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TEST CONFEMEMCE
BB MAJOR PROJECTS EXPENDITURE COMMITTEE
BRIEFING ON THE AUTOMATION OF BENEFIT PAYMENT AT PORT OFFICES

Backgrownd

The Beoefits Agency (BAY i3 Post Do Counters Limited’s Targest client, scoounting for over 33% of
business volome amd valoe, Mo seffotaries (85%) are paid through post offices using order books or Green
Girochegues. The rest are paid by automated credit transfor (AT} to a bank scoound. Pavment thyough post
offices costs the BA more {in both thelr intoraal costs and POCL and Glrobank foos) than 40T and s viewed
as more prone to fawd. Last vear the Department of Socidd Recurity proposed making ACT compulsory for ol
beneficiaries with a suitable baak seconat. This woubd have mond o major loss of Countors’ businuss and
wouhd have resulind in outlet closures. Aller extensbve public and parliamentary slebats these options ware
refected and BA and POCL wore asked to develop an option for motdernising benefil pavanent through post
affices, which the Post Office and Department of Trade and Industry had padd forward,

Bedinm Terom Flans

& joint BAPOCL fomibility stody roporied In Fwuary 1994, recommending 2 two stage approsch: bare
sl of order books g3 a fst pluse Bllowad by e Introduction of plasiic cord based pavment once all post
offices have been sutomatsd. These proposals have & timescale which would rovalt i all post offices buing
sutmated and ol beneficiaries paid vis plastic cards by the year 2000, Both svstems wonld nse couder
terminals with aucess 10 pevinent details; ouly pavments ahorised by the BA could be made amd go fraud
would be substantially rodeced. The plestic card systems would also allow the BA m make administeative
BavERES.

Wertiontion of payee iduntily viz Bonrtrios (such a8 fager print scannerst e reoebved considorable pross
attention. It was considured in the feasibility study bul use ot the counter was mled out 81 present on groweds
of customer accepiabilivy, reliabitity amd cost.

This feastbility roport bag boon distribated to Mintsters and serdor officialy tn DES, DT and the Treasury.

Shert Term Plany - Alest

In paratie] with this investipation of wmediam i options, the BA have boen looking o wavs of combating
frawd row. A lese sophisticuted systom |, "Alent®, using bar codes and an sutomsted stop Hst Gt witheout sovess
to full pavment detadls at the comntor) hag boew on triad in 189 Month London post offices. Thiy vsey cupsipment
feased by the BA from a privale seotor supplisr, HTED, who also sana the sestem. Alert provesnts the use of
buaks reported a8 stolen or cancelled by the BA sod put on the stop Hst and allows such books to be retained i
they are presented B pavment. The trial bas boon swcoessfnd snd BA estioate that extension 1o the whels
London s Grsble te M3 would provess fraud worth £40m per annum,

A jodnt BA snd POUL yeview of the Alert trigd and the Roasibiltly siudy proposals has concheded that Alert
should be exisaded to ordor 0 make some sarly fraud sevings, while the medinem o sysioms arp sader
developament, To ensure that shiont oo solutions do ot sanprenise the sirategle devalopments, the current
HTEC wpe of souiproent would not be used instead o PCbased systom would be mplementad. Thiz would be
abde to support the medium ko stratgie dovelnpments onoe the BA bave made necsssary enhanooments o
shedr contral oomputer systons and onee the reguired teleconuounioations infrastructure is in placs,

BA have sow proposed the implomentation of Alert on PC-based spuipment in 1478 London post offioes with
4200 serving positions, {Around 10% of the UK wial} They pablished a sotice in the Buropean fournal
nviting cxpressioms of totorest for providing snd ronning all or pant of such » systeen. Thers have besn sround
5iF pespondents ncluding major cleariag banks, Tacilities monagers, eleconununicntions companies, compuater
warnnfctirers, An Post, Glrebank, 881 - and 1T who bave beon added at POULs request {and wheo will
maintain separation between staff seovnded to POCL o work on requirement specification and staff preparing
any i1 tenden),

Current Position

B4 and POCL are jointly doveloping an Oporstions] Requirement sgainst which tonders could be bwited Rt s
st neceniain whether the DSE will go abead and fseue this, or whether - 5t least in the shoey e - they may
decide 1o ask POUL and 1T 1o provide the service based on the Farnborough Systtun Managoment Centre and
Postline.
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The cursznt posttion is complox. Politically, BA would find it difficult to (oliow any other route than issuing
the Operstionad Reguirement to Boropean fournal rospondents, though 1his i not a legally binding
requirement. Howaver they now acoopt that s will roselt fn a ongey thinescale and grestey visk than using
pxisiing Post Office call-off contracts which huve already boen sublocted o ondering. 1 i3 also nod cleay
whether they will have the necessary fombing 0 go ahead,

This mexns that a short torm arvangement with the Post Office providing o system for the London ares, bat
with options Yor subseguent ket msting and powsitble transtor to & private sector contracton, may be agroed
in the nest fow wooks,

Strategic Issues

Porstially thix s & very lportas stratogie development for both Countors amd The Group ax o whele. The
facilitios provided for the Benefits Ageney could put 3 torminal on vary post offios counter position, sapported
by an extensive telecommunivations infrastructure. This would malise ¢ long-standing POCL strategic
ohipctive with sssured support from our largest cliont,

These facilities would be available for developing automated products for other olisnts, developing new
business including hybrid products (in colloboration with other parts of The Group, and would help achiove
cificiency savings i outhus and contrally.

$wil] be impeertant S POOL moschisve 3 sound comtrastual fopsewank for the developments, 30 35 10 susuge

effective commercial comtrol of core business provesses inchuding:

#  aoceptability of the relall sorvice prowided 1o oustomers tachding providing other clicms’ produsts;

s controd of retal! standands including ontlet equipment snd change control for e new systemsy,

s oomtrol of assuckiiod processes including the managoment of converging date streams and providing 2
singde erfae 1o clionis

s fianciad Ifegrivy for the olivnt and associated contrpds;
a stable confract with e BA, g enough fo assure POCL of 3 return on any investment for BA.

Invesimment reguirements

Current best sstimates for e rwoommensded uption, 3 shows in the joint BAPOUL foasibility report arp at
Annex A, (Beosuse of the restrivted soope of the Teasibilly study and for conunercial rensouns, This assessment
sy ot inchuds any soets or benefing for other Post Offior applivations sharing the Beilities. This iz varmatly
being examined by POULY '

Thers are maty ssues still fo by resolved and so thess ostinutes ave very provisions], however they do sbow 3
projoct whickh s highly effective in public expenditure orms; and so suggest that, provided funding isvees can
be resobvad, B should be possible o devise o way forvand wiich iy mutually benedicial S the Post Office and
the DES,

The Bext Stops
POUL will comtinue discussions with BA with the obloctives of safegusrding sur conunarcial position and
obtaining a satisfaciory relorn on any bvestioont

ixsues surrently boing discussed lnchude the Bllowing:

# Who will fund Alert aadfor modinm term systems: the BA or POUL (reoovering costs in higher foesy

& Possible use of private seotor Bmsncing: whethor BA or POCL o both would hold sy contract with o
prbvate sator partner

#  Boundaries betweon BA and BOCL controd of the parts of the sesterm, sspecislly as ropeeds support Iy
sther cliosls und apents;

*  Migration of saisting POUL applications, especially BOUO and Astomaiod Payvments, onto the now
expipment; thore i only room for one wrmisal af g counter pogition.

When agrosment in principle has beon roached, o proposal will by pud io MaPEL Ghven the nopmtiating

climnate, # may then be vevessary o reach 3 decisdon guickly, while the agreoment with BA &5 on the 1sble.

B Peagple
POCL Resssaroes Divector
April 1994
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Aznex A
SIABARY COBTRE & SAVINGS

FORTHE BAPOUL DEVELOPMENT REPORT
RECCMMENDED IMPLEMENTATION

£m

i St up costy

ay Capital {8783}

by Nom-rocurring rorenus {3999}
3  Asmasal ronsing oSty {72,813
3 Savings

&% Fraud IR 40

I BA administration TEHT

o POCL aelentaiistration 1858
4 Temslative WPV by voar 6 36145
% Steady state cash How 13384

Mates

Ravingsionsts am o il project Inchuding both POCL and BA
componens. Capital inchades £4.3 1m for BA gvatonss and MRR
inclades £15.15m.

Dasoount rate weed for NPV i3 6% (Lo agroad to use BA
AFBRINPLONL.
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