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Background 
5. POCL, together with the Benefits Agency (POCL's largest client), has established ajoint 

programme to provide automated services to support the end-to-end process of paying 
benefits through post offices, together with existing and new POCL business. Ministers 
expect these services to be procured through the Private Finance Initiative (PFI) and to be 
available in all post offices. Each post office will have an integrated facility providing the 
new card based benefit payment service, automated payment terminal, Electronic Point 
of Sale (EPOS) capability, and provide the capability to support other functionality as 
required. 
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7. The project also locks in POCL's largest client, BA and realises two strategic goals. It 
reduces the risk of anticipated volume and income decline from greater use by customers 
of Automated Credit Transfers, and it eases pressure on POCL prices. As part of the 
programme, POCL and BA have negotiated a back-to-back deal which provides for an 
eight year contract. This includes a floor income level from BA, irrespective of actual 
volume, a limited efficiency discount of 1% per annum and a sharing of residual fraud 
liability risk. 
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12. For comparative purposes a Post Office funded investment was also evaluated. However, 
in this scenario substantial greater risks would remain with POCL, and in practice it is 
unlikely that Government would allow the project to proceed on a conventional public 
sector funding basis. 

13. The financial evaluation demonstrated that there was a positive return at 12% for all three 
suppliers as follows, taking account of weighted risk values to key variables. 
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Non-financial evaluation 
14. The suppliers were also evaluated on the following: 

• contract assurance: this reviewed suppliers' bids to identify any non-compliances 
and reach a conclusion on their significance. The review was supported by 
commercial lawyers. It ranked the suppliers in the order (1) Dick, (2) Tom and (3) 
Harry. It considered that Harry should not be awarded the contract because of its 
unacceptable degree of non-compliance with contract requirements. Tom's tender 
was deficient against several key contractual requirements. Whilst this was 
insufficient to rule it out completely, it would have to offer a considerable price 
advantage to the proposal tendered by Dick. 

• non-financial characteristics: this reviewed suppliers' performance against a 
number of characteristics, including customer acceptability, reliability and support, 
management capability, etc. All three suppliers exceeded the acceptable level with 
the differences between them not significant for the purpose of discrimination. 

Approval Process 
15. The Programme Evaluation. Board (PEB) recommended that, on financial and non-

financial criteria, the contract should be awarded to Dick. This recommendation has 
subsequently been endorsed by the Joint Steering Committee (which includes DTI, DSS 
and Treasury representatives). 

Annex C (in the form of a minute to the co-chairmen of this Committee - the MD POCL 
and the Chief Executive of the Benefits Agency - from the PEB) describes the 
background to this decision. It highlights, in particular, those issues around 
recommendations (including price), and risk transfer, which make Harry and Tom 
unacceptable respectively. 

16. At MaPEC the recommendation was endorsed and approval to proceed granted, subject 
to Board approval, with 'in principle' authority for programme implementation costs of 

10.4m, and subject to the following specific conditions: 
• the finally negotiated contract terms should continue to generate a case with a positive 

Net Present Value; if this was materially different (i.e., no better than the next best 
bid) to that presented, the financials should be re-represented to MaPEC for approval; 

• the risks continued to be at an acceptable level; 
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However, unlike conventional procurement, under the PFI the onus rests on the supplier 
who accepts and underwrites a far greater degree of risk, both in the short and long term. 

Other risks 
18. Some technical risks were identified with all suppliers, and in some areas, Dick was 

considered to have higher technical risks than Tom and Harry. However these risks are 
manageable through: 
• a strong technical assurance function, with support from the Post Office , IT 

Directorate, 
• rigorous testing at development, trial and roll-out stages, 
• ensuring supplier contingency plans, 
• a pro-active technical management plan. 

f t• • f # !, f  • • 

1t►&VljC~fillMctlyfY0102l IE)EIK 



POL00028450 
POL00028450 

Next steps 
19. In parallel with this submission, BA are seeking the necessary authorities to proceed 

from their Secretary of State and the Treasury. As this is high profile procurement the 
Prime Minister's office is also involved. The planned timetable is: 
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MaPEC approval subject to the conditions set out at paragraph 16 above, has 
been obtained; 

• t proposed total POCL programme expenditure, inclusive of sunk costs, of 
£15.8m; 

• Authnrise devolvement to MaPEC for full authority of future programme 
management costs; 

4 



POL00028450 
POL00028450 

ANNEX A(i) 

Project Title: BA/POCL AUTOMATION 
Project Sponsor: Richard Dykes/Stuart Sweetfnan, Managing Director 
Programme Director. Andrew Stott, Programme Director BA/POOL 
Project Controller (POCL): Paul Rich, Financial Markets Business Centre Director 
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Based on an 8 year contract 

Outturn £m 

procurement 
NPV at 12% - Pre Tax £m (161) 124 47 52 65 
NPV at 12% - Pre Tax including Risk £m (161) 50 30 35 45 

COMPARATIVE EFFECTS ON TARGETS (* Preferred PFI Supplier) 
Year 0 Year 1 Year 2 Year 3 Cum 9 yrs 

Pre Tax Profit £m (10.7) 6.7 25.6 3.1 90.2 
EFL £m (1.2) 7.9 23.8 10.2 108.5 
RUC % (0.96) 0.6 2.3 0.3 N/A 

SENSITIVITY AND RISK ANALYSIS 
Sensitivity analysis has been undertaken by the project team, within the assessment of risk 
programme. Whilst an NPV of £65m is expected, sensitivity analysis indicates a likely NPV of 
around £60m. 
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NPV £xn Base Case PO Procurement PFI Automation 
referred supplier) 

Income 
Benefits Agency 2119 2069 2119 

Volume Change (203) 77 77 
Price Change (196) 107 107 

Sub Total 1720 2253 2303 
DSS Girocheques 325 325 325 

Volume Change (21) (188) (188) 
Price Change 6 2 2 

Sub Total 310 139 139 
Other Clients existing & new --- 77 77 
Savings on existing --- 40 40 
automation 
Sub Total --- 117 117 

Expenditure 
Benefits Agency (1889) (2112) (2112) 
Girobank (297) (140) (140) 
Time Increases (15) (15) 
Card Issue/back office 73 73 
Training (23) (3) 
Programme costs (sunk) (4) (5) (5) 
Programme costs (future) (25) (25) 
Fraud (1) 
Sub Total NPV before (161) 262 332 
supplier charges & risk 

Supplier Charges/Risk ___ (122) 
System Charges
Benefit Encashment (BES) --- (145) 
PO CL (220) 
Other --- (177) (36) 
VAT (27) 
Total NPV 1,61 37 (96) 
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Comment 
1. Acceptable business case for The business case shows a comparative 

POCL and Post Office positive NPV of £45-65m at a 12% 
discount rate 

2. Customer perceive no worsening The proposed solution's impact on 
of service transaction times within acceptable 

bounds 

3. No damage to Post Office brand There is no immediate evidence that 
PO brand damage will occur 

4. POCL retains control of critical Achieved 
operations and key commercial 
relationships 

5. Capability for POCL to automate Achieved 
all clients and develop new 

services 

6. Automation of all post offices All post offices should be automated 
within reasonable time within 3 years 

7. Chosen supplier has financial and Evaluation conclusion is that these 
technical capability to develop and conditions have been met 
deliver services 
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a. the minimum service requirements acceptable to 
the sponsors; 

b. the minimum requirements for partnership with 
POCL in the development of new business opportunities; 

c. satisfactory arrangements on a number of 
commercial aspects (e.g. an acceptable funding method and 
financial structure); 

d. no outstanding `show stopper' risks arising 
from examination of the prospective services on offer and 
from the contractual negotiations; 

5. On two hurdles a 'forced clearance' was imposed 
through contract conditions included in the ITT: 
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6, On 29 February we issued an Invitation to Tender 

(`ITT') to three suppliers on this basis: 

#Tom 
#Dick 
#Harry 

7. On 21 March we received a total of five bids from 

the three suppliers. All were priced at a level which 

was higher than the indicative prices given with their 

original proposal. This called into question the ability 

of either BA or POLL to mount a convincing business case. 
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Supplier Marry #T'om #Dlck. 

PFI Risk Transfer 
Fraud RiskTransfer ? X I 

Onus of proof on Authorities. Tight limit ofLIOm pa for non 

No cardholder verification cardholder verification fraud. 

fraud. Zero for cardholder 

Po cover for unactioned stop verification. 

notice. Onus of proof on Contracting 
Authorities 

2. Commissloning ./ 
✓ 

Risk In delava etc. 

3, Volume Change Risk x 
Requires volume verification 

X 
Requires 92%ofrevenue to Relief for changes to benefit 

at end of year I of rollout. be guaranteed. frequency. This is 
acceptable. 

4. Inflation X 
RPI -1% pa offered. 

h f 

RI'! protected. Bears RPI increases up to 

Charges will increase Charges will increase. 6%; share these above 69°0 
with Authorities. 

5. Operate the system to agreed X 
standards Limit of LSm pa and L0.5m 

per single event to penalties 
for service failure. 
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17. As noted in para 15, it was considered particularly 
important to understand clearly the position on fraud 
risk transfer. The review had produced the 
following table describing the key offerings by the 
Service Providers: 
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 hi 5; 5}SSS. F>...,~.{;..;.. ..;;.#Dick... ,;a,F},~5.. 

Benefit card £ 200m over contract £lOm pa. £200m over contract lifetime 
lifetime. 

Hacking by Supplier's 
employees or external third 
parties . 
Un-acuoned stop notices NIL £i0m pa £200m over contract lifetime 

Counterfeit Cards used with £200m over contract NIL £200m over contract lifetime 

valid accounts lifetime 
Use of unreported stolen NIL • NIL with verification £200m 

cards screens over 
contract 
lifetime 

standard screens Nit 

False repudiations NIL .NIL if shown to be Nil 
false plus 
standard 
procedures 

if not shown to £200m 
be false, or if over 
verification contract 
screens used lifetime. 

BAIPOCL Internal and/or NIL NIL NIL 
collusive fraud 
Other fraud (POCL) NIL NIL £200m over the contract 

lifetime 
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Figures in Cm - full life. 6% NPV #Tom #Dick #Harry 
BA/SSA total 623 -658 627 -663 S47 - 882 

POCL total 403 378 410 

Total costs 1026-1061 1005-1041 1257-1292 

Rankingoffinancialposition 1= 1= 3 

_ 
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1 POCL note: the numbers include adjustments to enable comparisons to be made on a common basis 
without including the full impact on POCL's or BA's business cases. They are, therefore, 
reconcilable, but not identical, to the numbers in POCL's Business Case. 
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