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EXECUTIVE SUMMARY

Introduction

1. This case ig the final business and financial
statement for the Benefits Agency contribution to the
wider BA/POCL Programme. It builds on the BA/POCL
Development Group Feasibility Studies which were
accepted by Ministers in early 1994 and were the
basis on which the Treasury approved continuance of
the Programme in July 1994.

2. The endorsement for the Programme’s strategic and
buginess fit was obtained in December 1995. This
case 1is now submitted to seek financial approval for
the award of contract to the recommended supplier,
chosen in accordance with the Evaluation Board’s
findings.

3. The case outlines BA (including Social Security
Agency (NI} and War Pensions Agency) elements of the
BA/POCL Programme development and includes costs
which will be charged by suppliers. Although this
primarily deals with BA-related issues, the dual
responsibility for the project means that much of the
evaluation and implementation work will remain a
joint venture.

4. The BA/POCL Programme is being taken forward as a
Private Finance Initiative (PFI) in line with current
Government policy. The chosen supplier has
adequately satisfied the Programme that all the PFI
criteria have been met. This business case deals
with the approval of BA-related costs and a separate
HMT submission deals in more detail with the
rationale behind the PFI option.

Background

5. The current system of payment of Social Security
benefits, although it delivers payment to the vast
majority of customers successfully and reliably,
suffers three major business deficiencies:

(1) vulnerability to encashment fraud
(2) inadequacy of accounting and management
information
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(3) high administration costs

6. In August 1993 a joint BA and POCL Development Group
was established to explore alternatives to the
current orderbook system for paying benefits through
Pogt Office outlets to minimise these deficiencies
and ensure the continuance of a national post office
network., A feasibility study report was produced
which proposed that a new system should give:

(1) positive authorisation of benefit payments at
the point of payment by

(2) electronic transmission of instruction to pay
from a central database through a network of
terminals on all Post Office counters with

(3) the token held by the customer having no
intrinsic value but acting as a key to access
the data.

7. A separate working group involving Employment
Services and Girobank as well as BA/POCL confirmed
that the system proposed for orderbooks could also
be used to replace girocheques.

8. Alternative options which have been considered by the
Department included: -
® An in-house option
® Extending use of ACT
e Extension of the existing Electronic Stop Notice

System (ESNS)
® An additional option was also considered to

increase savings during the introduction of a
card based system by incorporating an extension
of ESNS using equipment rolled ocut for card
payment system.

8.1 An in-house or Public sector option was considered,
but rejected as the Department had no experience of
card-based systems and would still have had to go
outside the Public Service. Such a procurement would
have been similar to a PFI approach but with a
requirement for capital expenditure for which funds
were not available within current PES baselines.
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8.2 Alternative approaches which had been considered
included greater use of ACT as a benefit payment
method. This would have brought admin savings of
£187m pa and benefit savings of £108m pa but would
have put sub post offices at risk and was therefore
not taken forward.

8.3 C(Consideration was given to the possibility of
extending the current ESNS system (previously called
ALERT)} based on a simplified computer system in post
offices within the M25 arxea. This would have
required the separate purchase of 33,000 terminals
and replacement of the POCL’s current central
processing facilities. Costs would be an additional
£40m per annum to deliver such a service and would
have delivered £112m fraud savings without any
administrative savings. There would be no accounting
information available to support reconciliation.

8.4 A separate feasibility report was produced in
February 1996 to consider options for national
extension of ESNS (renamed Order Book Control System
(OBCS)) as part of the PFI proposals to achieve
earlier realisation of fraud savings. While this
would increase fraud savings it would also increase
admin costs over the period of roll-out in the form
of an increase in transaction charges (see separate
report) .

9. The Development Group recommendations for a card
based system were accepted by senior management in
both BA and POCL and by Secretaries of State for DSS
and DTI. The project was also approved in principle
by the Prime Minister, to whom it had been submitted
in the context of the Fraud and Security Efficiency
Scrutiny Report.
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Objectives

10. As partners in the joint programme, BA and POCL have
committed to the overall objectives for automating
benefit payment which has a high relevance to the
business of both organisations and is considered
important in combating the shortcomings identified
above. Additionally, the introduction of a new method
of payment, with the development of the CAPS
Programme, will contribute to the Agency’s business
vision and IS/IT strategy which aim to fundamentally
improve how services are delivered. These
developments are also consistent with the
Departmental strategic position.

11. The encashment of benefits at post offices will be
conducted by use of a card which once authenticated,
unlocks payment details held in a Payment
huthorisation System (PAS). Therefore the
value is held in the system and not in the card.

12. The Card Management System (CMS) which is to be
provided by the suppliers, will be responsible for
arranging the supply, personalisation and
distribution of the benefit payment card and
monitoring its status throughout its life.

13. The Payment Authorisation System (PAS) will receive
authorised payments from CAPS Customer Payment
Computer System (CPCS) . When the customer presents
their payment card at the post office counter PAS
will authorise any payments via the POCL Transaction
Management Service {(TMS). Payment encashment will be
undertaken via the Benefit Encashment Service (BES).
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Scope

14. The scope of the BA/POCL Programme is all those

15.

16.

activities necessary to provide automated services at
Post Office counters to support the end-to-end
process of paying benefits there by means of a
benefit payment card.

The Programme Delivery Authority will have direct
responsibility for the activities which are required
to deliver the Programme. It will also have oversight
of other projects and activities in BA and POCL on
which it is dependent

Development Options

The PFI approcach to this project was recommended and
agreed in July ‘94 following the BA/POCL feasibility
study. The procurement process began in August 1994
and took the Negotiated Procedure route as
specification ¢of the service could not be established
with sufficient precision to enabls suppliers to
submit detailed, fully costed tenders at the outset.
Supplier responses to the Statement of Service
Requirements, issued on 13 April 1995, were evaluated
and a shortlist of 3 suppliers were invited to develop
their proposals for further evaluation, testing and
negotiation before Invitations To Tender (ITT) were
issued. All three suppliers responded to the ITT
which was issued on 29 February 1996.

Evaluation
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17.

18.

18.

20.

The evaluation process considered a number of aspects
including technical, contractual, financial,
partnership potential, risk transfer and service value
factors. The successful supplier was considered best
in contractual and risk transfer aspects and equal
first on cost. Partnership potential and technical
solution were considered acceptable. The only area of
concern was a weak measurement in wvalue factors
relating to creditability of delivery and
implementation due to their unique technical approach.
This, together with their management capability, were
considered low 1risk areas which in the final
evaluation were far outweighed by price and by being
the only compliant bid on risk transfer. This was
considered wvital to its acceptability as a PFI
compliant contract.

Costes and Benefits

The investment appraisal covers the costs and
benefits attributed to the introduction and operation
of the Benefit Payment Card and the BA share of the
costs associated with automating post offices. There
is a reduction in the cost of administration of
benefit payment and also a significant increase in
the prevention and detection level of benefit fraud
which the card system will achieve.

The Appraisal is over 10 vyears, with sunk costs in
financial years 19%4/5 and 1995/6 and eight years of
the contract. The NPV over this period is £1036m
which includes additional fraud savings if the OBCS
option is included. The supplier’s charges have
reflected both with and without OBCS.

The business case reflects all known costs relating
to the BA’s responsibilities for administration of
the card system including changes and additions to
current processes relating to Instruments of Payment.
It alsc includes all aspects of service charges which
will be paid directly to the supplier (PAS and CMS)
or via POCL (BES) as well as the increased charges
relating to POCL servicesg covered by a separate
commercial contract with BA for all payment
transactions undertaken by POCL on behalf of BA.

Some allowance has also been made for increased costs
due to possible future increased charges related to
change controls. The full cost of administration
over the IA period is £897m.
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21. Administrative savings relating to reduced

22.

23,

24.

administration costs of production and maintenance of
I0Ps and reduction in the costs of administering the
new process.

Programme savings relating to an increase in benefit
fraud prevention are a major element of the overall
NPV. While these savings have been recalculated
using more accurate ESNS data they are still
considered to be a conservative estimate of the
potential amount of benefit payment ‘at risk’ of
fraudulent encashment in future years through
continued use of order books.

In addition to the financial benefits to accrue as a
result of the implementation of the benefit payment
card application, non-financial benefits can also be
delivered. These benefits fall into six main areas:

(1) Customer Service (affects both DSS and ES;

(2) Accounting.

(3) Value for Money for Taxpayers.

(4) safeguarding a POCL National Network.

(5) Improved fraud prevention.

{6) Substantial Govt business risk transferred
to Private Sector in the following areas:-
Development
Trialing and commissioning
Operation/Service levels
Volumes including Public Policy Changes
Fraud (including clerical exrror)

Costs/RPI

While the majority of these benefits are of direct
advantage to DSS and to BA in particular, it has been
accepted that safeguarding a POCL National Network
has precluded BA from achieving the greater
administrative savings that would be possible if ACT
was encouraged as the prime method of paying
benefits. (See para 8.2)
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25.

26.

27.

28.

29.

Risk and Dependencies

High level risks to the programme, including those
stemming from dependence on projects outwith the
Programme’s scope, have been identified and a system
for managing/eliminating those risks has been
introduced. In addition, sensitivities associated
with possible delays to delivery of the card payment
system or of CAPS, and volume changes over the life
of the contract have been assessed. Within the
majority of parameters tested the overall business
case remains affordable in terms of administrative
expenditure. The overall NPV remains strong when
programme savings are included.

Programme Control

A Committee and Management Structure is in place to
provide direction, exert appropriate control over all
elements within the programme and track progress. All
committees will be used fully and effectively to
ensure the delivery of a value for money service.

The programme will conduct a post implementation
review, particularly important in this instance due
to the ‘pathfinder’ status of the PFI elements.

Conclusion

The programme represents a major change to the
strategic use of IT in the Department. It provides a
fraud-free method of payment and at a healthy return
on investment through substantial gain in programme
savings. It also provides an improved single
database on customers and supports greater
efficiencies in the Department’s accounting
processes.

Recommendations
The principal recommendations made are:

(1) that the programme should continue to the point
of implementation because:

{a) the programme meets all the main BA
obijectives;
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(b) the programme fulfils the strategic
requirements of the BA IS/IT strategy, One
Stop Project and Security Strategy;

(2} a contract for the development, design and
management of the automated benefit payment
system be awarded to the chosen PFI supplier as
per recommendations contained in the Evaluation
Board’s report.
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1. INTRODUCTION

1.1 Benefits Agency (BA} together with Post Office
Counters Ltd. {POCL} has established a joint programme
to provide automated services to support the end-to-
end process of paying all of a person’s social
security benefits administered by BA/SSA(NI)/WPa
through post offices - replacing order bocoks and
girocheques by a new product based on a plastic card.

1.2 This business case has been prepared as the final
step in a process which culminates in approval to
sign contractse. References to BA should be taken to
include War Pensions Agency (WPA) and Soclal Security
Agency {Northern Ireland) {88a (NI)) who are parties
in the project.

1.3 The BA/POCL Programme is going forward as a Private
Finance Initiative (PFI} in line with current
Government policy and following HMT guidelines. The
business case reflects the latest position on
commercial negotiation with both the chosen suppliev
and POCL. Final PFI charges for the chosen supplier
and contractual issues with POCL have now been
finalised. All these charges have been incorporated
in the investment appraisal associated with this
business case. The order of rollout of benefits on
CAPS has been agreed with Minister and should only be
subject to minor changes. This case is submitted to
obtain Financial Approval for the Departmental
expenditure required by this project.

1.4 The case covers the period from August 13893 when the
joint Benefit Agency (BA) and Post Office Counters
Ltd (POCL) Development Group began their work. It
highlights the extent to which the original
proposals contained within the Feasibility Study
have changed and how the scope of the programme has
widened.

1.5 1In addition to the analysis of costs and benefits
which covers the period 199%4/95 to 2003/04 the
following areas are considered, explained and put
into a programme context:

obijectives

Scope

Development and Funding Options
Procurement Process and timetable

A % %
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* Risk and Dependencies
Programme Control
* Contract Management and Evaluation

The case sets out the reasons for the course of
action taken by the programme and confirms that the
Benefit Agency will meet its value for money
criteria.

BACEGROQUND
BA/POCL Feasibility Study Report.

The current system of paywment of Social Security
benefits has been in place, essentially unchanged,
for at least 40 years. Although it successfully
delivers payment to the vast majority of customers it
suffers three major business deficiencies:

(1) vulnerability to encashment fraud

(2) inadequacy of accounting and management
information

(3) high administration costs

It was agreed at an early stage that because benefit
payments represented a large element of POCL business
it was essgential that BA and POCL should work
together to ensure that their mutual interests would
be asgsessed. In August 1993 a joint BA and POCL
Development Group was established to explore
alternatives to the current orderbook system for
paying centrally administered benefits through Post
Office outlets in order to minimise these
deficiencies, while maintaining customer choice.

A feasibility study report was produced [Strategy for
Benefit Payment at Post Offices February 1994] which
proposed that a new system should give:

(1) positive authorisation of benefit payments at
the point of payment, by

(2) electronic transmission of instruction to pay
from a central database through a network to
terminals on all Post Office counters, with
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{3} the token held by the customer having no
intrinsic value but acting as a key to access
the data.

2.3 A wide range of potential solutions were generated
and after rigorous evaluation thes Development Group
recommended that early smavings could be achieved by a
phased implementation of a system which progressed
from the Electronic Stop Notice System (ESNS) pilot
(formerly ALERT) to a magnetic stripe plastic payment
card.

4.4 Progression to a plastic card plus biometrics could
not be recommended because of the technical risks,
potential customer unacceptability and the high costs
attached to this technology. This option would be
kept under review and the magnetic stripe paymsnt
card would have the capacity to incorporate
developments in this area, at a later stage.

OTHER OPTIONS
2.5 Public Sector Options

2.5.1 In most PFI cases it is considered necessary to
compare with the development of an in-house
alternative. The Department did not assess this in
great depth because:-
a)it did not have the necessary experience in plastic
card processes,

b)it would require significant capital expenditure
which was outside current PES provision,

¢)it would still have required a similar external
tender for the majority of the process, and

d}other cheaper alternatives such as extending ESNS
or the use of ACT were available.

2.6 ESNS Extension

2.6.1 Consideration was given to the possibility of
extending the current ESNS gystem (previously called
ALERT) which is based on a simplified computer system
for ovffices within the M25 area.
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2.6.2 Order book data is obtained by linking benefit
systems and the common payments package into the
Payments Repository Computer System (PRCS). A
national list of stop and recall notices is produced
daily and updates are collected overnight by the POCL
computer establishment at Farnborough. These are
transmitted to the post offices within the M25.
Information is uplifted from post offices on order
book receipts, redirections and transactions.

£2.6.3 Extension of this system outside the M25 area would
require significant new investment in computer
terminals to all post offices i.e. 33,000. 1In
addition, Farnborough computer facilities would need
to be replaced as they are relatively old and have
reached their capacity. Current internal ITSA
development and delivery costs will also be involved.

2.6.4 Other limitations ¢f this approach would be
(1) the continuation of a paper based system would
not produce the administrative savings e.g.

order book and giro production costs etc.

(2) ESNS would not produce manpower savings in
district offices

{(3) ESNS could not capture giro fraud or clerically
produced order book fraud

(4) ESNS would not eliminate counterfeit and
manipulation fraud

(5) with advanced technology barcoding equipment in
use would still remain susceptible to abuse

(6) significant cost of equipment in post offices.
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2.6.

2.6.

2.7

Although on-line facilities would not be necessary,
the infrastructure of a central processing unit and
localised terminals would be of an order of magnitude
which would require a formal procurement process to
be underxtaken, and if put out to tender, the cost for
such a sexvice provided by an outside supplier wouls
be comparable to the OBCS transaction costs currently
assessed to be about 7p.

Programme savings would also be lower because of
the larger elements of fraud activity not covered.
Fraud risk would also continue to remain on order
books recalled but not yet stopped. The estimated
ESNS national level of fraud savings would be
approximately 60% of that anticipated by the use of
cards. This approach is estimated to require a
further £40m pa in running costs to deliver £112m in
fraud savings.

Extending ACT

2.7.1 For comparison purposes, the opportunity to extend

2.7.

the mandatory use of ACT for all benefit
recipients who have bank accounts would enable the
current 23% of payments made via ACT to be
increased to 70%.

While this approach would not eliminate benefit
fraud it would reduce costs of IOP handling back
at District offices and via computer output
including reduction in printing and postage costs.
Reductions could also be made to the variable
costs of transaction-related services provided by
POCL and Girobank. Some saving in fraud detection
work in the Department would also be achieved.

The only increase in costs would be for a higher
level of ACT transaction charge.

The overall impact of this approach would be to
reduce administrative costs by £187m pa and
increase fraud savings by £108m.

Version 2.7 14 os/05/96



BENEFIT PAYMENT APPLICATION Commercial in
BUSINESS CASE Confidence

DWP00000161
DWP00000161

2.8 Order Book Control System (OBCS)

2.8.1 A subsequent option feollowed on from the development
of the requirements for the card payment project.
The inclusion cof bar-code readers as an integral part
of the proposed technology solution required by POCL
for the card payment system would enable OBCS
(formally ESNS) to be rolled ocut to all Post Offices
ahead of the anticipated timetable for issuing cards
for all benefits. This increased benefit savings
would be feasible over the roll-out period. A
separate feasibility report was produced in February
1996 to consider options for inclusion as part of the
BA/POCL programme. It was estimated that an
additional £55.88m of benefit savings could be
achieved. The costs of the OBCS transaction charges
in the roll-out period are identified as an optional
element of the suppliers overall charges together
with a limited in-house cost for IT development and
training. These costs are included in the attached
Investment Appraisal.

OTHER RECOMMENDATIONS

2.9 Most significant of the other recommendations made
was that the private sector should be involved in
the development of this system for the following
reasons:

(1) skills and experience of card management not
held by either BA or POCL are available in the
market and would significantly reduce risk;

{(2) introduction of a competitive element would
help contain costs;

(3) the aggressive timetable envisaged would be
more likely to be met;

{4) private sector funding would reduce the amount
of capital required from the Exchequer;

{5) would be in line with current Government policy
on competition, market testing and so on;

(6) private sector involvement might enable both BA
and POCL to seize the opportunity to progress
other initiatives.
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2.10

A separate working group involving BA/POCL,
Employment Services and Girobank was set up to
consider a replacement system for girocheques. The
group produced a feasibility study report [ Strategy
for Benefit Payment at Post Office Counters April
1994] confirming that the eventual system proposed for
orderbooks could also replace girocheque payments.
Migration directly to a plastic benefit payment card
was recommended because some 80% of lost/stolen
girocheques are cashed before being reported missing
and a stop notice system would not therefore be cost
effective.

The Development Group recommendations were accepted
by senior management in both BA and POCL and by
Secretaries of State for DSS and DTI. The project was
also approved in principle by the Prime Minister, to
whom it had been submitted in the context of the
Fraud and Security Efficiency Scrutiny Report.

Subsequent Developments

2.12 A number of important developments followed the

publication of the feasibility report, notably:

{1) a decision to pursue the project under the
auspices of the Government’s Private Finance
Initiative;

{2) recognition that a paper based system
would not be attractive to the private sector
and would delay the delivery of savings;

{3) acknowledgement that private sector involvement
would allow the plastic card to be
introduced more quickly than could otherwise
have been achieved;

{4) increasing realisation that the IT platforxrm in
post offices required to automate benefit
payment also opened opportunities to automate
other POCL activities and attract new business;

{5) a separate feasibility report was produced in
February 1996 to consider options for natioconal
extension of ESNS {(renamed as Order Book Control
System {OBCS)) as part of the PFI proposals to
achieve earlier realisation of Fraud savings.
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While this would increase fraud savings it would
also increase admin costs over the period of
roll-out in the form of an increase in
transaction charges.

Political Context

2.13 Political gains from the successful automation
were identified as primarily:

® a net gain to the public sector from a reduction
in social security spending;

® a highly visible and effective initiative
supporting the strategy to combat social
security fraud;

° active support from the DTI and DSS for a
nation-wide network of Post Offices;
® success of a major development in terms of the

Private Finance Initiative.

2.14 Ministers confirmed their commitment to the
objectives of the programme and accepted that this
approach precluded the DSS from progressing the
mandatory use of ACT as the preferred and cheapest
method of paying benefits.

(1) On 11.5.94 the Secretary of State for Social
Security made a public statement to the National
Federation of Sub-Postmasters (NFSP) conference
of his support for the introduction of a benefit
payment card and the automation of post offices
to combat fraud and secure the future viability
of a national post office network;

(2) At the 1995 NFSP conference the Minister of
State for the Department of Trade & Industry
reaffirmed Government support, assuring Sub-
Postmasters that the network would be automated
as part of the BA/POCL Programme.
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2.15

Further public statements by various Government
Ministers have been made in support of the aims of
the programme. These included reference in the
Government’s Green Paper on the future of the Post
Cffice, where it was stated that “automation is the
best way of securing a future for the business, its
employees and agents”.

During 1994 the Government has been considering ID
and multi-function cards. A Green Paper on ID cards
was published during the Spring of 1995 and work on
multi~function cards continues. There is clearly a
possibility that a benefit payment card might
eventually be subsumed within a multi-function card.
A Cabinet committee has confirmed that the Benefit
Payment Card programme will continue meanwhile, but
has stated that supplier proposals must include the
capacity to migrate to a smart card in future if
required. This has now been confirmed by the
preferred suppliers.

In October 199%, Secretary of State publicly stated
that the benefit payment card would be introduced

“starting next year”. In a widely reported gesture,
he also displaved a dummy card. All this has raised

public expectation that a card will be introduced in

1886.

OBJECTIVES

The overall objectives for automating benefit
payment, asg set out in the feasibility study, remain
the game. As partners in the joint programme BA and
POCL have equal interest in securing an improved
method of paying benefits and have committed to the
overall service objectives which are:

» to deliver a fraud-free method of paying

benefits at post offices that is automated, and

has lower end to end costs than the current

paper based process, with continuously reducing

administrative costs year on year;
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] extending automation to POCL’s other client

transactions, its products and its support
processes to improve competitiveness, increase
efficiency, and to enable greater commercial
opportunities for POCL;

® to effect a full and speedy reconciliation of
benefit payments, with accounting arrangements
consistent with recognised accountancy
practices;

® to provide an improved overall service to
customers of all parties.

3.2 Additionally, each party has defined a number of
other more detailed objectives it requires from the
programme. The POCL objectives are listed in
Annex 1. The BA specific objectives are detailed
below:

BA Policy Objectives

3.3 The automation of the benefits payment system is seen
as a major element in re-engineering the overall
administrative process and the attainment of the BA
business vision. All objectives will embrace that
vigion and in particular the payment system through
post offices will:

® provide a method of payment which allows payment
of the right money to the right person at the
right time and is acceptable to all groups of

customers;
® minimise opportunities for fraud;
® reduce administrative costs;
® provide a system which is flexible to meet

future changes in policy;

make maximum use of private funding for the
administration of delivering payments, where
this is compatible with the government’s Private
Finance Initiative;
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® maintain Automated Credit Transfer (ACT) as the
preferred method of payment whilst offering
customers an alternative choice of how and whers
to receive payments;

@ enable all of a person’s centrally administered
benefit entitlement (s) (by BA/SSA(NI)/WPA) to be
paid in one transaction using a single token or
card for the identification of all benefits;

® ensure that any token or card identification
system can migrate to a multi-purpose SMART
card;

] encourage the use of the National Insurance

Number (NINC) as the prime reference for
communications between DSS and its customers,
their employers and other Government Agencies.

Operational Objectives

3.4 In operational terms, these policy objectives
translate to:

® deliver benefits promptly and accurately;

® deliver benefits to the right person, where
relevant through the provision of appointee or
agent or alternative payee arrangements. Ensure
arrangements are available to deal with special
situations e.g. urgent payments for distress
problems, holiday payments;

® deliver a more secure method of paying customers
who choose to have their benefit (s) paid through

post offices by:

Minimising the potential for instrument of
payment (IOP) fraud;

improving information systems to detect and
monitor unauthorised activity;

supplying evidence to prosecute illegal action

and, wherever possible, assist in the prevention
of other types of fraud.
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* Providing a service which is accepted by

customers, is understood by them and by POCL
staff and agents and minimises encashment
problems;

» enabling the end-to-end payment process to have
lower administration costs, by being simple to
operate with minimum maintenance and producing
readily available transaction records;

» establish a transaction database, provide full
reconciliation of all benefit payments to BA and
meet all Accounting Officers requirements;

* provide flexibility to cope readily with changes
to the population of customers, amounts to be
paid and the volume of transactions.

® Where IT is used:
interface with existing IT systems
be capable of development
be robust in providing continuity of performance

provide a secure environment against fraud,
unauthorised disclosure of information, civil
unrest or “Acts of God”.

The list of objectives shows that there is also
opportunity to continue to improve the effectiveness
of ocur service, its efficiency and the value for
money that BA is able to offer.

Departmental Objectives

The BA/POCL Programme is consistent with the
Department’s strategic vision. It will contribute to
the key themes of customer focus, agreed standards in
payment and accounting and cost effective delivery.

Version 2.7 21 08/05/96



DWP00000161
DWP00000161

BENEFIT PAYMENT APPLICATION Commercial in
BUSINESS CASE Confidence

3.7 The remit given to the BA/POCL Development Group was
concerned only with centrally administered benefit
payments. The scope of the approved Programme is
restricted to such payments, although it does include
those made by SSA(NI} and WPA as well as BA.

It is recognised that the plastic card solution may
have potential for application beyond this - perhaps
for the Child Support Agency, for the payment of
administrative expenses, for the collection/refund of
NI contributions or those benefits administered by
LAs. Although the basic system would be able to
support payments of any type to individuals with NI
numbers, the issus of whether such payments should be
made by card or by other means is being considered by
the agencies concerned, in consultation with POGARB
and Policy Group and is outside the immediate scope
of the programme.

4. SCOPE
4.1 This section deals with the scope of:
{1) the Business case
{2} the programme
Scope of the Business Case
4.2 This business case covers:
{1} the benefit payment application
{2} BA share of the POCL infrastructure
(3} BA share of the common programme activities
which are being split with POCL on a 50/50
basis including:
{(a) the procurement

(b} end to end acceptance testing

{c) programme management and support,
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Scope of the Programme

4.3 The scope of the BA/POCL programme is two-
dimensional. It covers Counter Automation, of which
benefit payment is just one application; it also
covers the end-to-end benefit payment process, of
which Counter Automation is just one element.

Annex 3 shows the services within the scope and also
the procurement boundaries the programme has with
assocliated services.

4.4 To assist in understanding the scope of the benefit
payment automation programme it is helpful to explain
both the current payment system and the proposals for
the introduction of the benefit payment card and
associated technology.

the Current Payment System

4.% Currently customers wishing to claim benefits
administered by the DSS have to satisfy relevant
qualification criteria which relate to their own
particular circumstances. Having established an
entitlement to benefit, a payment is computed,
authorised and an instruction to pay issued. This
process will not be affected by the proposed payment
system.

4.6 Customers have a choice of how they receive their
payments i.e. either by ACT into a bank or building
society account )available for the majority of
benefits) or in cash at the post office. If a
customer chooses to be paid at the post office, the
Department will decide whether to pay by orderbook or
girocheque, taking into account the benefit type and
other circumstances.

4.7 Individual benefit computer systems compute payment
awards and then issue them to the Area Computer
Centres (ACC). The ACCs administer payments generated
by the Operational Strategy (OPSTRAT) system. An
additional facility is available locally at BA
offices to issue clerical payments to customers in
urgent need, mainly for claims which cannot be
asgsessed using OPSTRAT.
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4.10

4.11

There are numerous associated issues connected with
the payment system that require a set of special
procedures in order that payments are made with
both security and customer service in mind. For
example a relevant change of circumstances on Incoms
Support requires that the orderbook in issue is
recalled and a replacement dispatched. These
procedures are cumbersome, time-consuming, expensive
and they frequently lead to under or overpayments.

There are also legislative requirements to be met in
connection with the payment of benefit in order that
the obligations of the Secretary of State are
fulfilled.

The New Payment System

The encashment of benefits at post offices will be
conducted by use of a card which once
authenticated, unlocks payment details held in a
Payment Authorisation System (PAS). Therefore the
value is held in the system and not in the card.

The Card Management System (CMS) which is to be
provided by the suppliers, will be responsible for
arranging the supply, persconalisation and
distribution of the benefit payment card and
monitoring its status throughout its life.

CMS will receive instructions from CAPS Personal
Details Computer System (PDCS) when the issue of a
new card is required and when an existing card needs
to be replaced due to change of name and/or loss. It
will also make available a facility to issue
temporary cards which can only be used for a single
encashment and are retained at the post office. This
will enable BA staff to make emergency payments at
short notice.

The Payment Authorisation System {(PAS) will receive
authcorised payments from CAPS Customer Payment
Computer System (CPCS) . When the customer presents
their payment card at the post office counter PAS
will authorise any payments via the POCL Transaction
Management Service (TMS). Payment encashment will be
undertaken via the Benefit Encashment Service (BES).
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4.14 The customer will sign a combined declaration/receipt
and get their benefit(s) due in cash plus a copy
receipt.

4.15 PAS, via the TMS, will record the encashment and pass
back confirmation of encashment to CAPS CPCS, which
will in turn facilitate accounting of all benefit
expenditure via Programme Accounting Branch (PAB) .

4.16 In addition to the essential services provided in the
new payment system, CMS will also provide support to
cugtomers and staff of both BA and POCL. It is
envisaged that this will take the form of helpdesks
and loss/theft freelines.

Scope of the Benefit Payment Application

4.17 The scope of the Benefit Payment Automation Programme
is all those activities necessary to provide
automated services at the Post Office counters to
support the end-to-end process of paying benefits
there by means of a benefit payment card and includes
proposed changes to the core business of the Ba,
SSA(NI) and WPA, namely the payment of Social
Security benefits. These include:

{1) the introduction and management of the benefit
payment card;

(2) the introduction of a payment authorisation
system which will feed into a national
infrastructure linking together a post office
network and

(3) revised procedures in District Offices and
Benefit Directorates conseguent on both these.

4.18 BA has authorised the Programme to take direct
responsibility for the following activities which are
required to deliver the Programme:

(1) the procurement under the Private Finance
Initiative (PFI);

(2) Demonstrations, Evaluation, Operational Trials,
Acceptance Testing and Implementation;
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{3) the specification and implementation of the
Counter Infrastructure: Counter Interface
Service (CIS} and Transaction Management
Service (TMS);
{4} the specification and implementation of a Card
Management Service (CMS),and
{5) the specification and introduction of a Payment

Authorisation System {PAS) which will feed into
a national infrastructure linking together a
post office network.

Apart from (1) above all subsequent tasks will now be
undertaken by a newly developed Programme Delivery
Authority which will comprise some of the work being
undertaken by the BA/POCL programme with related
tasks currently within the CAPS Programme’s remit.

Implementation
4.19 There are five elements to implementation that

require a considerable amount of planning and co-
ordination between BA, POCL and the supplier. These

Are:
{1} BA
{a) the migration of benefits onto CAPS ( see
plan at Annex 3 };
(b} the delivery of cards to customers;
(c} the withdrawal of order books and
girocheques;
(2} POCL

(a} the installation of equipment at Post
Offices;

{b) migration of automated application to
replace current clerical systems.
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4.20 This is a very large and complicated programme for

both BA and POCL. Detailed planning for
implementation has begun by setting up an
Implementation Managers Working Group which will
ensure that activities are co-ordinated and
structured to meet Implementation objectives. The
supplier will be involved in issues such as training,
the provision of a help desk, site surveys of Post
Offices, etc.

Exclusions

Thexre are a number of projects ongoing within BA and
POCL which have direct impact on the Benefit Payment
Automation programme. These do not currently fall
within the direct control of the programme and are
not, therefore, included in this business case. The
programme does, however, monitor their progress and
is empowered to escalate any issue which puts the
programme at risk (see Section 8) and will be
involved in any work on implementing the card system
which overlaps with CAPS through the Programme
Delivery Authority. These projects include:

(1) the development, implementation and running of
the Customer Payment Computer System (CPCS).
This system will receive payment and debt data
from Benefit Systems with which interfaces must
be developed; hold that data for engquiry
purposes; pass payment instructions to PAS and
receive back confirmation of encashment. CPCS is
part of the Customer Account and Payment
Strategy (CAPS).

(2) the development of the Personal Details Computer
System (PDCS) included within the scope of CAPS,
which will hold personal details for each
customer and transmit appropriate details to the
Card Management System (CMS);

{3) Programme Accounting Branch (PAB), included
in the scope of CAPS, which has procured and
will operate a financial package including
general ledger which will use payment and
encashment information, along with other data,
to produce accrual accounts for BA;

{4} other POCL client take-on;
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(5} new POCL applications {(e.g. TIP, MICA);

{(6) current POCL counter automation (e.g. APT,
ECCO) .

4.22 Also falling outwith the programme’s organisation but

in

of major importance to it, were the teams in BA,
SSA (NI} and POCL responsible for the commercial
contracts between the sponsor organisations.

These teams were also involved in the negotiation of
draft contracts with potential service providers in
that they provided negotiation briefs to the
programme’s core negotiating team. The contracts
between sponsor organisations and between them and
sexrvice providers are inextricably linked. Thus, as
with the projects listed above, the commercial teams’
progress has been reported to the programme
throughout the negotiating period and risks
identified dealt with. Negotiation on price are now
completed and the outcome has been reflected in the
Investment Appraisal.

DEVELOPMENT AND FUNDING OPTIONS

This section describes the development and funding
optiong that could be considered for the BA/POCL
programme, the choice eventually made, i.e. PFI, and
the reasons for and implications of that decision.

Private versus Public
Initially, the options considered were:

(1) development and funding of the programme in-
house;

(2) development and funding of the programme by the
private sectoxr;

(3) a combination of (1) and (2).

The original BA/POCL feasgibility study recommended
that the private sector should be involved in the
BA/POCL programme because the gkills and experience
the private sector could bring would be to the
programme's benefit.
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These skills are particularly in the area of card and
financial transaction management. This recommendation
was provisionally accepted by Ministers in March 1994
and subsequently confirmed after soundings in the
market place established that there was private sector
interest in being part of the programme.

Private Finance Initiative

5.4 The Private Finance Initiative(PFI) launched in
November 1992, gained momentum when the Prime Ministexr
announced in 1994 that private finance would have to
be considered as a funding option for all future
Government investment programmes. The DS8S's approach
to the PFI is that:

(1) private finance will be the preferred funding
route wherever it is sensible to do so, and

(2) when its application to a particular expenditure
decision is not considered appropriate,
alternative financing routes (both public and
private} will be pursued.

5.5 In July 1994, Treasury confirmed that BA/POCL should
be pursued as a PFI project.

Background

5.6 The PFI was launched in November 1992 by the
Chancellor in his Autumn Statement. It was made clear
that:

(1) rules on financially free standing projects
were to be relaxed

(2) Jjoint ventures between private and public
sectors were to be encouraged, and

(3) there would be further opportunities for the
private sector to provide services to the
public sector.

5.7 The PFI is about developing a partnership between
the public and private sectors, for the benefit of
both.
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It is about Government Departments becoming
purchasers of defined outputs from a range of
suppliers and bringing private sector expertise and
managerial skills into the public sector.

5.8 PFI allows the public sector to draw on private
resources, allowing projects to go ahead which
otherwise may not be affordable. The introduction of
competition for public sector contracts is seen as a
means of ensuring better quality services and better
value for money.

Requirements of PFI

5.9 There are two fundamental requirements to look for
in deciding whether a project should be pursued
under PFI:

{1} the private sector must genuinely assume risk,
and

{2} wvalue for money must be demonstrated for any
expenditure by the public sector. In these
circumstances VFM means efficiency, economy and
effectiveness; all three elements having egual
welight .

5.10 This programme falls within the Serxrvices category for
PFI. Among the requirements to be met are that a
feasibility study should be undertaken to determine:

{1) the feasibility of the proposals, and

{2) the extent to which the proposals would attract
commercial opportunities.

5.11 The programme has met both of these requirements.

5.12 Potential serxrvice providers were accordingly advised
that they must put forward proposals which met all
the sponsor organisations’ requirements and in which
the supplier designed, developed, implemented and
subsequently will enhance, operate and maintain the
respective parts of the service for the sole use of
the Contracting Authorities.
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Under such contract(s), the contracting authority
would pay to use the service according to a pre-
determined tariff, with payments largely based on
usage, but which may also include other elements such
as service performance related payments or payments
related to growth.

Risk

5.13 Transference of risk is a major consideration of the
PFI and particularly relevant to this programme. It
is generally accepted that the private sector
(which has experience in raising substantial
amounts of risk capital in the markets) is better
able to handle commercial risks. Implementation and
operational risk are also familiar to the industry.
The transfer of the risk of incorrect payments,
especially fraudulent encashment, is more novel.

5.14 It is not always possible t¢ transfer all risks to
the private sector and their capacity to manage risks
will vary. In procuring this service under PFI, the
aim has been to minimise the risk and place it where
it can most effectively be managed. This means that
the total risk left with BA is at a minimum
commensurate with value for money, and that
significant risks will be borne by the supplier.

5.1% The key areas in which risk transfer has been
successfully achieved for BA/POCL are:

Development

Trialling and commissioning
Operation/Service levels/RPI

Volumes including Public Policy changes
Fraud {including clerical error)

Costs

¢ & & & & @&

a)Development

Service Providers have set a charge for an agreed
range of processes and products which incorporates
the cost of development. BAll the risk associated
with developing an agreed level of functionality to
an agreed timetable and price is with the supplier of
that service,
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This has been a major area of change and increasing
costs over the past years of in-house development
programnes. The PFI approach ensures that in general
regquirements have been adequately specified and
solutions agreed with the suppliers before award of
contract.

b)Trialling and Commissioning

On commissioning risk the form of the contract
provides a series of safeguards which mean that the
successful supplier is bearing significant risk in
the commissioning of the system. The supplier’s bid
and development costs are only recoverable from usage
charges, which do not start to be paid until the
acceptance of the system. In addition there is the
right of termination without compensation if the
supplier should fail to deliver an acceptable system
by the required date.

Failure to rollout the system to schedule, or to
deliver the service to the required quality, are
subject to service penalties which are designed to
approximate to the costs of remedial action within BA
or POCL. Of particular importance is the risk that
the system, and the procedures for using it, will be
slow and thus affect post office quality of service
and BA changes: suppliers are taking financial risk
in this area, and can control it through system and
procedure design, and training of POCL staff, all of
which is under their design and delivexry control.
Development and delivery will be closely monitored
against agreed pre-contract specifications and
acceptance criteria.

<) Operations

A range of contract schedules have been developed to
provide details of the Sexvice Levels which will be
applied during the operational life of the service.
These SLA’'s provide for remedies to be established
for any failures in service. The extent to which the
service provider will limit their liability has now
been agreed to ensure that the limits comply with the
requirements already presented in the ITT and
provides significant transfer of service delivery
risk to the supplier.
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d)Volumes

The contractual arrangements agreed with the supplier
provides a guaranteed minimum volume level which
reduces on a sliding scale throughout the life of the
contract i.e. 75% at year 1 of steady state down to
60% at year 5. This means that volumes in year 1
would be required to drop by 25% before increased
costs (over currently assessed volumes) were met by
the Department.

The greater risk of fluctuation relating to changes
in benefit policy, demography or economic forecasts
will continue to remain in the area of unguaranteed
volumes and any changes will be reflected in the
overall value of the transaction charges which would
be paid to the supplier. The only policy changes for
which suppliers can request a price change is if
payment frequency rules are altered. The Department
will also be covered if volumes increase beyond an
agreed best estimate where higher volume discount
rates will apply or alternatively the Department will
have the right if agreed levels of usage are exceeded
to request change controls for a review of prices.

e) Fraud

A major element of the requirements for this PFI
project is an assurance that the “fraud-free” system
will be delivered. Agreement has been reached that
the service supplier will be responsible for ensuring
that recovery of fraud is achieved in all areas that
are system related. As it has been estimated that
the system will deal with 90% of the fraud risks,
suppliers will be liable for recovery of all of this
risk up to a maximum liability of £200m. This
includes the risks associated with the interception
of the card before issue to the customer and with
failure to stop a payment after card loss or theft
has been reported. It has already been agreed that
POCL will take 100% of the loss if their staff fail
to carry out the required procedure at all; and it
has also been agreed that to the extent that
cardholder verification risk is in doubt and not
taken by the supplier on a particular transaction
then the risk will be shared 50/50 between POCL and
BA - creating an incentive for POCL as well as BA to
stxive to perform the necessary checks diligently.
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The Suppliers will take the remaining risk. The
Departments’ limit of liability has been estimated as
£4m.

f)Costs

The responsibility for funding the development and
delivery of the service, the impact of inflation on
these costs and the residual value of existing
equipment to the Sponscr will rest with the service
provider throughout the life of the contract. The
supplier has agreed to cover all RPI increases over
the life of the contract up to a maximum of 6%. BA
and POCL will then take 50% of any increases above 6%
i.e. at 10% RPI BA's costs would increase by 2%.
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6. PROCUREMENT PRQCESS AND TIMETABLE

6.1 The procurement process began in August 1994 with
the placement of a notice in the Official Journal of
the European Community (OJEC). The programme has
chosen to take the Negotiated Procedure route as
specification of the service could not be established
with sufficient precision to enable service providers
to submit detailed, fully costed tenders at the
outset. This route allows for a flexible approach to
the negotiations and innovation from the supplier.

6.2 The BA objective of the procurement process is to
procure a prime contractor to develop, deliver and
operate the benefit payment application i.e. CMS and
PAS. However BA’s interests are inextricably linked
with POCL orientated elements of the procurement such
as TMS. There are five stages to the process, and
these are set ocut below.

Stage 1 Establishing Playing Field

6.3 This stage covered the period from August to
November 1994. Its objective was to establish that
there was sufficient interest and capability from
suitable prime contractors to run a full
competition. Potential prime contractors were
assessed against agreed criteria and shortlisted on
the basis of Statements of Capability.

Nine statements were received and shortlisted to
five potential prime contractors.

Stage 2 Innovation and Clarification

6.4 This stage covered the period from November 1994 to
June 199%5. The objective of this stage was to assess
the viability of the prime contractors’ approaches by
evaluating their detailed proposals for development,
technology, service provision, management, and
resourcing.

This stage also set the basis for the contract
negotiations and involved the issue of the Statement
of Service Requirements (SSR) (on 13 April 1995) to
which the five prime contractors responded with
written proposals. This stage finished with a review
of the architecture and standards requirements,
taking into account industry input and reflecting
fully DSS/BA standards in all respects.
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Suppliers were informed that three types of

information would be sought from their proposals and

evaluated.

The what described what services are to be delivered

by the gervice provider from the perspective of the

user of the service. Items included in this area were

for example functionality, availability and
reliability. The how described the service provider
proposals for the delivery of the service. Included
in this area were for example planning, quality
control and implementation. Service providers

were also asked to provide evidence that their
proposals are feagible. Previous track record and

references were considered as satisfactory evidence.

At the conclusion of Stage 2, the following
shortlisted prime contractors were invited to enter
into contract negotiations in parallel with
undertaking a demonstration programme:

CARDLINK UK LTD.
IBM
PATHWAY

A parallel activity during this phase had been the
agreement of a Memorandum of Understanding (MOU}
between BA, SSA (NI) and POCL. This document, which
was signed before the SSR was released, summarises
the business and commercial understanding so far
reached between the parties involved.

Stage 3 Contract Negotiation and Demonstration

This stage began on 27 July 1995 and culminated by
issue of Invitation to Tender {(ITT) on 29 February
1996. The Stage 3 work provided for a far more
detailed and thorough evaluation of proposed
solutions and service providers than was possible
during Stage 2.

The outputs from this stage were:

agreed Draft Contracts comprising clauses and
schedules with each supplier;
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* discussions and clarifications with all service
providers to allow all category “A” risks on the
service providers risk register (SPRR) to be cleared

(Registers drawn up during Stage 2 evaluation of SSR
responses) ;

®» conduct of service provider demonstrations to
contribute to an overall assessment of the
capabilities of each service provider.

6.10 The conclusion of Stage 3 was the issue of an
Invitation to Tender to each service provider. The
Stage 3 work and assessments assessed whether each
service provider had met or exceeded:

(1) the minimum service requirements acceptable to
the sponsors;

(2) the minimum requirements for partnership with
POCL and the development of new business
opportunities;

(3) sufficient risk transfer for an acceptable risk
profile, in particular for the fraud risks but
also the general service development and
business risks;

(4) an acceptable funding method and financial
structure.

6.11 A service provider would not have been invited to
tender if:

(1) he had any critical{category “A”) risks or an
unacceptable profile of other risks outstanding
at the time the SPRR was finalised; and/or

(2) it had proved impossible to agree with him a
contract acceptable to BA and POCL.
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Stage 4 Evaluation and Selection

6.12 During this stage the service providers submitted
financial proposals on the basis of the agreed draft
contracts. Their proposals plus the results of the
work carried ocut in the demonstrator phase were
evaluated and at the end of this stage, the preferred
contractor was selected.

6.13 Criteria for the Award of Contract

6.13.1 The evaluation of the final tenders was
undertaken as a series of assurance activities
including: -

a)Technical assurance that all variations in
technical solutions were acceptable and compatible
with the Department’'s infrastructure and technical
interfaces

biContractual assurance was undertaken to identify
any non-compliance with the ITT requirements and
ensure that the final tendered solution was
compliant

clyPartnership assurance was undertaken to ensure the
capability and business compatibility of the
service providers to make a good business partner
(particularly for POCL)in ensuring the success of
the initial services and helping to generate new
business

d)Risk transfer assurance assessed the extent to
which risk is reduced and transferred to the
Service Provider in accordance with the aim to
minimise risk and place it where it can be most
effectively managed. A major element of this is the
fraud risk associated with the benefit method of
payment. It also covers the other service delivery
and business workload risks. (See also para 5.15).

e}Value factor assurance which provided a measure of
Suppliers’ performance against a range of (non-
monetary) value factors. The value factors were
developed pre-tender to provide a BA and POCL
indicator of the weights to be given to a range of
characteristics of the system and to its viability.
Some adjustments were made in the light of the
subsequent tender evaluation.
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Viability considered the soundness of the essential
services in terms of the internals of the service
delivery, while Characteristicg would look more at
the external factors affecting the potential
success of the services. The value factors as
notified to the suppliers are set out below.

f)Einancial evaluation which provided a modelling
facility to run a variety of costings and
sensitivities based on the tender charges within
the scorecard. The total cost of taking the
proposed service over the contract period{i.e.
supplier charges plus, for example, cost to BA/POCL
of time for help desk and other system-related
additional processes).

g)Business Case appraisal used the financial
evaluation data to provide a measure of business
case viability.

Evaluation Results

6.14 The evaluation report identified the successful
supplier as having no purely technical obstacles to
an award. It was considered to provide the best
contractual approach and to be first equal on price.
It was also asgsessed to have the best position on
risk transfer and was the only bid fully compliant
with the requirements in this area. It was also
judged to be a satisfactory future partner,
particularly in relation to POCL interest in
generating new business. The only area in which the
successful supplier was weak was on measurement of
value factors relating to credibility of delivery and
implementation due to their unique technical
gsolution. This, together with their management
capability were considered issues which did not
present any major risk and were outweighed by the
relative merits of all other aspects of their bid.
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HARRY TOM DICK *

CHARACTERISTICS

1 Customer Acceptability 5.8 5.3 5.3

7 Flexibility 4.7 4.2 4.4

9 Reliability and Support 5.3 5.2 4.5

6 Innovation 5.3 5.8 5.4

2 Staff/Agent Acceptability 6.0 5.0 5.5

VIABILITY

3 Fraud-Free Method of Payment 5.5 5.4 4.0

4 Credibility of Delivery 5.7 5.5 4.1

8 Management Capability 4.7 4.5 3.7

5 Start-Up 5.4 5.1 4.4

10 Stability and Coherence 6.2 6.0 4.4

* Successful supplier

6.15 BA/SSA Internal Costs and Benefits

6.15.1 0f particular interest to BA the BA/SSA Internal
costs/benefits team looked at the impact of the
supplier sclutions in all aspects of BA/SSA business.
Differentiators between the solutions were identified
and the effect on BA Business costed; as well as the
areas common to all three suppliers. Three key cost
areas emerged.

6.15.2 Solutions that would create additional costs for
the BA districts. Examples that would cause extra
callers, telephone callers, and the need for the
issue of further temporary tokens included response
times from customer helpdesks, non receipt of PUNs
for replacement of stolen/missing cards and handling
returned cards.

6.15.3 Secondly, the assumptions that had been made in

regard to the functionality of CAPS and the interface
to PAS and CMS. All suppliers expected CAPS to
provide some extra functions that were not planned
for. The two most notable were:

ajl Access to CMS to support card enguiries and
temporary token issue;
b) The different approaches to the interface with

CAPS. There were two options; either by a
gingle gateway, located in one Area Computer
Centyre {with a backup link to a second ACC for
contingency). Alternatively links could be
provided up to every CAPS service in all ACCs.
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Both options had standard associated costs, in
addition to individual supplier specific costs.
The extra premium for the single gateway option
is primarily due to the extra capacity/
throughput that is required on the CAPS side of
the interface.

It was recognised by all suppliers that some elements
of their solutions would need to be supported by
their helpdesks initially to allow time for extra
CAPS development. There is the potential for
additional helpdesk call charges if calls exceed
agreed limits during the period.

The supplier will provide links to all four ACCs

6.15.4 The third major cost area was for the provision
of consumables to Post Offices for BES. These items
will be charged to BA through Contract B. There was
significant variation in the cost of management and
distribution of these items. The supplier had the
highest bid but by changing over to HMSO supplying
the BA receipt slips charge could be reduced by a
third.

Stage 5 Trials and Acceptance Testing

6.16 Immediately following the awaxd of contract the
operational trials will commence (details of which
will have been agreed during Stage 3) and will
continue throughout all new releases. These will
allow the opportunity to gain confidence to authorise
the commencement of “Go Live”.

6.17 The Operational Trial is a sub-set of the overall
Implementation and Testing strategy and is part of a
staged acceptance. It comprises functional testing
and a demonstration of performance, reliability and
contingency capabilities.

Approach to Testing

6.18 Technical testing will be carried out by the service
provider, observed by a Programme Technical Manager
and a Fault Manager. On completion of the Technical
testing, User Acceptance Testing will commence.
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6.19

Initially User Acceptance Testing will be conducted
in a controlled environment at a POCL test site Mock
Office and will be carried out by POCL staff and BA
staff.

The limited go-live will start with the payment of
Child Benefits by card from 23rd September 1996 with
a controlled group of customers in cone post office
followed by introducing it in further nine post
offices.

When testing has been satisfactorily completed
between September to December 19%6, full roll-out of
equipment to post offices will be authorised and
progressed from January 1997.

Stage 6 Implementation

Roll-out is expected to begin in January 1997 and is
expected to take 2 years to complete. Apart from the
post office roll-out due to be completed by Dec 1998,
there is a migration plan to convert all benefit
payments to card over the same period. 3As soon as
post offices in a geographic area have been egquipped,
BA offices in that area will be able to pay certain
benefits with Child Benefit commencing from January
1997 and finishing with Income Support which is due
to roll-out from January 1558.

ANALYSIS OF COSTS AND BENEFITS
Scope

This investment appraisal covers the costs and
benefits attributed to the Benefit Payment card and
the BA share of the costs associated with automating
post offices. Costs included are only those which are
additional to the current costs of paying benefit.
The programme is one of around twenty initiatives
being taken forward under BA Security's Invest to
Save Strategy, and the costs and savings for the
programme are therefore included under the Security
and Control Package.

Included in this investment appraisal are:

(1) supplier interface costs
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(2) cost to BA of the introduction and operation of
the Benefit Payment Card.

(3} BA share of the other joint programme costs

7.3 Attached at Annexes 4 and 5 are a summary, and
detailed investment appraisal for the BA element of
the automation programme. The Appraisal is over 10
years, with sunk costs in financial years 1994/95 and
1995/96 and the 8 year contract period runs from
1996/97 to 2003/4. The net present value for the
programme over 10 years is £103ém with OBCS and £1006
without.

General Points

7.4 The figures in the appraisal include the SSA(NI) and
the WPA. However, SSA (NI) have alsco prepared their
own separate case for approval by Departmental
Finance and Personnel (DFP)-SSA(NI). All costs and
savings are at 95/6 prices, excluding on-costs and
VAT. The costs for the CAPS Programme and the strands
within it do not form part of this investment
appraisal and are therefore not included here. They
are explained in detail in the separate CAPS business
case which stands on its own. Whilst CAPS provides
the necessary infrastructure to enable a payment card
system to operate, it has a much wider remit covering
a range of Departmental accounting requirements.

The PFI contract will enable benefit to be paid more
economically but it will not provide sufficient
administrative savings to cover the initial costs of
CAPS development.

7.5 The appraisal also takes account of two other IOP
projects; ESNS and the Post Office Rewards Scheme.
Both these projects form part of the Invest to Save
Package and their benefits overlap with the benefits
to be accrued under the card payment system. The
Feasibility Study cost/benefit analysisg included
what was then known as Alert, as its costs and
gsavings would be superseded by those of the Benefit
Payment Card as the card rolls out. This Business
Case follows the same line. CAPS migration is as per
the CAPS component release strategy published in
February 1996 and programme savings have been
attributed between ESNS, the Rewards scheme and the
Benefit Payment Card during the rollout period.
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Current thinking suggests that ESNS and rewards would
be replaced in full by 1999/00. The issue of
developing a national version of ESNS, known as Order
Book Checking Service (0OBCS) is also currently under
consideration and the increased costs and benefits of
thig approach are included in the appraisal.

7.6 A separate business case has been produced following
a feasibility study. The main purpose of the study
was to identify the level of increased fraud savings
which could be achieved by introducing the automated
stop notice system ahead of the payment card.

Costs

7.7 The broad cost areas for the programme are as
follows:

{1} BA/POCL Programme management - consists mostly
of staffing and staff related costs, as well as
the cost of core activities such as running
supplier demonstrators

{2} Implementation - a mixture of costs for changes
needed in BA Districts and Benefit Directorates
for the implementation of the new system, and
costs for activities such as training and

publicity

{3} Running costs - the additional transaction
charge pavable to POCL for extra counter time
{Contract A).

{4) Running costs - POCL chargesg for issuing cards
to benefit customers and supplier charges for
the benefit encashment service (BES) recharged
by POCL, including a management fee (Contract
B} .

{5) Running costs - for new activities in DOs and
BDs; new processes for handling cards in local
offices would be similar but lower in volume to
current procedures for handling IOPs.

{6) The supplier charge - this is a major element of
costs within the business case and covers
charges for PAS and CMS ({Contract 2.
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7.8 The estimated steady state running costs in total are
£143m per annum; the main element of this cost is
£104m supplier charges.

Savings

7.9 The savings for the BA/POCL programme include both
administrative and programme savings. During the
implementation period they are expected to increase
in line with the number of benefit customers in
possession of live cards increases. Savings are thus
sensitive to the plans for the CAPS migration and
Post Office equipment rollout. Steady state savings
increase to £239m per annum by the end of the
Appraisal period.

Adming .

7.10 The administrative savings comprise those
administrative costs associated with certain aspects
of the present paper based system of paying benefits
by order book and girocheques. Some of these costs
would no longer be incurred, or would be
significantly reduced, once replaced by card payment.
The bulk of this saving will arise at the ACCs with
the phasing out of order book and girocheque
production and reduced level of IOP activity in DSS
offices with consequent reduction in postal and
stationery costs. Manpower savings will also be
achieved as a result of reducing time spent on IOP
fraud investigation work.

Apart from related savings in post and printing
costs, the other major savings occur as a result of
reduced costs for outsourced finance functions i.e.
the Paid Orders Unit in Lisahally and Girobank. The
estimated steady state level of all admin savings is
£170.5m per annum.

Brogramme

7.11 The programme savings available are those resulting
from a major reduction in the fraudulent encashment
of order books and girocheques. The value of the
potential fraud levels relating to IOPs has been
linked to the available ESNS data and agreed with BA
Security.
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7.13

ESNS hag now been providing an automated stop notice
system within the M25 area for over a year.
Information from this system has been used to provide
a more accurate estimate of fraud savings. Extending
ESNS as part of the payment card roll out will
increase the level of fraud savings over the
implementation period by £55.8m. It is assumed that
the new payment system, once fully implemented, would
eliminate 20% of this fraud, giving a steady state
saving of £1%6m per annum.

Recent data from ESNS relating to the veolume of stop
notices in operation now provides a more accurate
method of calculating both the volume and value of
fraudulent encashments. Data scans and a further
survey being carried out currently should provide
corroborative evidence to the review of Programme
Savings levels. It is certain that this will confirm
the higher level of savings achievable as a result of
the card payment system, which the ESNS data has
indicated.

. Fi {2l P £ 5

In addition to the expected financial benefits, the
benefit payment card offers various non-financial
benefits. These benefits fall into four areas:

Customer Sexvice

(1} Customers will benefit from a system that is
congiderably more secure, is less complicated to
use and is quicker to respond to changes that
may occur to their entitlement. More generally,
the quality of service offered by staff will be
improved as the time spent on, for example, non-
arrival of IOPs is gaved. Some of this time is
not allowed for in the current complementing
system and the activities are therefore carried
out at the expense of other work. No attempt
has been made to guantify a saving here.
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Accounting
{2) The General Ledger will receive most of its

accounting data in detailed form via CAPS from
TMS/PAS. This system will eventually be capable
of producing complete benefit accounts for the
Agency and support the recommendations of the
Social Security Accounting Review as well as
enabling the transition to Resource

Accounting. Initially a large proportion of data
will be sourced from somewhere other than CAPS.
With a more accurate and up- to-date picture of
programme expenditure will also come the
opportunity for more accurate forecasting and
thereby the funding of paying agents, notably
the Pogt Office. It is also anticipated that
the much improved accounting process will

allow savings to be achieved, for example in
the prevention of duplicate/overpayments. These
are not being included in the BA/POCL case.

VFM _for taxpayers

(3)

The implementation of automated benefit payment
will result in the delivery of a cost effective
service that is not prone to fraud. The
introduction of competition will also help drive
down the cost of running the service, again
ensuring best value to the tax payer.

saf 3 POCL National networl

(4)

The automation of the benefit payment system
requires the automation and networking of the
largest retail organisation in Britain. This
will offer new and improved business
opportunities and is seen as safeguarding the
Post Office nationally, particularly in rural
areas. Many would argue that the value of this
benefit is pricelesgs.
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7.

.14

.15

16

.16,

Riskse and Sensitivities

In order to calculate the annualised costs and
savings, it has been necessary to make assumptions,
in particular about the probable speed of the
rollouts - of benefits onto CAPS, customers onto
cards, Post offices automated, counter positions
avtomated, and the resulting numbers of cards in use,
the last of which is dependent on the others. A
summary of assumptions is at Annex 6.

Although thesge assumptions have been made sensibly,
uncertainty in these areas has remained until the
evaluation process made clear what the chosen
supplier will do and there is agreement over the
order of benefit rollout onto CAPS. The cost and
savings profiles could thus be subject to change.

A number of factors which affect the overall
financial position are based on assumptions which, if
changed, would impact on the project’s long term NPV.
A sensitivity analysis has been undertaken relating
to the major issues and these are summarised below.
Sensitivity calculations have been based on the
figures in the business case which have already
excluded all staffing on-costs and all other notional
savings. These sensitivities present the worst case
scenarios and there is potential for some notional
savings to be realised.

1 Timetable

The current assumptions include a start date for
pilot trials of Sept ‘96 followed by a two year
rollout to all post offices due to be completed by
Dec ‘98 and related conversion of benefit systems to
card payment affecting all district offices and due
to be completed by Jan ‘99.

Slippage to the roll-out plan would impact on the
achievement of both administrative savings and
programme savings.

The risk of delay to roll-out of equipment to post
offices is with the service supplier and remedies and
compensation for delay will be included in the
contract.

Vergion 2.7 48 08/05/96



DWP00000161
DWP00000161

BENEFIT PAYMENT APPLICATION Commercial in
BUSINESS CASE Confidence

The risk of delay to roll-out of the CAPS programme -
is controlled by the Department. Reducing this risk
has been a key driver in the recent re-organisation
of the CAPS programme in which the requirements for
the delivering of a payment card system are now the
top priority tasks within the CAPS development
programme. A detailed review of all the CAPS
Programme sensitivities are in the CAPS Business Case
which has recently been forwarded to HMT. Annex 7
provides an assessment of the cost and/or reduced
savings resulting from a delay of 3 months.

7.16.2 Development and Delivery
The risk to provision of the payment and card
management systems is with the Service Suppliers and
remedies can be invoked if delays occur or if the
systems do not meet requirements. As solutions have
already been modelled the risk to the development
timetable is considered low. The motivation of a
recharging process which can only commence once
trialing is successfully completed should also ensure
speedy resolution of any initial problems.

7.16.3 Administrative Costs and savings
The achievement of the admin savings identified in
the business case relate, in the main, to negotiated
contract changes with out-sourced suppliers for IT
and financial services. Re-negotiation is already
underway in some areas and no major problems have
been identified.

Reducing administrative costs is a key objective. It
is also an area where, at present , some uncertainty
must lie. It is possible to identify tasks which
will disappear or be significantly reduced and to
quantify the effect; a task undertaken with the
assistance of the Staff Resources Unit.

What is more difficult is to ensure accurate
gquantification of new tasks. Although some attempt
has been made this is necessarily speculative pending
the full development and testing of procedures, which
is being undertaken by CAPS Benefit Field Liaison.
Any increase in such costs would reduce net savings.
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Such savings relate to the reduction in work
procegses, mainly in BA district offices. 3ll
calculationse relating to the impact on staffing
levels have been linked tc the BA complementing
processes and the results will be fed into a revised
manpower bid. Consequent manpower reductions will be
managed through the district organisation as part of
a continuing process of resource allocation.
Achievement of the estimated staff savings will only
be fully realised when the benefit card system is
fully operational. This has been reflected in the
profiling of costs and savings over the roll-ocut
period.

The level of staff savings calculated takes account
of the complementing process and relates to the
allocation of resources are being utilised for
different processes.

The assessment of CAPS interface development and
running costs has been made on limited information
from suppliers and may increase when the detailed
work of development commences.

Annex 7 provides a sensitivity analysis of the impact
on the business case of a reduction in Admin Savings
of 10% and of increasing Admin Costs by 15%.

7.16.4 Fraud savings -10%

The delivery of fraud savings is a fundamental part
of the project’s business case. ESNS has now
provided a much more reliable data on the volume and
value of benefit payments in issue and on the level
of stop notice activity which provides a more
rational indicator of possible fraud activity. A new
survey is currently underway which will provide a
further refinement to the number of fraudulent
encashments coccurring per order book and the average
value of each payment. This data will undoubtedly
confirm the increased value of saving identified both
for the payment card system and for any extension of
the ESNS process. The level of available savings
through OB fraud is estimated at £168m.
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For Girocheques fraud, the reconciliation process
itself renders more reliable data on available fraud
savings estimated at £27.5m. Based on the current
available fraud of £196m, an overall reduction of 10%
in fraud savings would reduce the NPV by almost
£100m.

The achievement of 90% of the total available fraud
savings should be assured through the delivery of a
“*fraud free” system. The remaining 10% is subject to
contractual liabilities of up to £20m p.a. on the
service suppliers. The only area of fraud within the
control of BA will be related to fraudulent action on
the part of BA sgtaff.

It is possible that with the introduction of a
payment card system, new innovations in caxrd fraud
will also increase. An analysis of the impact on the
business case of a decline in Programme savings is
provided at Annex 7. This provides for both a 10%
reduction by end of rollout and a 10% reduction
moving up to 20% by end of contract.

.5 Fraud savings +10%

Our present assumption is that the level of fraud
stays steady and represents only 25% of the total
amount of authorised payments which are at risk of
fraudulent encashment. Although it is impossible to
predict confidently what the levels of IOP fraud
would be in 10 years time in the absence of BA/POCL
automation, the Security Strategy crackdown on other
sections of the benefit pipeline, might lead to
increased I0OP fraud, even without an increase in the
overall volume of all types of benefit fraud. Taking
an increase of 10% in the expected level of IOP fraud
from the base level, the NPV becomes £1135m
(including OBCS) .

Full analysis of cost impact of a 10% increase in
fraud savings is provided at Annex 7.

.6 i = %

Fluctuation in volume levels over the period of the
contract will normally be reflected in consequent
changes in the total transaction costs to be borne by
BA.
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.16.

.17

.18

For all encashment transactions this will be

charged to POCL and recharged on to BA (through the
Contract B negotiated between BA and POCL). CMS and
PAS transactions will be charged direct to BA on the
basis of cards in issue (CMS) or payment
authorisation data transfer (PAS). These volumes are
subject to minimum guarantees agreed with BA. A
number of sensitivity analyses have been run as part
of the evaluation of tenders and a summary is
attached at Annex 7.

7 Additional Charges

While negotiations have resulted in an agreed set of
prices and charges for all the main services, some
aspect of possible additional services e.g. training,
publicity have yet to be negotiated. In addition,
some requirements will be subject to a change control
process which could lead to an increase in service
provider charges. The cost implications of a 5% or
10% increase in charges is provided at Annex 7, and
ig in addition to a 5% increase which has already
been included in the Investment Appraisal as
contingency against change control issues.

Summary

In all the sensitivity analyses done, the programme
returns a healthy overall NPV - £911.90m at worst.
However, the analysis has revealed that some
scenarios tip the admin balance intoc a net cost
position, and suggests cash flow difficulties in the
PES years e.g. national extension of ESNS.

There is however a reascnable level of confidence
that the appraisal already covers a number of
contingencies. In addition a number of sensitivities
relating to late delivery of systems and system
operation will be gsubject to financial remedies under
the PFI contract.

RISK AND DEPENDENCY

Overview

Risk is an event which may cause failure to meet:

® required timescales
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8.2 Risk
three
consi

cost objectives
quality standards
customer requirements

can also flow from dependencies and there are
distinct areas of dependence which were
dered by the programme:

inter-dependencies between the various projects
in the programme. For example, replacement of
paper IOPs is dependent on availability of the
POCL infrastructure. There are also dependencies
within projects, for example between the various
steps in the procurement process which
eventually lead to a signed contract

changes needed within the BA’s business
processes which the programme is dependent upon
in order to achieve implementation on time. The
most critical of these are CAPS and benefit
system interfaces but there are others such as
the introduction of new procedures and re-
engineering of clerical processes

various other projects, both within BA and POCL,
are dependent upon the successful implementation
of this Programme. For BA these include, the
recommendations of the Departmental Accounting
Review, and preparation for the move to Resource
Accounting. A change in the requirements which
these projects have of BA/POCL could constitute
risk.

8.3 Because of these relationships, the Programme’s risk
management extends beyond its own immediate scope to
cover areas such as the CAPS Programme. This includes
the BA/POCL Programme Director being a member of the

CAPS

Programme Board - and vice versa.

8.4 Programme Risk Management is initially the
responsibility of the Programme Planning and Risk
Analysis Group (PPRAG). It has two major objectives:

(1)

the regular monitoring of all Programme risk and
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(ii) the quality assurance of associated
countermeasure activity.

8.5 PPRAG reports its findings in both areas to the
Programme Management Board for action.

Current Programme Risks

8.6 The nature of current risks will change over time as
the Programme proceeds through its various stages, as
external and internal events occur {or do not as the
case may be) and as counter-measure strategies are
invoked.

8.7 A list of the key Programme risks reported to the
Programme Steering Committee in March 96 is attached
at annex 8.
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9. STEERING ARRANGEMENTS
Programme Steering Committee

9.1 The Programme has a Steering Committee (PSC), co-
chaired by Mr Mathison Chief Executive BA and Mr
Dykes, Managing Director POCL. The Chief Executive of
SSA{NI), Mr Wylie, is a member. This committee has
overall responsibility for delivering the systems
for the automation of post offices and of social
gsecurity benefit payments made at these outlets,
together with any, agreed, associated functional
requirements of both BA and POCL. It is the ultimate
project authority and is responsible for the
monitoring, review and eventual closure of the
project.

9.2 The purpose, outputs and membership of this
committee, is at annex 9.

The Procurement Board

9.3 The Procurement Board supports the functions of the
Programme Steering Committee (PSC) and the Programme
Director in so far as they relate to procurement. The
board, which is co-chaired by Mr B Peaple (POCL) and
Mr D Brown (BA}, gives guidance and direction on
matters of procurement policy and probity on behalf
of the Steering Committee. The purpose, membership
and outputs of the Procurement Board are listed at
Annex 10.

9.4 There are two key appointees responsible for overall
programme management and the establishing of
appropriate committees:

{1) the programme sponsor

(2) the programme director

9.5 The chart at annex 11 shows the place of these
appointees in the organisation.
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Programme Sponsors

9.6 Because of the wide-ranging nature of the programme,
both POCL and BA have appointed Programme Sponsors
who ensure that all appropriate parts of their
respective organisations contribute to the success
of the programme in a timely and effective manner. In
doing so they:

(1) are members of the PSC

(2) maintain regular contact with the Programme
Director and provide him with support and
guidance as necessary

{(3) attend appropriate internal committees and
boards to ensure that their respective
organisations’ total contribution to the
programme is co-ordinated.

9.7 The BA’s sponsor is Mr McCorkell, CAPS Programme
Director.

Programme Director

9.8 The Programme Director is Mr Stott and he is
responsible to the PSC for:

{1) the timely and cost-effective delivery of a
counter infrastructure and a BA benefit payment
application meeting the business requirements
of BA, 88A (NI) and POCL;

(2) the identification of work needed elsewhere
within BA, SSA(NI) and POCL (or in other
organisations) for the successful achievement
of the programme’s objectives and scope, and
for tracking the progress of that work and
assuring the quality and compatibility of those
products with the Programme’s requirements.

9.9 Working to a budget and high-level programme plans
approved by the PSC, and working closely with the
programme sponsors, he:

(1) defines the projects and activities necessary to
achieve the programme’s objectives
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(2)

(3)

(4)

(s}

(6)

authorises expenditure within the budget
allocated

defines the organisation of the programme and
recruit and assign BA, SSA(NI), POCL and
constancy resources to projects and
activities as necessary

defines the programme’s requirements of the
projects or other work being carried out
elsewhere in BA or POCL and track progress
in achieving them

assists the Programme Sponsors in discharging
their responsibility to ensure that other
parts of BA and POCL are contributing to the
success of the Programme

ensureg that the objectives and the scope of the
programme are effectively communicated within
BA and POCL and outside

reports to the PSC regularly on the programme
progress and expenditure, drawing attention to
issues and risks (including those outside his
direct authority) which may endanger the
success of the programme.

9.10 The Programme Director chairg a Programme Management
Board which supports him in discharging these
functions. The CAPS Programme Manager is a member of
that board, Regular progress reports are submitted to
BAMT as well as to equivalents in POCL and the PSC.
The Programme Director also chairs a Programme
Management Team responsible for day to day management
issues.

10. CONTRACT MANAGEMENT AND EVALUATION

10.1 There are three areas outlined in this section:

(1)
(2)

(3)

contract and service management
programme evaluation

Post Implementation Review
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Contract and Service Management

10.2 BA's Post Office, Girobank and Banking Group {POGAB)

10.3

10.4

10.5

will continue to manage the ongoing contract between
BA and POCL..

POGAB have developed a commercial policy (see

annex 12) that will assist in defining the

parameters of new contracts, with due regard to
probity, legal requirements and value for money. The
Memorandum of Understanding {(MOU) already agreed with
POCL reflects this policy. The policy will underpin
any contract with the potential suppliers and provide
the necessary safeguards post-contract.

For the implementation period i.e until all post
offices have an automated infrastructure installed
and all benefit customers are converted to card
payment, it has been decided to treat development,
delivery, implementation and roll-out as a single
Programme to be managed by a Programme Director
supported by a Joint Implementation Management Team.

Included in the Programme Director’s responsibilities
will be:

° the day to day administration of all the
contracts with the Supplier and the day to day
management of the contractual change process,
although the contracting authorities would
remain BA and POCL separately;

® the management of the service delivery
relationship with the Supplier with regard to
the implementation and operation of the required
services and the monitoring of the Supplier’s
performance;

® the development of the procedures and structures
which will be necessary for the management of
the services in the ‘steady state’.
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10.5 Beyond the implementation period:
® a formal structured mechanism will be in place
for the duration of the contracts for the
handling of proposals for major change in a
timely manner
® a Security Authority will be created to maintain

an end-to-end vigilance on the benefit payment
system, to identify threats and trends, to
certify the security of the payment system and
changes to it, and to recommend developments and
other action to combat benefit payment fraud.
The Supplier will be invited to contribute
expertise and resource to this Authority.

Programme Evaluation

10.6 Within the programme organisation a team has been
allocated the responsibility of evaluating whether
the financial investments made deliver the stated
benefits.

10.7 The team’'s specific functions will include action
to:

(1) identify budgets and business units which
would be responsible for the realisation
of financial and non-financial benefits
included in the business case

{2) ensure that baselines are established for
financial and non-financial benefits

(3) ensure that relevant business units have
established plans for the realisation of
the benefits for which they are
responsible

{4) ensure that financial benefits are
reflected in BA and POCL financial plans

(5} ensure that mechanisms are in place to
monitor the degree of achievement of non-
financial benefits.
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Post Implementation Review

10.8 A Post Implementation Review is the evaluation of

10.

the programme after it has been completed, or become
well established as a going concern.

The aim of the review is to improve project
appraisal, design, management and implementation. It
is intended to obtain the maximum benefit from the
accrued experience. A review of this programme is
likely to be particularly valuable in its examination
of the joint approach with POCL, the procurement
process and PFI.

10.10 The review should normally follow this sequence:

(1) define the objectives of the evaluation: i.e.
what aspects cof these decisions and activities
are to be evaluated

{2) establish the objectives of the decisions and
activities which are to be evaluated

(3) consider what should be taken as the baseline
for comparison with outturn

{4) compare the outturn with the baseline and
explain any important differences and draw any
lessons which can be learnt for the future

(5) present the results

({6) communicate the results or recommendations.

10.11 This programme will carry out a review at the

appropriate time. In the mean time, two check-step
reviews have already been undertaken by external
consultants as well as an audit by a combined team
from BA and POCL Audit departments. The
recommendations of these studies have been taken into
account by the Programme.
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11. CONCLUSION

11.1 The benefit Payment Application offers real benefit
to the Department in streamlining its payment
process, in reducing the risk of fraud and in
supporting the development of an improved and more
efficient accounting approach within DSS. It is
anticipated that the cost of implementing and running
this programme should be contained within current
expenditure levels although some additional costs may
be incurred if the OBCS option is taken.

11.2 Overall this programme still represented a good
return on investment to the Public Funds. This case
is now submitted to seek financial approval for the
award of a contract to the recommended PFI service
provider and to continue work to the point of
implementation and full roll out of all benefits to
card based method of payment.

Recommendations
11.3 The principal recommendations made are:
(1) the programme should proceed because:

(a) the programme meets BA main
ocbijectives and

{b) the programme fulfils the strategic
requirements of both BA and DS corporately

(2) a contract for the development, design and
management of the automated benefit payment
system be awarded to the chosen PFI supplier as
per recommendations contained in the Evaluation
Board’s report. Procurement under PFI ensures
value for money. Treasury approval for this
Programme and the financial viability of the
business case has been sought through a separate
detailed Position report and Financial
statement.
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11.4 The committee and management structure described in
Chapter 9 will continue to exert appropriate control
over all elements within the programme and track
progress of related external projects. All committees
will be used fully and effectively to ensure the
delivery of a value for money service.

11.5 The programme will conduct a post implementation
review, particularly important in this instance due
to the ‘pathfinder’ status of the PFI elements of the
programme. Further check-step reviews will also be
conducted if deemed appropriate.

11.6 Separate business cases are in preparation within
POCL.
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GLOSSARY

ACT Automated Credit Transfer

ACC Area Computer Centre

BA Benefits Agency

CAPS Customer Accounting and Payment Strategy

CISs Counter Interface Service

CMS Card Management Service

CPCS8 Customer Payments Computer System

DSS HQ Department of Social Security Headquarters

EC European Community

ESNS Electronic Stop Notice System

GATT General Agreement on Tariffs and Trade

HMT Her Maijesty’'s Treasury

I0P Instrument of Payment

ITSA Information Technology Services Agency

iTT Invitation to Tender

MOU Memorandum of Understanding

NINO National Insurance Number

NPV Net present value

OJEC Official Journal of the European Community

OPSTRAT Operational Strategy

PAGL Programme Accounting and General Ledger

PAB Programme Accounting Branch Project

PAS Payment Authorisation System

PDR Personal Details Repository

PFI Private Finance Initiative

POCL Post Office Counters Ltd

POGAB Post Office, Girobank and Banking

PUN Pick Up Notice

S0ODA Seal of Departmental Approval

S8A (NI) Social Security Agency (Northern Ireland)

8SSR Statement of Service Requirements

TMS Transaction Management Service

VFM Value for money

WPA War Pensions Agency
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ANNEX ONE

POCL OBJECTIVES

The

{a)

(b)

{c)
(d)

(e)
(f)

(g}
{h}
(i}
(3)
(k)
(1)
{(m)

(n)

(o)

(q)

POCL objectives are summarised as follows:-

to provide continued customer choice of services
available at post offices and be acceptable to
customers;
to retain and strengthen POCL’s clear branding links
with its customers
to maintain POCL‘’s customer base;
to support government policy of a nation-wide network
of post offices;
to be capable of introduction in all post offices;
to retain and enhance POCL’s commercial and financial
integrity;
to improve overall efficiency and cost effectiveness
for POCL and its c¢lients;
to support and help agents in the development of their
private business;
to be acceptable to staff and agents;
to facilitate automation of other areas of POCL
infrastructure, e.g. accounting and distribution, and
support wider business information needs;
to retain and gain new business by improving quality
of service to all clients;
to provide the flexibility to meet a diverse range of
existing and potential client needs and applications;
to provide long term stability for the Post Office
network as a retail outlet for benefit payments;
to adopt a flexible and efficient approach to IT
systems and adhere to industry standards so as to
secure the benefits of development in IT and retail
sectors, thereby achieving value for money and faster
delivery of new products and services;
to retain customers’ trust in the integrity of POCL
and improve the quality of service to customers;
to facilitate the provision of added value services,
e.g. card and/or token issue and management, which
will enhance POCL‘s service offering;
to ensure the migration of appropriate automated
systems without any reduction in service levels;

to be a key enabler in helping improve POCL’s
competitiveness, in meeting its business partners’
needs, and enhancing future business viability.
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STAGES 1 AND 2 f341M4 2870488
tencvalio/CIasnicaton Slr11704 28704195 Smpummme
Final S57 tssved 1304725 30485 @ Fina SSR issusd
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Supptiars shontiisied 2107135 ZATRE Suppliers shorlisied &
Req 1D 24107195 2BRUEG ' ’
Assessmaent Complete 23702755 23002756 | Azsessment Compiete $
Contract Negatistion 24807735 2000296 '
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E7AGE 4 QeUVS 330508
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Set Up Yost Sue (SEGO) 260205 260498
Bud/System teal refeaset 03/08/%8 QUHTI98 e
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Lirmited Go Live (LGL) 20N | 230508 emited o Live (LGU &
Commencs 2 yr soll-out oz1eY BAOHYTY Cgf‘nq;‘eﬂcé 2y ooftout @
CAPS 0BIOTIO6 211056 '
Joind system integration Tests DBIBTIRG 14I0RGE
£t to End Tesling (SEDO) 1508756 Tsenes | )
Firgt Card Payment 0L} Tt FAOWOE First Card Payment (LGL) €
First Card Payment by full oydle UGG 231008 Fust Card i’ayrnént by ful cycle @
e AHOSIGR 1610005
Develop prolotype Pt HIORIBS
Yast Prolotype (incd SEDO} 20108196 1710055
feady for fve ists (LGL} 1808186 18/0%EG Ready fos e Wats (LG &
NOTE S
The current date for Award of Contract is a
working assumption only . Evaisation and
Endorsement tmescales are subject to change
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Broject. BARGCL Programme Peogeess Roiteg Up Milostone
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Investment Appraisal Summary
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A I B | ¢ 1] D i E ] F ] G | H | ! ] J | K
1 IBA/POCL PROGRAMME INVESTMENT APPRAISAL - CAPS MIGRATION PROPOSAL 13.2.96 - SUMMARY
2| Tender:| DICK | Version Number: [bc132v28.003 |
3 12 SUMMARY (£ Millions)
| 4] . Flnancial Year
S | Sunk costs PES years Contract Years
6 {Hem 945 85/6 9617 9718 98/9 48/0 0041 0172 02/3 03/4
7 .
8 |[COSTS
5]
| 10 [Stalf 072 340 5.87 17.59 37.40 37.11 37.11 3744 3711 37.1
_1_1_ Non Staff without OBCS 0.03 0.56 7.89 30.85 98.52 118.05 112.00 107.82 $98.61 91.91
(12]|oiFR 0.38 0.21 0.10 0.10 0.10 . 0.00 0.00 0.00 0.00 0.00
__‘.li Capital 0.00 0.03 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
ﬁ Non Staff with 0OBCS 0.03 0.56 9.12 4542 105.89 116.28 112.00 107.82 98.61 91,91
16
_1T TOTAL COSTS [Excluding VAT] 1.13 4,20 13.86 48,54 136.02 1563.17 149,12 144.93 135,72 129.02
18 ITOTAL COSTS with OBCS [Excluding VAT] . 4.43 4.20 15.09 63.10 143.4% 153.40 148,12 144.93 135.72 128.02
20
21| Totaf VAT for Funding 0.12 0.31 0.34 4.21 16.15 2029 19.60 18.87 17,26 16.08
22 | Total VAT for Funding with O8CS ) 012 031] 041 493 16.38] 20.29 19.60 18.87 1726 16.08
23
24 |SAVINGS
25
_2(_-:_ |Administrative
27 JActual DIFR 0.00 0.00 0.09 7.00 15.00 15.00 15.00 15.00 15,00 15.00
| 28 JActual Non DIFR 0.00 0.00 1.65 22.80 198.86 152.83 155.85 166.02 156,33 156.62
31 Total administrative savings 0.00 0.00 1.74 2380  423.86 167.83 170.85 171.02 174.33 174.62
34
35 |Programme
.i All Programme savings 0.00 0.00 49,32 $§3.29 179.71 196.44 196.44 196.44 186,44 196.44
_:!_B_ All Progeamme savings with OBCS 0.00 0.00 52.55 111.85 184,09 196.44 196,44 186.44 196.44 196.44
40 Total Programme savings 0.00 0.00 48,32 63.29 179.74 196.44 196.44 196.44 196,44 196.44.
41 Total Programme savings with OBCS 0.00 0.00 52,55 111.55 184.09 196.44 196.44 196.44 196.44 196.44
43
45 |TOTAL SAVINGS 0.00 0.00 51.06 93.09 303.57 364.27 367.29 367.46 38777 368.06
46 [TOTAL SAVINGS with 08CS 0.00 0,00 54,29 144,35 307.95 364.27 367.29 367.46 367.77 368.06
49
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BAPOCL Programme 2 Summary (£ Milions) Cragted {16 4 96!

A 8 1 ¢ O - [ [ A
50 3475 955 S617 378 987 9570 00/ 12 213 0314
51]TOTALS
52
53 |COSTS LESS ADMINISTRATIVE SAVINGS 113 420 12.12 18.74 12.18 A4.67 2173 -26.08 -35.61 -42.59
54
S5 1COSTS with OBCS LESS ADMIN SAVINGS 113 4.20 13.34 33.30 19.63 -14.44 21.73 -26.03 -35.61 42,59
]
65 |COSTS LESS TOTAL SAVINGS 1.43 4.20 -37.20 44,55 -167.55 211,11 -218.47 -222.53 -232.05 -238.03
86 |Cumulative 113 533 A1a7 642 24398 45508 87326 BGETE 127,83 A 566 87
(67 | Discount Rate (6%) 10000  1.0000] 08434  0.8900 0.8396 0.7921 0.7473 0.7050 08651 08274
&8 | Discounted 1.13 4.20 -35.10 -38.88 -140.68 -167.22 -163.04 -156.88 «154,34 -149.87
63 NPV 0.00 0.00 -35.10 74,75 «245.42 -382.64 -545.68 <702.56 -8586.90/ -1006.87
76
77 |COSTS LESS TOTAL SAVINGS with OBCS 143 420 39.21 -78.25 -164.48 1210.88 -218.47 2225 -232.05 .239.03
78 [Cumulative ' 113 533 -33.88 -112.12 -276.58 487 .46 -705 83 -928.16 «1160.21 -1399.24
7; Discount Rate (6%) 1.0000 1.0000 0.8434 0.8800 0.83986 0.7921 0.7473 0.7050 0.6651 0.6274
80 | Discounted 113 420 -36.99 69.64 -138.08 -167.03 -183.04 -156.88 -154.34 -149.97
81 |NPY 0.00 0.00 -36.99 408,83 ~-244.74 -441.74 S74.78 -731.66 -886.00[ -1535.97
9 )
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A L & [ ¢ | o | e | F ] s | H ] I | J K
1 IBA/IPOCL PROGRAMME INVESTMENT APPRAISAL - CAPS MIGRATION PROPOSAL 13.2.96 - DETAILED BREAKDOWN
2 Tender:|DICK [ Version Number. [bc132v28.003 |
3 |3 DETAILED BREAKDOWN
4 Financial Year
"5 Sunk costs PES years Contract Years
& lHtem 94/5 9516 96/7 9718 9819 3970 001 0112 02/3 0314
7
"8 |COSTS
)
710 |PROGRAMME MANAGEMENT AND SUPPORY
11
17 | TERMINAL HOUSE LONDON + SSAN
13 | Staff 724,408 3,395,964 2.002,829 1,255,123 375877 Q 0 o [} Q
14 |Non Staff 28,717 561,865 584015 507,726 288,256 0 0 0 I o
75 |OIFR 377.024 214,000 99,000 99,000 99,000 0 0 [ 0 0
|17 [Capitat 0 27,302 2,000 0 0 0 0 0 0 0
(18] VAT on PMand S Costs| 118,286 309,743 80,850 31,500 0 0 0 o 0 0
18
[ 20 | Total Programme Management costs [excl VAT] | _ | 1430150  4,199,151) 2687844 1861849  7EIN 0 ... . S 9 el
21
TZJIBA IMPLEMENTATION
23
34 |ttt 0 ol 792,331 1712862 76433 0 0 0 0 0
25 [Non Staft 0 o] 1928333 2720,000 791,667 0 0 0 0 0
26 VAT on Implementation Costs 0 o] 257250 257,250 0 0 0 0 0 0
27
[28|Total BA implementation costs fexcluding VATY | __ o 0]_.2720664 4432862 1585998 o0 ______ A Iy | S RPN
T}
30 {RUNNING COSTS
3
_3? Staft 4] 0 3.074545 14,617,802 36,284,085| 37,113,323 37,113,323 37,113,323 37,113,322 37,113,323
"33 |Non Staff without OBCS o o| 5378511 27825518 97.435791| 118,054,885 112,001,890 107,817,367 98605880 91,909,500
(35 VAT on Running Costs without OBCS 0 0 760 3920987 16,154,838 20,287,063 10,600,286 18,868,039 17,256,028 16,084,163
38
37 | Total Running costs without OBCS [excl VAT] | ____ LS 0] 8,451,066 42,243,420 133,699,886 153,168,008 145,115,013 144,830,650 135718203 129,022,823
38
738 [TOTAL COSTS without OBCS [excluding VAT) 1,430,450 4,499,154| 13,859,564 48,538,132 136,019,017| 153,168,008 149,115,013 144,930,690 135719,203 129,022,823
42
43 | Total VAT for Funding] 118288  309,741]  338.860  4,200.730 16,154,838 20,287,083 19,800,296 18,868,030 17,266,029 16,084,183
BC132v28.003 % G1056 10,09
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ANNEX SIX

NOTE: Base vear for calculations is 1995/1996; all costs
are at 1995/1996 prices.

PROJECT MANAGEMENT & SUPPORT

These costs cover BA Programme & Commercial Team staff and
non-staff costs. Staff costs include the Programme Support
Office, core project staff and consultancy support. Non-
staff costs include accommodation c¢osts, Demonstrator
costs, DIFR costs, IT implementation support and running
costs. 64% of the total PM & Support costs are “sunk”
costs and the remaining 36% are attributable to PES years
1996/97, 1997/98 & 1998/99. There are no anticipated costs
in this category thereafter.

IMPLEMENTATION COSTS

Agssumes that all generic CAPS training costs f(e.g.
PDCS/CPCS) and any benefit-gspecific training costs (e.g.
IS/ChB/JSA) will be included in the CAPS Business Case.

It is assumed that CMS and other card-related training
material will be provided by the chosen supplier but
training will be delivered locally by BA/SSA District
Training Officers.

Assumed that 149 Training Officers will be reguired to
deliver 0.5 days training per person to BA District,
Central Services and ES staff. Provision has been made for
course preparation Dby Training Officers (1 day) and
monitoring effectiveness of training. In all, 60,202 staff
{excluding SS8SA} in grades LOI and LOITI will require
training and it is assumed that each training officer will
deliver 14 training sessions, each session accommodating
30 staff. Volumes and unit costs have been updated using
1996/1997 Whole Unit Times (WUTs) and formulae provided by
Staff Regources Unit (SRU).

Costs will be incurred over a 3-year period, 1996/97
(25%), 1997/98 (50%) and 1998/99 (25%}).
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SSA costs have been supplied by District Support Branch
and Information Systems Management Unit. Training will be
required for 2,500 staff and the costs, spread over period

1996/1997 - 1998/1999 are reflected in the SSA Business
Case.

Non-Staff: Publicit

Assumes a National Publicity Campaign (e.g. directed at
Special Interest Groups), over and above that being

provided by the chosen supplier, will be regquired. Costs,
at 1995/96 prices, represent £210,000 for each of the 7
Post Office regions. Further refinement may be required
when the chosen supplier’s proposals are known.

Nop-Staff: Written Material Included is the cost of
providing CMS training manuals and associated material and
the cost of reproducing material for BA/SSA/ES staff.
Costs will be incurred over a 3-year period, 1996/97,
1997/98 and 1998/99. It is not anticipated that these
estimates will be exceeded by the chosen supplier’s
proposals.

The cost of providing benefit-specific and generic CAPS
written material together with the costs of providing a
replacement £for the order book Yellow Pages will be
included in the CAPS Business Case.

RUNNING COSTS - STAFF

Contract management

In consultation with POGAB it 1is estimated that the
additional_costs of managing the new contracts with POCL
and the Supplier should not exceed 0.75% of the total
contract price (excluding VAT).

Additional Contract Related Comte

Some additional costs have been identified as a result of
the Supplier’s proposals eg consumables and CAPS interface
costs. These are estimated at £19.2m in steady state.

BA & SSA Distrxicts

Although some existing work processes will be discontinued
(e.g. action on receipt of returned IOPs), it is assumed
that there will be some new processes required directly
associated with Benefit Payment Cards (e.g. the issue of
temporary tokens). The additional processes identified
have been checked by Staff Resource Unit (SRU).

Version 2.7 71 08/05/96



DWP00000161

DWP00000161

BENEFIT PAYMENT APPLICATION Commercial in
BUSINESS CASE Confidence

The average of staff costs for the relevant grades (LOI &
LOII) has been included as the unit cost. Staff costs for
the following new processes have been calculated using the
Departmental Ready Reckoner and from information supplied

by Information Systems Management Unit, Belfast but
exclude on-costs. The calculations have been checked by
SRU.

In calculating the additional costs, account has been
taken of the latest CAPS benefit migration assumptions and
Post Office counter infrastructure roll-out.

Issue Temporary Tokens: volumes and unit costs have been
updated using WUTs and formulae provided by SRU.

Additional steady-state costs have been estimated at
£13,264,215.

Miscellaneous Stockholder activities: volumes and unit
costs have been updated using WUTs and formulae provided
by SRU. Additional steady-state costs have been estimated
at £439,850.

Return.of cards to Districts: wvolumes and unit costs have
been updated using WUTs and formulae provided by SRU.
additional steady-state costs have Dbeen estimated at
£2,114,205.

Contact Contract Section: 8RU have identified this
additional work process and using unit costs and agreed
volumes, additional steady-state costs have been estimated
at £1,179,387.

RUNNING COSTS: NON-STAFF

Post Imp] tati Revi

A one-off cost of £18,612, (representing consultancy
support}) to conduct a Post Implementation Review has been
included in 199%/2000. The likely costs were provided by
Departmental IS Audit.

BA S i1 initiati
ESNS and PO Rewards scheme: These are the ongoing costsg,
reflected in the PES '95 settlement, and have been
included to avoid double-ccounting. The inclusion was
agreed by BA Security. National roll-out of ESNS has not
vet been agreed, and approval is dependent upon the

service providers’ transaction charges and a robust
Business Case. No ESNS costs will be incurred beyond
1998/99. The introduction of Benefit Payment Cards will
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limit the scope for PO Rewards and therefore it has been
assumed that the PO Rewards scheme will also cease in
1998/99,

Qrder Book Checking System (OBCS)

OBCS option is under consideration subject to
affordability issues especially in the PES years. OBCS
running costs over the three PES vyears in total are
estimated at £18m. They comprise of Supplier transaction
charges at around 7p and POCL charges at 1p per
transaction. The total also includes ITSA development
costs estimated at £6m over three vyears.

POCL Trangaction chaxges
Volumes and charges provided by POGAB in February 1996
have been used. Costs of the anticipated increase in

Contract “A” charges have been calculated taking account
of the current charge (16.75p) and a revised charge
{18.00p) for card payments. Thisg represents an increase
of 1.25p per transaction and is a standard payment
irrespective of the chosen supplier or transaction type.
The agreement assumes a 4.5-second increase in transaction
time. May vrequire further refinement after final
negotiation stage.

The cost of the final issue of new cards to customers is
shown as an addition to Contract “B” transaction charges
but may be refined once the £final negotiated price is
available and Contract “2” is negotiated.

SERVICE PROVIDER CHARGES

The Supplier charges are based on the recently evaluated
tender.

SAVINGS

The value of all savings is dependent on the timeous roll-
out of equipment and the wmigration of benefits to CAPS.
Benefit roll-out will commence with a 3-month *“limited”
go-live period followed by full *“National” roll-out.
Assumption made that there will be a 26-week card roll-out
from the release date for all benefit systems (except
Incapacity Benefits - 7 months; and ChB - 4 months). The
draft “CAPS Component Releage Strategy” document provides
actual go-live dates for most benefits (or groups of
benefits). This information has been used, in conjunction
with Post Office roll-out assumptions to calculate
potential savings. For Business Case purposes though,
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month-commencing dates (not actual dates) have been used.
The following table compares the “actual” dates with those
used for Business Case modelling purposes:-

CAPS Component

Release Strategy  Benefits Buginess Case
20 Jan 1997 ChB/OPB/GA 01 Feb 1997
07 Apr 1997 IB/SDA/MA (STB) 01 Apr 1997
12 May 1997 FAMC/DWA/ETU 01 May 1997
16 Jun 1997 RP/WB (LTR) 01 Jul 1987
07 Jul 1997 DLA/AA 01 Jul 1997
05 Jan 1998 IS/JSA/ChR (SSANI) 01 Jan 1998
Apr 1998 SF 01 Apr 199§
Apr 1998 Clerical Payments 01 Apr 1988
Apr 1998 War Pensions 01 Apr 1998
Apr 1998 Mop-~up 01 Apx 1998

Although not specified in the migration timetable, it is
assumed that cases combined with IS (e.g. RP & AA) will be
migrated with IS cases from 5th January 1998. Assumed
that roll-out of benefits will be completed by end-January
19299, but this is dependant upon the Post Office roll-out
being complete by end-December 1998.

It is anticipated that the Post Office roll-out will
commence with a 3-month pilot at 10 sites during period
September to December 1996, followed by a 24-month
National roll-out (at a rate of 200 sites per week); large
conurbation’s first, with London and Northern Ireland in
“parallel streams”. It is anticipated that offices in the
M25 region will roll-out during 1998.

There will be a 4-week lead-in for each customer in
relation to Post Office card readiness; CAPS notification
to CMS to issue cards; card production & distribution and
card receipt by customer. Order books will continue to be
issued for 20/26 week periods if nominated Post Offices
are not card-ready 4 weeks before next order book due.

It has been assumed that all staff savings will be
delivered 6 months behind this roll-out schedule. SOS has
agreed that migration to Benefit Payment Cards in Northern
Ireland should commence in April 1997, therefore the Post
Office infrastructure there needs to be in place by end-
March 1997.
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Admin Savi
With the introduction of Benefit Payment Cards some
existing work processes will be discontinued. Extensive
liaison with SRU has identified obsolete work processes
and using SRU volumes and WUTs, Admin Savings in BA/SSA
Districts have been calculated. Order Books will not be
required beyond 1999/2000 and only a limited number of
girochegques will be required for customers who cannot be
paid by Card and for administrative purposes. The
following work processes will no longer be required and
savings have been calculated as follows:-

No. . dongex idssue Order Books (production oats) the
savings have been calculated based on current Printed
Output Volume information supplied by ITSA. The
diminishing requirement year-on-year is based on the CAPS
migration and Post Office roll-out assumptions.

Potential savings of £17,835,083 in OB production costs
have been identified due to a reduction in volumes but as
ITSA anticipate a need to increase printing activity to
provide information about payments made by card, only
£6,878,931 (38.5%) at steady-state is currently thought by
ITSA to be realisable.

Lost/Missing/Stolen. Order Book action: it is estimated
that 477,193 OBs are reported as lost, missing or stolen
each year. At a unit cost of £21.65%, calculated using SRU
formulae for staff, personnel and appraisal elements, this
represents annual savings of £9,295,466.

Returned OB Action: 17.28% of OBs issued are recalled.
Savings have been calculated taking account of the fact
that work in this area will be significantly reduced and
thig represents steady-state savings of £8,320,533.

Pogtage: postage costs will reduce and savings have been
calculated on the basis of 1.5 books per envelope for
system-produced books; and 1 book per envelope for manual
issues. This represents steady-state savings of
£15,026,455.

Ne ], : Lssu ocheagues (production costs): as for
Order Books. The savings have been calculated using
Printed Output Volume information supplied by ITSA. The
diminishing requirement vyear-on-year is based on the CAPS
migration and Post Office roll-out assumptions.

AL, LI E
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Potential savings of £21,055,587 in girochegque production
costs have been identified due to a reduction in volumes
but as ITSA anticipate a need to increase printing
activity to provide information about payments wmade by
card, only £8,121,069 (38.5%) at steady-state is currently
thought by ITS5A to be realisable.

Lost/Missing/Stolen Girocheque action: it is estimated

that 290,301 girocheques are reported as lost, missing or
stolen each vyear. At a unit cost of £21.65, calculated
using SRU formulae for staff, personnel and appraisal
elements, this represents annual savings of £5,654,909.

Returned Giro - District staff action: 0.25% of Giros
issued are recalled. Account has been taken of the fact
that work in this area will be gignificantly reduced and
savings at steady-state have been estimated at £151,776.

rsbem & manual: postage costs will reduce and
sav;ngs have been calculated on the basis of 1 girocheque
per envelope @ 25p per envelope. This represents steady-
state savings of £19,818,772.

Btationeryv: the need for manual stop & recall notices will
diminish  during roll-out and eventually disappear
providing steady-state savings of £5,524 per annum.

BA and SSANI District Savings: Volumes and unit costs have
been updated using WUTs provided by SRU. Staff savings

have been calculated on the basis that some work processes
will c¢hange with others disappearing following the
introduction of Card payments.

Steady-state staff savings of £26.3m have been calculated,
Calculations and methodologies have been discussed with
SRU.

Fraud Staff: savings have been calculated on the basis
that 1f BA/POCL was successful in removing 90% of I0P
fraud, 310 Sector Fraud and 90 Organised Fraud staff,
currently engaged in the investigation of IOP fraud, would
be surplus and therefore realisable.

The method of calculation adopts the principles used in
the appraisal of other anti-fraud measures, and has the
backing of BA Investment Appraisal.
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BENEFIT PAYMENT APPLICATION Commercial in

BUSINESS CASE Confidence
Qther Contract Savings

POGAB’s contract negotiations with the GIROBANK have
identified an estimated saving of £53.4m in steady state
as the usage of giros for benefit payment diminishes. To
this has been added the increased «costs of the
renegotiated Contract A. to give savings of £24.5m at the
end of contract.

Programme Savings
Oxder Books:

Data now available from ESNS on stop notice activity
appears to offer a more accurate basis for calculation of
volumes and values of order-books at risk. The national
‘at risk’ amount has been estimated at £187.7m. The
difference between volume/value of order-books on which a
stop notice is issued and the ones actually returned has
been used to calculate the volume/value of the total
amount at risk. It is further assumed that probably only
25% of this at risk amount is likely to be fraudulently
cashed. The benefit payment card is estimated to capture
90% of this likely at risk amount; £168.9 in steady state.
A fuller explanation of the methodology used to calculate
the ‘at risk’ amount is contained in the business case
submitted by IOP Security. The new methodology has been
approved by BA Resources.

The SAFFE exercise due to be undertaken shortly will help
to further refine the baseline for the encashment figure
of at riskfoils.

The OBCS option will bring forward the savings achievable
in the PES years but, has cost implications which are
under consideration.

Girocheques: as part of the reconciliation process, a
record is made of the value of Girocheques known to have
been fraudulently encashed. This data has been used to
calculate the anticipated saving from the prevention of
Girocheque fraud.

items peculiax to SSANI

Staff: separate Child Benefit provision from Mainland.
Anticipates that steady-state staff savings will be in the
region of £185,000 per annum.
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BENEFIT PAYMENT APPLICATION Commercial in

BUSINESS CASE Confidence
KEY FACTS ABOUT BENEFITS 1995
BENEFIT TYPE NUMBER OF NUMBER % OF % OF
BENEFICIARIES PAID BY TOTAL | TOTAL
ORDER O/B CUSTOM
BOOK OR CUSTO | ERS
GIROCHEQU | MERS
B
(10008s)
ATTENDANCE
ALLOWANCE 131 43 0.18 0.43
CHILD BENEFIT 6965 5167 21.94 §123.12
DISABILITY 4 3 0.01 0.01
WORKING
ALLOWANCE
DISABILITY
LIVING
ALLOWANCE 1491 949 4.03 4.94
FAMILY CREDIT 556 443 1.88 1.84
INDUSTRIAL
INJURIES
DISABLEMENT BEN | 243 243 1.03 0.81
INDUSTRIAL
DEATH BENEFIT 21 18 0.08 0.08
INVALID CARE
ALLOWANCE 285 285 1.21 0.96
INVALIDITY 1948 1841 7.82 6.46
BENEFIT
SICKNESS BENEFIT
INCOME SUPPORT 5879 5734 24.35 |119.52
RETIREMENT 9932 6460 27.43 |1 32.97
PENSION
WIDOWS PENSION
UNEMPLOYMENT 2400 2196 9.34 7.97
BENEFIT
WAR PENSIONS 267 164 0.70 0.89
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Commercial in
Confidence

ANNEX B

VOLUMES

ITEM VOLUME
Post Offices 19,594
Counters 38,943
Single position PO 9,157
Multi position PO 10,437
Post QOffice Counter Staff 14,514
excludes agents+their assts.

OB foreign encashments 56,220,000

Encashments at nominated
office

880,780,000

Encashments by agent

121,810,000

BA District staff 40,561

District Offices 155

Stop notices 500,000

Order books produced 56.72m

Girocheques produced 87m
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BENEFIT PAYMENT APPLICATION Commexcial in
BUSINESS CASE Confidence
ANNEX SEVEN
SENSITIVITY ANALYSIS
TENDER : DICK
SCENARIOS ANALYSED:
Risk Area | Risk Item Increase/ % Notes Text t
Decrease Change Xref i
Costs PFI Service Increase +5% Increase in Scorecard 7.26.7
Provider charges Prices ‘
Costs PFI Sexrvice Increase +10% Increase in Scorecard 7.16.7
Providexr charges Prices !
Costs BA admin costs (all | Increase +15% Increase in BA intermal 7.16.3
items) costs associated
with new procedures i
Savings Admin savings {(all Decrease -10% Decrease in total admin 7.16.3
time) savings
Savings Programme savings Decrease ~10% Decrease in total 7.16.4
{all items)} Programme savings :
Savings Programme savings Increase +10% Increase in total 7.16.5
{all items)} Programme savings )
Savings Programme savings Decrease -20% System is less effective 7.16.4
{all items) as time passes, being 20%
less effective by end of |
contract.
Timescale | CAPS timetable Decrease see CAPS/card roll out delayed | 7.16.1
delayed 3 months note by 3 months ]
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ANNEX EIGHT
Programme Risks

Risk Unresolved CAPS Programme migration issues.

Background:

A number of imminent CAPS Programme migration issues require

resolution: :

e scope, timing, and length of go-live for all Benefits;

® the scope of the Opervational Trial and

¢ transitional issues associated with registration and
payment of individual and multiple Benefits during
implementation.

Countermeasure:

¢ CAPS have scheduled first card payment to take place on 23
September with first payment by the renewal cycle planned
to start on 21 October 1996;

¢ General Matching Service is to undertake a scan to identify
the number of Child Benefit customers cashing benefit at
each Post Office, including identifying alternative pavees
at the LGL offices;

® Migration issues are being resolved by the Programme
Authority and include SLAs as well as addressing the
requirements of individual benefits prior to uplifting onto
the system;

¢ The Component Release Strategy which will provide a
comprehensive view of both technical and business products
reguired for the whole CAPS system, has now been baselined;

¢ The Benefit Migration Template, which will provide a basis
for individual benefit uplifts onto the new system, is
currently being reviewed;

e The Business Implementation Strand have finalised the BA
District Rollout Strategy, and the District Rollout
Schedule is being Quality Reviewed;

® The CAPS Technical Implementation strand have agreed a
scoping paper and plans for initial card payment in
September.
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Risk CAPS functional requirements not fully defined.

Background:

CAPS business requirements may not all be fulfilled by the

proposed Programme activity strands.

Countermeasure:

» Pergonal Details is now focusing on product delivery. This is
a tactical as opposed to strategic golution which will allow
payment and reconciliation as opposed to full benefits
uplifts. Discussions with DITA are on-going;

® High level regquirements are being mapped - i.e. baseline user
requirements;

® Delivery of the personal details Stage for 31 May 1996 this
is on course for a code drop to CAPS Implementation Testing
(CIT) for integration testing on 31 May.

Risk Non-approval of Business Cases and failure to achieve
Government endorsement.

Background:

Four gseparate clearances are required for the Programme to

proceed to Award Of Contract (AQC):

1.Approval of contract “A”,

2.Approval of both Business Cases,

3.BEvaluation decisions (i.e. risk transfer and POCL Partnership
agreements)

4.The announcement process.

Impacting the above clearances are tight timescales,

interdependencies and co-operation required from sponsors,

officials outwith BA and POCL and senior Government Ministers.

Countermeasure:

® The BA Chief Executive and the POCL Managing Director have
agreed all the necessary measures that need to be taken to
make an announcement of the successful Service Provider in
May;

® The DSS Secretary of State’s Office have confirmed the
announcement date of 15 May;

® A supporting timetable covering the route from ITT to First
Card Payment has been produced;

» Agreement has been reached on pricing for Contract ‘A’,
negotiation of the detailed schedules is ongoing;

¢ Financial SOAs will be presented to the Financial sub-
committee on 30 April following the Evaluation Board’s
selection of the successful Service Provider. Business Case
sign-off post-selection will be through HMT;

® Version 132.v27 of the Business Case was sent to the
Financial Approval Sub-Committee of BASCIS on 10 April, and
version 0.3 of the Treasury documents was sent to HMT on 9
dpril;
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e The route for approval for the POCL Business Case has been
determined. Technical, financial and operational concurrences
support a financial case which goes to MaPEC; _

¢ The Private Finance Unit have been provided with background
briefing, including details of risk transfer, and asked for
their comments on the degree of PFI compliance achieved.

Risk Failure of Service Providers proposalg to match the
business interpretation of the implementation reguirements

Background:

¢ POCL have stated that they are not prepared to segment their
network; eqgqual functicnallity must be available in every
office. This is a definitive POCL requirement;

e The potential inability of the Service Providers to meet the
full functionality regquirement for Day 1 (in particular
EPOSS) ;

e High level requirements for Implementation and Roll-out leave
the door open for ambiguity.

Countermeasure:

¢ Ambiguous reqguirements have undergone a clarification
exercise through Procurement, and will be converted into
schedules. Sponsors provided comments on re-drafted
regquirements on 19 April, but further clarification is on-
going. Roll-oub reguirements will continue to be defined up
to and following the A0C;

e The CAPS Component Release Strategy, which proposed the
sequence for card ready benefits, provides a baseline for the
benefit encashment service;

¢ The Secretary of State has sanctioned the proposed Benefit
card ready sequence;

¢ The issue of the migration of existing kit has now been
largely superseded by the impact of non-availability of
EPOSS, which may require a by-passing of the ECCO+ offices;

e A positive result of the non-availability of EPOSS is likely
to be a better quality, wmore robust system which has been
subject to rigorous testing.
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Risk Inability to adequately test the successful Service
Provider’sg solution
Background:

This composite risk has a number of facets - sponsors decision

making (absence of), equipment availability, Human Resourcing,

Service Provider identity, Technical Testing, Testing Schedule

and political pressure.

Countermeasure:

# The first cut of the database outlining the contents of
Implementation, including LGL, was presented to Andrew Stott
on 29 March;

¢ A revised Interface Specification has now been issued to
Service Providers by Robin O’Connor. Service Providers
comments are awaited;

¢ Steps are in hand to appoint a substantive Test Centre
Manager;

e The Test Team continue to seek to develop a good
understanding of all the Service Providers solutions and plan
against those solutions;

¢ The LGL which will provide the ability to pull-out if the
system crashes due to not being adequately de-bugged;

» The contractor working on the Test Facility at SELDO
completed on 26 April.

Risk Fallure to announce a winner on 15 May

Background:

The risk has a number of facets:

¢ Failure to secure approval of BA and POCL Business Cases;

e Failure to get Contract ‘A’ agreed and approved;

¢ Procurement processes not achieved - there needs to be a
definition of the processes to carry the Programme to Award
of Contract. These processes include how winning and losing
Service Providers will be informed of the selection decision
and the signing of the Paving Contract;

¢ The scope of documentation to be included in the Paving
Contract and its subsequent Quality Assurance prior to award;

s Announcement plan not achieved.

Countermeasure:

» Detailed planning for Stage 4 has been carried out;

*» The Stage 4 Management Team has been established, weekly
meetings are held to monitor progress to plan, and a system
of exception reporting instituted;
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Risk Failure to achieve Limited Go-Live (LGL)

Background:

Key factors include:

¢ Insufficient definition of requirements;

¢ Inadequate definition of the testing environment;

e A shortfall in testing;

¢ Tight timescales between the return of bids (21 March) and
First Card Payment (23 September);

* Availability of suitable communication lines and adaptability
of the selected Post Offices for the installation of
communication lines.

Countermeasure:

¢ The feasibility study revealed, in January, that all Service
Providers considered LGL a viable option;

¢ A decision has now been made to establish a Joint
Implementation Team with CAPS;

* Meetings between the Programme and the Service Providers were
held on 22 and 25 March in order to determine Service
Providers plans and integrate these with the testing plans,
the LGL plans and the overall Implementation plan;

¢ The first cut of the Deliverables Catalogue database was
delivered to the Programme Director on 29 March and is
currently being progressed;

¢ The Testing Team will provide an early warning of any major
difficulties.

Risk Litigation by Service Providers

Background:

There are a number of issues spread across the lifespan of the

Programme which gould provide a source of litigation for

Service Providers:

® Demonstrator: a significant amount of the evidence collected
during the Demonstrator is invalidated by continuing
requirement changes thereby undermining the basis for the
evaluation decision;

®* Requirements: late packaging of requirements do not provide
Service Providers sufficient time to stabilise design
strategies, thereby placing the onus on Service Providers to
formulate new proposals within a tight timeframe, resulting
in post-tender litigation;

* Tender Innovation: innovations permitted in tenders open the
door to post-selection debate and protest;

* Value Factors: losing Service Providers use the
interpretation of value factors to challenge the selection
decision;
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» probity: discussions with Service Providers between ITT and
Award of Contract (AOC) compromise Programme probity;

¢ Award Delayed: BAOC delayed by failure to get Business Cases
approved, failure to agree Contract “A” and failure to
achieve Government endorsement;

® Post-Award Functional Specification: winning Service
Providers functional specification, issued post-Award, may
lead to a redefinition of requirements;

» Failed Acceptance: ambiguous requirements regult in Sponsors
rejection of Service Providers solutions. Winning Service
Provider fails to agree to tests outwith individual
requirements post-Award;

® (Contract Implementation: vague requirements lead to
subsequent difficulty in implementing the contract.
Countermeasure:

A number of countermeasure steps are being progressed:

® Procurement have established a single contact point within
the Programme for all communications with Service Providers,
thereby seeking to establish the integrity of the Programme;

# All evaluation has been conducted off-site in a secret
location;

¢ The documentation in the evaluation and selection process and
criteria has been delivered to and discussed with BA Audit;

¢ The evaluation and selection process provides a fully
documented record to give assurance that there is no
impropriety;

¢ Losers will need plausible reasons to be presented to them at
the de-brief. These will be based on the deliberations of the
Evaluation Board who will need to be satisfied at each step
that all decisions on factors, weights etc are justifiable;

¢ Ambiguous requirements have undergone a clarification
exercise through Procurement, and are being converted into
schedules;

® Requirements will take precedence over the winning Service
Provider’s Functional Specification within the terms of the
contract.
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ANNEX NINE

TEHE PROGRAMME STEERING COMMITTER

Purpose:

The programme steering committee manages the strategic

decision making process. The

purpose of the committee

to provide direction and guidance to the programme. It

ultimate project

monitoring, review and eventual closure of the project.

Membership:

Richard Dykes
Peter Mathison
Brian Standen

Garvin Bowen
George McCorkell
Rod Clark

Pat Dugdale

Bob Peaple

David Riggs
Andrew Sheffield
Andrew Stott
Michael Swan

Richard Wheelhouse

Alec Wylie
Secretary

authority and is responsible for the

POCL Co-chair

BA Co-chair
Private Finance Initiative
Executive

DSS Policy

BA

DSS Finance
BA/POCL Programme
POCL

BA Finance

DTI

BA/POCL Programme
Treasury

POCL

88A (NI)

Meeting style and frequency:

¢ The Board meets bi-monthly, but receives a written
report from the programme monthly.

is
has

¢ The secretary issue papers one week before the meeting.
Minutes are taken and, following approval by the chair or
nominated deputy, circulated within four working days.

¢ Standard agenda items include a review of financial
performance, progress against the programme plan and

communications.

VYersion 2.7
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Inputs, Outputs and Primary Customers.

Inputs Outputs Primary customers
PSC report Monitor progress, Ministers
authorise the Programme

start of each
stage and c¢losure
of the programme
when succegsfully
completed.

Management Board
and Team.

Programme Plan

Approval or
amendment of
Programme plans

Programme
management Board

Issues referred
from the
Management Board,
Management Team or
other committees
or boards

Strategic
implications
examined and
action agreed.

Programme
Management Board
and Team
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ANNEX TEN
THE PROCUREMENT BOARD 441

Purpose:

The Procurement Board supports the functions of the Joint
Steering Committee and the Programme Director in so far as
they relate to procurement. It gives guidance and
direction on matters of procurement policy and probity on
behalf of the Steering Committee. It achieves this by:

e providing professional oversight of the procurement
process;

¢ ensuring suitable and adequate procurement resources
are made available;

* ensuring procurement risk management and contingency
planning ig in place;

e ensuring stakeholder interests are represented and
that there is communication back to them;

e ensuring professional assurance of BA/POCL
procurement products going to the Programme Steering
Committee, the POCL Automation Committee and the BA
Sponsors Executive Committee.

NAME SURNAME TITLE

Derek Brown BA (joint Chair)

Ken Davenport |[POGAB BA/POCL Commercial Manager
#

David Ferguson |(SSA Northern Ireland Director of

Personnel, Planning & Information

Duncan Hine Director of Technology P.O.

Gordon Kemp DITA

Pat Kelsey BA/POCL

Steve Kerss Kermon Consultants

Bob Peaple POCL  (joint Chair)

Jeff Prince Post Office Purchasing & Logistics

Services

Don Rendall BA

Paul Rich POCL

Patrick Sedgwick |BA/POCL

Derek Selwood# [BA/POCL Programme

Alan *Shepherd |[Deputy Group IT Director

Andrew Stott BA/POCL Programme
#Not a member but attending following mtgs
*Duncan Hine's Deputy.
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Outputs:

s Approve the framework of the procurement process.

e Advice on the prioritisation of procurement issues and
appropriate points of focus at different stages of the
process.

e Approval of procurement policy issues within the framework
of the Memorandum of Understanding.

® Establishing and reviewing negotiation parameters.

» Approval of the evaluation model for proposal shortlisting.

» Sign-off of the evaluation products.
e Recommend to the PSC the suppliers to be shortlisted.

Evaluation Board

NAME|SURNAME TITLE
Robert Albright BA/POCL
Derek Brown BA
David Ferguson SSA Northern Ireland Director of
Personnel, Planning & Information
Duncan Hine Director of Technology P.O.
Gordon Kemp DITA
Pat Kelsey BA/POCL
Steve Kerss Kermon Consultants
Larry McCaffery* |[DITA - Senior Technical Architect
Bob Peaple POCL (Chair)
Jeff Prince Post Office Purchasing & Logistics
Services
Don Rendall BA
Paul Rich POCL
Hamish Sandison Bird & Bird Solicitors
Patrick [Sedgwick BA/POCL (secretary)
Derek Selwood BA/POCL Procurement
Alan Shepherd Deputy Group IT Director
Andrew Stott BA/POCL
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ANNEX ELEVEN

B
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ANNEX TWELVE

Post Office Girobank
& Banking Group

COMMERCIAL POLICY MOPS - POCL. AUTOMATION CONTRACTS

1. To create Contract(s) which are awarded with due regard to probity, legal
requirements and VFM.

2. To consider innovative solutions, against full risk analysxs where such
solutions provide benefits to overall efficiency and will meet statutory

requirements.

3. To produce contracts which in terms of both goods and services create
security of supply, deliver quality products, maintain competitive pricing
and for long term contracts have the capacity to deal with the costs of
unforeseen changes through further competition or well defined and agreed
pricing structures.

4. To avoid entering into contracts in which the subsequeat and perceived
cxcessive profits of supplicrs would Iead to unnecessarily high costs to the
Agency (and would subject the Department to criticism from mtcmal audit

or the National Audit Office).

5. To maintain an effective cost limitation strategy for all contracts.

6. To facilitate good working relationships with all suppliers and seek to
moet their needs, wherever possible, in a helpful and constructive way.

7. To pay for agreed and accepted services/goods timeously.

8. For POGARB to develop its contractual involvement and formal role as
cach stage of the project develops so that

at all stages it is conversant with the requirements of uscrs
and has the capacity to influcnce requiremeats which bave significant
direct or indirect costs, in particular to casurc that the Project
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