar codes and an automated stop list (but without access 
to full payment details at the counter) has been on trial in 18€) North London post offices. This were cqwparcrc 
leased by the BA from a private sector supplier, HTEC, who also manage the system. A.le" p 

o 

s ca ., the uSe ei 
books reported as stolen or cancelled by the BA and put on the stop list and allows such f,{<k..h s t be retained. €€ed. i€` 
they are presented for payment. The trial has been successful and BA estimate that ex~te siirm to the whole 
London area (inside the X125) would prevent fraud worth £40m per annum. 

A joint .B A and POl L review of the Alert trial and the feasibility .study proposals has concluded that Alert 
should be extended in order to make some earl fraud savings, while the medium term systems are uncles 
development. To ensure that short terms solutions do not compromise the strategic developments,  the circa 
T C type of equipment would not be used, instead a PC 'based system would be implemented. Title : Y. 

able to support the medium term strategic developments once the BA have made necessaryenhancerrecune 3a 

their central computer systems and once the required toifecsrzaraauaaicatiorae infrastructure is in plAae. 

A have now proposed die implerreresuon of Alert on Pf based equipment in 1478 London post offices with 
4200 serving positions. (Around 10% of the UK total.) They published a notice in the European Journal 
inviting expressions of interest for providing and running all or part of such a system. 'T'here have been around 
60 respondents including major clearing banks, facilities managers, telecommunications companies, computer 
err rr cturcrsg An Post, Girobank, SSL w and IT who have been added at .POCL's request (and who will 
maintain separation between statT seconded to POCL to work on requirement specification and staff preparing 

any 

IT 

lender). 
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The current position is cornpl xx Politically. BA would find it difficult to follow any other route than issuing 
the. Operational .Requireruent to European Journal respondents, though this is not a legally binding 
requirement. 'However they now accept that this will result in a longer tirnesrale and greater risk than using 
existing Post Office call-of contracts which have air each' ' n subjected to tendering. It is also not clear 
whether they will have the necessary funding to go ahead.. 

is means that. a short term arrangement with the frost Office providing a systcrn for the ndon areas but 
3 t o. s tier subsequent market testing and possible trans[. , t private sector contractor, may be agreed 
the i1cm few weeks. 

Strategic Issues 
Potentially this is a vmy important strategic development for both Counters and The Group as a whole. The 
facilities provided for the Benefits Agency could put a to urinal on every post office rater position, supported 
by an extensive telecommunications infrastructure. This would realise a l ang-standing POCL  strategic 
objective with assured support from our largest client, 

These facilities -would be available for developing automated products led other clients, devdnping now 
business including leybrid products On collaboration with other pares of The Group), and wo ld help achieve 
efficiency savings in outlets and ccntr ll,y. 

It will be important for P0(1 to .t, hne x;. a s.3.t. d cont€< ctoal framework for the deY cl . p€ ue s, so as to ensure 
effective commercial control of new lge,,iness processes including: 

acceptability of the retail service provided to customers including providing other clients` products; 
corral of retail standards including: outlet equipment and change control for the new systems; 

* control of associated processes including the management of converging data streama and providing a 
single interface to clients; 

* financial integrity for the client and associated controls; 
a stable contract with he BA, long enough to assure POCL of a return on any investment for BA. 

Investment requirements 
Current best estimates for the recommended option, as shown in the joint BAIPOCL feasibility report are at. 
Azut A. (Because of the restricted scope of the feasibility study and for com.nwrelal reasons, this assessment 
does not include any costs or benefits for other Post Office applications sharing the facilities. his is currently 
being examined by POCL) 

There are marry ices still to be resolved and so these 
es ti mates 

are very provisional, however they do show a 
project which is highly effective in public expenditure term; and so suggest that., provided funding issues can 
be resolved, it should be possible to devise a way forward which is mutually beneficial for the 'Post Office and 
the 1)55. 

The Next Steps 
POCL will continue discussions with PA with the ojectivesofsate ttardirtgour• commercial position and 
obtaining a satisfactory return on any

Issues currently being discussed include the ft flowing: 
a Who will fond Alert and/or medium term[ systems: the. BA or POt1 (recovering costs in higher fees), 

a 

Possible use of private sector financing; whether BA or POCL or both would hold any contract with a 
private sector partner, 

a Boundaries betwo en BA and POCL c-oulr l of time parts of the system, especially as regards support for 
other clients and agentss, 

• Migration of existing POCL applications, especially L CCO± and Aehorireted lnerrrents. ortlo the r'nrw 
equipment; there is only room for one terminal at .a counter position. 

When agreement in principle has been react", a proposal will be put to MaPEC. t ism en the negotiating 
climate, it ma's then be necessary to reach a decision quickly+, while the agreement with BA is on the table, 

II 
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POCL Resources 

Director 

April l94 
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SUMMARY COSTS & SAVINGS 
FOR T }3A/POCL DEVELOPMENT  REPORT 

RECOMMENDED INIM M ATIO 

I .
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pp
{£ ~V.o I,~.;i ~£ } '"G"1 Fes$: CS.% (.3999) 

Annual nrnwng costs (72,81)

3 
..... ». n 

Savings 
a) Fraud i, .40 
b) BA administration 

77,647 
a.) POCL ad ni.Rt+ation 19, 59 

t CuathdvNFVbyyar6 341,46 

5 Steady state cash flow U3. 

Notes 
Savax~ costs are to c a S x ,a:o;E including boh POCI C PA 

mponen S, Cap f t i i links g:4.3 2 r. for  NPR; 
inclu s £16.i5m. 

Discount rate used for NPV is d% (i.e. a =re,d as PA 

asst maker ) 
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