BETTER
BUSINESS
CASES

QUICK REFERENCE GUIDE

The purpose of this guide is to provide
an overview of what is expected
and who needs to do what in the
development and assessment of
business cases for capital proposals.

newzealand.govt.nz

WHY WE NEED THIS

Focus on Better Business Cases

The Government wants to improve the
quality of business cases to inform their
decisions on capital proposals. This process
will assist this through:

e clear rules and expectations
e clear processes

» scalable standards to ensure the level
of effort matches the scale and type
of decisions required

e clear guidance, training and ongoing
support

Value Propositions
The benefits to the key stakeholders are:

Decision makers/Ministers

« Early engagement on the case
for change

« Early engagement on options

o Fit for purpose assurance and
analysis

o Clear presentation.

Management

Have the capital to deliver
the services required to meet
government objectives.

Business case developers
o Clear process
o Effort is fit for purpose

« Easy access to knowledge,
expertise and lessons learnt.

Monitoring agencies”
o Early engagement
o Fit for purpose business case

o Access to expertise needed to
provide assurance and second
opinion advice.

Private Sector Vendors

Clear procurement/market
engagement expectations.

(1) The function within a monitoring agency that
provides second opinion advice to the decision
maker.

WHEN DOES IT APPLY

All capital proposals from Departments,
Crown Agents and other Crown Entities
which meet one or more of the following
criteria:

e Access to new Crown funding

e Public Private Partnerships (excluding
other Crown Entities)

e $25 million whole-of-life cost
(Departments only)

e “High risk” per Gateway Risk Profile
Assessment (Departments and Crown
Agents only)

« Asset disposals with significant policy
decisions

These are further explained in the Cabinet
Office Circular (CO (10)2) on the Cabinet
Office website.

Even if the Better Business Cases process
is not required we encourage organisations
to consider applying it to their proposals.
To the extent the process may require
adaptations, please contact:

betterbusinesscases@treasury.govt.nz.

WHAT IS EXPECTED

If a proposal requires Cabinet approval:

e Cabinet should be engaged early in the decision making process
« A two-stage approval process must be followed - unless otherwise agreed by the

monitoring agency and Treasury.

The two stage process consists of:

e Stage 1: based on Indicative Business Case

e Stage 2: based on Detailed Business Case

The development of a business case includes:
O Demonstrating the thinking has been done

O Presentation to monitoring agencies
O Presentation to decision makers.

SCALABILITY

“The process is about
thinking not writing”

The development process is scalable to ensure that the level of effort is fit for
purpose and matches the scale, risk profile and type of decision required.

High Risk
HIGH Small Scale

= [LM facilitator

= Two stage cabinet approval

= Moderate CBA/MCA in
detailed business case

= Assurance: IQA and Gateway

Low or Medium Risk
Small Scale

= [LM facilitator

= Strategic assessment
not required

= Single stage Cabinet approval
= Light CBA/MCA
= Assurance: No Gateway

Risk (SSC Gateway Risk Profile Assessment tool)

Only if Crown funding is required

,_
o
=

High Risk
Large Scale

= Independent ILM accredited
facilitator

= Two stage cabinet approval

= Full CBA/MCA with QRA in
detailed business case

= Assurance: IQA and Gateway

Low or Medium Risk
Large Scale

= |LM facilitator

= Strategic-assessment-agreed
bvJoint Mini

= Two stage cabinet approval*

= Moderate CBA/MCA in
detailed business case

= Assurance: No Gateway

* Cabinet may agree at stage 1 to
conditionally delegate stage 2

approval to Joint or Responsible
Ministers

SMALL $25m

If the proposal is large scale
it must consider alternative

procurement (including PPP).

Scale (Whole of life costs - $million)

LARGE

If the proposal is high risk and
large scale the agency must
report back to Cabinet on
benefits realisation 12 months
after implementation.

WHO NEEDS TO HAVE EARLY
INVOLVEMENT

It is highly recommended that the agency engages
with the monitoring agency in the early stages

of each business case deliverable. This is to
ensure the business case will be fit for purpose by
agreeing on the:

Type of business case

Timing and nature of decisions required
including the fit with the required Budget
process

Scale and risk of the proposal-using the risk
profile assessment tool and the scalability
matrix

Scope of analysis required for each case
Scope of assurance required for each case

Level of effort and cost for development and
assurance

Scope of the engagement during the
development of the business case

The National Infrastructure Unit (NIU) will
facilitate this agreement between the agency,
central agencies (and the relevant monitoring
agency).

The process is:

Agency prepares scoping document, which
considers the points above, and sends to
monitoring agency

Monitoring agency engages NIU who will
provide access to experts for each of the
relevant cases

Monitoring agency aims to agree the scoping
document with the agency prior to work
commencing on the business case

Agency engages with monitoring agency on
an ongoing basis.

“This is about ensuring
the right balance between
flexibility and discipline.”

Refer to the Overview Booklet for further guidance
and a copy of the scoping document.

WHERE TO GO FOR MORE
INFORMATION

The National Infrastructure Unit (NIU) will:

1. Monitor and periodically update the Better
Business Cases guidance on the NIU website
and the Public Sector Intranet (PSI) including:

Quick Reference Guide
Online module
Cabinet Office Circular
Overview booklet
Strategic Assessment booklet
Programme Business Case booklet
Indicative Business Case booklet
Detailed Business Case booklet
Implementation Plan booklet

. Review, develop and deliver support to agencies

e Awareness seminars for senior managers

e Half day training sessions including agency
examples

Workshops on how to apply the business
case development process

Clinics to assist agencies as they develop a
business case

Communities of practice to exchange
information and experiences with peers

A list, on the PSI, of agency business cases
with a contact name for each agency.

. Provide facilitation between agencies and their
monitoring agencies to ensure the business case
will be fit for purpose.

For any queries or for further information please
contact: betterbusinesscases@treasury.govt.nz

Relevant Guidance

Relevant guidance can be sourced via the
infrastructure web site link below.

3 Cabinet Office Circular

. Programme Management

3 Project Management

3 Public Private Partnership (PPP) Guidelines
Procurement Process
Policy Development Process
Investment Logic Mapping (ILM)
Independent Quality Assurance (IQA)
Gateway Assurance

For queries on ILM, IQA and Major Projects
Monitoring contact: majorprojects@ssc.govt.nz

For queries on Gateway contact:
gatewayunit@ssc.govt.nz

Visit: http://www.infrastructure.govt.nz/
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HOW TO MANAGE THE BUSINESS
CASE DEVELOPMENT PROCESS

The business case development process is
designed to produce deliverables to inform the
decision making for capital proposals and provide
an organising structure for each deliverable.

Policy Development
Process

purpose.

Policy design and evaluation

WHO NEEDS TO BE INVOLVED
Prior to commencing the °
business case development .
process NIU highly recommends

that the agency and monitoring o
agency engage to en the
business case will be

The diagram below shows how the business case process fits with:
The Policy Development process (to the extent it requires capital)
Good practice programme / project management methodologies
Scaled assurance activities

e The procurement process

e Decision making.

Policy implementation Policy operation Policy review

Programme . a
N:e'?l:odology Identify Define Govern Close
Programme Programme
Better Strategic Business Case
Business Assessment O Case for change
Cases O Problem O Mix of projects
deliverables O Benefits O Range of cost
O Strategic Responses estimates
Scaled Assurance Gate 0 Gate 0 Gate 0 Gate 0 Gate 0 Gate 0
Agency decides to proceed (and refer to Minister/s
Decision and/or Cabinet, as appropriate)
Project . A
Methodology Pre-project Start-up Initiate Implement Close
Strategic Indicative Detailed Implementation Plan Implementation Benefits
Assessment Business Case Business Case Realisation
Bett O Problem O Case for change O Reuvisit case for
etter O Benefits O Long list of options change
Business O Strategic Responses | O Alternative Detailed cost benefit
Ca_ses procurement analysis
deliverables considered O Preferred option
O Short list of options
O Range of cost
estimates
E:ggg;imem Plan Source Manage
Scaled Assurance Gate 0 IQA + Gate 1 IQA + Gate 2 IQA + Gate 3 Gate 4 Gate 5
Agency decides to STAGE ONE STAGE TWO Agency decides Cabinet considers
proceed (and refer Cabinet agree shortlisted Cabinet agree to proceed to whether the benefits
to Minister/s and/or options or PPP preferred shortlisted option implementation in were achieved.
Decision Cabinet, as appropriate) option and proceed to or PPP procurement accordance with prior
sl Detailed Business Case option, with funding/ Cabinet approval.
and market for further delegation, proceed to
information. Implementation Plan and
market.
Where are we now and
STRATEGIC CASE where do we want to be?
What is the best value for money Scale of emphasis of the five cases
ECONOMIC CASE option for getting us there? in relation to the deliverable
5 Case Model

COMMERCIAL CASE What do we need to procure

FINANCIAL CASE

MANAGEMENT CASE

Can we afford to get there,
and how will we fund it?

to help us get there?

(2) During the pre-project and start-up phases,
prior to the procurement process,
organisations are encouraged to consult with
suppliers and industry bodies. Refer to the
Overview Booklet for further guidance.

How do we ensure we get there?
How will we know if we succeed?

AN OUTLINE OF THE ACTIONS REQUIRED FOR EACH OF THE DELIVERABLES WITH AN INDICATION OF THE KEY CAPABILITY REQUIRED

Programme or Project Strategic
Assessment

Strategic Case - Making the Case for Change

Enable stakeholders to consider the merits of a
proposed investment and determine if it warrants
further investigation.

Action 1: The case for change
The key questions considered are:

What is the problem or business need that is
causing us to consider a new investment?

What benefits will the organisation expect in
successfully responding to the problem or business
need?

What strategic responses will best address the
identified problem or business need?

How are these strategic responses aligned with
government and agency policy?

Key capability:
Investment Logic Mapping

Proposed Level of Effort by
Business Case Deliverable
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Programme
Business Case

Strategic Case - Making the Case for Change

Outline the strategic context for the investment
and make a robust case for change.

Action 2: Strategic context

Action 3: Investment objectives, existing
arrangements and business needs

Action 4: Key service requirements and potential
business scope

Action 5: Benefits, risks, constraints and
dependencies

Economic Case - Exploring the Preferred Way
Forward

Determine the scale of the likely costs of the
programme and the mix of capital projects, which
may include the consideration of non-asset options.

Key capability:
Programme management

The Chief Executive’s statement

Indicative
Business Case (Project)

Strategic Case - Making the Case for Change

Outline the strategic context for the investment
and make a robust case for change.

Action 2: Strategic context

Action 3: Investment objectives, existing
arrangements and business needs

Action 4: Key service requirements and potential
business scope

Action b: Benefits, risks, constraints and
dependencies

Economic Case - Exploring the Preferred Way
Forward

Develop an indicative or preferred way forward as
the basis for seeking early approval from ministers
to proceed with more detailed assessment of the
short listed options.

Action 6: Critical success factors

Action 7: Long list options® and initial options
assessment.

Action 8: Recommended preferred way forward
(as part of short-listed options). If conventional
procurement, proceed to Cabinet.

Key capability:
Initial options analysis

If an alternative procurement option, including PPP,
is identified as part of the short-listed options then:

Action 8a: Seek approval from Joint Ministers to
proceed with more detailed economic assessment
of the short-listed options

Action 8b: Undertake detailed economic analysis
of the short-listed options to determine the
preferred solution that maximises value for money.
(Refer to actions 10 to 13.)

Action 8c: Determine how best to procure the
preferred solution. (Refer to action 14)

Action 8d: Recommend the preferred option and
seek approval from Cabinet to proceed with more
detailed assessment of the procurement options in
the Detailed Business Case.

Key capability:
Economic cost benefit analysis, quantitative risk
analysis and procurement management.

The Chief Executive’s statement

(3) Consideration of all procurement options,
including alternative.

Detailed
Business Case (Project)

Revisiting the Strategic Case and Economic Case

Revisit and update the Indicative Business Case
to reflect any significant changes in the political,
economic and policy environment.

Action 9: Reuvisit the Indicative Business Case
and confirm the short-listed options or alternative
procurement option

Economic Case - Determining Potential Value for
Money

Undertake more detailed analysis of the costs,
benefits and risks of the short-listed options.

Action 10: Economic assessment of the short-
listed options or preferred alternative procurement
option. If PPP include Public Sector Comparator.

Action 11: Intangible benefits and costs
Action 12: Risk and uncertainty

Action 13: The preferred option and sensitivity
analysis

Key capability:

Economic cost benefit analysis and quantitative risk
analysis

Commercial Case - Preparing for the Potential Deal

Plan for the potential deal.

Action 14: The procurement strategy

Action 15: Service requirements

Action 16: Risk allocation

Action 17: Payment mechanisms

Action 18: Contractual and other issues

Key capability:

Procurement management

Financial Case - Ascertaining Affordability and Funding
Requirements

Determine the affordability and funding for the
preferred option.

Action 19: The financial costing model

Key capability:

Financial analysis

Management Case - Planning for Successful
Delivery

Outline the current project management
arrangements and put in place arrangements to
manage project benefits and risks.

Action 20: Project management planning
Action 21: Change management planning
Action 22: Benefits management planning
Action 23: Risk management planning
Action 24: Post project evaluation planning

The Chief Executive’s statement

Implementation
Plan (Project)

Revisiting the Strategic Case and Economic Case -
Procuring the Value for Money Solution

Revisit and update the Detailed Business Case
to reflect any significant changes in the political,
economic and policy environment.

Action 25: Revisit the case for change
Action 26: Reuvisit the Detailed Business Case
options

Commercial Case - Contracting for the Deal

Select the preferred suppliers and outline the
negotiated deal.

Action 27: Evaluation of best and final offers

Action 28: The negotiated deal and contractual
arrangements

Key capability:
Tender management and contract negotiation

Financial Case - Contracting for the Deal

Consider the financial implications of the deal on
the organisation.

Action 29: Financial implications of the deal
Key capability:
Financial analysis

Management Case - Ensuring Successful Delivery

Finalise the arrangements to manage the project
and the ongoing delivery of services.

Action 30: Finalise project management
arrangements

Action 31: Finalise change arrangements
Action 32: Finalise Benefit Management
Action 33: Finalise Risk Management
Action 34: Finalise contract arrangements

Action 35: Finalise post project evaluation
arrangements

The Chief Executive’s statement




