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EFFICIENCY UNIT
VISION AND MISSION


Vision Statement


To be the preferred consulting partner for all government bureaux and departments and to
advance the delivery of world-class public services to the people of Hong Kong.


Mission Statement


To provide strategic and implementable solutions to all our clients as they seek to deliver
people-based government services. We do this by combining our extensive understanding
of policies, our specialised knowledge and our broad contacts and linkages throughout the
Government and the private sector. In doing this, we join our clients in contributing to the
advancement of the community while also providing a fulfilling career for all members of
our team.
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FOREWORD


A Business Case is an important tool to enable a rigorous examination of whether and how an
initiative should be undertaken from an economic, financial and commercial point of view. In the
Government’s context, however, a Business Case encompasses more than commercial considerations.
It encapsulates a methodical thinking process. A Government Business Case is a detailed and structured
proposal for improvement in terms of costs, benefits and risks, that justifies changing the way that a
particular aspect of government business is conducted. It enables senior officials to make informed
and intelligent decisions on whether a project should proceed or not. It also helps ensure successful
project delivery, and improves the delivery of public services.


Most importantly, a well-prepared Business Case helps departments to demonstrate their accountability.
A thorough and evidence-based Business Case Report can be used to demonstrate that a proposal is
consistent with approved policy, that all reasonable options for service delivery have been thoroughly
and systematically considered, and that the most appropriate and value for money solution has been
selected. For large scale and complex projects, a mini-Business Case will also help determine the
sourcing and procurement strategy. This will also be most useful in responding to queries from
oversight agencies.


This Government Business Case Guide focuses on generic projects except works, and information
and communications technology projects where there are already well-established procedures and
guidelines on Business Case development. Nevertheless, it can still be used for evaluation of initiatives
that may result in infrastructure solutions. The Guide will help civil service colleagues to understand
what a Business Case is, when and how one should be produced, what should be included, as well
as some of the tools and techniques that may be used to develop a Business Case. The Guide may
be used by departments to conduct a Business Case themselves, or to better manage consultants
conducting a Business Case study on their behalf.


This Guide is a first attempt to provide an all-in-one source of information concerning the conduct
of Government Business Case studies. It is hoped that departments will develop the habit of conducting
Business Case studies before embarking on major new/improvement projects. The Efficiency Unit
would warmly welcome any feedback on this Guide so that we can improve future editions.


The advice in this Guide has drawn heavily upon the experiences and excellent publications in
Australia, especially Victoria and Western Australia, and the UK. We would like to thank departments
and bureaux for making their time available to us to meet and share their views and experience
during the preparation of this Guide. I encourage all departments to make use of this Guide in
developing their Business Cases.


Head, Efficiency Unit
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EXECUTIVE SUMMARY


Background and Purpose of the Guide


This Government Business Case Guide has been produced in order to assist civil service managers
to effectively develop sufficiently rigorous Business Cases for Government initiatives and projects.


There are already standard guidelines and procedures in place for evaluation and approval of large
capital works, and information and communications technology (ICT) projects, but no clear guidelines
or standard processes for other classes of projects. This Guide is targeted at non-works and non-ICT
projects. Nevertheless, it can be used for evaluation of initiatives that may result in infrastructure
solutions.


This Guide does not attempt to provide a one-size-fits-all approach for all projects. Readers must
make a judgement as to what sections and actions of the Guide are applicable to their individual
situations.


The target audience includes any personnel who are involved in planning, managing and supporting
Government projects. The Guide will provide readers with the knowledge and skills required to
conduct Business Case studies in-house as well as to manage external consultants in Business Case
development.


What is a Business Case?


A Business Case is a tool used to provide a high level view of why and whether an initiative should
be undertaken from a business point of view. For Government projects, a Business Case encompasses
more than commercial criteria. A Government Business Case is a detailed and structured proposal
for improvement in terms of costs, benefits and risks, that justifies changing the way that Government
business is conducted. It is entirely valid for a Business Case to conclude that an initiative is not
feasible. For overriding policy and strategic reasons, however, an initiative could proceed even with
an adverse Business Case. However, in these circumstances the requirement for developing a Business
Case is still essential in the sense that it will have documented the consequences of proceeding with
the project and the decision will therefore have been made on a fully informed basis.


Why do a Business Case?


The Government has a responsibility to make the best use of public resources to deliver services to
the community. In addition, the requirement for demonstrating accountability makes a Business
Case a useful tool for departments in validating the feasibility of initiatives and justifying the resources
to be put in. Hence, departments have a responsibility to ensure that their project proposals are
based on a sound and robust assessment of needs, available options, costs, benefits and the risks
involved. A well-prepared Business Case will enable senior management to make informed and
intelligent decisions on whether a project should proceed or not.
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EXECUTIVE SUMMARY


Nevertheless, it is not necessary to conduct a full-scale Business Case study for all projects. For
example, a simple justification memo/minute may suffice for a minor departmental project.


How is a Business Case Developed?


Business Case development follows a structured process for examining and formally defining the
financial and non-financial benefits that an initiative is trying to deliver and then assessing the best
way of delivering those benefits.


The development generally follows three key stages, each of which consists of a series of steps to be
carried out as deemed appropriate for the particular circumstances. The key stages are:


Stage 1 – Analysis of Requirements


The first step is to examine and document the strategic context in which the initiative is being
proposed so that readers of the Business Case can appreciate the policies and departmental drivers
for the initiative. The project requirements are then developed by examining the gaps between the
existing service provision and the future requirements.


Stage 2 – Options Selection and Evaluation


This second stage identifies and analyses the available options for delivering the project. It is a best
practice to develop evaluation criteria before the identification of options. The criteria can then be
used to screen out unrealistic options so that detailed evaluation can be conducted on a few promising
options.


Stage 3 – Implementation Planning


The last stage is to produce a high level plan to take forward the project and realise the benefits.
Factors such as legislative impacts, environmental, heritage preservation and staff resources should
be taken into account. It is also important to develop a post implementation review process to
ascertain whether expected benefits have been achieved and to learn lessons for the future.







A GOVERNMENT BUSINESS CASE GUIDE 5


CONTENTS


1 Introduction and Overview 7


1.1 Purpose of this Guide 7


1.2 What is a Business Case? 8


1.3 Who will use the Business Case? 9


1.4 When is a Business Case required? 10


1.5 Roles in the Preparation of a Business Case 10


1.6 Key Stages 10


1.7 How do we ensure a Business Case works? 14


1.8 Level of Details 14


1.9 Examples, Templates and Reference Documents 14


2 Analysis of Requirements 15


2.1 Explain Strategic Overview and Context 15


2.2 Define Project Objectives 16


2.3 Document Current Service Provision 17


2.4 Identify Future Requirements 18


2.5 Conduct Gap Analysis 20


2.6 Prioritise the Requirements 20


2.7 Produce the List of Requirements to be Delivered 21


3 Options Selection and Evaluation 22


3.1 Define Evaluation Criteria 22


3.2 Identify Available Options 23


3.3 Conduct Initial Evaluation and Consolidation 26


3.4 Conduct Detailed Options Analysis 28


3.5 Select and Justify the Preferred Option 40







6  A GOVERNMENT BUSINESS CASE GUIDE


CONTENTS


4 Implementation Planning 45


4.1 Define Project Structure and Governance 46


4.2 Detail the Implementation Programme 46


4.3 Explain the Constraints, Assumptions, Sourcing and Funding Requirements 48


4.4 Explain the Approach to Manage Risk, Communications and Resources 50


4.5 Explain the Technical, Environmental and Heritage Considerations 53


4.6 Assess Regulatory and Legislative Impacts 54


4.7 Define Post Implementation Review Process 55


Abbreviations and Glossary 56


Footnotes and Reference Documents for Further Reading 59


Taking Advice and Guidance 61


Appendices


1 Business Case Report Template 62


2 Case Study – Improving Sporting Facilities to Attract International Events 71


3 Paired Comparison 85


4 Net Present Value and Internal Rate of Return 86


5 Sensitivity Analysis of Quantifiable Elements 89


6 Sensitivity Analysis of Non-Quantifiable Benefits 92







A GOVERNMENT BUSINESS CASE GUIDE 7


INTRODUCTION AND OVERVIEW


1 INTRODUCTION AND OVERVIEW


1.1 Purpose of this Guide


The purpose of this Government Business Case Guide (the Guide) is to inform civil servants what a
Business Case is, when and how to prepare one and what are the critical components that may be
incorporated in a typical Business Case Report. It aims to provide practical and easily digestible
guidance through the various stages of preparing a Business Case, showing the steps and contents
that may be required.


The Guide has been developed, partly because experience has shown that projects sometimes fail to
deliver the expected benefits that are specified or anticipated at the start of the project. There are
various reasons for this, but one is that insufficient energy and attention is focused and expended
during the planning and preparatory stages of the project. This Guide aims to address this particular
issue.


Departments reported in a survey carried out by the Efficiency Unit1 that they wanted to acquire
more knowledge and skills to prepare Business Cases. This Guide seeks to provide civil servants
with the necessary knowledge to confidently prepare Business Cases.


The Guide may be used for all types of projects, whether 100% publicly delivered or delivered via
private sector involvement (PSI) arrangements2. For major capital works projects3 and information
and communications technology (ICT) projects4,5, relevant procedures and guidelines have long
been established and hence they would normally follow these guidelines. This Guide mainly focuses
on non-works and non-ICT projects that do not currently have well-established Business Case
procedures. Nevertheless, it can be used for evaluation of initiatives that may result in infrastructure
solutions.


A Business Case will not usually need to follow every step that the Guide describes. Indeed from
reviewing many Business Cases, it is rare to find one case that follows every step. Each Business
Case must be adapted to the particular requirements of the project for which it is being developed.
Similarly, there is no one style of Business Case development that fits all sizes and types of projects.
Readers must decide whether a particular section within the Guide is relevant to their specific
project and its Business Case or not.


This Guide does not describe the approval processes followed by Government, as the various
procedures are adequately documented elsewhere. The generic term department is used throughout
the Guide to describe the various levels of government organisational structures, such as bureaux,
departments and agencies, and Business Case means Government Business Case.
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INTRODUCTION AND OVERVIEW


1.2 What is a Business Case?


A Business Case is a tool, developed using a structured evaluation process at the start of a project.
It explains whether a project should be undertaken, what benefits it is expected to deliver, and
which of the various delivery options is most pertinent. At a high level, it explains how the project
will be delivered, organised and what resources or other considerations will be required in order for
the project to be successful. A Business Case is usually documented in a Business Case Report.


As a tool, a Business Case supports planning and decision making by answering questions such as
“What are the financial and business consequences or benefits if we pursue a certain course of
action?”


In preparing a Business Case or assessing the success of a project, it is important that the business
benefits are clearly understood and articulated, as well as the criteria to be used to judge whether
the project is successful or not.


An example illustrating the difference is:


Two divisions of a department are responsible for installing and maintaining parking meters. A
merger of the two divisions is proposed to provide a more efficient service delivery process and
achieve cost savings. The project is commissioned, the business process planning is conducted and
the integration process is completed on time and within budget. Requests for new installations and
maintenance are now processed in two thirds of the time it used to take. However the cost of the
merged division is not lower because some of the savings expected through staff rationalisation has
not been realised. Instead the merged division now has excess capacity to handle requests, which
was not the prime justification for undertaking the project.


In a Government project the Business Case encompasses more than economic, financial and
commercial criteria. A Government Business Case is a detailed and structured proposal for
improvement, justified in terms of costs, benefits and risks, for changing the way that a particular
aspect of Government business is conducted. It can therefore be summarised as:


• A justification of the case for change in either an existing service or for the introduction of a
new service


A description of the purpose and objectives of the delivery mechanism


A documentation of the planning assumptions and constraints


A description of the options identified for delivering the benefits, including a robust evaluation
of the financial and non-financial benefits for each option


A justification of why a particular option is the preferred one, in terms of its optimal delivery of
the various (sometimes competing) benefits and requirements


A strategy for managing risks to the project success and a demonstrated appreciation of what
those risks are and their likelihood, impacts and possible mitigation measures


An Implementation Plan detailing how the project will be organised, delivered and what resources
and associated funding are needed


•


•


•


•


•


•
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INTRODUCTION AND OVERVIEW


• A description of the impacts of the project’s consequences for the stakeholders, who may be
internal or external. The impacts could involve legislative or regulatory changes, health and
safety issues, environmental, technology and heritage implications, departmental reorganisation,
etc.


• A benchmark against which project success is measured. A post implementation review (PIR)
should be planned and carried out at the appropriate time(s) to assess whether the project has
been successful in delivering the objectives and benefits outlined in the Business Case. The PIR
should also identify what lessons were learnt in delivering the project.


It is perfectly acceptable for a Business Case to conclude that there are NO acceptable or viable
options for delivering a project or service, or for improving the delivery of an existing project or
service. This situation could arise because on detailed examination the project is found to be financial
unviable or the risk profile in delivering the project is unacceptable in relation to the benefits gained
or the likelihood of successfully delivering the project. One of the primary purposes of conducting
a Business Case study is to examine and prove the assumptions and business viability. A negative
result at this stage of the project could save substantial amounts of money and effort that would have
been unnecessarily expended on an unviable project.


In certain cases however, for overriding policy or strategic reasons, a decision could still be made
that an unviable project will go ahead. But it is important that the decision will have been made in
a fully informed situation, noting that the Business Case had examined the relevant options and
drawn the negative conclusions. In this situation, the consequences of proceeding with an unviable
or high risk project should be closely examined and completely understood before proceeding.


1.3 Who will use the Business Case?


The target audiences for a Business Case are the various approval authorities for the different stages
of the project. It provides necessary information to the following officers to support their roles and
duties:


• For senior management, a Business Case provides an opportunity to examine, at a strategic
level, what the proposed project aims to achieve and how it proposes to achieve it


For the project sponsor, a Business Case allows a comprehensive consideration of the risks
and benefits involved in pursuing particular options


For the resource controller, a Business Case provides a concise and structured source of
information upon which to base an assessment of the cost effectiveness of the proposed
project


For all involved in the decision making process, it provides a documentation of the
evaluation, analysis and decision-making processes involved in preparing the Business Case
which can be referred to at all stages of the proposed project, including the monitoring of the
costs incurred and benefits accrued during and after the life of the project.


•


•


•
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INTRODUCTION AND OVERVIEW


1.4 When is a Business Case required?


Departments should consider preparing Business Case for any project that requires significant
manpower or funding resources, project which is of strategic importance and could lead to a significant
change in Government policy, that is likely to have significant social impacts, or that is controversial
in nature.


For a minor departmental project that could be approved internally, a Business Case could be as
simple as a justification memo/minute outlining the main concepts behind the project, the reasons
for and benefits resulting from doing the project, why it is to be delivered in a certain way (including
what options were looked at), what resources are required and what the impact will be on stakeholders.


For a major project that requires central authorities’ approval and that has major impacts such as
affecting a public service or causing major internal reorganisation, a comprehensive Business Case
should be prepared, detailing most of the sections covered by this Guide.


Conducting a full scale Business Case study itself could resemble a small project and require approval
for resources and expenditure in its own right, particularly when external consultants are needed.


1.5 Roles in the Preparation of a Business Case


There is normally a senior individual responsible officer who “owns” the project. This could be
anybody within the Government, from the Chief Executive downwards depending on the project
nature. This person is normally known as the Project Sponsor or simply the Sponsor.


The Sponsor will normally appoint a Project Manager (or in the case of a large project, a Project
Director) who will run the project on a day to day basis and manage the resources engaged on the
project. The Project Manager/Director will plan and deliver the Business Case study.


The resources deployed to work on a Business Case study could be internal and/or external, including
consultants. The Project Manager should establish an approved budget and plan before starting the
Business Case study.


Once the Business Case study is completed, it is the Sponsor’s role to take the Business Case
forward to seek funding and other approvals.


1.6 Key Stages


There are three main stages in preparing a Business Case:


• Stage 1 Analysis of Requirements


Stage 2 Options Selection and Evaluation


Stage 3 Implementation Planning


•


•
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INTRODUCTION AND OVERVIEW


1.6.1 Analysis of Requirements


This stage defines at a high level what new or improved services will be required. Where a change
is proposed to a current service, there is a need to document the existing arrangement, which acts
as a baseline for comparison purposes.


In assessing the service improvement requirements, various stakeholders will be engaged in order to
document and prioritise their requirements.


The current service levels and future requirements will then be compared. By analysing the differences
through a Gap Analysis process, the project will be defined in terms of the needed improvements
and the expected benefits to be delivered.


1.6.2 Options Selection and Evaluation


This stage proposes and evaluates solutions. Numerous options may be identified at a high level and
shortlisted to two or three to be evaluated in more detail.


In evaluating the options, several factors are elaborated and investigated including financial and
non-financial benefits. Evaluation of the financial benefits will be conducted via financial metrics
such as Net Present Value (NPV), Internal Rate of Return (IRR) and other financial calculations as
required. Non-financial benefits, such as time-savings, health benefits, safety improvements, design
quality and environment, etc. can be evaluated by methods such as Willingness to Pay (WTP)/
Willingness to Accept (WTA), weighting and scoring, and comparative research. The objective of
this stage is to quantifiably rank the options in terms of benefits delivered, and identify which of the
options delivers the optimal amount of benefit.


When evaluating benefits and costs, this Guide often refers to allowance being made for inflation.
This is the normal phenomenon. But departments should also be alert to the effects of deflation if it
occurs.


1.6.3 Implementation Planning


The final stage of the Business Case preparation is to produce a high level Implementation Plan for
delivery of the project and its associated benefits.


The Implementation Plan will include the indicative timing, resources and budgets, together with
descriptions of all relevant factors that will assist or affect the project’s success. Such factors may
include environmental, legislative or regulatory impacts, project governance structure, the sources
and timings of funding, and other areas of concern that influence the outcomes and benefits of the
project. The plan will also describe the PIR process.


1.6.4 Process Overview


An overview of the Business Case development process is shown in Table 1.
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INTRODUCTION AND OVERVIEW


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


Table 1 - Business Case Process Overview – Key Tasks and Issues


Key tasks


Stage 1 Stage 2 Stage 3


Analysis of Requirements Options Selection and
Evaluation


Implementation Planning


Explain the strategic
overview and context


Define the project
objectives


Document the current
service provision


Identify future
requirements


Conduct gap analysis


Prioritise the requirements


Produce the list of
requirements to be
delivered


Define evaluation criteria


Identify all options and
shortlist candidates for
detailed analysis


Evaluate financial and
non-financial benefits


Evaluate non-recurrent and
recurrent costs


Examine and quantify risks


Evaluate strengths and
weaknesses


Carry out Sensitivity
Analysis


Select and justify the
preferred option


Define the project
structure and governance


Detail the implementation
programme


Explain the constraints,
assumptions, sourcing and
funding requirements


Explain the strategic
approach to manage risk,
communications and
resources


Assess any regulatory or
legislative impacts


Explain any technical,
environmental and
heritage considerations


Define the PIR process
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Key issues


Stage 1 Stage 2 Stage 3


Analysis of Requirements Options Selection and 


Evaluation
Implementation Planning


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


Why is the change
proposed?


What are the intended
benefits of the project?


What is the current level of
service provision?


What are the future
requirements?


What is the gap between
current and future service
levels?


What are the relative
priorities of the gaps
identified?


What are the things that
must be delivered by the
project?


What evaluation method
will be used?


What are the options?


What are the benefits?


What are the costs?


What are the strengths and
weaknesses of each
option?


What are the risks?


How sensitive are the
assumptions to change?


What is the preferred
option and why?


How will the project be
run and managed?


How long will it take?


How will the project be
procured?


What will be the source of
funds and the timings for
requirement?


Are there any transitional
arrangements?


How will risks and
communications be
managed?


What other resources are
needed?


Is there any human
resources impact?


Any special technical
considerations?


Any regulatory or
legislative changes
needed?


How will the benefits be
realised and tracked?
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•


•


1.7 How do we ensure a Business Case works?


If a Business Case fails, it is usually for one of two reasons:


It met with initial resistance and criticism about either the methodology used and/or the
assumptions and justifications.


The author of a Business Case must be prepared to explain why certain assumptions and
conclusions were drawn and explain why a certain methodology was followed.


The outcomes and conclusions of a Business Case are dependent on the assumptions made in
the options evaluation phase. Two authors given the same starting point could potentially
come up with different conclusions. However, as long as the reasoning, assumptions and
conclusions can be explained and justified the Business Case can still be a good starting point
for making an informed decision.


The actual benefits and costs differed greatly from those projected in the Business Case.


Nobody can claim to have perfect foresight. The role of a Business Case is to act as an informed
tool for planning and decision making purposes, after thorough examination of the pertinent
options. As long as the methodology followed and assumptions made were reasonable and
comprehensive at the time the Business Case was prepared, allowance must always be made
for real life risks and variability.


1.8 Level of Details


This Guide provides a high level overview of the information requirements for the early stages of the
project life cycle, from the initial development of a project concept through to initial planning for
implementation. At this stage, it would not be expected to collect all possible requirements nor to
detailed degree. More detailed information and requirements of the project should be gathered at
the post approval and execution stages of a project.


1.9 Examples, Templates and Reference Documents


Examples have been provided in various sections throughout the Guide to demonstrate the underlying
principles and best practices. Some examples are drawn from real life projects, whilst others have
been constructed specifically to illustrate a particular point. A template for Business Case Report is
also provided at Appendix 1 and the Efficiency Unit website at www.eu.gov.hk. In addition a high
level mini-Business Case study has been constructed at Appendix 2. A further reading list is also
available after the Abbreviations and Glossary section.
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2 ANALYSIS OF REQUIREMENTS


Figure 1 - Analysis of Requirements Stage and Process Steps


The main purpose of this stage is to identify and analyse the project requirements and objectives.
This will produce a set of prioritised requirements which covers all requirements and an appraisal
and schedule of the differences between the desired and current service levels. The schedule defines
the improvements that the project needs to address and deliver.


2.1 Explain Strategic Overview and Context


This section of the Business Case provides a strategic overview of the service in terms of its main
customers and stakeholders, the policy objectives, business direction and vision of the department
delivering the service. Its purpose is to provide the reader of the Business Case with the background
to the project, where it fits within the overall Government service provision and explains why the
project needs to be done.


If the project is introducing a new service, this section would describe the need for the new service,
why the need is not currently being addressed, background information on potential users and
usage levels, any market research carried out, etc.


If the project is improving or changing an existing service, this section should review the need for
the original service, explain why the change is needed, and describe any other relevant facts about
the existing service.
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•


•


•


•


•


•


•


•


•


•


•


•


•


In both cases, the types of information that could be provided are:


A history of the service (to explain the positioning of the service and how the service provision
has evolved over time)


Why the service is provided strategically and what are the main policy drivers


What general need the service is meeting or will meet


Why the service levels are proposed to be introduced/changed, including a description of the
business direction and vision driving the change


When the desired service improvement is required


A summary of the projected benefits and outcomes


Key stakeholders (which could be other departments or external parties)


A general breakdown of the operational structure delivering the service


How the service is delivered or may be delivered


Who the main service providers are or may be


The main customers and users of the service and projected usage levels


The principles behind any user fees and their projected levels


Any other relevant information such as market surveys or industry body representations that
supports (or opposes) the justification for introducing the service.


2.2 Define Project Objectives


Before embarking on any requirements gathering exercise, the project objectives must be stated
explicitly. The project objectives will relate to the drivers for new or improved services as described
in the strategic overview, which in turn must relate to the overall Government strategy and link with
specific policies and business plans that exist within the department. These objectives may be a
statement such as “reduce operating costs” or “increase flexibility to meet changes in demand”. The
relationship among the drivers, project objectives and the benefits may look like the following
example on an initiative to introduce centralised food production for social services care centres.
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Figure 2 – Project Logic Map for Centralised Food Production for
Social Services Care Centres


The project objectives can be identified by considering some typical aspects or areas within the
department, which may typically include operational, commercial, financial and social/community.
For each of these areas an objective(s) can be formulated to explain what the project would hope to
achieve. Some of the objectives (such as financial) may include a constraint that the project must be
delivered within the department’s funding limits.


2.3 Document Current Service Provision


To determine what a project needs to deliver, two main elements need to be known: “Where are we
now?” and “Where do we want to be?” The answer to the first question is found by examining the
current level of service provision and documenting what is currently delivered, and the main issues,
concerns and constraints of the current service.


Where there is a broad and complex service provision, attention should be focused specifically on
those areas of service that are to be addressed by the project. This avoids effort being expended in
documenting areas of service that are not being modified. For more simple services, the whole of
the service provision could be documented at a sufficient level for Business Case preparation purposes.


When drawing upon existing information and documentation, the Business Case author must critically
review and confirm that any existing information is complete, up to date and at a sufficient level of
detail before relying upon it.
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•


•


•


•


•


•


•


•


Information can be collected by examining existing documentation, running workshops and conducting
individual interviews with appropriate staff. Issues should be highlighted, and deficiencies in the
existing service identified and recorded. Consultations with key stakeholders are useful to help
ascertain views of the current service levels and perceived deficiencies.


Techniques such as flowcharting or diagrams can be used to document and aid in understanding the
key process flows. Key inputs and outputs/outcomes of the service should be identified. Where
operational metrics or key performance indicators (KPIs) are available and reliably measured, they
should be included to provide baseline statistics for evaluating whether service improvement benefits
have been delivered.


A suitable documentation method is to produce the previously mentioned flowcharts and a narrative
description of the current service processes, explaining from a typical operator’s and user’s point of
view on how the service is delivered.


The information could also be recorded in either free format documents or in a tabular format, but
it should be recorded in a way that enables easy comparison to be made with the future requirements
during the Gap Analysis stage (see Section 2.5).


Typical information that could be documented at this stage includes:


Boundaries of the current service


Existing process flows


Key inputs and outputs


KPIs


Key issues


Deficiencies in existing services


Major organisational roles in the service delivery.


2.4 Identify Future Requirements


The purpose of this section is to identify the requirements for the new functions or service
improvements.


There are two main ways to collect requirements from stakeholders (including customers, if
appropriate):


Indirect methods (e.g. questionnaires or surveys)


Care needs to be taken over the design of questionnaires or survey forms. Sufficient space
must be allowed for respondents to add requirements not covered by the survey’s questions.
Questions need to be carefully designed as it may be difficult to seek further information after
the survey is complete. It may also be necessary to tailor make survey forms for different
stakeholders.
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•


•


•


•


•


•


Direct methods (e.g. interviews or workshops)


The choice of individual workshops or interviews is down to preference and circumstances.
Workshops can sometimes produce a better quality of requirements as group dynamics stimulates
the thinking process of participants, but care must be taken to keep the discussion focused.
This approach is best taken with groups of stakeholders having common areas of interest.


Individual interviews can enable more focused discussions and hence may be more productive
in terms of detailed requirements that are of direct interest to the interviewees.


Typical information recorded against each requirement would be:


Name of the stakeholder who requested the requirement


A unique reference number


A unique descriptive name


A brief summary of the requirement, highlighting any key aspects


A rationale or reason why the requirement is needed.


At this stage, it would only be necessary to collect sufficient high level requirements to be able to
define the broad benefits to be expected and to capture key expectations of the major stakeholders.
More detailed requirements gathering should be carried out at the post approval and execution
stages of a project.


Examples of the level of detail and types of information to be collected at this stage are shown in
Table 2.


Table 2 - Example of a Requirements Identification Table


Raised By Ref No. Name Summary Rationale


J. Lui 001 Phone
answering
procedure


New guidelines required,
must answer the phone
within 2 rings


Improve responsiveness 


to customers


B. Ho 002 Automated
password
changing


Must provide an automated
function to remind users to
change password every 60
days


Improved security
through regular change
in password


S. Higgs 003 Disaster
recovery


Service must be resumed
within 1 hour of a computer
crash


Critical customer service,
needs to be available
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2.5 Conduct Gap Analysis


Gap Analysis is the process which compares the future service provision with the current service
provision and identifies the deficiencies or “Gaps”. The Gaps form the basis for what functionality
the project actually has to deliver and help describe the improvement required in a measurable way.
They are also used in the next major stage of the Business Case Development to identify and
evaluate delivery options.


An example of a subset of a Gap Analysis Output for a customer call centre is in Table 3:


Table 3 - Example of Gap Analysis Output


Current Service Future Service Gap


Answer every call within 5
rings


Answer every call within 2
rings


Improve answering
capability by 3 rings


Computer system recovers
from crash within 6 hours


Computer system recovers
from crash within 1 hour


Improve system recovery
from 6 hours to 1 hour


No more than 5 waiting calls No more than 3 waiting calls Increase capacity to handle
more calls


Manual change of password
at intervals


Automated password expiry
every 60 days


Automatic password expiry
to be added


Fixed screen layout and
colour


Individual users can change
the colour and layout of
their screens


Allow every user to have
custom screen layouts and
colours


2.6 Prioritise the Requirements


The next step is to prioritise the requirements, using a method commonly called a MOSCOW analysis.


MOSCOW analysis refers to the prioritisation of the requirements into the four simple categories of
(M)ust Have, (S)hould Have, (C)ould Have and (W)on’t Have.


Table 4 - MOSCOW Categories


Category Description


Must Have Requirements that absolutely must be there for the service to go live. If some of
the “must haves” are not delivered then the service will not be able to go live


Should Have Requirements that should be there for service to go live


Could Have Requirements that could be there for the service to go live if the project has the
additional capability and time to deliver them. Otherwise they should be delivered
in subsequent projects or upgrades


Won’t Have Requirements that won’t be there for the service to go live. But they could be
delivered in subsequent phases or follow on projects, or not deliver at all
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For a typical project, the Must Haves and Should Haves would normally be the minimum requirements
that the project will deliver. However, some of the Could Haves may be added to the scope if the
budget and programme allow, and only if their addition will not jeopardise the overall project
success.


There is no definitive method of actually prioritising requirements into the four categories, as one
stakeholder’s high priority requirement may be another’s low priority. The project team should
avoid spending a disproportionate amount of time discussing the merits or otherwise of the various
requirements.


It is suggested that the requirements be judged against the benefits they will deliver. It may be
necessary in some situations to derive a point scoring or weighting method in order to ensure that
all stakeholders feel that their interests have been taken into account. This type of approach is
elaborated later in this Guide when evaluating non-financial benefits.


The output of the MOSCOW process applied to the previous example is shown in Table 5.


Table 5 - Prioritisation of the Requirements / Gaps


Current Service Future Service Gap MOSCOW Priority 


Answer every call
within 5 rings


Answer every call
within 2 rings


Improve answering
capability by 3 rings


Must Have


Computer system
recovers from crash
within 6 hours


Computer system
recovers from crash
within 1 hour


Improve system
recovery from 6 hours
to 1 hour


Must Have


No more than 5
waiting calls


No more than 3
waiting calls


Increase capacity to
handle more calls


Should Have


Manual change of
password at intervals


Automated Password
expiry every 60 days


Automatic password
expiry to be added


Could Have


Fixed screen layout
and colour


Individual users can
change the colour and
layout of their screens


Allow every user to
have custom screen
layouts and colours


Won’t Have


2.7 Produce the List of Requirements to be Delivered


Producing the definitive list of requirements is achieved simply by extracting the results of the
prioritisation process and confirming which requirements will be delivered. This step can often be
combined with the prioritisation process itself, so that prioritisation produces the definitive list
directly.
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3 OPTIONS SELECTION AND
EVALUATION


Figure 3 - Options Selection and Evaluation Stage and Process Steps


This stage identifies all available delivery options. This could generate a long list of options, which
will need filtering to select a smaller group of two or three options that will be further examined and
evaluated in detail. A preferred option will be selected after the evaluation process.


3.1 Define Evaluation Criteria


This section focuses on the development of appropriate criteria to evaluate the benefits of the
various options in advance of defining the options. This is to provide a basis for achieving consistency
in the evaluation exercise and to avoid possible bias if the evaluation criteria were to be developed
after options generation. Departments may consider involving parties directly affected by the project
in developing the criteria, e.g. providers, customers or users of the proposed services.


Evaluation criteria should be based on the project objectives and constraints identified. One way to
generate the evaluation criteria is to generate a list of expected benefits that would be achieved by
meeting the project objectives. The evaluation criteria are then developed by grouping the expected
benefits based on underlying themes. Typical examples of evaluation criteria are quality of service,
effectiveness of service provided, accessibility for users, workforce issues and flexibility of service.


Unless departments are prepared for legislative changes, the evaluation criteria should consider the
legal constraints, i.e. whether the department has the legal power to take forward the options.
Further information is at Section 4.6.2.
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To assist in evaluating the benefits of a project, it is useful to think of the benefits in regard to the
following groupings/categories:


• Benefits that have a quantifiable financial impact, such as a saving on electricity used by
equipment or a reduction in the number of vehicles required in a fleet. This grouping of
benefits can be further divided into two sub-groups:


• Realisable benefits – benefits that lead to savings in real terms and result in actual reduction
in costs, for example, reduction in electricity expenses


Notional benefits – fractional benefits not sufficient enough to lead to actual savings in real
terms, for example, saving in staff time required to process an application, but not to a
sufficient degree to justify a reduction in staff


•


• Benefits that can be quantified (even though it may not be in monetary terms), such as reductions
in travel time or shorter customer response times


Qualitative (or non-quantifiable) benefits, such as improved quality of service or flexibility.•


For example, a project would improve the counter service of a department. Quantitative benefit
criteria would consider the cost per customer. Qualitative benefit criteria might consider how customers
would view their experience (effective, average, poor) with the service. Realisable and notional
criteria would assess any potential to free up resources for use elsewhere in the department or to
improve efficiency.


The evaluation criteria for the example above might be as described below:


• Reduce customer waiting time


Increased productivity


Increased customer satisfaction with service provided.


•


•


3.2 Identify Available Options


The next step is to develop a range of options that would achieve the project objectives and deliver
the associated benefits.


In generating options it is important to include one option that would act as a baseline to evaluate
cost effectiveness. This may be the do nothing or the do minimum option, depending on the specific
requirements of the project. The do nothing option should only be considered as the base case
where it will at least deliver the minimum required level of service or functionality required.


Depending on the project, some of the following steps may be considered in generating options:


• Research existing reports and consult practitioners to gather information relevant to the objectives
and scope of the project


Analyse existing data to gain an understanding of the dependencies, priorities or other incentives•







OPTIONS SELECTION AND EVALUATION


24  A GOVERNMENT BUSINESS CASE GUIDE


• Identify best practice solutions from the data analysed. This might include considering
international best practice for specific projects


Consider all the issues likely to affect the project objectives, including the legal constraints


Consider the various ways that the problem can be addressed. Options to consider typically
include infrastructure (providing new facilities or altering existing facilities), altered service
delivery (by different models or to a different level), regulatory intervention, resource intervention
– more money, staff and equipment


Develop and consider radical options. Although these options may not form part of the formal
project, it will assist to test the boundaries of the constraints that may have been imposed on
the feasible options.


•


•


•


When generating options, both solutions involving and not involving infrastructure should be
considered. For example, the options to augment the water supply may include: to build a new
dam, to construct a desalination plant, to expand/introduce the use of recycled water, to make
greater use of salt water, to introduce water meters, or to replace leaking main pipes. Another option
to consider would be to adjust the water charges. Adjusting the water charges upwards (or changing
the way water usage is charged/measured) would drive customer behaviour to be more conscious
of water usage. Customers may use less water and there would be an incentive for users to repair
leaking pipes or taps to reduce water waste. In this manner the capital cost of the water augmentation
schemes can be deferred. This was the case in most Australian capital cities in the 1990’s, when
capital expenditure on urban water infrastructure was deferred by the introduction of volumetric
based charges with penalties for large water users.


Where services are subsidised by Government, a move towards the true cost of providing the
service could have a similar impact of delaying additional capital expenditure through a change in
demand.


When generating options, there are five categories that could be used to assist the process and to
ensure that all aspects of the project have been considered appropriately. The five categories presented
below are the same as the options identifications in the Public Sector Business Cases using the Five
Case Model: a Toolkit6 published by the UK HM Treasury. The categories that can be considered are:


• Scoping options in terms of coverage - what will be included in the project and what is
excluded


Service solution options – how will this project be delivered, will it mean changed services or
alternative services?


Service delivery options – who can deliver what is required? Do we need more or less people,
etc.?


Implementation options – when do we want to deliver the whole project? In one stage or do
we want to break the project into parts and phase the delivery?


Funding options – do we fund it from public money, do we involve the private sector or does
it get funded by end users?


•


•


•


•
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For each category, the preferred option from the previous category is carried forward into the
following category. Thus, the preferred option in the Scoping category is considered in terms of the
Service Solution category. This process is iteratively repeated until all the categories have been
considered.


The initial list of options could contain more than ten options as a starting point, depending on the
size and complexity of the project. These options are best generated by conducting brainstorming
sessions with representatives from the relevant departments, users and specialist areas (or technical
input). Options can also be generated initially by informal discussion with stakeholders.


Figure 4 illustrates the process of generating an appropriate list of options. An old mail sorting
facility faces functional and operational safety problems due to a lack of investment over a number
of years. Using the five categories above, the following options may be created:


Figure 4 - Creating an Appropriate List of Options


In the example in Figure 4 six options (A, B1, B2, B3, B4, and C) were identified.
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The first step was to consider what might be done in terms of the scope of work. In this example: do
we provide the same capacity or do we increase the capacity of the facility while ensuring that the
facility meets the safety standards? Then it was considered how this may be achieved e.g. through
upgrades of specific elements of the facility, upgrading the complete facility or constructing a new
facility. After considering one category, we continue to explore the next category with the preferred
option. An option that is not taken forward for further consideration is labelled as a possible option
(for example, the option of constructing a new facility on an alternative site is labelled as Option C).
The process is repeated for all the categories.


Various forms of PSI can be considered, e.g. provision of services, provision of finance as well as
operating the services.


3.3 Conduct Initial Evaluation and Consolidation


The initial list should be reviewed and only a limited number of options (typically two to three)
taken forward for detailed consideration. The initial evaluation and consolidation should be done in
consultation with stakeholders.


The shortlist should include the do nothing or do minimum option as a baseline for comparing costs
and benefits of other options throughout the appraisal process. The shortlist may also include a
reference project and possibly a variation on the reference project, either with a reduced or increased
scope relative to the reference project.


The reference project is typically the option that the Business Case authors see as the most suitable
option to meet the project objectives. By including an option that considers a reduced scope, an
informed decision can be made as to whether or not the work that has been omitted from the scope
adds sufficient value to be included in the project.


For example, the project sponsor is considering the installation of new red light cameras at a number
of key locations throughout a city to limit the incidences of red light jumping and the resulting
accidents. The reference project includes the procurement and installation of new cameras at all key
locations where red light jumping has been a factor in causing an accident. An option of reduced
scope could consider the case where the cameras are only installed at 80% of the sites identified for
the reference project (based on the highest number of accidents per number of vehicle movements
for example). In this case the cost saving of not providing the cameras would have to be evaluated
against the potential cost of accidents at the sites not covered.


Similarly, in an option where additional services or facilities are supplied over and above the reference
project, the benefits of supplying these need to be considered against the additional cost incurred.


If different types of solutions are being considered, such infrastructure as well as policy or service
solutions, it may be possible to make a choice regarding the preferred type of solution at this stage,
especially if there are significant differences in the costs with limited gains in benefits. An example
of this is the construction of a desalination plant. If purchasing water from external sources is much
more cost effective, this may remove the need for considering the desalination plant option.
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The feasible options are rated against project objectives and evaluation criteria that have been
developed. At this stage the rating is conducted at a high level (considering answers such as yes, no
and maybe for meeting the evaluation criteria) to narrow the number of options down. Options not
meeting the project objectives or essential evaluation criteria can be discarded immediately. The
degree to which the criteria are met and how important they are, is part of the detailed option
analysis (where the criteria are weighted and each option is scored against the criteria). At this stage,
each option is considered in terms of is it in, out or maybe – i.e. carried forward as a preferred or
possible option, or discarded immediately. An example of an initial evaluation outcome is shown in
Table 6.


Table 6 - Initial Evaluation Outcome


Criteria Option 1 Option 2 Option 3 Option 4


Policy alignment √ √ ? √


Business continuity √ √ to ? X ?


Market experience
and capability


No market
study conducted


√ ? √


Risk mitigation √ √ to ? X to ? ?


Procurement cycle √ √ to ? X √ to ?


Evaluation
outcome


Preferred Possible Discarded Possible


√ Provides outcomes that meet the criteria
? Provides outcomes that marginally satisfy the criteria
X Does not provide outcomes that meet the criteria


The reasons for excluding certain options should be documented. In this case Option 3 would not
be considered for further analysis, as it does not meet the evaluation criteria for business continuity
and procurement cycle. Options 1, 2 and 4 would be carried forward for more detailed consideration.


In order to allow a rigorous analysis of the options that have been shortlisted, the details of each
shortlisted option should be defined. The description should typically include the following
information:


• Outcomes that can be gained by implementing the option


Staffing considerations (more, less, change in skills, training requirements etc.)


Service delivery information (e.g. capacity, functional mix)


Dependencies and interrelationships with other projects


Expected impact on financial performance and other performance indicators.


•


•


•


•
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3.4 Conduct Detailed Options Analysis


A detailed analysis of each shortlisted option is used to determine the preferred option. The key
stages are:


• Benefits evaluation – the benefits for each option are quantified as far as practicable and
benefits that cannot be quantified are evaluated through a weighted scoring system (the evaluation
criteria developed in Section 3.1 are used for this purpose)


Cost evaluation – the cost for each option is considered in terms of non-recurrent costs, recurrent
costs, opportunity cost and whole of life costs


Strengths and weaknesses evaluation – the strengths and weaknesses of the options are identified
and considered for major impacts


Risk Analysis – key risks are identified for each option and assessed to determine if they can be
mitigated effectively or whether they present too much risk for the option to be considered
further


Sensitivity Analysis provides an indication of how sensitive the options are to changes in the
underlying assumptions used.


•


•


•


•


This structured approach considers and brings together all aspects considered to provide an “optimal
answer” that provides the optimum balance between cost and benefits.


3.4.1 Benefits Evaluation


For evaluation purpose, benefits may be grouped in two broad categories based on their nature:


• Financial benefits - they can be directly measured in monetary terms. Cost related benefits that
result from any cost reductions would fall in this category


Non-financial benefits - they cannot be directly measured in monetary terms. Service related
benefits that result in improved or enhanced service delivery would fall in this category.


•


Examples of possible financial and non-financial benefits are:


Table 7 - Possible Financial Benefits


Financial Benefits


• Increased revenue


Cost reductions (e.g. reduced maintenance, reduced staff costs, reduced non-staff operational
cost)


Cost avoidance (e.g. increased service with same staff, new service with same staff, increased
capacity with same cost)


More timely revenue collection


•


•


•
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•


•


•


•


•


•


•


•


•


•


•


•


•


•


•


Table 8 - Possible Non-Financial Benefits


Non-financial Benefits


Achievement of policy objectives


Better community health


Safer workplaces


Better educated population


Better environment


Sustainable development


Industry development


Improve transparency


Faster service


Wider range of services


Improved access to services (e.g. more
electronic services, more self-service, etc.)


Better services to support staff


Increased client throughput


Better utilisation of assets


Service enhancement


3.4.1.1 Financial benefits


The purpose of quantifying the benefits of an option is to compare whether the benefits are worth
the cost of the option and also to allow systematic comparison of various options. Best practice
recommends that all benefits are quantified (in dollar terms) unless it is not practical to do so.


Real or estimated market prices should provide the starting point for estimating benefits. An example
of expected benefits could include a reduction in supervisory staff requirements when automating a
system or process, resulting in an annual saving equivalent to the staff cost of one or a number of
supervisory staff. Thus if one position would become redundant due to the automated process and
the position’s full cost to the department was $1,000,000, the benefit would be $1,000,000.


3.4.1.2 Non-financial benefits


Valuing quantifiable non-financial benefits


Some approaches that can be used to value non-financial impacts are summarised below. For
further reading, please refer to Annex 2 of the Green Book of the UK HM Treasury, Appraisal and
Evaluation in Central Government7.


Willingness to Pay (WTP) and Willingness to Accept (WTA)


In this approach the market is simulated by estimating the WTP or the WTA of a project’s outcomes
or outputs. As different income groups will be willing to pay different amounts, a valuation is
typically obtained by averaging across income groups.
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The WTP and WTA can be estimated by using questionnaire surveys, interviews or focus groups that
either ask direct questions (e.g. what is the maximum people are willing to pay for a service) or by
providing some alternatives and asking people which alternative is preferred. For example, if a
department was considering introducing a service whereby customers could pay an increased fee to
get priority treatment (such as faster turnaround time for an application), the WTP would provide a
measure of the value customers would put on such a service.
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Weighting and Scoring


Weighting and scoring as discussed later in this section (under “Considering non-quantifiable non-
financial benefits”) can be used. Once the options have been ranked, the impact on key criteria and
the cost associated with gaining the benefit or avoiding the problem can be considered. For example,
two options are considered where limiting air pollution is one of the main criteria. An option ranked
best in terms of costs, ranks worst in terms of air pollution. Another option that ranks second in costs
ranks better in limiting air pollution. There is an implicit cost related to achieving a better outcome
in terms of limiting air pollution (the cost differential between the options). A value judgement
needs to be made on whether the cost differential justifies the perceived benefit in limiting air
pollution.


Research and Studies


When no reliable and accurate monetary valuations are available, a decision has to be made on
whether or not it is worthwhile to commission a study to value the impacts/ benefits and how
extensive such a study should be. In general the decision to proceed with the study should be
governed by considerations such as whether the research is likely to yield a robust answer, how
material the impact of the outcome will be and how big will be the impact of the decision.


Plausible Estimates


Placing a value on time is often used in transport studies. For example, in the UK the Department for
Transport has a well established approach to value time savings for public transport passengers for
road schemes and other projects. Values for working time are calculated as the opportunity cost of
a worker’s time to the employer, while non-working time is valued by using a national average
standard value (equity value of time-savings).


When valuing health benefits an approach that is often used takes account of changes in life expectancy
and changes in quality of life in addition to mortality rates. When having to decide whether or not
to fund a health initiative or to what extent it should be implemented, the projected health gains
should be quantified. Determining individuals’ WTP for certain health gains is a possible way to
quantify the health gains.


To value a prevented fatality or prevented injury, the typical approach used is to determine an
individual’s WTP for a reduction in the risk of death (or their WTA a new hazard and the associated
increase in risk).
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Valuing design quality needs to take into account not only the upfront non-recurrent costs, but the
whole of life costs for a project. The benefits of a good design also need to be considered. These
may include: cost savings through simplification and lower running costs; increased output and
improved quality of service by enhancing the environment in which the services are delivered; and
staff retention and recruitment.


Where benefits for a project could be valued these should be included when determining the
economic value (in NPV or IRR terms) of a project.


Considering non-quantifiable non-financial benefits (qualitative benefits)


An effective way to consider the qualitative benefits of an option is in a workshop environment. This
provides the opportunity for representatives from all the key stakeholders to provide input and have
a constructive discussion surrounding the benefits/disadvantages of the options. It also provides
credibility to the process and outcome of the evaluation.


With non-financial benefits, it is important to keep in mind that different participants or stakeholders
will use their own value judgement to derive a quantified expression of the perceived benefits for
each option. It is likely that there will be disagreement between workshop participants and a balance
needs to be found to constructively move the process forward. It may be worthwhile to engage the
services of a neutral facilitator to lead this process. The process in itself should provide a valuable
opportunity to robustly explore the benefits of the various options.


The process for evaluating the benefits involves four steps:


• Considering each of the benefits criteria, score or weight the criteria to provide an indication of
its relevant importance


Preparing a statement (the response) for every option on how it addresses the various benefits
criteria


Scoring the response prepared above against the various benefits criteria


Applying the weighting of the criteria to the scores attributed to each option and calculating
the weighted scores.


•


•


•


The evaluation criteria developed under Section 3.1 are used as a basis to evaluate these benefits.
One effective approach to rank (weigh) the various selection criteria is to use a process called paired
comparison. It involves a process that compares two criteria against each other to determine which
of the two criteria is more important and to what degree. Examples of the paired comparison
technique are given in Appendix 3.


For each option considered, a response should be developed as to how the option addresses the
evaluation criteria. To represent an objective view, the responses should preferably be developed
prior to determining the relative weight of each criterion. An example of the responses for two
options (do minimum and an alternative) to the evaluation criteria for a health project is in Table 9.
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Table 9 - Example of Option Responses


Criteria “Do minimum” Option
Response 


Option 1 Response


Quality of clinical care Same as current Improvement and guaranteed
standards


Accessibility Improvements in quality only
– same configuration


Improved due to revised
layout


Quality of physical
environment


Slight improvement – same
basic infrastructure


Improved aesthetics and
integration with nature


Flexibility of accommodation
for future use


None Included as part of base
design


The responses for each option are scored against the different criteria. A scoring system using a
range from 1 to 10 could be used to assign an indication of how well each option addresses the
various evaluation criteria.


Each criterion now has a relative weight assigned and each option has a score against every criteria.
The final step in calculating the score for an option for the non-financial benefits is to multiply the
weighting for the criteria with the score that the option achieved in meeting the given criteria. The
option’s final score is the sum of the products from the various criteria. An example of a completed
table is presented in Table 10. The option that achieves the highest score is ranked number one, the
second highest score number two and so forth.


Table 10 - Example of Weighted and Scored Options


Criteria Weight Option 1 Option 2 Option 3


Raw
Score


Weighted
Score


Raw
Score


Weighted
Score


Raw
Score


Weighted
Score


A 20 8 160 6 120 6 120


B 20 4 80 8 160 6 120


C 55 5 275 8 440 7 385


D 5 9 45 6 30 4 20


Total score 100 26 560 28 750 23 645


Rank 3 1 2
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3.4.2 Cost Evaluation


There are various types of costs that a project or service will incur, primarily the non-recurrent costs
to establish the service or carry out the project, and the recurrent operational costs.


3.4.2.1 Discounting and the Time Value of Money


Discounting is used to compare costs and benefits that occur in different time periods. Discounting
is based on the premise that “a dollar today is worth more than a dollar tomorrow” and relates to
people’s general preference to receive goods and services today, rather than tomorrow and the
effects of inflation on the value of money.


In order to convert future costs or benefits to equivalent cost or benefits in today’s money (or
present values), a discount rate is used. This process of converting future cost and benefits to
present values is known as discounting. The effect of discounting is demonstrated in Table 11. In
this example, a $1,000 payment is received now (Year 0) and at the end of each year for 5 years. The
effect of using a 5% discount rate on the annual value is shown.


Table 11 - Example of the Effect of Discounting


Year 0 1 2 3 4 5


Present value (today’s money) 1000 952.38 907.03 863.84 822.70 784.31


The NPV of a project is calculated as the difference between the present value of the cost streams
and the present value of the benefit streams of the project. The NPV is positive when the present
value of the benefit streams is larger than that of the cost streams, and vice versa. The NPV would
typically be the key criterion used to determine whether government will proceed with a project or
not. In general, only options that deliver a positive NPV would be included for further consideration.
An example of a typical NPV calculation is provided in Appendix 4.


The IRR of a project presents the discount rate for the stream of project cashflows that result in a
zero sum NPV, i.e. the present value of a project’s expected costs equals to the present value of its
receipts. Generally speaking, the higher the IRR, the more desirable is the project. The IRR can be
calculated manually in an iterative manner (see Appendix 4) or automatically by most spreadsheet
software.


It should be noted that in certain instances, such as where the cashflow for a project is positive for
a number of years, negative for one or two years and then positive for the remainder of the project
life, IRR and NPV can provide conflicting answers. In such cases, the NPV should be used as the
basis for assessment.


3.4.2.2 Non-recurrent Costs


This considers the costs incurred to construct a new facility, extend an existing building or provide
new equipment required as part of the project. Typical items to be considered in this section
include:
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• Land and property costs


Construction and refurbishment


Capital expenditure contingency


Equipment, furniture and fittings


Cost of technology


Professional fees


Internal project management costs (if dedicated additional staff resources are required)


Transition costs.


•


•


•


•


•


•


•


The costs for the various elements that need to be considered as part of each option should be
developed using a structured estimation process. Typical steps that would be included in the estimation
process are:


• Confirming the scope of work to be carried out


Considering the work plan or methodology to assess possible costs associated with capacity,
time required and constraints imposed


Generating an initial estimated cost by considering market rates and programming constraints


Reviewing the costing to ensure that it appropriately reflects the scope and associated constraints.


•


•


•


For the transition cost element, for example, the approach for transition should be considered in
determining the required costs. Further details on the different transition approaches are provided at
Section 4.2.2.


All costs must be stated in the current year dollars. This means that no allowance should be made for
escalation of cost in future years. Escalation is the effect of increasing prices due to inflation or other
market driven events. When the cost of items is expected to rise at the same rate as the predicted
inflation rate, no adjustment needs to be made for the option. A rigorous Business Case evaluation
will only adjust the cost of items when the cost of elements is expected to rise at MORE than the
inflation rate.


Depreciation of assets (over the life of the assets), as an aspect of the financial analysis and evaluation,
will not be considered in the Business Case preparation since the required costs are already covered
by the whole of life costs. Depreciation is only an accounting arrangement that affect tax treatments
and does not represent the exact timing when non-recurrent expenditure is required for plant or
equipment replacement.


3.4.2.3 Recurrent Costs


Recurrent costs are costs that are incurred on a regular basis over the life of the project. The costs
relate to the day to day operations of the option. These costs can be broken down into fixed and
variable costs.
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• Fixed costs – these costs remain fixed for a specified period of time and do not vary with the
volume of services delivered. A typical example is the cost of rent or ownership of a building,
which remains whether the building is utilised or not.


Variable Costs - these costs are related to the throughput volumes of the operation. For example,
in providing training to staff, the cost of lecture materials will be directly proportional to the
number of trainees.


•


One of the key points in quantifying recurrent costs is to ensure that all costs that would be incurred
to deliver an option have been identified and considered appropriately. A peer group session could
provide the opportunity to conduct such a review.


3.4.2.4 Opportunity Cost


Opportunity cost considers the alternative uses for the resources used to deliver a given option. In
terms of land and manpower, the cost should be assessed against the most valuable potential use of
the resources rather than the current use. When considering the cost of employees’ time, the full cost
of employment including base salary, pension, allowances, etc. should be used.


An example would be where the Government decides to use skilled staff such as builders to clean
up a council park. The opportunity cost is the value of the benefits foregone of “something else” that
the staff might have done with their time. By using the staff to clean up the park, the Government
has foregone the opportunity to use the builders to construct new homes or other required
infrastructure, or to provide better social services using the funds that could be saved by using non-
skilled labour to clean up the park. The opportunity cost is not the sum of the available alternatives,
but rather the benefit of the best foregone alternative. The opportunity cost of a project should be
taken into account when considering the “true cost” of a project (an economic rather than financial
evaluation of the project). The concept of “true cost” relates to the notion that the cost of project
should include all economic costs of a project and is more relevant when considering large and
complex projects. Opportunity cost does NOT form part of the financial NPV calculation for a
project.


3.4.2.5 Whole of Life Costs


Whole of life costs refer to those costs that will be incurred over the life of the project. They are
forecast on the basis that the assets originally procured continue to deliver levels of service that
provide the required outcomes. The whole of life costs may include activities such as replacement,
refurbishing or upgrading of facilities and equipment. If these costs are expected to be incurred
within the appraisal period being considered, these additional non-recurrent costs must be included
as part of the whole of life costs.


Whole of life costs consider the various elements that constitute the non-recurrent expenditure for
the option. The life span of the assets acquired (for example a water pump may have a life of ten
years) is considered and any major maintenance or replacement cost that need to be incurred to
maintain the performance of the asset is quantified. The whole of life costs help present the “full
picture” of an option. For example when a project is considered to upgrade the internal fittings of an
office to provide improved working conditions and customer experience, one option might have a
lower initial capital outlay (less robust material) but needs to be upgraded completely in three years’
time. Another option might require higher initial non-recurrent expenditure, but only minimal
refurbishment in five years’ time. It is likely that the whole of life costs for the project with the higher
initial non-recurrent expenditure could be lower than the option with the lower initial non-recurrent
expenditure. This basic scenario helps illustrate why it is important to consider the whole of life
costs of the options.
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3.4.2.6 Optimism Bias


Business Case authors should be alert to optimism bias and take appropriate steps to account for
this. Optimism bias refers to the demonstrated systematic tendency for appraisers to be overly
optimistic (HM Treasury Green Book)7. This tendency results in the cost or timing of projects being
underestimated and the benefits being overstated.


An example of benefits being overstated may be the expected efficiency gains brought by a new
one-stop customer service outlet. When considering a project to open a new outlet, optimism bias
may lead to forecasts of exaggerated savings/efficiency gains.


It is recommended that appropriate allowance be made to the relevant project parameters to account
for this bias. It is also recommended that the adjustments made to the estimates be based on
historical data from projects of a similar nature. If this data is not available (the project might be
unique or data has not been collected to date), a review of external data or a peer review of the
estimate is recommended.


3.4.3 Strengths and Weaknesses Evaluation


Each shortlisted option must be considered to identify strengths or weaknesses that the option may
have. The strengths and weaknesses should be identified from the perspective of what the project
might deliver to the department or sponsor of the project.


Some typical strengths of the options might include:


• Allowing for flexibility in execution


Simplicity of concept


Enhancing service delivery using proven technology.


•


•


Some weaknesses might typically be:


• Requires staff redeployment and office relocation


Long implementation period.•


3.4.4 Risk Analysis


A number of assumptions are made (either explicitly or implied) when generating options and
estimates that relate to costs and benefits. When projects are delivered things often do not turn out
exactly as they had been planned. Some aspects of the project will be different to what were
assumed and other events that did not form part of the original assumptions will happen. Consideration
must be given to events that did not form part of the original assumptions, but that might happen
(risks on the downside and opportunities on the upside).


Key risks for each option of the project should be identified and assessed. It is prudent to develop
a risk register for the project at an early stage and to maintain this register through the life of the
project. The risk register should capture all the risks considered, the level of risks assessed and if
appropriate, risk management options.
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•


•


•


• • • 


• • •


• • •


• • • 


• • • 


Typical methods to identify risks include:


Structured review meetings involving key stakeholders in the project as well as the Business
Case authors


Risk audit interviews


Brainstorming sessions at an early stage to identify risks to be considered.


It is recommended that the standard approach to risk management, as prescribed by the Government
in the document “Risk Management for Public Works, Risk Management User Manual”8 be used to
identify, analyse and assess the risks for each option. The process involves identifying the risks
using similar processes as described above and using a five by five matrix of consequence and
likelihood to asses each of the risks. An example of a typical risk matrix is provided below in Table 12.


Table 12 - Example of a Risk Matrix


Consequence


Insignificant Minor Moderate Major Catastrophic


Pr
ob


ab
il


it
y 


(L
ik


el
ih


oo
d) Rare Low Low Low Medium Medium


Unlikely Low Low Medium Medium High


Possible Low Medium Medium High High


Likely Medium Medium High High Very High


Frequent Medium High High Very High Extreme


Where the impacts of risks are too severe to be effectively managed through a focused risk management
plan, the viability of the option should be re-considered as part of the option analysis.


It is prudent to consider the project risks in a number of categories, to ensure that all aspects of the
project have been considered. Some typical categories that may be used to identify risks are:


 Environment


 


Legal Workforce


Economic Political  Management


 Stakeholder/community Design  Organisational


 Financial/funding  Construction Technological


 Implementation Operation Probity


Once the risks have been identified and assessed, a decision must be made on the appropriate risk
management actions. An example of risk management requirements is shown in Table 13. Detailed
action plans to manage the risks should be developed where appropriate.
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Table 13 - Example of Risk Management Requirements


Level of Risk Recommended Level of Management Attention


Extreme
IMMEDIATE senior management attention needed. Action plans must be
developed, with clear assignment of individual responsibilities and timeframes


Very High Senior management attention needed. Action plans must be developed, with
clear assignment of individual responsibilities and timeframesHigh


Medium
Risk requires specific ongoing monitoring and review, to ensure the level of
risk does not increase. Otherwise managed by routine procedures


Low
Risk can be accepted or ignored. Managed by routine procedures, unlikely to
need specific application of resources


The outcome of the Risk Analysis should present a clear picture on what the key issues are for each
option and whether any of the risks (or a combination of the risks) are of such a significant nature
that it rules the option out as a feasible alternative.


3.4.4.1 Quantification of Risks


The risk assessment provides a qualitative assessment of the risks for the options. The approaches to
quantify risks are described below.


Single Point Probability Analysis


For every risk considered, the value of the risk is estimated by evaluating the likelihood of the risk
happening multiplied by the estimated impact of the risk. For example, if a project included the
installation of a new mail sorting machine that must be integrated with existing systems, one of the
risks may be quantified as shown in Table 14.


Table 14 - Risk Quantification – Single Point Probability


Description Value


Install new mail sorting hardware $1,500,000


Risk of unforeseen integration refinements (impact) $150,000


Likelihood of risk occurring 10%


Expected value of risk (10% * $150,000 = $15,000) $15,000


Multiple Point Probability Analysis


It is more realistic that every risk would have a range of possible outcomes. A possible range of
single point values and their likelihoods are considered. The expected value of the risk, would be
the combination of the outcomes of the values and likelihoods selected. For example, if we are
considering the development and commissioning of a new payment processing system, one of the
risks may be a major cost overrun due to increased security requirements.
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Table 15 - Risk Quantification – Multiple Point Probability


Possible Cost ($M) Difference from
Estimated Cost ($M)


Estimated 
Probability of the 
Event Occurring


Risk Value ($M)


2 -1 0.10 -0.1


3 0 0.65 0.0


5 +2 0.15 +0.3


6 +3 0.10 +0.3


Total 0.5


The most likely outcome is that there is no extra cost (with a probability of 65%). However, in this
case the expected value for the risk would be the total of all the outcomes considered and their
potential impacts, a value of $0.5M.


Monte Carlo and Other Simulation Techniques


Monte Carlo simulation uses probability distributions to model the possible range of outcomes for a
risk and combines it with the likelihood of that risk occurring. This technique is useful when there
is a large number of variables and significant uncertainty regarding the outcomes.


3.4.5 Sensitivity Analysis


The future is uncertain and the actual outcome of a number of the assumptions will be different to
what was used in the options analysis stage. The purpose of the Sensitivity Analysis is to determine
how sensitive the outcome of the analysis is to variations in the assumptions.


Sensitivity Analysis in itself should not change the preferred option. However, if the order of preference
of the options changes as a result of a change to any individual assumption, it highlights the fact that
certain assumptions are volatile and the Business Case authors should proceed with caution and an
awareness of this sensitivity.


The Sensitivity Analysis should focus on the key drivers that underlie the project, such as demand
for service or wages. Once these drivers have been identified, then changes to the variables should
be considered. Each variable should be considered separately. The variables should not just be
routinely tested for a movement of plus or minus 10/20%, but rather for likely ranges or possible
movements that the Business Case authors consider can be supported by documented reasoning or
evidence. For example, changes to individual tax rates could be modelled on known policy and
projected target rates.


3.4.5.1 Sensitivity Analysis of Quantifiable Elements


The key assumptions regarding the cost estimate and benefits should be identified and listed for
each option. The Business Case authors should consider the likely range of outcomes for each of the
key assumptions. The Sensitivity Analysis evaluates the impact of a change in one specific assumption
on the value of the option. For example, the sensitivity of an option to a 15% increase in non-
recurrent expenditure may be tested. The change in outcome may also be tested for a 25% increase
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in non-recurrent expenditure and a 10% decrease in non-recurrent expenditure. Only one variable is
changed at a time, while the rest of the variables are kept the same, allowing the Business Case
authors to identify the sensitivity of an option to the accuracy of specific assumptions.


The results of the Sensitivity Analysis should be presented in a suitable form. An example of the
presentation of the results is presented in Table 16. In this example, a Sensitivity Analysis was
performed regarding the Total Material Volume assumption in a proposed material handling plant.
The outcome indicated that if material volumes were 10% lower than assumed in the Base Case, the
NPV would be 58.4% lower than the Base Case NPV. This points to the fact the material volumes is
a key driver in the model and that the Business Case authors should be aware that any decisions that
might impact on the material volumes could have potentially significant impacts on the financial
viability of the project. Further examples of results are provided in Appendix 5.


Table 16 - Single Assumption Sensitivity Analysis (Total Material Volume)


Total Material 
Volume


IRR Variance 
to Base Case


NPV Variance 
to Base Case


Cumulative Net Cashflow 
Variance to Base Case


-15% -38.5% -86.8% -33.6%


-10% -24.4% -58.4% -20.0%


-5% -11.5% -29.9% -8.3%


Base Case 0.0% 0.0% 0.0%


+5% +10.1% 29.8% 7.9%


+10% +18.8% 59.0% 16.0%


+15% +25.8% 87.6% 24.3%


3.4.5.2 Sensitivity Analysis of Non-Quantifiable Benefits


For the non-quantifiable benefits, Sensitivity Analysis is used to analyse the sensitivity of the options
to a change in the criteria weighting or in the option’s scores. This can be achieved by varying the
scores and weights assigned to the benefits. An example is included in Appendix 6.


3.5 Select and Justify the Preferred Option


By now the costs, benefits and risks for the shortlisted options have been identified and quantified
where possible. The qualitative benefits and risks that could not be quantified have been considered
and the options ranked. The sensitivity of the options to changes in the underlying assumptions has
been tested, highlighting the areas where further investigation is required or creating an awareness
of any significant sensitivity for any of the options.


A preferred option should be selected based on the available information. It is important to keep the
process as objective as possible and to clearly document the basis for the decisions. There are two
approaches to consider all the available information and make the selection:


• The holistic approach involves considering the outcome holistically and selecting a preferred
option based on a key element (e.g. NPV) with consideration of other elements
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• The ranking and scoring approach is to score the different options and to select a preferred
option based on the score achieved.


3.5.1 Holistic Approach


This approach takes account of various evaluation areas, typically including cost and financial benefit
analysis, non-financial benefits, strengths and weaknesses, and risk and sensitivity analyses.


3.5.1.1 Considering the Cost and Financial Benefit Analysis


If a detailed cost and benefit analysis has been conducted, the option with the highest NPV should
normally be the preferred option in terms of cost and financial benefit. The more robust the underlying
analysis, the greater the certainty in the option selection.


If there is a budget ceiling on the amount available to invest, the option with the highest NPV within
the allowed budget would be the preferred option. Table 17 shows a scenario where three options
were considered to provide an improved delivery service to postal customers.


Table 17 - Summary of Costs and Benefits of Options


Option Initial Investment 
($M)


Expected Benefit (NPV)
($M)


A 20 10


B 15  8


C 12  8


Without any budget ceiling on the investment amount, Option A will be selected as it has the highest
NPV. If an investment ceiling of $15M was imposed, Option C would achieve the best return and
would be selected as the initial investment is the lowest and within budget. Option B is not preferred
as it achieves the same NPV ($8M) with Option C but with higher initial investment.


In situations where risk is an important consideration, an approach that minimises the risk may be
considered. In some cases, different discount rates may be applied for options with different risk
levels in order to compare their NPVs.


3.5.1.2 Considering the Non-Financial Benefits


It might not be possible to quantify all the benefits of an option and the outcomes of the non-
financial benefits analysis should be considered in addition to the financial analysis. If a weighting
and scoring of the qualitative benefits was conducted, the outcome of the ranking and the financial
analysis should complement each other and confirm the preferred option. However, if the financial
analysis and non-financial evaluation provide conflicting guidance as to the preferred option, further
discussion with stakeholders should be used to value/justify the cost differential based on the non-
financial benefit analysis. Thus if two options were considered; one required capital investment of
$20M and the other was $15M, and the $20M option ranked higher from the scored benefit analysis,
the decision maker would have to justify the benefits to be brought about by the additional $5M, if
the higher cost option is to be selected.
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3.5.1.3 Considering Strengths and Weaknesses, Risk and Sensitivity Analyses


The results of the strengths and weaknesses assessment, and the risk assessment and sensitivity
analysis should also be used in determining the preferred option. For example, if all options have a
similar risk profile, the one with the highest NPV would normally be the preferred option. However,
if the option with the highest NPV has four key risks ranked as very high and the option with the
next highest NPV has only two risks identified as very high, the NPV differential between the
options should be weighed up against the risk reduction achieved by selecting the option with
lower risk. If the risk reduction is deemed significant enough to warrant the reduction in NPV, the
option with the lower NPV should be selected.


The results of these areas of analysis may indicate that some further considerations should be
undertaken before a final decision can be reached. This is especially the case as described above,
where the non-financial analysis indicates different preferred options. It is important to involve
stakeholders when making judgements between financial and non-financial effects.


3.5.1.4 Selection of the Preferred Option


The outcome of the evaluation process can be summarised as shown in Table 18. In this example,
three options were considered to provide a safe and functional mail sorting facility. Option 1 was
the do minimum scenario, Option 2 involved upgrading the facility to meet the needs identified and
Option 3 involved constructing a new facility on a different site. The final overall ranking is the
ranking based on consideration of all the information available. In general, NPV is the key consideration
when considering the preferred option. However, the results from the other areas evaluated should
be incorporated and considered as described above.


The considerations for the various options can be summarised as follows:


• Option 1: Lowest NPV, weakest non-financial benefits, limited strengths and weaknesses


Option 2: Highest NPV, strong non-financial benefits, significant strengths, weaknesses and
risk acceptable


Option 3: Second highest NPV, highest non-financial benefits, some advantageous strengths,
significant weaknesses and high risk profile.


•


•


Based on the summary of all available information, Option 2 is the preferred option because it
provides an overall solution that represents the best financial outcome as well as providing an
acceptable risk profile for the department.
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Table 18 - Summary Table for Selection of Preferred Option


Evaluation Areas Option 1
Base Case – Do 
Minimum


Option 2 
Upgrade Existing 
Facilities


Option 3 
Construct New 
Facility


NPV $1M $12M $10M


Non-financial benefits
appraisal ranking


3 2 1


Strengths Requires minimum
effort


Shortest delivery time Does not disrupt daily
operations while
constructing


Limited interfaces
required to manage
process


New site has capacity
for future growth in
services


Weaknesses Maintains status quo
– no improvements in
capacity, meets legal
obligations


Requires decanting of
staff


High potential for
disruption to daily
activities


Limited potential for
expansion


Long time to deliver


Relocation required
and associated
disruption


Non-financial risk
appraisal


Operational delays to
critical business
operations


Loss of key staff due
to working conditions


Safety hazards due to
capacity constraints


Service quality
deteriorates during
construction


Time delays in project
execution negatively
impacts on operation


Safety hazards of
construction work
and daily business
activities interfering


Planning approval for
new facility not
granted


Extended
construction period
requires temporary
measures to keep
business operating


Community
opposition to new
facility


Overall ranking 3 1 – preferred option 2
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3.5.2 Ranking and Scoring Approach


A simple scoring system could be used to rank the options. In this instance, each evaluation area
(NPV, non-financial benefits, strengths, weaknesses and non-financial risk appraisal) is assigned a
weight in terms of its overall importance to the project. These weightings could vary depending on
the type of project being considered and the weightings should be assigned prior to conducting the
detailed analysis of the options, to ensure that the weighting is not influenced by the outcome of the
analysis. For example, for infrastructure projects, NPV may be most important and be assigned a
weighting of 50%, while for environmental projects, the non-financial benefits ranking or strengths
and weaknesses may be more important and have a combined score of 70%. Each option is then
ranked against the evaluation area, based on the outcome of the options analysis. The options are
scored by multiplying the ranking with the weight of the evaluation result area. Thus using the
information in Table 18, a table as shown in Table 19 may be generated.


Table 19 – Sample Table for Selection of Preferred Option


Evaluation
Areas


Weight
Assigned


Option 1
Base


Case – Do
Minimum


Option 2
Upgrade
Existing
Facilities


Option 3
Construct


New
Facility


Option
1


Option
2


Option
3


Weight Ranking Weight * Ranking = Score


NPV 50% 3 1 2 1.5 0.5 1


Non-financial
benefits
appraisal
ranking


25% 3 2 1 0.75 0.5 0.25


Strengths 5% 3 1 2 0.15 0.05 0.1


Weaknesses 5% 3 1 2 0.15 0.05 0.1


Non-financial
risk appraisal


15% 2 1 3 0.30 0.15 0.45


Overall Score 2.85 1.25 1.9


Based on the overall scoring of the options, the option with the lowest score is the preferred
option. In this case, Option 2 is the preferred option.
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Figure 5 - Implementation Planning Stage and Process Steps


The third stage in the Business Case lifecycle is to develop an Implementation Plan, explaining how
the project will be delivered and the various activities and steps that need to be carried out. The
Implementation Plan is a high level description of all the major steps, assumptions, resources,
processes and deliverables that the project will execute and ultimately deliver.


Figure 5 shows that this stage covers a multitude of topics, necessary for describing how the benefits
will be delivered. The following sections cover the contents of the Implementation Plan in more
detail.
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4.1 Define Project Structure and Governance


4.1.1 Governance


The most common governance structure for a project is the Steering Committee, whose members
are the important stakeholders of the project. Depending on what professional expertise the project
may require, the Steering Committee may include members with relevant professional expertise. It
may also enlist expert advice as necessary. The Project Sponsor would normally chair the Steering
Committee, and the Project Manager would be a member.


It is critical to get the governance structure correct at the start of the project and ensure that it
continues to be suitable, relevant and fit for purpose for the duration of the project. This may mean
that the governance structure will evolve over time as the needs of the project dictate and the key
stakeholders change over the project phases.


The Project Manager will be expected to issue formal progress reports to the Steering Committee on
a regular basis and to escalate any major project issues and decisions to the Steering Committee for
resolution. The role of the Steering Committee is to act as final arbitrator where issues arise on the
project and to make critical decisions that affect the project. As various stakeholders are represented
on the Steering Committee, it also has a role in channelling their concerns back to the Project
Manager via a formal mechanism of discussion and communication.


The Business Case Report should indicate the composition of the Steering Committee and which
interests they represent, together with a suggested frequency for meetings.


4.1.2 Project Management


This section should outline the structure of the project delivery team and its key members (or
alternatively the key skills required for each senior position). It should also describe how the project
will be managed and also identify any key processes and procedures that the project will use.


4.2 Detail the Implementation Programme


4.2.1 Implementation Timing


This section of the Implementation Plan shows the initial timing, programme and overall duration
for the project. The project will normally be presented in the form of a Gantt chart.


In order to develop a programme, the following activities need to be carried out:


• Translation of the requirements into identifiable deliverables


Estimation of the durations for the key activities throughout the project lifecycle


Development of the high level logic and relationships that define in which order the activities
have to be done.


•


•


As the aim is to show key items that will affect the overall duration, ongoing management activities
such as monitoring and control processes do not need to be included on the programme.
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Items to be shown on the programme are:


• Key milestones


Key deliverables


Key activities or phases of the project.


•


•


The programme should be one to two pages in length and should allow a reader to see at a glance
what will be happening on the project and when, based on the initial estimates.


4.2.2 Transition Planning


This refers to the activities and temporary arrangements involved in rolling out the project. The
transition approach adopted for individual options will have an impact on the non-recurrent costs
and the relevant guidelines are discussed in the Section 3.4.2.2.


The typical transition approaches include:


• Big Bang approach, overnight transition - by its nature the Big Bang is an all or nothing
approach and the major considerations in preparation are sufficient training of staff, sufficient
customer education and communication, and a contingency plan should things not go as
intended on day one. The advantage of this approach is that there are minimal transition costs
as the switchover is immediate. The disadvantage is that things have to work first time every
time


Parallel running of the old and new – the advantage of this is that there is a ready fallback
position. However, this comes at the cost and additional complexity of running and funding
both the old and the new at the same time. There are also additional complexities in that the
two services may have to keep records updated in parallel otherwise the consistency of data
will become unreliable. This parallel running scenario is normally used as an extended test
period, simulating current service volumes on the new service in parallel with the old


Phased transition, location by location – In a small place like Hong Kong, this may give rise to
similar problems as parallel running does, as different systems and services will be offered
within close proximity to each other which may lead to possible customer confusion and the
same data consistency issues


Phased transition, function by function – This is probably the safest method but does have
transitional costs associated with it. Transitional funding and possibly additional staff would be
required if there is a long transition period.


•


•


•


All of these scenarios except the Big Bang approach will require temporary transitional arrangements
and the Business Case Report should state:


• The principles behind the transition plan for the service


The resources required


Any transitional funding requirements


•


•
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• Temporary arrangements


Contingency plans for each stage of the transition, should there be unforeseen problems.•


4.3 Explain the Constraints, Assumptions, Sourcing and Funding
Requirements


4.3.1 Constraints and Assumptions


In developing the Implementation Plan, certain key assumptions will be used and constraints identified.
These assumptions and constraints need to be documented so that one can easily trace why certain
decisions and conclusions were made.


This section of the Business Case Report will usually list in tabular form the key constraints and
assumptions identified to date on the project and during the Implementation Plan development. A
brief description for each item will be given, with any pertinent information such as sources of
information also quoted where appropriate. An example is shown in Table 20.


Table 20 - Example Format for a Constraints and Assumptions Table


Item Description


CONSTRAINTS


Specialist labour in short
supply in 2009


The current market for specialist labour with knowledge of the Y
Switch is tight, and an allowance of 50% has been added to all
activity durations requiring this resource


New MTR line not
commissioned until 2012


Visitor numbers are assumed capped by available modes of
transport until additional capacity is available in 2012


Private service provision
not yet proven


Market survey research not yet completed, therefore pessimistic
income profile used


ASSUMPTIONS


Exchange rate HK$/AUS$
remains within 6.3-6.7
range


The HK$/AUS$ exchange rate remains stable within the range of
6.3-6.7 during the period of the phased procurement


The interest rate will remain
stable at 3.5% from 2008 to
2012


All financial projects and evaluations have been made using a flat
interest rate of 3.5% for the period 2008-2012


Visitor figures are a
minimum of 1.3M for the
first half of 2009


Current reported visitor figures of 1.3M in the first half of 2009
have been used for future projections with no assumption for
growth
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4.3.2 Sourcing and Procurement Strategy


A full discussion of policy and all the possible procurement and private sector involvement (PSI)
models is beyond the scope of this Guide. The reader may consult the Efficiency Unit’s publications
– Policy and Practice2, A General Guide to Outsourcing9, and An Introductory Guide to Public
Private Partnerships10.


Depending on the scope and complexity involved, scoping and procurement could resemble a
mini-Business Case on its own.


When determining an appropriate sourcing and procurement strategy, key questions that may aid in
arriving at a suitable decision are:


• Which sourcing model will give a better customer experience?


Which sourcing model will give better value for money?


Are there any external suppliers available who have the right skills/experience to deliver the
service?


Are there any political considerations or stakeholder sensitivities regarding this particular service?


Is the service easily bounded and defined and hence suitable for PSI?


What are the risks, strengths and weaknesses of the different PSI options?


What would be the impact from choosing one PSI model over another?


•


•


•


•


•


•


Procurement and sourcing is driven primarily by value for money considerations and several complex
and interlocking factors such as the scale of the item to be procured, the nature of the service and
commercial viability of external service provision.


The procurement and sourcing section in the Business Case Report should identify the sourcing
model to be used, and the processes that will be followed in order to procure the necessary resources
and labour for the project. Factors such as lead time should be identified and shown on the indicative
programme as the procurement duration is usually on the critical path for a project and is one of the
more lengthy and complex activities.


4.3.3 Funding Requirements


This describes the funding requirements for the project, including the timing of major cashflows, the
source and size of funds required and the application of those funds.


In developing a project budget, several aspects have to be accounted for:


• The activities that are required to be carried out and their timing


Any items or services to be procured


Resources required and the duration that those resources will be working on the project


•


•
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• The timing of major cashflow items


Any revenue/user fee streams during the project lifetime.•


When all of these items are known, the costs and revenues can be broken down into periodic totals
such as monthly or yearly.


The direction of cashflow, i.e. in or out, will determine whether (as in most project cases) additional
funding is required for the project from external (i.e. unbudgeted spend) sources.


Most financial forecasts for a project will be prepared using tools such as a spreadsheet. Where
applicable, graphical plots of expenditure per month and cumulative expenditure should also be
included in the report.


4.4 Explain the Approach to Manage Risk, Communications and
Resources


4.4.1 Risk Management


Risk management is an ongoing activity throughout the project lifecycle and the Implementation
Plan should build upon the risks identified in the options selection and evaluation stage and elaborate
on how the risks will be managed during the implementation phase.


The risks identified at the options evaluation stage should be carried through to the Implementation
Plan via the risk register, which should be reviewed and updated regularly. The risks should be re-
examined at this stage and additional mitigation measures should be identified if possible.


At this stage, the risk owners should be identified. The report should detail how the risks will be
managed and regularly reviewed throughout the life of the project.


4.4.2 Communications Strategy


A project needs to communicate to different classes of stakeholders at all stages, for reasons such as
project monitoring, public consultation, approval processes or just general information dissemination.
The range of communication methods and mediums is varied and the specific mix should be tailored
to the circumstances of the individual projects.


The communications strategy should detail regular meetings, reports, briefings and public information
campaigns. The strategy should describe the communication item, the medium of delivery, the
intended audience, the frequency or timing of the communication and its purpose.


A communications strategy should detail at a high level, how, when and to whom the project will
communicate as well as why. It is important that the major audiences for communication are identified
early in the project so that their needs and issues can be accurately identified and met. This early
identification allows the best communications method to be chosen for a particular audience and
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the project to start communicating at the right time for each party. Defining communication needs
may well be one of the earliest activities on the project as public consultation and communications
may be needed before the project evens gets approval to proceed beyond the Business Case stage.
In such cases, departments should adopt a more cautious approach not to over-commit Government
on the projects or the implementation strategy.


All regular internal and external communications between the project management staff and the
various stakeholders should be included in the strategy. Other than regular communications, major
communication items such as public awareness campaigns prior to service launch or staff briefings
should also be detailed.


An additional consideration for the strategy is to develop a first response contingency plan, should
any Heritage Preservation issues, for example, be uncovered during the execution of the project.
This step will only be needed in certain circumstances, but will prove its worth should the occasion
arise.


The strategy is usually presented in the form of a table or grid and describes the following details:


• Communications item itself (e.g. progress report)


Medium by which the communication will be delivered (e.g. email)


Audience the communication is aimed at (e.g. Steering Committee)


Frequency or timing of the communication (e.g. monthly)


Purpose of the communication (e.g. project overview and progress monitoring).


•


•


•


•


The communications items will include both internal and external items and could include the
following:


• Internal project documents such as progress reports


Staff briefings


Public service broadcasts and awareness campaigns


General information for other departments


Public application forms and registration procedures


Website pages.


•


•


•


•


•


An example of a communications plan is given in Table 21.
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Table 21 - Example of a Communications Plan 


Item Medium Audience Frequency Purpose of 
Communication


Progress Report Paper Steering
Committee


Monthly Project overview
and progress
monitoring


Financial Report Electronic
spreadsheet


Steering
Committee


Monthly Financial
overview and
budget control


Staff Briefing
Presentation


Electronic Departmental
staff members


Quarterly Staff information


Progress
Meeting


Meeting Project team
leaders


Weekly Project
communication
and progress
monitoring


Public
Awareness
Campaign


Television Public service
users


Every day for
last week before
service go live
date


Raise public
awareness of
upcoming
service change


Service
Availability
Updates


Website Public service
users


Continuous For service
availability
updates


4.4.3 Staff Resources


Staff resources need to be estimated, with breakdown by position or skill sets, for estimating purposes.
This will enable the programme and budgets to be produced more accurately.


The Business Case Report should contain a schedule of the key project team members by skill or
position type and their likely durations on the project.


Appropriate identification of skill sets will make sufficient provisions for recruitment or sourcing. It
also helps determine the activity durations and costs based on the resource rates.


Also to be considered is the impact on staff from any introduction of PSI initiatives or service re-
organisation. Where the changes result in surplus staff, the first consideration should be given to
redeployment followed by other appropriate measures. The Implementation Plan should highlight
suitable structured processes that deal with and address staff relations, publicity, morale and
communications. These issues must, of course, be handled sensitively.
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4.5 Explain the Technical, Environmental and Heritage
Considerations


4.5.1 Technical Considerations


Due consideration should be given to the technical requirements of the project, in particular to the
long lead time required for computer equipment items or specialist applications which may need to
be developed to support the service enhancements. This could affect the timing of the project and
especially the funding/cashflow profile, where front loaded costs could be incurred.


The increasing computerisation and other electronic means of delivering Government services means
that the ICT requirements are becoming an ever growing component of many projects. The procedures
and guidelines for implementing ICT projects are available at the relevant websites of the Office of
the Government Chief Information Officer (OGCIO).


The ICT requirements, unless only concerning common consumer equipment such as personal
computers or printers, will directly impact on the project duration particularly if custom applications
have to be developed, which require complex configuration and installation.


Other technical aspects that need to be taken into account may include large plant and equipment
items which may have to be sourced overseas.


The Implementation Plan should contain a schedule of major technical items required, including
approximate procurement and installation durations and (via the projected budget) an initial estimate
for both non-recurrent and recurrent costs.


4.5.2 Environmental Considerations


The Implementation Plan should contain a high level summary of the environmental processes and
procedures that the project will follow and should highlight any issues or potential areas of
environmental concern.


The statutory requirement11 for Environmental Impact Assessment (EIA) means that relevant
environmental considerations12,13 need to be taken into account and built into the implementation
programme from the start.


4.5.3 Heritage Preservation Considerations


Heritage preservation is a critical factor and often attracts public attention at some stage in major
projects. The Hong Kong public is sensitive to heritage issues and each project should be examined
to see if there are any heritage preservation concerns or issues.


Heritage sites include:


•


•


All declared monuments


All proposed monuments
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•


•


•


All sites and buildings graded by the Antiquities Advisory Board


All recorded sites of archaeological interest


Government historic sites defined by the Antiquities and Monuments Office.


Readers’ attention is drawn to Development Bureau’s Technical Circular (Works) 11/2007 for further
guidance14 on the Heritage Assessment Mechanism.


Should any heritage issues be uncovered during implementation planning, the communications
strategy should include a contingency plan to handle public concerns and communications. In these
cases a Heritage Impact Assessment may be needed during the implementation stage, although the
implications should be examined and taken account of during the Business Case development
stage.


4.6 Assess Regulatory and Legislative Impacts


4.6.1 Regulatory Impact Assessment / Business Impact Assessment


Due consideration should be given to whether there is an impact or benefit on any regulatory
bodies or regulated/third party businesses which could be adversely or positively affected by the
introduction of a project or revised service provision.


Research should be done early in the Business Case development process to identify any potential
impacts and seek the views of the stakeholders involved, especially when the process may add
requirements to the project.


Some examples of the potential impacts or benefits that could arise are:


•


•


•


•


•


A Government service change duplicating a service currently provided by a commercial entity


A regulatory change required due to conflicting requirements of a new service and current
regulations


A new service could stimulate demand for a complementary commercial service


An improved service could generate significant commercial activity in the local community


A regulatory change adversely affecting consumers, either by limiting choice or increasing
prices.


4.6.2 Legislative Considerations


Early consideration should be given to any legislative aspects pertinent to the project. Existing
legislation could constrain aspects of the project. Alternatively, the project could require legislative
change or the issue of new guidelines/codes of practice.


The long lead time and resources involved in legislative changes means that this approach should
only be taken in essential circumstances, should other courses of action be considered unsuitable.
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Examination of the relevant legislation covering the intended service changes should determine
whether the service changes can be accommodated by existing legislation or alternatively, whether
minor changes to the intended future service provision could be accepted in order to stay within
existing legislation and regulations. If neither case is true, then new legislation may be necessary.


4.6.3 Other Considerations and Implications


Peripheral considerations that do not directly impact on the project but should be noted during the
decision making process would also be included in this section. Other examples that do not readily
fit into the previously defined categories could be personal data and privacy concerns15 or specific
security concerns.


4.7 Define Post Implementation Review Process


During the implementation stage, the project should be periodically reviewed to check whether the
stated progress/objectives have been achieved.


For long projects, it is not a good practice to review the project only after the project closure. This is
because this period usually represents the point where all the costs have been incurred, any findings
and recommendations of the PIR may be too late to influence the project outcome. The project
should be reviewed once a suitable period has elapsed that enables the benefits to be measured,
and lessons learnt and recorded.


It is important that the completion of the delivery project does not represent the end of the project
per se. A review is needed to ensure that the stated objectives/benefits in the Business Case and
used as justification for going ahead with the project are actually delivered. It also provides the
learning points for future improvement project.


The project should be reviewed at regular intervals, for example quarterly, until such time as the
benefits are fully realised and declared.


Readers may refer to the forthcoming Efficiency Unit publication - Post Implementation Review
Guide.
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ABBREVIATIONS AND GLOSSARY


Abbreviations


CSB Civil Service Bureau


DevB Development Bureau


DoJ Department of Justice


EABFU Economic Analysis and Business Facilitation Unit


EIA Environmental Impact Assessment


EIAO Environmental Impact Assessment Ordinance


FSTB Financial Services and the Treasury Bureau


HIBOR Hong Kong Interbank Offer Rate


ICAC Independent Commission Against Corruption


ICT Information and Communications Technology


IRR Internal Rate of Return


IT Information Technology


KPI Key Performance Indicator


NPV Net Present Value


OGCIO Office of the Government Chief Information Officer


PIR Post Implementation Review


PRINCE Projects in Controlled Environment


PSI Private Sector Involvement


UK United Kingdom


USA United States of America


WTA Willingness to Accept


WTP Willingness to Pay
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Glossary


Business Case A tool used to identify and investigate options and justify why a project or
course of action should be carried out in terms of the impact and benefits to
the business. Usually contained within a Business Case Report.


Communications
Plan


A structured way of defining what communications will be carried out, at
what frequency, delivered through what medium and to which audience.
The plan is usually best documented by means of a table format.


Environmental
Impact Assessment


A compulsory formal assessment for the environmental impact of a qualifying
project, as required under the Environmental Impact Assessment Ordinance
(EIAO).


Gap Analysis A commonly used method of identifying a project’s deliverables by comparing
a current situation with the future desired situation, identifying the gaps
between the two states and defining the project deliverables in terms of
closing the gaps.


Heritage Impact
Assessment


A formal assessment of the impact of a project on the cultural and heritage
assets where the project will take place.


Information and
Communications
Technology


A description of the functions, process and focus of projects and operations
based around information management, electronic communications,
computing and data processing technologies.


Internal Rate of
Return


The rate which if used for discounting cashflows, would result in a zero Net
Present Value (NPV). Alternatively, the rate at which inflation would have to
reach that would mean the project discounted cashflow just breaks even.


Key Performance
Indicators


Key indicators of a delivered service that can be captured and measured in
order to assess success factors in improvement or reflect ongoing service
levels that are actually being achieved.


MOSCOW Analysis A commonly used method of prioritising requirements into (M)ust Have,
(S)hould Have, (C)ould Have and (W)on’t Have categories.


Net Present Value The sum of a stream of future cashflows, when reduced to the value of
today’s money. It is calculated on the basis that money in the future is not
worth as much as money today, due to the effects of inflation. A discount
rate is applied to each future cashflow, the value of the discount factor
depending on in which period in the future the cashflow occurs.


Paired Comparison A commonly used method applicable for comparing a list of objects whereby
each object is compared one by one with every other object. The purpose
being to prioritise one against the other and identify which of the two objects
is the most favoured. If the more favoured object is given a higher score than
the least favoured during each paired comparison, then a ranked table can
be compiled with the most favoured objects having the higher scores.
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Risk Register A tool, usually a spreadsheet, that records the risks and risk management
measures that are identified during the course of carrying out Risk Analysis.
The risk register is a living document that should be used throughout the life
of a project, being reviewed and updated on regular basis. At the end of a
project, the register should be handed over to the operations management
team whereby the risks are accepted and managed on an ongoing basis.


Projects In
Controlled
Environment


PRINCE is a structured method for effective project management. PRINCE
was first developed by the Central Computer and Telecommunications Agency
(CCTA) (which has become part of the Office of Government Commerce
(OGC) in 1989) as a UK Government standard for IT project management.


Sensitivity Analysis The process whereby an individual assumption is varied, whilst all others
are kept constant in order to see the influence of that individual assumption
on the overall result.
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FOOTNOTES AND REFERENCE
DOCUMENTS FOR FURTHER READING


Footnote


1 Efficiency Unit (2006) 2006 Survey on Government Outsourcing


2 Efficiency Unit (January 2007) Serving the Community, By Using the Private Sector, Policy &
Practice (2nd Edition)


http://www.eu.gov.hk/attachments/english/psi/psi_guides/psi_guides_ppgpop/PolicyPractice2007.pdf


3 Financial Circular No. 11/04, Capital Works Programme


• Describes the classes of capital works projects and steps and procedures for obtaining funding
approval from Finance Committee


4 Office of the Government Chief Information Officer (2007) Management Guide on Business Case
for Information Communication Technology Projects v1.0


• Guidelines on how users can leverage IT to enable service transformation, develop sound
Business Cases and realise the full benefits from ICT projects


5 Office of the Government Chief Information Officer (2007) Circular 03/2007 Computerisation


• Sets out the procedures and policy regarding funding, management and benefits realisation for
ICT projects


6 UK HM Treasury, Public Sector Business Cases Using the Five Case Model: a Toolkit


http://www.hm-treasury.gov.uk/media/3/4/greenbook_toolkitguide170707.pdf


7 UK HM Treasury, The Green Book, Appraisal and Evaluation in Central Government


http://www.hm-treasury.gov.uk/media/5/D/Green_Book_07.pdf


8 Environment, Transport and Works Bureau (June 2005) Risk Management for Public Works, Risk
Management User Manual


9 Efficiency Unit (March 2008) Serving the Community, By Using the Private Sector, A General
Guide to Outsourcing (3rd Edition)


http://www.eu.gov.hk/english/publication/pub_bp/files/guide_to_outsourcing_200803.pdf


• A guide to procuring service delivery through outsourced suppliers
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FOOTNOTES AND REFERENCE DOCUMENTS FOR FURTHER READING


10 Efficiency Unit (March 2008) Serving the Community, By Using the Private Sector, An Introductory
Guide to Public Private Partnership (PPP) (2nd Edition)


http://www.eu.gov.hk/english/publication/pub_bp/files/ppp_guide_2008.pdf


11 Government of the Hong Kong Special Administrative Region, Environmental Impact Assessment
Ordinance (EIAO)


• The primary legislation detailing the requirements and standards for carrying out EIAs


12 Environment, Transport and Works Bureau (2003) Technical Circular (Works) No. 13/2003,
Guidelines and Procedures for Environmental Impact Assessment of Government Projects and
Proposals


• Guidelines and procedures for carrying out EIAs for Government projects and proposals including
those not covered under the EIAO


13 Environment, Transport and Works Bureau (2003) Technical Circular (Works) No. 13/2003A,
Guidelines and Procedures for Environmental Impact Assessment of Government Projects and
Proposals – Planning for Provision of Noise Barriers


• Guidelines for the planning and location of noise barriers on projects where an environmental
impact has been assessed


14 Development Bureau (2007) Technical Circular (Works) 11/2007 Heritage Impact Assessment
Mechanism for Capital Works Project


• Describes the procedures and requirements for assessing heritage impact arising from capital
works projects


15 Government of the Hong Kong Special Administrative Region, Personal Data (Privacy) Ordinance
(Cap 486)
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TAKING ADVICE AND GUIDANCE


When establishing a business case, a number of departments may need to be involved:


CSB will advise on issues affecting civil service staff.


DevB will advise on issues affecting heritage preservation.


DoJ will provide assistance in identifying legal and legislative constraints on the project delivery
options and the implementation proposals.


Economic Analysis Division of EABFU provides advice on discount rates to be used in calculating
the NPV and IRR.


EU offers departments a wide range of services and know-how. It can assist departments to:


• Conduct Business Cases/feasibility studies


Procure and manage management consultants


Conduct regulatory/business impact assessment studies


Identify and implement private sector service delivery solutions


Organise and deliver training and seminars


•


•


•


•


FSTB (Treasury Branch) should be consulted on the appropriate funding and procedures involved
in seeking Finance Committee/Public Works Sub-committee endorsements. It will:


• Advise on financial/funding issues


Vet funding applications for both capital funding and recurrent consequences•


ICAC will provide assistance on managing probity and corruption risks.


OGCIO can advise on projects involving the provision of information technology infrastructure and
services.


Works Branch of DevB/Relevant Works Departments will advise on appropriate Business Case
procedures for capital works project.
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APPENDIX 1
BUSINESS CASE REPORT TEMPLATE


How to Use this Template


This template is to give a suggested layout and content for a Business Case Report. The template is
formatted to follow the same structure and general numbering scheme as used for the layout of the
Government Business Case Guide.


A short description of the suggested contents of each section is given, together with suggested table
layouts and content.


1 EXECUTIVE SUMMARY


This summary provides the salient points of the Business Case in terms of:


• The key reasons for doing the project


The current service provision, if applicable


The key future requirements


A summary of the full list of options


A summary of the options selection procedure and the options chosen for detailed examination


A summary of the comparative findings and justification for the preferred option


Highlights of the Implementation Plan


A statement to seek approval.


•


•


•


•


•


•


•


2 ANALYSIS OF REQUIREMENTS


2.1 The Strategic Overview and Context


Provide an overview here of the service or project, including strategic aims, policies and outcomes.


2.2 Project Objectives


State the policy objectives that the project is required to meet.
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BUSINESS CASE REPORT TEMPLATE


2.3 The Current Service Provision


Analyse the current status and the issues with the current service.


This service provision information should be presented in an easily understood and comparable
format such as a table format (see Table 1).


Where flowcharts or other graphical techniques are used, keep the graphics simple and easily
understood. The Business Case should contain a summary of the findings, and may refer to more
detailed documentation or Appendices as backup information.


Table 1 – Current Service Provision


Raised By Ref No. Name Summary Rationale 


Name of
person


Unique
number


Short description 


of the requirement
Longer


description


Reason for


the requirement


2.4 Future Requirements


Analyse what the desired future service level(s) should be by collecting requirements from the key
stakeholders. Bear in mind that the Business Case is looking for high level requirements so do not
go into too much detail. However, enough detail is required to be able to make reasonable decisions
later in the Business Case process. If possible try to present the information in the same format as
any service provisions were documented as this will make it easier to make comparisons later in the
process.


Table 2 – Future Requirements Table


Raised By Ref No. Name Summary Rationale 


Name of person
raising the


requirement


Unique
number


Short description 


of the requirement
Longer


description


Reason for


the requirement


2.5 Gap Analysis


Match future requirements against any current service levels and identify the gaps that need to be
addressed.


Table 3 – Gap Analysis Output


Current Service Future Service Gap


Ref No.


Current service provision


Ref No.


Future requirement
Difference between what
happens now and what is


required in the future
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BUSINESS CASE REPORT TEMPLATE


2.6 Priority of the Requirements


Add an additional column to Table 3 and put the results of the MOSCOW analysis in the column.
Table 3 can be skipped and the information presented directly in the Table 4 format to avoid
duplication in the Business Case.


Table 4 - Prioritisation of the Requirements / Gaps


Current Service Future Service Gap MOSCOW Priority


Ref No.
Current service


provision


Ref No.


Future requirement
Identify the difference
between what happens


now and what is
required in the future


Must Have; or
Should Have; or
Could Have; or


Won’t Have


2.7 The List of Requirements to be Delivered


Either add an additional column to Table 4 to indicate which requirements will be delivered or
describe in a separate table or narrative format which requirements will be delivered in the project.


It is preferable to build on an existing table in order to avoid duplication of presented data, in which
case Tables 3 and 4 may be skipped and a single table presented as shown in Table 5.


Table 5 – Combined Gap Analysis / MOSCOW / Deliverables Table


Current
Service


Future
Service


Gap MOSCOW
Priority


Included
in Project


Ref No.
Current service


provision


Ref No.
Future


requirement


Difference between
what happens now


and what is required
in the future


Must Have; or
Should Have; or
Could Have; or


Won’t Have


Yes or No


3 OPTIONS SELECTION AND EVALUATION


3.1 Evaluation Criteria


State criteria for evaluating the benefits of the various options. Define these criteria in advance of
identifying the options to avoid undue influence of the options.


3.2 Identifying Available Options


State the available options and describe how the various options were identified, what methodology
was used and why some options were discarded early (if any).
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BUSINESS CASE REPORT TEMPLATE


3.3 Initial Evaluation and Consolidation


Explain how the shortlisted options were chosen and what options were shortlisted. A typical
summary table of the outcome of the process is provided below.


Table 6 - Initial Evaluation Outcome


Criteria Option 1 Option 2 Option 3 Option 4


Evaluation
criteria 1


Result – Meet,
Marginally satisfy,


or Don’t meet


Evaluation
criteria 2


Evaluation
outcome


Preferred/
Carried forward/


Discarded


3.4 Detailed Options Analysis


Provide an overview of the evaluation methodology in this section.


3.4.1 Benefits Evaluation


Quantitative as well as qualitative benefits for each option should be considered and the process
and outcomes of these discussed here.


3.4.2 Cost Evaluation


Discuss the various costing elements that were evaluated. Details regarding the assumptions used
and the outcome of the evaluation should be presented. Cost elements typically include the following:


3.4.2.1 Non-recurrent Costs


Describe the non-recurrent costs (or one off cost to establish the option) elements, including the
transition cost, and the basis for deriving these costs.


3.4.2.2 Recurrent Costs


Provide a description of costs that will be incurred throughout the life of the project. These costs
may either be fixed or variable.
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BUSINESS CASE REPORT TEMPLATE


3.4.2.3 Opportunity Cost


Describe the opportunity cost of the project. Opportunity cost is the cost of the next best foregone
alternative to deliver a given option. It is typically considered in larger and complex projects where
the true economic cost of a project needs to be assessed.


3.4.2.4 Whole of Life Costs


Describe and include costs that will be incurred over the life of the project to ensure that the assets
originally procured can continue to be delivered to a level of service that provides the required
outcomes. The whole of life costs may include activities such as replacement of assets, refurbishing
or upgrading specific asset elements.


3.4.2.5 Optimism Bias


Discuss areas where the project team may have been overly optimistic (or pessimistic) and what
measures have been included to address any potential bias.


3.4.3 Strengths and Weaknesses Evaluation


Discuss the strengths and weaknesses of the options considered.


3.4.4 Risk Analysis


Describe the process used for risk identification, risk quantification as well as key observations from
this aspect. Detail any findings in a risk register.


3.4.5 Sensitivity Analysis


Discuss the findings of any sensitivity analysis carried out to determine how sensitive the outcome
of the analysis is to variations in the assumptions. Put any detailed tables in an Appendix. Suggested
format of a results table is:


Table 7 – Sensitivity Analysis Results


Assumption Variance
Results 1


Variance
Results 2


Variance 


Results 3 etc 


Reductions in assumption Result Result Result


Baseline assumption


Increases in assumption Result Result Result
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BUSINESS CASE REPORT TEMPLATE


3.5 The Preferred Option


Discuss and summarise the overall options analysis and the result.


Table 8 - Summary Table for Selection of Preferred Option


Evaluation Areas Option 1 Option 2 Option 3


NPV


Non-financial benefits
appraisal ranking


Strengths


Weaknesses


Non-financial
risk appraisal


Overall ranking


4 IMPLEMENTATION PLANNING


Describe how the chosen option will be delivered and rolled out and the various issues that will
have to be considered.


4.1 Project Structure and Governance


Detail how the project will be managed and governed.


4.1.1 Governance


Describe the chosen governance structure for the project, include information on individuals or
positions that are already identified.


4.1.2 Project Management


Describe the project management methodologies that will be used in delivering the project, including
where available, a high level description of the organisational structure (could be graphical).


4.2 Implementation Detail


Detail the programme and transition arrangements.


4.2.1 Implementation Timing


Include a high level implementation programme. This could cover single-stage or multi-stage delivery
of the project. Present as a Gantt chart.
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BUSINESS CASE REPORT TEMPLATE


4.2.2 Transition Planning


Describe the activities and temporary arrangements required during the transitional phase.


4.3 Constraints, Assumptions, Sourcing and Funding Requirements


4.3.1 Constraints and Assumptions


Document identified constraints and the major assumptions made which affect the implementation.
May be presented in a table format.


Table 9 – Constraints and Assumptions


Item Description 


CONSTRAINTS 


Short description Long description 


ASSUMPTIONS 


Short description Long description


4.3.2 Sourcing and Procurement Strategy


Describe the chosen sourcing models with reasons why they were chosen and how goods and
services will be procured and tracked.


4.3.3 Funding Requirements


Describe what funding requirements are required, the timing, source and application/approval
arrangements of the funds.


4.4 Approach to Manage Risk, Communications and Resources


4.4.1 Risk Management


Describe the risk management plan with detailed responsibilities and actions.


4.4.2 Communications Strategy


Describe the required communications strategy together with what to communicate, to whom and
when. Suggested format is in Table 10.
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BUSINESS CASE REPORT TEMPLATE


Table 10 – Communications Strategy


Item Medium Audience Frequency Purpose of 
Communication


Report type Paper, TV etc. Who the report
is for


Monthly,
weekly etc.


Why the
communication


is needed


4.4.3 Staff Resources


Detail what are the key issues, particularly from a human resources management point of view. This
could include both staffing requirements for the project together with any impact caused by the
project such as staff re-deployment or reductions/increases.


4.5 Technical, Environmental & Heritage Considerations


4.5.1 Technical Considerations


Describe any technical considerations, which could range from ICT requirements to general or
specific engineering requirements.


4.5.2 Environmental Considerations


Describe any environmental considerations that have to be borne in mind and planned for. Where
an EIA is required, an estimated duration should be included here.


4.5.3 Heritage Preservation Considerations


Describe any predicted cultural and heritage issues.


4.6 Regulatory or Legislative Impacts


4.6.1 Regulatory Impact Assessment / Business Impact Assessment


Any impact on any regulatory bodies or regulated or third party businesses which could be adversely
or positively affected by the introduction of the project should be included.


4.6.2 Legislative Considerations


Detail any legislative aspects to the project that could require legislative changes or issue of new
guidelines/codes of practice.







APPENDIX 1


70  A GOVERNMENT BUSINESS CASE GUIDE


BUSINESS CASE REPORT TEMPLATE


4.7 Other Considerations and Implications


State any other considerations that do not fit into the above categories. An example could be
recommendations for further work or projects.


4.8 The Post Implementation Review Process


Explain how and when reviews will be carried out to check that the expected benefits have been
realised and delivered. Also describe how to track the benefits and report on them versus the
original analysis.
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APPENDIX 2
CASE STUDY – IMPROVING SPORTING
FACILITIES TO ATTRACT
INTERNATIONAL EVENTS


This case study is highly simplified and contains examples of content for each major section of the
Guide, following the structure and order of the Guide as closely as possible. It does not represent
the level of detail that would be required in a real Business Case, which may need to provide
significantly more information to facilitate making an investment decision.


Basis of Case Study


This high level Business Case study has been constructed for this Guide to demonstrate the underlying
principles of the Guide.


The scenario is a project to improve sporting facilities to attract international events to Hong Kong.
This will also provide enhanced facilities for the use of local based sports associations and provide
a new venue for large scale entertainment events.


Executive Summary


The main proposal is to improve sporting facilities to attract international events and provide enhanced
facilities for leisure and entertainment purposes. The improved facilities will be used by local sport
associations who would use the complex as their ‘home’ base for sporting activities. General patronage
is estimated at 1.37M per year.


If the business case comes up with a proposal to build any new sporting facilities, the Government
will fund the non-recurrent cost whilst running costs would be covered on a self funding basis.


The recommendation from this study is to build a new Multi Use Sports and Entertainment Complex
(MUSEC) in East Kowloon, with target opening in January 2012. The estimated non-recurrent cost is
$5.93B, and the annual operating cost is about $253M.


ANALYSIS OF REQUIREMENTS


Strategic Overview


The Government’s Sports Policy and necessary success factors for international events are discussed
in respect of Hong Kong’s potential as a major event venue. Though Hong Kong already possesses
some of the identified success factors, there is a need to improve existing facilities to meet the
challenges of other countries.


The development of a new sports and entertainment complex will help achieve the Government’s
objective. The proposed new facility will be managed on a commercial or self funding basis.
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Project Objective


To improve existing sports facilities or develop new ones to attract international sports events.


Current Service Provision


The only major sports stadium in Hong Kong is the current 40,000 seater Hong Kong Stadium
located at Son Kon Po, near Causeway Bay. It has been in operation since 1994. Although conceived
as a multi-purpose facility, residents’ concerns and subsequent environmental constraints have meant
that the stadium cannot host events outside the restricted operating hours.


The stadium was designed primarily for outside events, and has hosted some significant sporting
occasions such as the annual Rugby Sevens tournament. However, it is consistently under-utilised
due to the environmental constraints and does not have a full range of facilities for indoor events
and/or leisure activities.


A number of previous studies have been reviewed as part of the baseline research for this Business
Case. Some of these past studies were relied upon for key inputs to this Study, such as:


Report, Sports Policy Review Team “Towards a More Sporting Future”


Sports policy objectives and framework.


Desired Future Service Provision


A suitably designed, equipped and managed stadium complex will strengthen Hong Kong’s ability
to bid for the hosting of major international sporting and other events, in accordance with the
objectives of Government’s Sports Policy. However, the development of sports infrastructure would
need to be supplemented by other measures in order to meet the other policy objectives.


A number of success factors will need to be addressed if Hong Kong is to attract and host such
events (particularly international events) as have been identified in the eventing schedule. These
factors can be grouped under the following headings:


Government support


Public interest and support


Overall sports infrastructure


Event village and culture.


Suggested modifications to the initial concept are proposed in respect of the Main Stadium
configuration, pitch system and the combination of facilities to be provided, for technical and
commercial reasons. This is referred to as the Value Complex proposition.


Eventing schedules are presented for the core facilities, based on both transference of events from
existing stadia and attracting new events. The eventing schedules include projections of eventing
based on suggestions received from over 30 Hong Kong National Sports Associations. The forecast
eventing schedule is summarised in the following table:


•


•


•


•


•


•
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Summary of Forecast Eventing Schedule


Facility Event
Days*


Utilisation
Days*


Occupied
Days*


Total Annual 
Attendance*


Main Stadium 45 117 173 847,700


Secondary Stadium 149 179 179 145,450


Sports Arena 149 212 212 379,700


* Average forecasts per annum over first 5 years of operation:


Event days: Days with actual eventing activities


Utilisation days: Event days plus setup and takedown days (i.e. total number of days rented to
event organisers)


Occupied days: Utilisation days plus days occupied in changeover of Main Stadium palletised
pitch (4 changeovers per annum @ 2 weeks each)


It is noted that the Secondary Stadium and Sports Arena could be made available for training and
other casual public use on non-occupied days. Facilities within the Main Stadium other than the
pitch could also be made available for social and community use.


The forecast main uses of the Main Stadium are summarised in the following table:


Summary of Forecast Major Uses of Main Stadium


Event Days Spectators 


Use Average per annum Average per annum Average per day


Rugby 4 147,500 37,000


Football 12 122,000 10,500


Concerts etc. 13 319,000 24,500


* Forecast averages per annum over first 5 years of operation (approximate – subject to rounding
errors)


The potential for development of a regional or national football league is discussed but not assumed
for the eventing schedule. Should a Hong Kong team compete in such a league in future, expected
patronage and usage of the MUSEC should be substantially increased as a result.


The MUSEC should have the following facilities:


• Main Stadium with 45,000 seats, retractable roof, removable pitch and track and field facilities


Secondary Stadium of 5,000 seats with an athletics track•
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• Sports Arena with 4,000 seats, and also including swimming facilities with a further 1,500 seats


Ancillary/support facilities including car parking, commercial and office space and sports/
leisure related facilities including a bowling alley and an ice rink.


•


Gap Analysis and Prioritisation


The results of the Gap Analysis and prioritisation exercise are detailed in the following table:


Results of Gap Analysis and Prioritisation


Current Facility New Facility Gap MOSCOW Priority 


Stadium with
40,000 seats


Stadium with
45,000 seats


New stadium with 5,000
increased capacity


Must Have


Fixed pitch Removable pitch Design for a removable pitch Must Have


Fixed roof Removable roof Design for removable roof Must Have


No track & field
facilities


Track & field
facilities


Design for track & field
facilities


Must Have


No secondary
stadium


Secondary stadium
with 5,000 seats


New secondary stadium with
5,000 seats


Must Have


No ice skating
facility


Ice skating rink New ice skating facility Should Have


No ten pin bowling
facilities


Ten pin bowling
facilities


New ten pin bowling facilities Should Have


12 food & beverage
outlets


20 food & beverage
outlets on day 1


8 additional food & beverage
outlets on day 1


Could have


No evening
entertainment
events


13 entertainments
events per year


13 events to be organised Won’t Have
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OPTIONS SELECTION AND EVALUATION


Evaluation Criteria


The design must deliver the forecast major uses of the stadium.


Method for Identifying Available Options


For this simple case study, we have used a simple decision tree type approach, to identify the
available options. We have identified six options for the study to consider.


Options Identification


Initial Evaluation and Consolidation


Examination of each option in turn gives the following observations:


Option A


The do nothing option is considered not viable as it does not meet the policy objectives nor the
requirements and the current stadium is demonstrably under-utilised, requiring a significant annual
subsidy.


Option B


The demolish and rebuild the current stadium option is also considered not viable, due to the
limited site area available (current footprint) and residual residents’ concerns that have so drastically
reduced the usefulness of the current stadium.


Option C


The utilise the current stadium and build supplemental facilities elsewhere option is considered not
feasible as it does not address the weaknesses with the current stadium nor achieve the requirement
for having a single site multi-purpose facility.
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Option D


The build a new stadium on a single site on Hong Kong Island option is considered not feasible due
to a lack of suitable available land.


Option E


The build a new stadium on a single site in East Kowloon option is considered feasible, due to the
availability of land around the old Kai Tak airport area.


Option F


The build a new stadium on a single site in West Kowloon option is considered feasible, due to the
availability of land on the West Kowloon Reclamation.


Conclusion


The only options to be carried forward for detailed analysis will be options E and F as they are the
only options that are considered viable from the initial analysis.


Detailed Options Analysis


Benefits


Analysis of the relative benefits of options E and F gives the following results:


Relative Benefits of Option E & F


Benefit Option E Option F


Main stadium with 45,000 seats √ √


Main stadium removable pitch √ √


Main stadium removable roof √ √


Main stadium track & field facilities √ √


Secondary stadium with 5,000 seats √ √


Indoor arena √ √


Indoor swimming facilities √ √


Ten pin bowling facilities √ √


20 food & beverage outlets √ √


Easy access via public transport √ X
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Strengths and Weaknesses


Analysis of the strengths and weaknesses of options E and F gives the following results:


Relative Strengths & Weaknesses of Options E and F


Strength Weakness 


OPTION E


Meets all the defined benefits


Land is available


Land area is greater, with greater 


flexibility in locating the MUSEC 


OPTION F


Meets all the defined benefits


Land is available but it is reserved for the West
Kowloon Cultural District


Transport links not as well developed as in East
Kowloon


Costs


Non-recurrent Costs


The estimated non-recurrent cost for the Main Stadium alone (including contingency allowance and
consultancy fees) is $3.3B. Considering the special stadium features included, this estimate is considered
to be comparable with the costs of similar overseas stadiums.


The estimated non-recurrent cost for the core facilities of the MUSEC (including Main and Secondary
Stadiums, Sports Arena with swimming facilities, landscaping and external works, contingency
allowance and consultancy fees) is $4.6B. Inclusion of the ice rink, tenpin bowling and stadium-
related commercial uses brings the total Base Complex estimate to $5.93B.
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The non-recurrent cost breakdown for either case can be given below:


Non-recurrent Cost Breakdown


$M 


Description Estimate Contingency Total


Main stadium 3,000 300 3,300


Secondary stadium 250 50 300


Sports arena: indoor arena with swimming facilities 300 30 330


Other areas, landscaping and external works 200 20 220


Subtotal (including contingencies) 4,150


Consultant & Site Supervision Fees 450


Subtotal (including contingencies and fees) 4,600


Ice skating rink (including fit out) 150 15 165


Tenpin bowling facilities (including fit out) 120 12 132


Consultant & site supervision fees 33


Subtotal (including contingencies and fees) 330


Stadium-related commercial uses (excluding fit out) 800 100 900


Consultant & site supervision fees 100


Subtotal (including contingencies and fees) 1,000


GRAND TOTAL (including contingencies and fees) 5,930


This cost profile will hold for all of the options being considered, therefore the NPV will be the same
for each option and non-financial benefits will determine the preferred option.


Transition Costs


Transition costs will not be incurred for the Government, as this is a greenfield site and all staff
recruitment and equipment will be set up or purchased from new.


Local sports associations will have some transition and relocation costs, but this cost will be self
borne, with the majority of sports moving during the close season in time for the commencement of
the winter leagues.
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Recurrent Costs


Fixed Recurrent Costs


Fixed recurrent costs for either option can be classified as the following:


Fixed Costs


Category Per month ($M) Per annum ($M)


Maintenance 10.0 120.0


Staff (fully inclusive cost) 1.9 22.8


Rates 1.0 12.0


Utilities 0.7 8.4


Total 13.6 163.2


Variable Recurrent Costs


Variable recurrent costs for either option are assessed on the average monthly event utilisation as:


Variable Costs


Category Per month ($M) Per annum ($M)


Marketing 3.0 36.0


Additional events staff
(fully inclusive cost)


1.9 22.8


Post events cleaning 1.4 16.8


Utilities 1.2 14.4


Total 7.5 90.0


Opportunity Cost


The opportunity cost for building the MUSEC is assessed as the cost of not receiving an invested
interest return on the initial total non-recurrent cost of $5.93B which would receive a return at
current Hong Kong Interbank Offer Rate (HIBOR) of 5.85% per annum.


The future value of $5.93B invested at 5.85% is $10.47B.


The present value of this sum, discounted using the investment criteria discount rate of 7% is $5.32B.


Whole of Life Costs


Whole of life costs have not been considered for the purposes of this simplified case study.
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Risks


A high level preliminary risk workshop was held and the following were identified as risks:


Identified Risks


Risk Likelihood Consequence Priority Mitigation Residual
Risk


Construction
cost overrun


High High High Close supervision of
contractors and costs
required


Med


Underestimation
of costs


Med High High Independent cost review Low


Wrong mix of
facilities


Low Med Med Market research with local
users


Low


Actual
patronage
under forecasts


Med Med Med Additional market research
with public users.
Marketing campaign to
entertainment groups.
Marketing initiatives


Med


Government
approvals hold
up the
construction
process


High High High Establish consultative
groups early. Engage
regulatory bodies
throughout


Med


Sensitivity Analysis


Sensitivity analysis has been carried out on the patronage to major events. The results are as follows:


Major Event Patronage Sensitivity


Total Patronage Average Event 
Ticket Price


Total Event
Revenue ($‘000)


Annual Costs 
($‘000)


Surplus 
(Loss)($‘000)


+20% $175 288,299 253,200 35,099


+10% $175 264,274 253,200 11,074


1,372,850 (Base Case) $175 240,249 253,200 (12,951)


-10% $175 216,224 253,200 (36,976)


-20% $175 192,199 253,200 (61,001)


-30% $175 168,174 253,200 (85,026)
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It can be seen that for the base case, the patronage solely for major events is not sufficient to cover
the costs per annum. The inclusion of commercial events such as exhibitions in the indoor arena
should be investigated as a matter of urgency to assess whether the revenue profile can be boosted.


The Preferred Option


The major differentiator between options E and F, was the greater certainty and availability of land
in the East Kowloon District, together with the enhanced transport links compared with West Kowloon.
There was still a question mark over the availability of land on the West Kowloon Reclamation as
this land has already been provisionally allocated to the West Kowloon Cultural District and it was
consider unlikely that this decision would be altered.


As both options were identical in considering the construction of a new stadium but at different
locations, our recommendation is to proceed with option E – Build a MUSEC in East Kowloon.


IMPLEMENTATION PLANNING


Governance


The sponsor for the project will be Mr J of the Sports Council, who has kindly agreed to come out
of retirement to oversee the project. He will report directly to the Chief Executive.


The Project Manager will be Mr PM Ho of Good Job Contractors, who has been seconded to the
project and comes with 30 years experience of building comparable stadiums in the UK, USA and
most recently the main sport arena in Beijing for the 2008 Olympics. Members of the Steering
Committee will include important stakeholders of the project.


The Steering Committee will meet on the 3rd Thursday of each month, in Olympic House, Causeway
Bay, at 3pm.


Project Team


The project will be executed by a dedicated project team.


The team leaders are not yet in place, but the team structure is as detailed in the diagram below:
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The project procedures will follow the Projects In Controlled Environment 2 (PRINCE 2) standard.


Implementation Timing


The following are key milestones for the project:


Key Milestones


Milestone Date


Approval of Business Case 01/04/2008


Approval of funding 01/10/2008


Design consultant tender issued 30/10/2008


Appointment of design consultant 30/01/2009


Contractor tender issued 30/06/2009


Appointment of contractor 30/09/2009


Design complete 30/08/2009


Construction complete 30/09/2011


Operations tender issued 30/03/2011


Appointment of operator 30/06/2011


Handover of MUSEC to operator 30/10/2011


Stadium commissioning trial 01/12/2011


MUSEC commissioned 01/01/2012


Constraints and Assumptions


The following constraints and assumptions are assessed for the implementation phase:


Constraints & Assumptions


Item Description


CONSTRAINTS


Site availability Site availability is not assumed before 1st Oct 2009


ASSUMPTIONS


Approvals will proceed on time Critical approvals are made in a timely manner


Funding is available Approval needed by 1st Oct 2008


EIA concluded on time EIA concluded by end of Sept 2008


Satisfactory commercial agreements
can be concluded with tenant sports
associations


Commercial agreements and commitments are
concluded with sport associations by end of 2010.
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Sourcing and Procurement Strategy


The project will proceed with a traditional contract strategy. This will necessitate the appointment of
a design consultant and construction contractor.


The operation of the venue will be outsourced. A separate financial viability and modelling study
has been commissioned and this will recommend the exact outsourcing strategy to follow.


Funding Requirements


The Government has stated it will fund the non-recurrent cost for the MUSEC.


This sum will be allocated after securing funding approvals from the Finance Committee of the
Legislative Council.


Transition Planning


No transition planning will be required, the stadium will be constructed on a traditional Design and
Build contractual approach and an outsourced management company will operate the facility.


Risk Management


The risks will be managed as per the Risk Management for Public Works, Risk Management User
Manual.


Communications Strategy


As the site selected for the preferred option is not in close proximity to major residential developments,
the requirements for considerable public consultation are not as stringent as first expected.


Consultation will still be needed from Town Planning Board and the District Council.


A major publicity and marketing effort will be needed to ensure we have major events lined up for
the first year. A public information campaign over several media will be held for two months prior
to the Complex opening.


Consultations have already begun with local sports associations and they are very positive about the
facility.


Staff Resources


The requirement for consultant and contractor resources will be revisited prior to the tender exercise
for the construction project.


Operational staffing levels will be agreed with the outsourced management company prior to Complex
handover and the commencement of staff familiarity and training.


Technical Considerations


These will be addressed at the design stage.
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Environmental Considerations


All environmental considerations will be addressed by the currently ongoing EIA study.


Heritage Preservation Considerations


No heritage issues are expected. The site is located on demolished ex-industrial land and the site has
been cleared for redevelopment. The site was originally reclaimed land and hence there is high
certainty of no heritage issues.


Regulatory Impact Assessment / Business Impact Assessment


There are no regulatory impacts expected.


The business impact will be generally positive, as the site will require the establishment of additional
bus routes and services.


Legislative Considerations


No legislative impacts are expected other than securing funding approval from the Finance Committee
of the Legislative Council.


Other Considerations and Implications


None.


Benefits Realisation and Tracking


An oversight and regulatory committee will be setup to jointly oversee the operation of the MUSEC
with the outsourced management company.


Periodic review of patronage and financial forecasts will be carried out. The self sufficiency of the
MUSEC will be reviewed annually with a pain-gain type of arrangement to share surplus revenue
and cost shortfalls.


Approvals Required


Funding approval is expected from the Finance Committee of the Legislative Council.
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APPENDIX 3
PAIRED COMPARISON


Paired comparison assists in determining the relative importance of the issues being considered. The
technique involves taking one criteria at a time and comparing it against the other criteria to determine
its relative importance.


A matrix is developed with the criteria to be considered as row and column headings (see Table 1).
Where a criterion is compared against itself the cell is left empty – there will never be a preference
when compared against itself. Where there will be any duplication of cells being compared elsewhere
in the matrix, the cells are left empty as well (i.e. the bottom half of the matrix in Table 1).


Two criteria are compared against each other at a time using a letter and number scoring system to
determine the most important criterion. The letter is used to indicate which criterion is more important,
for example, when comparing criteria B and D and the decision is made that B is more important
than D, the letter B would be used.


A score is also assigned to indicate the level of preference (using a scale from 1 to 5, 1 being no
preference to 5 being the highest preference). Thus if criteria B is moderately more important when
compared with criteria D in terms of the final project outcome, the ranking would be B3 when
comparing these two criteria. This process is repeated until all criteria have been measured against
each other. Note that in cases where there is no preference, both letters should be used in combination
with a one. Thus if A and B are ranked equal the table would reflect AB1.


The relative score for each criterion is derived by adding the scores for each letter. This is done for
all criteria. A typical summary table for comparing four criteria is presented in Table 1.


Table 1 – Paired comparison


Criteria Compared Against


A B C D


A - AB1 C3 D1


B - - C2 B3


C - - - C4


D - - - -


The score for each criterion is determined by adding the values where the letters appear. The scores
can be summarised as follow:   A = 1;   B = 4;   C = 9;  and  D = 1


Weights can now be assigned to each criteria based on its relative importance. The weights of the
criteria can be expressed as percentage of the total score for all the criteria or as a score out of 100.
For practical purposes the ratings are often rounded. The final weights of the criteria in this example
could be: A : 5;   B : 30;   C : 60;  and   D : 5
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NET PRESENT VALUE AND INTERNAL
RATE OF RETURN


Examples of Net Present Value (NPV) Calculation


Two projects are being considered as possible options to address a specific need:


• Project 1 requires an initial capital outlay of $15M. It would deliver annual benefits of $3M in
the form of reduced maintenance (saving $2M) and reduced staff costs (saving $1M)


Project 2 requires an initial outlay of $10M. It would deliver annual benefits of $2.5M in the
form of reduced maintenance (saving $1.5M) and reduced staff costs (saving $1M).


•


The tables below summarise the cashflows for the projects over the five year life of the projects. A
discount rate of 5% has been used in this example. It can be seen from the sum of all the discounted
values that Project 1 has an NPV of –$2.01M, while Project 2 has an NPV of +$0.82M. Project 2 is the
preferred option based on a positive and higher NPV. In general, only options that deliver a positive
NPV should be further considered, as a negative NPV infers that the project will lose money.


Project 1


Year 0 Year 1 Year 2 Year 3 Year 4 Year 5


Initial non-recurrent cost ($M) 15.00


Benefits ($M) 3.00 3.00 3.00 3.00 3.00


Discounted values ($M) -15.00 2.86 2.72 2.59 2.47 2.35


Net present value ($M) -2.01


Project 2


Year 0 Year 1 Year 2 Year 3 Year 4 Year 5


Initial non-recurrent cost ($M) 10.00


Benefits ($M) 2.50 2.50 2.50 2.50 2.50


Discounted values ($M) -10.00 2.38 2.27 2.16 2.06 1.96


Net present value ($M) 0.82







APPENDIX 4


A GOVERNMENT BUSINESS CASE GUIDE 87


NET PRESENT VALUE AND INTERNAL RATE OF RETURN


Examples of Internal Rate of Return (IRR) Calculation


If a project has an initial non-recurrent cost of $12.5M and annual benefits of $3.5M per year for the
next five years, what is the IRR?


To find out the IRR, we start off by using a “guess” discount rate close to the current bank lending
rate, and adjust the rate on an iterative basis until the NPV of the project is zero.


In the example below a discount factor is shown explicitly to illustrate the process. The discount
factor is defined as 1/(1+i)n, where i is the chosen discount rate per period (expressed as a decimal,
i.e. 15% would be 0.15) and n is the number of periods. Thus, the discount factor for a rate of 15%
per annum for Year 3 would be calculated as 1/(1+0.15)3 = 0.6575.


The discount rate that results in the NPV being zero is the IRR.


Discount Rate = 5% Year 0 Year 1 Year 2 Year 3 Year 4 Year 5


Initial non-recurrent cost ($M) -12.50


Benefits ($M) 3.50 3.50 3.50 3.50 3.50


Total ($M) -12.50 3.50 3.50 3.50 3.50 3.50


Discount factor (5%) 0.95 0.91 0.86 0.82 0.78


Discounted benefits ($M) 15.15 3.33 3.17 3.02 2.88 2.74


Net present value ($M) 2.65


Discount Rate = 15% Year 0 Year 1 Year 2 Year 3 Year 4 Year 5


Initial non-recurrent cost ($M) -12.50


Benefits ($M) 3.50 3.50 3.50 3.50 3.50


Total ($M) -12.50 3.50 3.50 3.50 3.50 3.50


Discount factor (15%) 0.87 0.76 0.66 0.57 0.50


Discounted benefits ($M) 11.73 3.04 2.65 2.30 2.00 1.74


Net present value ($M) -0.77
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Discount Rate = 12.37%


Initial non-recurrent cost ($M) 


Benefits ($M)


Total ($M)


Discount factor (12.37%) 


Discounted benefits ($M) 


Net present value ($M)


Year 0 Year 1 Year 2 Year 3 Year 4 Year 5


-12.50


3.50 3.50 3.50 3.50 3.50


-12.50 3.50 3.50 3.50 3.50 3.50


0.89 0.79 0.70 0.63 0.56


12.50 3.11 2.77 2.47 2.20 1.95


0.00


From the table above it can be seen that the NPV of the project is zero when the discount rate is
12.37% - this would represent the IRR for the given option.
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APPENDIX 5
SENSITIVITY ANALYSIS OF
QUANTIFIABLE ELEMENTS


Example of Sensitivity Analysis for a Single Variable


For this example, the value of non-recurrent cost was varied over a range of +/-15% in 5% increments.
Whilst all other variables were held constant, this gave a range of answers for the financial metrics
for this particular project and allowed variations to be compared with the Base Case which represents
the non-recurrent cost used in the financial calculations for this project.


It can be seen that a variation of -15% in non-recurrent cost gives an increase in NPV of:


$82,762 - $45,090 = +$37,672 (+83.5%)


Whilst a variation of +15% i.e. overspend compared to Base Case budget gives a decrease in NPV of:


$7,396 - $45,090 = -$37,694 (-83.6%)


From these results, it can be seen that NPV is very sensitive to the change in the non-recurrent cost,
i.e. if non-recurrent cost decreases, NPV increases sharply, and vice versa. Therefore in practice,
measures could be taken to deliver the project under its non-recurrent cost budget and hence boost
the NPV directly.


Non-recurrent 
Cost


Project IRR
Before Tax


NPV ($) Cumulative Net 
Cashflow ($)


-15% 23% $82,762 $412,930


-10% 20% $70,205 $403,313


-5% 18% $57,647 $393,697


Base Case 16% $45,090 $384,081


+5% 14% $32,529 $374,465


+10% 12% $19,962 $364,849


+15% 10% $7,396 $355,233
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•


•


•


•


Example of Sensitivity Analysis for Several Variables


In this example several variables have been individually tested similarly to the single variable example
above and their results collated into a single table.


Results are presented for:


Interest rate


Volume


Total non-recurrent cost


Delivery cost.


The analysis shows that the project is sensitive to assumptions regarding volume. A 5% increase or
decrease in volume from the Base Case estimate results in a 30% change in project NPV. This would
indicate that the assumptions regarding volume should be reviewed to try to minimise uncertainty in
this area.


However, the variable that is most sensitive to changes in the assumptions is the delivery cost. The
impact of a $10 delivery charge being imposed on the project makes the project completely unviable
with a change in NPV of minus 1383%. This suggests that more research is needed to determine
what the likely delivery charge would be (and how this impact can be mitigated).


Sensitivity Analysis


IRR Variance to
Base Case 


NPV Variance to 
Base Case


Cumulative Net Cashflow 
Variance to Base Case


Interest Rate Sensitivity Analysis


1% 0.0% 96.6% 12.3%


2% 0.0% 75.0% 9.8%


3% 0.0% 33.0% 7.3%


4% 0.0% 34.4% 4.7%


5% 0.0% 15.5% 2.2%


Base Case (5.85%) 0.0% 0.0% 0.0%


6% 0.0% -2.7% -0.4%


7% 0.0% -19.9% -3.0%
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Sensitivity Analysis


IRR Variance to 
Base Case


NPV Variance to
Base Case


Cumulative Net Cashflow 
Variance to Base Case


Volume Sensitivity Analysis


-15% -38.5% -86.8% -33.6%


-10% -24.4% -58.4% -20.0%


-5% -11.5% -29.9% -8.3%


Base Case 0.0% 0.0% 0.0%


+5% 10.1% 29.8% 7.9%


+10% 18.8% 59.0% 16.0%


+15% 25.8% 87.6% 24.3%


Total Non-recurrent Cost Sensitivity Analysis


-15% 42.0% 83.5% 7.5%


-10% 27.3% 55.7% 5.0%


-5% 13.4% 27.8% 2.5%


Base Case 0.0% 0.0% 0.0%


+5% -13.0% -27.9% -2.5%


+10% -25.8% -55.7% -5.0%


+15% -38.9% -83.6% -7.5%


Delivery Cost Sensitivity Analysis


$0 (Base Case) 0.0% 0.0% 0.0%


$10 /tonne - -1383.0% -467.4%


$15 /tonne - -2820.8% -946.4%


$20 /tonne - -4258.6% -1425.4%


$25 /tonne - -5696.4% -1904.4%


$30 /tonne - -7134.2% -2383.4%


$53 /tonne - -8572.0% -2862.4%
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APPENDIX 6
SENSITIVITY ANALYSIS OF
NON-QUANTIFIABLE BENEFITS


When considering the sensitivity of a non-quantifiable benefits analysis, two aspects are considered:
the impacts of the weighting of the criteria and the impact of the score the individual options have
received against the various criteria. Each of the aspects is considered in isolation.


The weights and scores should be varied within limits that have been accepted at the workshop
where the initial scoring took place. It is preferable not to vary the scores by a fixed percentage (like
plus or minus 10%), but to use the ranges established in the workshop or through a process of
evaluation of possible outcomes.


Testing the sensitivity of scores


To test the sensitivity of an option to the scores, vary the scores of the option within the agreed limits
for each criterion. Note the total weighted score when all the values are at the maximum and also
note the total weighted score when all the values are at their minimum. For example, if the range for
Criterion A was 6 to 8 and the range for Criterion C was 5 to 7, it would have the impact as shown
below. The revised score should be compared to the unaltered scores of the other options, to
determine if the changes in scores change the ranking of the options. If the change in score does
result in a change in ranking, the original score allocated to the option should be reviewed to ensure
that the allocated score reflects the author’s view correctly.


Initial values


Criteria Weight Option 1


Raw Score Weighted Score


A 20 8 160


B 20 4 80


C 55 5 275


D 5 9 45


Total score 100 26 560
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Maximum values


Criteria Weight Option 1


Raw Score Weighted Score


A 20 8 160


B 20 4 80


C 55 7 385


D 5 9 45


Total score 100 28 670


Score increased from 560 to 670


Minimum values


Criteria Weight Option 1


Raw Score Weighted Score


A 20 6 120


B 20 4 80


C 55 5 275


D 5 9 45


Total score 100 24 520


Score decreased from 560 to 520


Testing the sensitivity of weights


Testing the sensitivity of weights is a bit more complicated as the weight of the criteria not being
varied has to be adjusted to allow for the variation of the criterion weight being considered. For
example if Criterion A’s weight is changed to 10, then the other criteria have to be changed as
follows:
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Initial values


Criteria Weight Option 1


Raw Score Weighted Score


A 20 8 160


B 20 4 80


C 55 5 275


D 5 9 45


Total score 100 26 560


Criteria value adjustments:


Criteria B: 10 x 20/80 = 2


Criteria C: 10 x 55/80 = 7


Criteria D: 10 x 5/80 = 1


The revised weights would be:


Criteria Weight Option 1


Raw Score Weighted Score


A 10 8 80


B 22 4 88


C 62 5 310


D 6 9 54


Total score 100 26 532


The weighted score is decreased from 560 to 532.


Although there are a large number of variations that could be considered, the level of analysis
undertaken should be appropriate for the size and complexity of the project being considered.
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