Business Cases - Detail

1.
developing the Business Case
1.1
Development of the business case for any proposal is a continuous process from inception to implementation. Documentation of the business case is required at various stages to inform key decisions, as described below. Prior to each key decision point, the business case document should be treated as a living document, to be revisited and updated regularly as information and assumptions are developed and refined. 
1.2
The effort to be put into business cases should be in proportion to the scale and importance of the project. However, as a general rule, DFP advocates developing the business casexe "business case" through three main stages: 

· Strategic Outline Case (SOC) 
· Outline Business Case (OBC)
· Full Business Case (FBC) 
Strategic Outline Case (SOC)

1.3
The SOC is a brief, preliminary document that introduces the basic project concept and contains enough detail to support an informed decision on whether to proceed to prepare an OBC. It should include a preliminary assessment of strategic fit, options, value for money, affordability and achievability. Key elements in a SOC include: 
· the project concept and rationale for government intervention
· a statement of business need and project objectives 
· relevant management considerations, including any necessary stakeholder consultations and legal issues 
· high level consideration of possible options
· preliminary assessment of costs, benefits, risks and funding

1.4
Analysis at SOC stage is broad and indicative - too broad and indicative to determine a preferred option, but sufficient to judge whether it is worth committing resources to the more substantial work of an OBC. 
Outline Business Case (OBC)

1.5
The OBC requires a much more comprehensive analysis. It should be completed prior to the commencement of formal procurement and provides the basis for formal DFP Supply approval, when that is required. The OBC should include thorough coverage of the 10 steps of appraisal in accordance with Section 2 of DFP’s Northern Ireland Guide to Expenditure Appraisal (NIGEA) http://eag.dfpni.gov.uk/step-by-step.htm ], to provide fuller assessment of strategic fit, option appraisal, achievability, value for money and affordability. Analysis at this stage is based on detailed assumptions about costs, benefits, risks and funding. The OBC should determine the preferred option in terms of the level and form of service provision, and should recommend a particular procurement route. 

OUTLINE BUSINESS CASE: SUMMARY OF ESSENTIAL CONTENT
See the Northern Ireland Guide to Expenditure Appraisal (NIGEA) for fuller details
	STEP
	MAIN PROCEDURES IN BRIEF
	NIGEA reference

	1. EXPLAIN THE STRATEGIC CONTEXT
	· Indicate how the proposal is expected to contribute to the relevant strategic aims and objectives. 
	Section 2.1



	2. ESTABLISH THE NEED FOR EXPENDITURE
	· Establish the need for expenditure and justify the proposed level of service provision. 

Where funding the non-Govt sectors:- 
Assess Additionality i.e. establish that the proposed assistance is the minimum necessary. 


	Section 2.2



Section 4.3

	3. DEFINE THE OBJECTIVES AND CONSTRAINTS
	· Define the expected outcomes and outputs. 

· Specify targets that are SMART i.e. Specific Measurable Achievable Relevant and Time-dependent. 

· State the key constraints on the project, e.g. technical, financial, legal, timing etc. 
	Section 2.3



	4. IDENTIFY & DESCRIBE THE OPTIONS
	· Identify and describe a baseline option and a suitably wide range of alternative options. 

· Consider variations in scale, quality, technique, location, timing and funding. 

· Examine alternative procurement options.
	Section 2.4



	5. IDENTIFY & QUANTIFY THE MONETARY COSTS AND BENEFITS OF OPTIONS
	· Detail the capital costs and annual recurrent costs and benefits of all options. 

· Include opportunity costs and residual values for all assets employed. 

· Adjust (where relevant) for displacement, inflation and tax differences. 

· Consider costs and benefits to other parts of the public and private sectors. 

Where funding the non-Govt sectors:- 
Assess Cost-Effectiveness using ratios such as cost per job, public assistance to project cost, etc. 

	Section 2.5





Section 4.4

	6. APPRAISE RISKS AND ADJUST FOR OPTIMISM BIAS
	· Prepare a risk log identifying and quantifying all the main risks. 

· Consider how risks compare under the different options. 

· Adjust costs, benefits and timing assumptions for optimism bias. 

· Develop suitable risk management and risk reduction strategies. 
	Section 2.6



	7. WEIGH UP NON MONETARY COST & BENEFITS, INCLUDING SUSTAINABILITY, EQUALITY & LIFETIME OPPORTUNITIES
	· Identify all relevant non-monetary costs and benefits – economic, social, environmental and others. 

· Quantify them where possible and show how they compare under the options.
· Screen for & assess sustainability, equality & Lifetime Opportunities. 

· Decide what specific impact assessment are required e.g. health, environmental, transport or regulatory impact assessment. 
	Section 2.7



	8. CALCULATE NET PRESENT VALUES (NPVs) AND ASSESS UNCERTAINTIES
	· Identify phasing of monetary costs and benefits over a suitable time period.
· Calculate NPV (or NPC) for each option, using correct discount rate. 

· Test and interpret the sensitivity of the NPVs (or NPCs) to changes in important assumptions, and explain choice of variations covered. 
	Section 2.8



	9. ASSESS ARRANGEMENTS FOR FINANCING, MANAGEMENT, PROCUREMENT, MARKETING, MONITORING, BENEFITS REALISATION AND EX POST EVALUATION
	· Financing: Include budget, cash flow and funding statements, phased over time. 

· Management: Give details of proposed personnel, procurement method, timetable, accommodation needs, staffing issues etc. 

· Marketing: Provide market assessment and marketing plan as appropriate. 

· Monitoring: Indicate how the proposed option will be monitored during and after implementation. 

· Benefits Realisation: Include draft BRP in OBC and final version in FBC.
· Evaluation: Record pre-implementation levels of resource use and service provision. Indicate factors to be evaluated, when, how and by whom. 

Where funding the non-Govt sectors:-
Assess Viability i.e. examine cash flows, management & financial arrangements to ensure proposal is viable and achievable. 
	Sections 2.9, 10 & 11





Section 4.5

	10. ASSESS THE BALANCE BETWEEN THE OPTIONS AND PRESENT THE RESULTS & CONCLUSIONS
	· Present the results.
· Draw out the balance of advantage among options, assess VFM and affordability, and record conclusions and recommendations. 
	Section 2.10




1.5
In some cases, the OBC may be developed in two stages, referred to as the OBC1 and the OBC2.  DFP is prepared to be flexible about the precise approach in individual cases, but it is advisable to agree the details with DFP Supply in advance. For example, some OBCs have been staged as follows:
Outline Business Case 1

The OBC1 includes a full economic appraisal and provides a basis for DFP approval of the project need, objectives and preferred option. This approval may permit funding to be released for exemplar design and, if necessary, for land purchase or option to purchase land; and/or enabling works. 
· Full statement of need & objectives

· Detailed option appraisal and determination of preferred option in terms of e.g. nature, scale & location of service provision 

· High level affordability analysis 

· If appropriate, justification for up-front costs including land purchase/option to purchase land; and/or enabling works

· Section covering business case as per DAO(DFP)03/05 to justify external consultancy input to OBC2, incl. exemplar design. 

Outline Business Case 2

The OBC2 reports key changes since OBC1 and provides a basis for DFP approval to initiate the formal procurement stage. The OBC2:
· Assesses alternative procurement options and includes Stage 2 VFM assessment as per DAO(DFP)02/07 where PFI procurement is in view

· Develops exemplar design and output spec for preferred option prior to formal procurement

· Refines affordability analysis incl. detailed cash projections, funding statement and estimated year-by-year capital and revenue DEL impact

· Does not usually re-visit the OBC1 options; but may examine variations on the preferred option e.g. alternative phasings

· Includes draft Benefits Realisation Plan

· Includes section covering a business case as per DAO(DFP)03/05, if any external consultancy input to FBC is required


Full Business Case (FBC)

1.6
The FBC is documented prior to financial closure and award of contract. It should provide all the information needed to support a decision to award a contract and commit actual funding, and should provide a basis for the necessary project management, monitoring, evaluation and benefits realisation. Key components of the FBC include:

· An update on key changes and developments since the OBC

· full details of the procurement process 

· thorough appraisal of bids received from suppliers
· final review of strategic fit, options, value for money, affordability and achievability
· plan and timetable for final negotiations and award of contract

· final plans for monitoring, evaluation and benefits realisation
2.
Business Cases and Expenditure Approval
2.1
In approving any project, policy or programme, there should be an early opportunity for the approving authorities to consider and influence the choices made. This could take the form of a formal submission of a SOC for approval, or, on some occasions, informal contacts between the project sponsor and the approving authority. 

2.2
Where expenditure proposals exceed the Department’s delegated limits, DFP Supply will act as the approving authority. The OBC is the normal vehicle of approval and must be formally submitted to DFP Supply for all investments over delegated limits, prior to the commitment of resources and commencement of procurement. 
2.3
Departments should document the development of business cases from SOC stage through to FBC stage for all projects. However, DFP approval of SOCs and FBCs is not mandatory under current guidance – with the exceptions of SOCs in the case of larger ICT projects and FBCs in all PPP/PFI cases. 
PPP/PFI Projects

2.4
There are particular requirements for OBCs and FBCs in PPP/PFIxe "PPP" cases, as set out in NIGEA section 5 [ http://eag.dfpni.gov.uk/projects.htm ]. A template summarising the expected content of the OBC and FBC for PPP/PFI projects is provided in NIGEA Appendix 4 [http://eag.dfpni.gov.uk/appendices/appendix4.htm ].
2.5
PPP (including PFI) projects always require DFP approval at both OBC and FBC stages. The FBC should be submitted for DFP approval even if the decision at FBC stage is not to proceed with a PPP/PFI solution. 
2.6
Recently, a third approval point has been introduced between OBC and FBC stages. DFP now generally requires Departments to seek approval for the appointment of a preferred bidder. This involves providing DFP Supply with an update on the project, which should usually include details of the BAFO evaluation and an updated affordability assessment. 

External Consultancy Business Cases

2.7
All proposals for the use of external consultants must be justified by a suitable business case. There are specific requirements for these business cases, as currently stated in section 4.2 of DAO(DFP)03/05 [http://www.aasbni.gov.uk/pubs/DAOs/dao0305attv2.doc ].  This requires a full, but proportionate, business case to be completed for all external consultancy contracts expected to cost in total £10,000 or over. The business case should cover the following issues:

· The purpose of the assignment.

· A reasoned assessment of the alternatives to external consultancy, and justification for using external consultants.

· The immediate and long-term outputs and benefits expected from the external consultancy service, and when they are likely to accrue.

· The proposed project management arrangements, including management of deliverables, expectations and risks.

· The means by which skills/expertise will be transferred to ‘in-house’ staff if appropriate.

· The proposed division of work between the external consultant and any ‘in-house’ staff who will be assisting them.

· The expected costs of the external consultant and the ‘in-house’ effort.

· The performance review arrangements.

· How the results of the consultancy will be implemented and monitored.

· Any other considerations specific to the assignment.

3.
Business Cases and Gateway Reviews
3.1
Acquisition programmes and procurement projects in central government are subject to Gateway Reviews. The process is mandatory for procurement projects. The Gateway Process examines programmes and projects at critical stages in their lifecycle to provide assurance that they can progress successfully to the next stage. It is designed to be applied widely to programmes and projects, including those that procure services, property/construction, ICT-enabled business change and procurements utilizing framework contracts.

3.2
The following table highlights the Gateway Review that corresponds with each business case stage. Gate 0 generally applies to programmes and should be repeated at start, mid and end points at least.  For projects, Gates 1-3 are completed prior to commissioning a service or committing funds. Gates 4 and 5 are completed post-implementation. 

	Business Case Stage
	Gateway Review

	High-level
	0: Strategic Assessment

	SOC
	1: Business Justification

	OBC
	2: Delivery Strategy

	FBC
	3: Investment Decision

	Implementation
	4: Readiness for Service

	Benefits Realisation
	5: Benefits Evaluation


3.3
Local guidance on the Gateway Process can be found on the DFP Central Procurement Directorate website [http://www.cpdni.gov.uk/index/guidance-for-purchasers/gateway_review_process.htm ]. 
4.
FURTHER ADVICE AND GUIDANCE

4.1
Departmental economists can provide general advice on the content of business cases and specialist advice on the relevant appraisal and evaluation techniques and procedures.
4.2
DFP business case guidance is broadly consistent with the relevant Office of Government Commerce (OGC) guidance. The latter is based on a ‘5 case model’ – the strategic case, the economic case, the commercial case, the financial case and the management case – and OGC’s recommended presentation is based around these issues. DFP expects business cases to cover similar issues, but has its own specific requirements for the content and presentation of OBCs and PPP business cases as indicated above. However, the OGC guidance [http://www.ogc.gov.uk/delivery_lifecycle_business_case_management_.asp ] remains a useful source of general information on business cases.
4.3
The HM Treasury Green Book business case resources website [http://www.hm-treasury.gov.uk/economic_data_and_tools/greenbook/data_greenbook_business.cfm ] provides additional useful material.

 Figure 1: Business Case Approvals Process within DFP
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