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POST OFFICE BOARD

BAPOUL AUTOMATION

BRIDGING TECHNOQLOGY TO POST OFFICES AND BENEFIT PAYMENT
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This paper seeks Board summz“ for Post Office Counters Lid (POCL), iy conjunction
with the Benefifts Ageney (BA), w gzwsvw'*d o the contract award stage of the counter
automation project, and ?f&imx&x from MaPECs approval on 30 April (Minute MPO8/43
veters),

The project inchudes the automation of all coumer positions in all post offices, and the
new card based benelit encashrnent service. The business case shows that there are strong
strategie and commercial reasons for POUL to sutomate. The financial case, based on
supplier responses, has provides a positive net present value benefit over the life of the
eontract, details of which are ol Annex AL

Automation i3 a key enabler for POCL 1o mainiain existing business and exploit ity wider

powers 1o atiract profitable new business; 1o secure continued efficiency improvements,

to deliver the political and commercial ohiective of maintaining a nation-wide network of
FX R

offices.

Total programme management costs for POCL to support implementation of £15.80 are
reguired, inclusive of £5.4m incurred 1o date.

ckeround

POCL, together with the Benelits Agency (POCL s largest ¢lient), has e &%ﬁi" hed a joint
programme (o provide sutomated services to mz:s;}asri the end-to-end process of paving
benefits through post offices, together with existing and new POCL business. Ministers
expect these services 1o be procured through the Private Finance Tnitiative \'§ §~ 2’3 nd 1o be
available in all post offices. Each post office will have an integrated facility providing the
new vard based benefit pavment service, automated payment terminal, Flectronic Point
of Sale (EPOS) capability, and provide the capability to support other functionality as
reguired.

2

fixes

Fenmmercial Bmners

%%u programme represents a major opportunity for POUCL o modemise 13 operations

and position isell as the leading natlonvwide provider of asomation-based retail
services. It will provide g platform for POCL s commercial strategy of growth, and will
enable POCL to exploit wider powers and help defend its position against existing and
new competilion. A matonty of the garfxﬁaze:‘ development opportunities dentified in
POCL s business plan proposals m;my or will be enbanced by, antomation. O planned
product development opportunities, 35% are considered o be highly Qeii"g'.féiii}e'ﬁi;?fi% an
automation, and a further 45% have a medium fevel of automation dependence
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7. The project also locks in POCL s largest client, BA and realises two strategic goals, Tt
reduces the risk of anticipated volume and income decline from greator use by customers
af" Automated Credit Transfers, and © eases pressure on POCL prives, Az part of the

rogranune, POCL and BA have neg otisted 2 back-to-back deal which provid

es for an
zgh{ year contract, This includes a floor income lovel from BA, trrespective of aciual
vohume, a limited efficiency discount of 1% per annum and a sharing of residual fraud

Bability visk.

e

Under the PP the privaw sector will provide the initial capital outlay which &g
munerated by the Income stream 4%“*;@&;:,& over the Hfe of the contract, POCL and BA
ave delined the outputs it requiires but the details of design, budld and operation of the
system are the responsibility of the privade sector. There i u requirsment o demonstrate
transfer of risk fom the '{’Qé'%'éif, t the private sector. The nabwe of the PP deal means
that POCL will only pay for the svsterm as 1t uses i, and that there is no capilal
investment by the Post Offies,

£
¢
it

3, Additionally, POCL sees %I%z%& developrient as an opportunity to forge a sirategic alliance
with the private sector oe supplier. POCL expects to benefit from this by bringing in
private sector skills in produsct development and marketing, together with the potential
for the supplier to bring In produss from their own and associated businesses (o use the
service. However, In ¢ \é ierzzzg these opportunities POCL has ensured 8 maindains
comtrol over its key business processes, and the wse made of the services,

10, Annex B sets out the nowenegotiable elements of the deal agreed by the Board adopted
fngt ‘*é»:m:m%wz’ {POBSET 18w, and shows that each of therg has been seoured,

Financial evalugiion

i1, The izwz;umi gvaluation has considerad the z:sze%;m‘mis of three suppliers {vode named
Flom”, "Diek” and "Harry™) These proposals have been evaluated against a base case in

which '{hx‘: expansion of avtomation would be limited and incremental. In this option,
POCL would get some hmited bepefit from new business such as bill payment. The base
case assumptions were independently roviewed by Coopers & Lybrand and are as robust
ag possible.

12, For comparative purposss a Post Office funded investment was also evaluated. However,
in this svenario substantial greater risks would remain with POCL, and in practice it 8
unfikely that Government would allow the project 1o procsed on o conventional public
sector funding basts.

v
Lok

Tha financial evalustion demonstrated that there was a positive return at 12% for all thres
suppliers as follows, taking secvunt of weighted risk values to key variables.

NPV whele project life fm Tom ek Haryy
Best view 47 5 52
Including risk assessment 3 43 15
Ranking Apd tat 2nd
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Mon-fingecial evaluation
14, The supphers were also svaluated on the following:
o ventract assurance: this reviewed suppliers” bids o ide zm} any non-comypliances

and reach 8 conclusion on thelr significance. The review was &ii‘gﬂi}f‘“”i} bx
commercial lawyers, It ranked ti’;c: uppliery in the order (1} im% 23 Tom and {
Harey. It copsidersd that Harry should not be awarded the (»),aiif;;}\&-i beease of 18
unacceptable degree of non-compliance w{h eonfract requirgments. Tom’s tender
was deficient against severdd itw contractual  requirerments. Whilat this was
insufficient to mde i out completely, 1t would have o offer a considerable price
advantage o the proposal tendered by Dick

foin

s risk transfer: this considered the overall position (so a3 1o reach a view on potential
PEY clearance) but also, given iy mportance to both sponsors, o ook in more detail
at fraud risk. The review concluded {supported by Charterhouse) that the deal with
Dhck was close to the risk ransfer sought and would scoure PP clearance. Although
Harry was prepared to accept some fraud risk, the conditions associated with the
volume gqualification and BPI linkage made the visk transfer position less clear cutbl
The risk tansfor in Tom's tender was very limited and would not satisfy the
requirements for a PFL

s pon-financial charscteristives this reviewed supplery’ performance against a
number of charscteristics, including customer acceptability, reliability and support,
management capability, ete. All three suppliers exceeded the acceptable level with

n

the differences between them not significant for the parpose of discrimination,

e partnership: this reviewed the ability of the suppliers 1o be a partper for POCL in
securing Ruture new business. The review concluded that all thres suppliers were
satisfactory potential futare partners.

Apnroval Process

is. The Programme Evaluation Board (PEB) recommended that, on fnancial and non-
financial oritera, the contract should be awarded 1o Dick. This recommendation has
subsequently been endorsed by the Joint Steering Committes (which includes DTI, DSS
aned Treawury representatives).

Annes C (n the form of 2 minue o the co-chairmen of this Committes - the MD POCL
and the Chiel Executive of the Benefits Agepcy -~ from the PEB) desoribes the
background to this decision. It highlights, in particudar, those issues  arpund
recommendations (ncluding price), and risk transfer, which make Hary and Tom
nrcceptable respectively,

18, At MaPEC the recommendation was endorsed and approval 1o provesd granted, subjest
to Board approval, with “in principle” authority for programme implementation costs of
£164m, and subject to the following specific conditions:

# the finally negotisted contract terms should continue to generate & case with a positive
Met Present Value, if thiy was materially different (e, no better than the nesxt besgt
bidy to that presented, the financiads should be rewrepresented to MaPEC for approval

s the risks continued o be at an acceptable lovel;

IN STRICTEST CONFIDENCE

~
3



POL00031237

............................... POL00031237
M STRICTEST CONFIDENCE
s there was a requirenent 1o ensure that the proposed technical solution of the chosen

supplier was signed off in g revised Group 1T Technical Concurrence prior (o signing
final contracts, as o the supplier working within '%i £ s’swaii Post Office I8 srategy
¥

oty
{applications and architecture), and that POCL was not precluded from laking
advantage of standard sofbware upprades in te mam;

= onoe the contract has been agreed/awarded, the fnancials should be re-submitted t©
the Recreturiag, with significant variances explained, for noting at MaPEC, which
should form the basis of futore monitoring; and 2 six monthly report back o MaPEC
therealler. To avold separaie sets of inimxmzmzz, a standard formet of thas report was
o be used and should be agreed with the Seoreturiag

# the individual assumptions detailed in both the base and PFT cases must be wacked
and reported through a benefits mansgement plan, and continued throughout the ife of
the contract;

= Counters Executive Cormmitiee (UEC) should assume the role of Programme Board to
oversee all Buture retatl initiatives Lmai the fingncial progress of the programine,

reporiing back on key milestones, {mescales and  finsncials, emsuring  that

i’*amim feosts are incrementadly identified to the BA/POCL inttiattve;

# the risk management plan must include provision for identification, and avoldance of,
potential contract variations;

Risk management
17, I”»i%azmmw the risks around the contract will ?:ae ;:%Qm in a pumber of ways:
s preventative measures such as guarantees, break clmmses and contractual service
v &303,
+ joint working between POCL, BA and the supplier,

¥

+ commmersial imperative for both POCL and the supplier on delivery,

However, unlike conventional provurement, under the PFI the onus rests on the supplier
who accepts and underwrites g far greater degree of rigk, both in the short and Jong term

Other risks
18, Some technical righs were identified with all suppliers, and in some areas, ek was
considered to have higher technicad risks thun Tom and Harry, However these risks are
manageable throughs
# g strong fechaical sssurance function, with support from the Post Office 1T
X}irﬁfﬂmmw
s rigorous esting at developrent, gl and roll-oul stages,
epsuring supplier contingency plans,
s g pro-active echnical management plan,

The risk relating to contracting parties was viewed by Charterhouse, and confivmed &
mez ng the resources to meet contract commitments. This has been further endorsed by
the Chairman of the parent company direst to the President of the Board of Trade,

There i3 one further cutstanding ssue o be settled between POUL and the Sociad
Security Agency, who are responsible for the benefits payments in Northern Ireland, on
the back-to-back commercial terms. This has now been escalated politically, and an oral
update will be given at the meeting on its latest status.
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Next steps
i, I paralle] with this submission, BA are seeking the necessary authorities 1o proveed
from thelr Secretary of State and the Treasury, As this is high profile procurement the

M o

Prime Minister's office Is also involved, The planned timetable ia

Announcement by Secretary of Siate for Social Security 13 May 1996
Contracts signed End May 1994
Operational trials and lnked "go live’ September 1996
Bl out commences Early 1997
Boll out complete in post office Spring 2000

Breommendations
gits The Board s invited 1o

& MNote MaPEC approval subject 1o the conditions st out st paragraph 16 above, has
been obtained;

«  MNaote proposed total POCL programme expenditure, inclusive of sunk costs, of
£15 8

»  Authopise devolvement o MaPEC for full authority of fuwre programme
management Costs;

¢ Authorise POCL © proceed to il contracts with BA and the successful supplier,

AR
May 1996
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BUMMARY OF PROJECT INFORMATION

Project Title:

Projeot Spongon
Progravums DHrecton
Projest Controller (POCLR

FINANCIAL DATA
Tapdtal
Non-Reeurring Revsnus

Depmriure From Estimate

MAXIMUM AUTHORIBED EXPENDITURE

BA 7 POCL AL "‘i’
Bichard Dvkes
i‘mém& St
Paul Rich, ¥
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ANNER AfD)

M"x'iiw?&
/ Btuart Sweetman, Managing Directoy
Programme Director BAJ/ PG
nancial Markets Lzmsmw O

mtye DHreotor

Ctburn S

Authorised in principle N4
Bund Costs: Authoriassd 5.4
SUM TO DETERMINE AUTHORITY LEVEL 18.8
FORELCABT RESULTSE
Comparative BPYV to base oase
Based on an 8 year contrast Base B Towm Harry Priak®
provurement
NPV at 12% - Pre Tax é\,m {161} 124 47 52 655
NFY b 12% ~ Pre Tax including Risk £m {161} 50 34 35 45
COMPARATIVE BFPECTE ON TARGETS {* Preforred PPI Supplier)
Year ¢ ¥ear L YToar 3 Foar 3 a9 vrs

Pre Tax Profit &m {1007 &7 25.6 3.3 0.2
w\g Erny {12 ER 2B 1.3 8.8
R .86 3.8 2.3 0.3 NiA

SENSITIVITY AND RIBE ANALYSIS

Sengitivity anslysis has besn underiaken by the pro

prpgramme, Whilet an NPV of 868m s

around £80m.

KEY TARGET DATES

MaPBRC authority to provesd

Baoard endorsement

Announcement by Seoretary of Stats
Contracts signed

Lompenve Bolb-oud

Finalise Rolb-out

PIR date

a&mmz@am&
Strategion Richard Dvkex

gwm tional  Jonasthan Bvans
Pioaneial: Roger Taboy
Commercigl  Richard Wheelbouse
Trohnical Dancan Hine

Alan Bhepherd

Basil Shall

Wendy Powney
OPTIONE

Sprnsors have svalunted the responsges to tender

iect tearn, within the asssssment of rmk
irivity snalveiz indicstes a kely NPV

expected, gens

April 1996
May 1986
May 19846
BEnd May 1986
Rpring 1997
Bpring 2000
Decsnbey $000

Managing Direstor, POCL

Hetwork Dirsotoy, ?OLi

Finanoes Divrector, POCL

Commercial Ddrector, POUCL

Technelogy & I8 Divector, Syoup IT Directorate
Dirgctor of Reseavch, Group 1T Directorats
frronp Hend of IS Planning, BMesotorats

POCL Head of 1B Strateny

against the option of & minimal Yo nothing’

‘nw»@me, and a Post Offive public procursment route. The comparative Brovsial u&‘m is

suthined in AL i,
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ANNEX A1
BUMMARY OF PROJECT INFORMATION

HPY Base Cang PO Procuremend PFI Automation
{mreforred supplisy}

Incne

Heneftis Sy ZOERG 2118
Yolums Change K (s
Price Changs 07 107
Sub Total 2253 2303

DS i@m{:iaemr &

:v—*w;sa\;

Yolume Chargs

5
S8 {

Price Change o 3
Sy Tustal 139 139
Oiher Cliends existing & new T T
Bavivis o existing o 443 443
sutormating
Sub Total 117 117

Baxpenditure

 Agenoy

o

Girohank

Time Increaszes {15 {153
Card Issusfback offive TR T3
Training {23 )
Programans costs {sun {44 {5 (i
Programume costs {fu u,“s} {25 {25

ot
§
3
s
3
B

Fraud

B3
&l
Lok
Wl
b

Bud Total NPV belore {181)
supplisr charges & risk

s Cheroes {Rigke {1333
twatem Chargss e
riefit Encashment (BES) o

o {177

1151l {37}

Base PO Teazey Harry Dick *
Case progurement

Bub Total NPV {161} 2R 330 332 333
before supplier charges
% risk

Bystean Charges e {12 . e o
BESR o B {145} {145}
POCL o RN {23
Other e (17TH ,\, m} {363
Total NPV belfore sisk {161} 37 {210’%’3 {10
Azseserment of risk — {743 {173 (17 {200

Total NPV (161 {111} (1381} 126} {1161

Net NPV Change before xisk s 134 47 52 55

Het WPV Change o B a0 B35 A5

* Preforred PRI supplier
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AMKEX B

NONMEGOTIABLES

Accepiable business case for
POCE and Post Office

Customer pereeive no worssning
of servics

Mo damage o Post Office brand

POCL retains control of eritical
operations and key commercial
relationships

Capability for POCL to automate
all clients and develop new
SOPVICEs

Automation of all post offices
within reasonable tme

Chosen supplier has financial and
technical capability to develop and
deliver services

Comment

The business case shows a comparative
positive MNPV of £45-65m at 2 12%%
disonunt rate

The proposed solution”s bmpact on
fransaction tmes within scceptable

boprnds

There is no inmediste evidense that
PO brand damage will cocur

Achieved
Achieved

All post offices should be automated
within 3 vears

Evalustion conclusion s that these
conditions have been met
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ANNEX C

RESTRICTED - COMBERCIAL

MINIPTE FROM BOB PREAPLE TO RICHARRD DYKER AND FETER
MATHISON, COPIED T0 PSC MEMBERS

Purposa

SVIvEES

o and
uuid he conducted. In
e an Eval it ; L it
ok vy

LOmOrToW .,
Background

B A VA S
. LA GNE

ninmun service reguiremer
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chive seyvi

rractual
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PERRA

: b Harry . Wi :
Ronefit card £ H0lm over contract £impa. | £200m over contract lifetime
Hietme,
Hanking by Bupplier’s
erplovess or external tuand
parties,
Linegotined giop aolives N i ps | £200m over contract Hlethne
Courderfeit Cards used with | £200m over contratt NiL £300m over contract Hietime
wlid accounts Hfetime
Use of unreporied stolen WL ML with verifioation | £200m
cards SCIBENS O¥aY
feaitie:in
Lifetime
stadard soreeny | Nl
False repudiations NI WL if shown to be Pl
falve plus
atxndard
provetures
i ot shown i £300m
be false, or if over
verifivation crsndraet
sorpens used lifenime
BAPOCL Internad sndior L NiL
collmive faud
Cber Frand (POCLS ML NIL £200m aver the contras
Hfetime
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Frrures i S - foll W 6% WPV #om #hek SHarey
BAMSEA gl 23 - 658 HETF - H63 BT - BRE

POCL fotad 443 378 418

Total costs 10261061 1005 - 1043 1287 - 1292
Rapking of fnanciad position s I= 3
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