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Executive Summary1
Background to the National Postcode Project and the Monetary Cost Benefit Analysis

Postcodes have been implemented in the majority of European countries over the past 40 years as a means by which postal operations, and as a result the quality of postal services, could be improved.  As time has evolved, the utility value of the postcode has increased dramatically with it now being used across a broad range of activities including, the ordering of a taxi, the planning major infrastructure investments, the assessment of risk and the identification of customers in call centre interactions.

To date Ireland has not introduced a postcode, and as such is now faced with the following decisions:

· Should a postcode be introduced?

· If ‘Yes’ what form should the postcode take?

· Which needs should the postcode address?

To answer these questions, the Minister for Communications, Marine and Natural Resources has appointed a National Postcode Project Board (the Board) to make a recommendation on how best to proceed with the issue of postcode implementation in Ireland. As a basis for this recommendation the Board will use the results obtained from:

· A Technical Project that identifies and specifies a short-list of 3 postcode options that have been assessed to be most suitable to the Irish context; and

· A Cost Benefit Analysis Project that will assess each of these 3 options (Fixed Grid, Post Town Boundaries and Postal Sector).

PA Consulting Group has been appointed by the National Postcode Project Board to undertake a Cost Benefit Analysis (CBA) linked to the introduction of a postcode system in Ireland. This project will deliver the following:

· An agreed structure for the ownership, management and funding of the system.

· A cost benefit analysis quantifying the impact on the postal sector and the national economy compared with a “do nothing” option; and

· A project plan for the delivery of the postcode system.

This document provides an analysis of the costs and benefits associated with the implementation of postcodes for the Irish economy.

The cost elements that have been considered include: 

· Costs relating to the definition and dissemination of postcodes in Ireland through the creation of a dedicated postcode management body;

· Costs relating to the maintenance of a postcode system in Ireland by the dedicated postcode management body;

· Costs incurred by businesses in the one-off implementation of postcode into their systems; and

· Maintenance costs incurred by businesses regarding the on-going update of their systems linked to the new postcodes or addresses created on a yearly basis.

The monetary Cost Benefit analysis is a direct follow-up to the consultation exercise that was completed with 55 stakeholders of the Irish Economy. The consultation exercise concluded the following
:

· Overall, postcodes are perceived as being a positive addition to the Irish infrastructure.  They are seen to have qualitative and quantitative benefits and even though many stakeholders are unsure of the full scale of the potential benefit, they are clear that they exist

· 88% of the interviewed stakeholders see value in the implementation of postcodes

· 82% of the stakeholders are ready to invest in the implementation of postcodes

· 96% of the stakeholders will implement postcodes regardless of which option is chosen, as they all offer benefits over and above the current situation whereby postcodes do not exist.
The consultation exercise allowed us to get stakeholders own assessments of the implementations cost, maintenance cost and monetary benefit for their businesses.  Where stakeholders could not provide costs, a set of assumptions were developed.  These assumptions were tested against the information provided by other stakeholders and our own broader expertise.

Methodology used to complete the monetary cost benefit analysis

As illustrated in Figure 1, the monetary Cost Benefit Analysis has been constructed using a bottom-up model. This model has three levels:

1. Consultee Level

This level includes factual cost benefit analysis for each interviewed stakeholder. Where stakeholders did not provide costs, a set of implementation cost assumptions, maintenance cost assumptions and monetary benefits assumptions were applied.  These assumptions were benchmarked against those from other stakeholders and our own broader expertise.

2. Sector Level

This sector level analysis is built by extrapolating the Consultee level data to produce an estimate for the entire sector.  This analysis focuses on the following sectors and they are the most likely to benefit from the implementation of postcodes in Ireland:

· An Post

· Private Postal Service Providers

· Utilities

· Telecommunication

· Banks

· Government Services

· Insurance

· Retail

This extrapolation focuses on the major players within each sector. A list of each of these major players is provided in Appendix B.

3. Irish Economy Level

This Irish Economy level analysis is produced through the consolidation of each of the Sector Level data analyses.  Circa 60% of the Irish GDP is covered by this cost benefit analysis.


Figure 1: Graphical representation of the Cost Benefit Analysis’ Methodology
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Key findings and recommendations arising from the cost benefit analysis

The cost benefit analysis exercise undertaken highlighted the following key findings in relation to the implementation of the Postal Sector postcode model in Ireland:

· The implementation costs linked to the establishment of postcodes and creation of a dedicated postcode management body are estimated at €13,106,230;

· The on-going maintenance costs linked to the postcode management body are estimated at €2,236,821 which should be self-funded by the postcode management body;

It should be noted that the above figures could be significantly reduced should the postcode management licence holder include one or several of the following stakeholders:  An Post, OSI, Geo-Directory or ESB.  As these organisations are already conducting elements of the work plan of the PMLH, it is likely that these would be provided on an incremental rather than a full cost.  This would greatly influence the total implementation and maintenance costs associated with postcodes.  

While the stakeholder consultation process has shown overwhelming support for the introduction of postcodes, quantifying the scale of the potential benefit has been a challenge.  Many stakeholders believe that postcodes could deliver benefits for them by:

· Improving the efficiency of the postal service – by partially overcoming the issues which private mail carriers have in delivering services to the non-unique areas; improving delivery performance; improving competition; and as a result improving choice and the value for money received.  In fact, the private carrier sector have stated that the implementation of postcodes could generate an average saving of around €0.20 per item delivered;

· Improving the efficiency of data management – many stakeholders know that they have duplicate records in their databases, but today the only way to overcome this issue is through manual data cleansing activity.  Postcodes are perceived to be a solution to this problem.  While recognising that this will not resolve the entire issue, stakeholders believe it will significantly improve the position;

· Improving data analysis – this was an area that was seen of value to most stakeholders with the postcode providing the potential reference point to consolidate data across a variety of sources allowing organisations to build a better view of their customer/ citizen and improve the relevance of their service offerings.  Again quantifying this in any accurate way is a challenge but during consultation with the CSO, it was highlighted that it would only take a 0.2% efficiency improvement in this area to generate savings of around €65m in voted Departmental expenditure;

· Enhanced services – where either the quality of service could be improved or additional services could be offered.  It is generally accepted across all sectors that the introduction of postcodes will deliver call-centre efficiencies.  In many cases when customers call into contact centres, they do not have their customer number at hand – this prolongs the transaction.  During the stakeholder consultation process, one stakeholder highlighted that this could reduce the average call length in their call centre by one minute.  Extrapolating this implies that savings in the order of €5.6m could be generated in this area.  

Overall, stakeholders were generally confident of the savings that could be generated in the area of postal services, however in all other areas the level of understanding was less quantifiable.  The quantified cost benefit analysis was therefore forced to focus only on the postal related savings.  As a result, the cost benefit analysis (excluding An Post which is discussed separately below) shows a positive NPV of €2.4m.  It should be noted, however, the incorporation of the currently not quantified benefits would significantly enhance this figure.

An Post is in a very unique position in relation to postcodes.  Having already invested in the implementation of a hidden coding system, An Post has been unable to identify any benefit that would arise from the introduction of a national public postcode system.  However, An Post has stated through the stakeholder consultation process that:

· It would incur costs to implement the new coding structure and the associated changes;

· The transition to a new postcode system may have an impact on the quality of service offered to customers; and

· Customers ability to access ‘machine’ mail discounts may be an issue during transition. 

Working with the PA team, An Post developed two cost scenarios, one assuming that Geo-directory was the basis for the production of the postcode address file, the other assuming it was not.   Assuming that Geo-directory is the basis for the postcode address file, An Post estimated these costs to be in the order of €37m for initial implementation with an annual cost beyond that of €7m, although clearly there is a need for a more detailed understanding of these estimates in advance of implementation.  While An Post have been very supportive throughout this project, it is clear that if it is to embrace the introduction of the new system a solution to its costs and other exposures will need to be found.  When the An Post estimated costs are included in the net present value, the position over 15 years becomes, i.e. -€83m.

Overall, balancing all of the information that was gained through the cost benefit analysis and stakeholder consultation work, PA’s conclusion is that the implementation of postcodes is a justifiable infrastructure investment in Ireland. However PA do acknowledge that the An Post situation in relation to its cost estimates and resulting benefits will need to be considered in more detail to find a solution that addresses this issue and therefore the overall NPV assessment.
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1. 1Introduction

Postcodes have been implemented in most European countries over the past 40 years as a means by which postal operations, and as a result the quality of postal services, could be improved. As time has evolved, the utility value of the postcode has increased dramatically with it now being used across a broad range of activities including, the ordering of a taxi, the planning of major infrastructure investments, the assessment of risk and the identification of customers in call centres.  

To date Ireland has not introduced a postcode, and as such is now faced with the following decisions:

· Should a postcode be introduced?

· If ‘Yes’ what form should the postcode take?

· Which needs should the postcode address?

1.1 National Postcode Project

In order to answer these questions, the Minister for Communications, Marine and Natural Resources has appointed a National Postcode Project Board (the Board) to make a recommendation to him as to how best to proceed with regards to the issue of postcode implementation in Ireland. As a basis for this recommendation the Board will use the results obtained from:

· A Technical Project that identifies and specifies a short-list of 3 postcode options that have been assessed to be most suitable to the Irish context; and

· A Cost Benefit Analysis Project that will assess each of these 3 options (Fixed Grid, Post Town Boundaries and Postal Sector).

1.2 The Cost Benefit Analysis Project

PA Consulting Group has been appointed by the National Postcode Project Board to undertake a Cost Benefit Analysis (CBA) linked to the introduction of a postcode system in Ireland. This project will deliver the following:

· An agreed structure for the ownership, management and funding of the system;

· A cost benefit analysis quantifying the impact on the postal sector and the national economy compared with a “do nothing” option; and

· A project plan for the delivery of the postcode system.

1.3 Background and objectives of the Monetary Cost Benefits Analysis

1.3.1 Background

The monetary Cost Benefit analysis is a direct follow-up to the consultation exercise that was completed with 55 stakeholders across the Irish Economy. The consultation exercise concluded the following
:

· Overall, postcodes are perceived as being a positive addition to the Irish infrastructure.  They are seen to have qualitative and quantitative benefits and even though many stakeholders are unsure of the full scale of the potential benefit, they are clear that they exist;

· 88% of the interviewed stakeholders see value in the implementation of postcodes;

· 82% of the stakeholders are ready to invest in the implementation of postcodes;

· 96% of the stakeholders will implement postcodes regardless of which option is chosen, as they all offer benefits over and above the current situation whereby postcodes do not exist.
The consultation exercise allowed PA to get stakeholders own assessments of the benefits associated with the implementation of postcodes in Ireland.  Overall stakeholders perceived benefits in five areas:  

· Postal Supply Chain Benefits;

· Improved Data Management;

· Improved Analysis;

· Facilitate Enhancement of Existing Services;

· Facilitate Provision of New Services.

1.3.2 Objective of the document

This document provides an analysis of the costs and benefits associated with the implementation of postcodes for the Irish economy.

The cost elements that have been considered include:

· Costs relating to the definition and dissemination of postcodes in Ireland through the creation of a dedicated postcode management body;

· Costs relating to the maintenance of a postcode system in Ireland by the dedicated postcode management body;

· Costs incurred by businesses in the one-off implementation of postcode into their systems; and

· Maintenance costs incurred by businesses regarding the on-going update of their systems linked to the new postcodes or addresses created on an annual basis.

As highlighted in the previous section, the majority of consulted stakeholders identified a number of benefits attributable to the implementation of postcodes2. However very few stakeholders were able to quantify monetary benefits. As a result two key drivers for benefits were included in the monetary cost benefits analysis:

· For the private postal service providers, efficiencies linked to processing and delivery of mail items;

· Across all sectors, bulk mailers could see additional discounts on mail appear as a result of down stream access starting in 2009.

1.3.3 Interdependencies

The results of the cost-benefit analysis directly depend upon two project’s deliverables:

· The ownership structure and governance model linked to the management of postcodes in Ireland.

The governance structure agreed by the National Postcode Project Board was used as a key input for costing. This governance structure highlights the fact that a body will be awarded a licence for the management of postcodes in Ireland. It also highlights the fact that DCMNR will identify and mandate the most suitable public agency to be in charge of managing the performance of the licence holder on behalf of the Irish State (that owns postcodes).

· The consultation exercise 

The consultation exercise enabled PA to identify Implementation costs, maintenance costs and monetary benefits submitted by consulted stakeholders.

Where stakeholders did not provide costs, a set of implementation cost assumptions, maintenance cost assumptions and monetary benefits assumptions were applied.  These assumptions were benchmarked against other stakeholders and draw on PA’s broader expertise.

1.3.4 Structure of the document

The Cost Benefit Analysis report is structured in five sections:

· Presentation of the methodology used to build the monetary cost benefit analysis;

· Presentation of the costs linked to the definition, dissemination and maintenance of postcodes in Ireland;

· Presentation of the monetary costs and benefits for businesses for each in-scope sector;

· Presentation of the monetary costs and benefits at the Irish economy level;

· Presentation of the Monte Carlo and Sensitivity Analysis;

· Conclusion and recommendations from PA Consulting Group.

All the Microsoft Excel models that were used to create this cost benefits analysis are available upon request.

2. Presentation of the methodology used to build the monetary cost benefit analysis

2.1 High-level presentation of the monetary cost benefits methodology

As illustrated in Figure 2, the monetary Cost Benefit Analysis is a bottom-up model. Three conceptual levels were used to build the bottom-up model:

4. Consultee Level

This level includes factual cost benefit analysis for each interviewed stakeholders. Where stakeholders did not provide costs, a set of implementation cost assumptions, maintenance cost assumptions and monetary benefits assumptions were applied.  These assumptions were benchmarked against other stakeholders and draw on PA’s broader expertise.

5. Sector Level

This includes a cost benefit analysis at the sector level built via extrapolation of the Consultee level data for the following sectors. These sectors are the most likely to benefit from the implementation of postcodes in Ireland:

· An Post

· Private Postal Service Providers

· Utilities

· Telecommunication

· Banking

· Government Services

· Insurance

· Retail

Extrapolation of figures linked to Sector Level benefits focuses on the major players that were not consulted in each sector. A list of each of these major players is available for each sector consolidation in Appendix A.

6. Irish Economy Level

This cost benefit analysis at the Irish Economy level by consolidation of the Sector Level data and any other information deemed appropriate (e.g. cross-sector costs or benefits). Circa 60% of the Irish GDP is covered by this cost benefit analysis.

Figure 2: Graphical representation of the Cost Benefit Analysis’ Methodology
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In addition to this extrapolation and consolidation mechanisms, a risk analysis was completed through a Monte-Carlo analysis to take into account the variance in the different variables that were use as part of the model. The results of this Monte-Carlo analysis are presented in Section 6.

3. Presentation of the costs linked to the definition, dissemination and maintenance of postcodes in Ireland

3.1 Introduction and summary results

The section explains the cost elements used to estimate the Implementation costs as elaborated for the CBA. 

It is broken down into three phases:

7. Definition of the Postcode Address Database (PAD)

This phase includes all the activities (and costs) required to create the PAD.

8. Dissemination

This phase includes all the activities (and costs) required to get the Postcode into the public domain.

9. Maintenance

This phase includes all the activities (and costs) required to operate the PAD in a steady state.

Table 1 provides a summary presentation of the costs for the definition, dissemination and maintenance of postcodes by a postcode body. 

Table 1: Summary presentation of the costs associated with the definition, dissemination and maintenance of postcodes by a postcode body

	Phase
	Estimated Costs (€)

	Definition
	€ 5,451,000

	Dissemination
	€ 7,655,230

	Sub-total linked to the one-off activities linked to the creation of postcodes
	€ 13,106,230

	Maintenance (yearly costs)
	€2,236,821


3.2 Costs linked to Definition activities

The Definition phase includes the following activities:

10. Define and Tender for Postcode Body

11. Create Postcode Body

12. Create PAD including

· Obtain Georeferenced address Database

· Define Boundaries

· Update Boundaries

· Allocate Postcodes

· Match Postcodes to Address

· Create PAD

13. Running Costs During Implementation

The remainder of this section presents the costs elements linked to each of these activities.

3.2.1 Define and Tender for Postcode Body

This stage includes:

· Organisation of a Bidder Conference – to gauge private sector interest and obtain feedback on the way in which the licence agreement could be constructed,

· Definition of the requirements for Licence holder – work out what the licence holder responsibilities are with regards to implementing/disseminating/maintaining the PAD,

· Translation to Tender Documents

· Tender through OJEU

· Evaluation of proposals

· Lead Negotiations

· Appointment of Licence Holder.

It is assumed that the public agency in charge of managing the future licence holder shall be responsible for this process as they shall be the representatives of the Irish state - owner of the PAD and all IPR associated to it. It is assumed that their direct costs associated to this are absorbed as part of their standard operations, but that expert Legal/Technical consultancy shall be required to assist them and that the figure for this should be in the order of € 300,000
. 

Table 2: Summary presentation of the costs associated with “Define and Tender for Postcode Body”

	Step
	Estimated Costs (€)

	Define and Tender for Postcode Body
	€ 300,000


3.2.2 Create Postcode Body

This cost category includes all costs incurred by the eventual licence holder in relation to:

· Bid Costs

· Negotiation Costs

· Creation of the Licence Holder (e.g. Joint Venture)

It is assumed that these costs shall be absorbed by the Licence Holder and as such have €0 cost for the purpose of this costing exercise.

Table 3: Summary presentation of the costs associated with “Create Postcode Body”

	Step
	Estimated Costs (€)

	Create Postcode Body
	€ 0


3.2.3 Create Postcode Address Database

Obtain Georeferenced address Database

This database will be required for matching postcodes with addresses when postcodes are created.

It is assumed that Geo-directory (joint venture between An Post and OSI) will be used for this purpose, as it is the only complete address Database with Geo-coordinates. This product includes the benefit that these geo-coordinates are automatically linked to OSI large-scale mapping that will be used for Boundary Definition.

The Standard licence cost is €57,000 and it is assumed that this is applicable for the purpose of this costing exercise. Should An Post or OSI be involved in the winning consortium then this cost could be reduced to €0.

a. Define Boundaries

Post town boundaries are needed as a basis within which to assign postcodes. The creation of these boundaries requires the completion of the following tasks:

1. Procurement of OSI large-scale vector mapping

The list price for this product is €2,077,000 (inc Vat)
. It is assumed that in first year the full price for this will be paid, as the full country data set will be used to generate the initial boundaries. If OSI were in the Licence Holder consortium this cost could be reduced. 

2. Identification and digital capture of boundaries

The following assumptions were made:

· There are 210 Postal Towns and on average there shall be 400 Sectors within each 

· On average 150 polygons can be digitised per man-day4. As a result it will take on average 3 days to complete each post town (which includes some extra time for quality assurance purpose)

· 4 individuals are needed to complete this process (1 An Post Expert, Post Town Staff Member for Local Knowledge, OSI Digitiser and representative from the Licence Holder). An Post and Licence Holder experts needed to guarantee overall consistency between post towns, Specific Post Town expert needed for local knowledge and OSI staff member needed for digitisation (boundary capture)

· The average daily cost is €500 per person (including travel costs etc) and that the costs linked to the Licence Holder representative are included in the Licence Holder running costs (section 3.2.4).

As a result a total of 1,890 man-days are required to complete the task that leads to an overall cost of €945,000.

b. Update Boundaries

During this definition phase new properties shall be continually constructed and as such need to be accounted for. Hence the following tasks are required to be completed:

1. Identify new properties.

It is assumed that this service shall be provided by an organisation that already has the necessary field staff to undertake this as an incremental service (e.g. An Post, ESB etc) as otherwise the costs are prohibitively expensive. As a reference, Geodirectory employs 50 staff to undertake this role at a cost of approximately €3,000,000. For the purpose of this exercise it is assumed that the licence holder could procure the service for € 500,000.

2. Digitise New Boundaries

An average of 80,000 new properties is built every year
. It is assumed that cost of capture is directly proportional to the cost associated to capturing the boundary information for the original 1.72 million properties (cost of €945,000).

Thus this cost is €44,000 (thus 80,000/1720000 * 945,000)

Total cost for updating boundaries is therefore €544,000 (€500,000K + €44,000)
c. Create PAD

Having digitised the boundaries it is necessary to match the code, which identifies each to the properties that are located within each boundary.

As an assumption, Geodirectory is used for this purpose. As a result each property in the OSI large-scale mapping has a seed point that can be directly referenced across and as such this exercise can be done automatically at negligible costs.

The only remaining cost item is the royalty fees due to Geodirectory as a result of extracting the address element from their database and uploading it into the Postal Address Database. These royalty fees are calculated on a sliding scale
 and equated in total to €28,000 for the address element only. With regards to the actual creation of the PAD, this is simply extracting the address and postcode field from our modified version of Geodirectory and as such has negligible cost associated.

Table 4: Summary presentation of the costs associated with “Create Postcode Address File”

	Step
	Estimated Costs (€)

	Obtain Georeferenced Address Database
	€ 57,000

	Define Boundaries
	€ 3,022,000

	Update Boundaries
	€ 544,000

	Create PAD
	€ 28,000

	Total
	€ 3,651,000


3.2.4 Running Costs During Implementation

The information received from the Technical Team (Version 1) suggests that the Postcode Management Licence Holder’s staffing should be in the order of 20 and that the duration for definition shall be 12 months.

We assume that the average staff salary is €50,000, and that there is a 50% overhead so the total running cost for implementation is €1,500,000.

It should be noted that if organisations like An Post or OSI or ESB were involved it could be possible to reduce staffing levels or associated overheads and this headline figure could be reduced.

3.2.5 Summary costs linked to Definition Activities

Table 5: Summary presentation of the costs associated with all the Definition Activities

	Step
	Estimated Costs (€)

	Define and Tender for Postcode Body
	€ 300,000

	Create Postcode Body
	€ 0

	Create PAD
	€ 3,651,000

	Running Costs
	€ 1,500,000

	Total
	€ 5,451,000


3.3 Costs linked to Dissemination activities

The Dissemination phase includes the following activities:

14. Creation of DB Population Tool

15. Mail Delivery to Unique Addresses

16. Mail Delivery to Non-Unique Addresses

· Generation of Letters

· Definition of Delivery Maps

· Training of Staff

· Additional Delivery Time

17. Advertising and Technical Support

18. Running Costs During Dissemination Phase

The remainder of this section presents the costs elements linked to each of these activities.

3.3.1 Creation of Database Population Tool

Database Population Tools encompass the suite of standard tools to be provided by the Postcode Body to businesses to help them populate their own customers/addresses databases with appropriate postcodes. 

This development should be part of the standard operations of the postcode body and as such it is covered by standard running costs.

Important note:

There is the issue of subsequent royalties payable to Geodirectory for the subsequent population of databases on the basis of information extracted from Geodirectory. To give an idea of the magnitude of this, according to standard contractual conditions the cost associated with the matching/population of 177 Million Records would be € 2,800,000. To date this element has not included in the costs analysis as:

· It is unclear whether the PMLH or the individual end user would be subject to this charge.

· It is unclear how this cost could be tracked either by Geo-directory or the PMLH.

· The nature of the final agreement between the PMLH and Geo-directory has to be established.

· From a Cost Benefit Analysis at the Irish Economy level perspective, the costs incurred would transfer as a direct benefit to Geo-Directory and as such the NPV of postcodes would remain unchanged.

Table 6: Summary presentation of the costs associated with “Creation of Database Population Tool”

	Step
	Estimated Costs (€)

	Creation of Database Population Tool
	N/A


3.3.2 Mail Delivery to Unique Addresses

It has been agreed by the National Postcode Project Board that the standard means by which residents of properties are informed of their postcode is via the delivery of a single mail item.

There are 1.12 million uniquely addressed properties
.

It is assumed that:

· The unit cost of generating the mail item is €0.13

· The Bulk mail reduction is 9 cents (price of stamp 39 cents)
 

As a result, total costs for this step equals €582,400 (1,120,000*(€0.13+€0.39))

Table 7: Summary presentation of the costs associated with “Mail Delivery to Unique Addresses”

	Step
	Estimated Costs (€)

	Mail Delivery to Unique Addresses
	€ 582,400


Mail Delivery to Non-Unique Addresses

a. Generation of Letters

The same assumptions presented in section 3.3.2 apply for non-unique addresses. 

There are 0.68 Million non-unique addresses in Ireland.

Thus cost of generating and stamping the letters is €353,600 (680,000 * (€0.13+€0.39).

Extra costs associated to difficulties in making such deliveries to non-unique addresses will be incurred: the mechanism agreed is that each postman with a non-unique address on his route is given a customised map showing the house and associated postcode, and this is then used as a basis for making the delivery.

1,000 postmen will be impacted by the delivery of the postcode letter to non-unique addresses9.

The following extra costs will be incurred in relation to these 1,000 postmen:

· Definition of delivery maps to be used by postmen

· Extra training for map reading

· Overtime pay taking into account the extra time required to deliver postcode letters to non-unique addresses

Definition of Delivery Maps

An average of 35 delivery maps are required per route9.

The average unit price per map is €10.00
 

Thus the sub-total of costs for generating delivery maps is €350,000.

b. Training of Staff

One full-day training is required for each postman in charge of delivery to non-unique addresses. Training cost will be charged at overtime rate (€26/hour)9.

The average working day being 7.5 hours, the sub-total costs for training is €195,000.

Additional Delivery Time

It is assumed that 6 hours extra time will be required for each postman to make these deliveries
 and this extra time is payable at overtime rates.

As a result for delivery effort is €156,000 (1000*6*26).

c. Additional Overhead

An Post will incur some additional overhead costs linked to the management of these delivery activities. For the purpose of this exercise it is assumed that an extra 5% overhead will be incurred on their costs (€704,600), additional overhead costs equal €35,230.

Table 8: Summary presentation of the costs associated with “Mail Delivery to Non-Unique Address”

	Step
	Estimated Costs (€)

	Generation of letter to non-unique address
	€ 353,600

	Definition of delivery maps
	€ 350,000

	Training of staff
	€ 195,000

	Additional delivery Time
	€ 156,000

	Additional Overhead
	€ 35,230

	Total for Mail Delivery to Non-Unique Addresses
	€ 1,089,830


3.3.3 Advertising and Technical Support

The following costs have been estimated through a benchmarking with the German postcode project, and an analysis of the Chip & Pin Launch in the UK.

It is assumed that postcode advertising costs are €5,000,000, and there is no external business support for this activity.

A dedicated Call Centre and Technical Support Resource will be made available at a cost of €233,000.

The development of a Postcode Web Portal is included in the standard operating costs and as such will be covered by normal operational costs.

Table 9: Summary presentation of the costs associated with “Advertising and technical Support”

	Step
	Estimated Costs (€)

	Advertising and Technical Support
	€ 5,233,000


3.3.4 Running Costs During Dissemination Phase

The detailed postcode implementation plan delivered as part of the Costs Benefit Analysis highlights the fact that the dissemination phase will last around 6 months. As such running costs during dissemination shall be €750,000 (€1,500,000*0.5).

Table 10: Summary presentation of the costs associated with “Running Costs During Dissemination”

	Step
	Estimated Costs (€)

	Running costs during dissemination
	€ 750,000


The following table presents a summary presentation of the dissemination costs.

Table 11: Summary presentation of the costs associated with all the Dissemination activities

	Step
	Estimated Costs (€)

	Creation of Database Population Tool
	N/A

	Mail delivery to unique addresses
	€ 582,400

	Mail delivery to non-unique addresses
	€ 1,089,830

	Advertising and Technical Support
	€ 5,233,000

	Running costs during dissemination phase
	€ 750,000

	Total dissemination costs
	€ 7,655,230


3.4 Costs linked to Maintenance activities

The maintenance phase (on-going phase) includes the following recurring activities:

19. Identify new properties and update boundary set

20. Update Address DB

21. Update PAD

22. Deliver Letters

23. Annual Running Costs

The remainder of this section presents the costs elements linked to each of these recurring activities.

3.4.1 Identify New Properties and update boundary set

Re-using the set of assumptions presented in Section 3.2.3c and assuming that the OSI map licence costs will account for €100,000
, the total recurring costs for the identification of new properties is €644,000.

Table 12: Summary presentation of the costs associated with “Identify New Properties and update boundary set”

	Step
	Estimated Costs (€)

	Identify new properties
	€ 644,000


3.4.2 Update Address Database

The key cost elements linked to the update of the address database is the payment of royalties and annual licence fee to Geodirectory (provided that this product is used as the source of addresses in Ireland).

Royalty fees for the inclusion of 80,000 addresses in the database equals €4,000.

The annual licence fee linked to usage of Geodirectory equals €14,500

Hence the total annual price linked to the update of the Address database equals €18,500

Table 13: Summary presentation of the costs associated with “Update Address Database”

	Step
	Estimated Costs (€)

	Update Address Database
	€ 18,500


3.4.3 Deliver Letters

Each new property will be told of its postcode via a letter.

Re-using the results of the costs estimates presented in the Sections 3.3.2 and 3.3.3, and assuming that 80% of new properties will be uniquely addressed, the costs associated with the delivery of letters to new households equals € 74,321. 

€74,321 is obtained by adding the costs of delivery postcode letter to unique and non-unique addressed during dissemination stage and by applying a pro rata ratio on the total number of addresses:  (80,000/1,800,000)* (582,400+1,089,830) = 74,321

Table 14: Summary presentation of the costs associated with “Deliver Letters”

	Step
	Estimated Costs (€)

	Deliver letters
	€ 74,321


3.4.4 Annual Running Costs

It is assumed that the base level staffing (20 Full Time Equivalent) required for the definition and dissemination of the postcodes will remain the same during the on-going maintenance phase. These resources will move from technical to business development activities as the postcode stabilises.

As a result the annual operational costs remain the same at € 1,500,000.

Table 15: Summary presentation of the costs associated with “Running Costs during maintenance”

	Step
	Estimated Costs (€)

	Annual Running Costs during maintenance
	€1,500,000


The following table presents a summary presentation of the on-going maintenance costs linked to the management of postcodes.

Table 16: Summary presentation of the costs associated with all the Maintenance activities

	Step
	Estimated Costs (€)

	Identify new properties
	N/A

	Update Address Database
	€ 582,400

	Deliver letters
	€ 1,089,830

	Annual Running Costs during maintenance
	€1,500,000

	Total Maintenance Costs
	€2, 236,821


Summary costs linked to the definition, dissemination and maintenance of postcodes by a postcode management body

Table 17 provide a summary presentation of the costs for the definition, dissemination and maintenance of postcodes by a postcode body. 

Table 17: Summary presentation of the costs associated with the definition, dissemination and maintenance of postcodes by a postcode body

	Phase
	Estimated Costs (€)

	Definition
	€ 5,451,000

	Dissemination
	€ 7,655,230

	Sub-total linked to the one-off activities linked to the creation of postcodes
	€ 13,106,230

	Maintenance (yearly costs)
	€2,236,821


It should be noted that these figures could be significantly reduced should the postcode management licence holder include one or several of these stakeholders: An Post, OSI, ESB as they will greatly influence the costs linked to “on the ground resources” and Geodirectory licence fees.

4. Presentation of the monetary costs and benefits for businesses for each in-scope sector

This section provides a presentation of the key costs drivers and benefits that were used as part of the monetary costs and benefits analysis.

4.1 Presentation of the costs drivers

4.1.1 Key principles linked to data gathering and sector extrapolation

Principle 1: Source of data

The consultation process completed by the Costs Benefit Analysis team as part of the assignment was used as the main source of costs and benefits data for the monetary analysis.

Where stakeholders did not provide costs, a set of implementation cost assumptions, and maintenance cost assumptions benefits were applied.  These assumptions were benchmarked against other stakeholders and draw on PA’s broader expertise. These assumptions are presented in the remainder of this section.

Principle 2: Extrapolation at the sector level

The time and budget allocated to CBA consultation process did not allow PA to meet all the major players in each of the sectors being considered to gather their costs and benefits. Hence, extrapolation mechanisms were used to include cost and benefit estimates associated with non-consulted major players. These extrapolation estimates are presented in the remainder of this document.

4.1.2 Costs drivers and costs estimation mechanisms at the consultee level

The cost drivers used as part of cost evaluation are broken down into two categories: 

(1) Implementation costs (one-off costs); and 

(2) Maintenance costs (costs relating to the on-going activities directly attributable to postcodes).

 The implementation costs Implementation include two key drivers:

24. Address database/customer database cleansing and mapping including:

The creation of automatic address matching script linking each customer database and the Postcode Address Database using textual address as the matching key

The following assumptions were applied when no specific figure was provided by interviewed stakeholders
:

· A total average of 20 man days
 (at the price of €1,000/day) are required to design, develop and test a data matching script for each address database

· Given the definition of the postcode option, automatic matching script will get an average success rate of 90% as town land will be used as the main matching key between addresses and postcodes.
This success rate can only apply to unique addresses within a town land. This accounts for 7% of the total number of addresses in Ireland.

a. The manual mapping exercise required to collect postcode information for those addresses that could not be matched through the automatic address matching script (unique address and non-unique addresses).

The following assumptions were applied when no specific figure was provided by interviewed stakeholders with regards to this manual process exercise:

· Companies will take the opportunity of existing customer contacts to collect missing postcode information linked to non-unique address customers. As a result incremental costs will be incurred to input the collected information into existing customer database. For the purpose of the cost benefit analysis, it was assumed that the incremental costs will be the equivalent of the costs incurred to process 6 records per minute by a resource whose salary is €30,000 per annum.

25. Bespoke application update including

a.  The creation of a specific postcode address field in all bespoke application that currently include such a field.

The following assumptions were applied when no specific figure was provided by interviewed consulted:

· A total average of 20 man days (at the price of €1,000/day) are required to design, develop and test an additional postcode field in any bespoke application.

The maintenance costs include two key drivers:

1.  Licence Fees linked to the usage of the Postcode Address Database

b. There will be three types of licences available:

i. Single Use Licence (for single user on one system)

ii. System Licence (more than 20 users)

iii. Multi System Licence (more than 20 users and multiple systems)

A licence type was assigned to each consultee depending on the usage of the Postcode Address Database, the number of users within the consultee’s organisation and the number of applications using the Postcode Address Database.

An initial market simulation (completed as part of Cost Benefit Analysis) enable to build the following average price for these licences:

· Single Use Licence - 102 per annum, target of 10,000 users ±20%;

· System Licence - €1,023 per annum, target of 1000 users ±20%;

· Multi system licence - €3,410 per annum, target of 100 users ±20%

These licence fees were calculated on the basis of a maintenance cost-recovery for the Postcode Management Licence Holder €2,236,821

2.  The manual mapping exercise required to map postcodes linked to new non-unique addresses or new addresses that could not be matched through use of the automatic data matching script.

c. The average number of new addresses included in consultee’s database was multiplying the average number of new addresses per annum (80,000) by a ratio comparing the size of the database with the total number of addresses in Ireland. 

d. The same effort estimate assumptions were used as for the manual mapping implementation costs.

4.1.3 Cost drivers and cost estimation mechanisms at the sector level

For each sector, a weighted
 average implementation cost and maintenance cost was calculated on the basis of the costs gathered through consultation. These averages were then applied to a list of major stakeholders that could not be interviewed as part of the consultation process. The list of major stakeholders is available in Appendix A.

4.2 Presentation of the benefits drivers

4.2.1 Key principles linked to quantification of benefits
Principle 1: Impact of take-up on benefits

Take-up rate is taken into account to discount the postal related monetary benefits. Therefore for the same average mail volume, monetary benefits will increase with take-up
.

4.2.2 Benefit drivers and benefit estimation mechanisms at the consultee level

As highlighted in PA’s consultation report, the majority of stakeholders, whilst being able to identify benefits linked to introduction of postcodes, could not quantify the value of these.  

This was a key issue for the Cost Benefit Analysis, as this has been designed to work from the base benefit information provided from stakeholders. 

In relation to the quantified element, there are two areas where PA had both consistent financial figures from stakeholders and benchmark data from international experience:

26. Improved process effectiveness for private postal operators (processing and delivery of mail items)


The consultation exercise enabled to identify an average €0.20 saving per item delivered directly attributable to the introduction of postcodes across the main players within the sector
.

27. Reduced mail costs for organisations as a result of the increase in competition in the postal sector

An average of 22% decrease in discount rate was applied (rate based on current down stream access rate available in the UK)
.

This discount rate was applied to 30 “Top 100” bulk mailers across all sectors represented in the Cost Benefit Analysis.

4.2.3 Benefit drivers and benefit estimation mechanisms at the sector level

For the same list of major players used to extrapolate postcode implementation and maintenance costs, benefits were quantified on the basis of:

(1) A €0.20 saving per packet for the major players in the private postal sector

(2) An additional average additional 22% increase in discount rate for the major players figuring among the 30 Top 100 bulk mailers list
.

Results for each sector

The consolidated results for each sector are presented in the following paragraphs. For each of these sectors, a break down of Implementation costs, Maintenance costs, Monetary Benefit and Net Present Value over 15 years is presented. The quantifiable and non-quantifiable benefits attributable to the sector are also provided.

4.2.4 An Post

a. Monetary Cost benefit Analysis

The following table present the summarised costs-benefits analysis for An Post

Table 18: Summary Monetary cost benefit analysis for An Post

	
	Implementation Costs
	Maintenance Costs (per annum)
	Monetary Benefits (Year 1)
	Net Present Value over 15 years

	An Post
	€ 27,764,000 (Year 1)

€ 9,750,000 (Year 2)
	€ 7,620,000
	€0
	-€ 85,450,831


b. Important comment on monetary figures for An Post

The cost evaluation linked to the implementation and maintenance of postcodes was completed at the time when the final format of the postcode option was not available and when the format of the PAD was not finalised. As a result a conservative approach was applied when costing the Implementation and Maintenance of postcodes. Therefore, PA recommends that these figures are reviewed as part of any budget setting exercise linked to the implementation of postcodes.

c. Important comment unquantifiable costs for An Post

An Post highlighted the following “non-quantifiable” risks during of the An Post consultation process. An Post assesses all the risks listed below as being high-probability “and” high impact:

· Decrease Quality of Service

An Post believes that its current quality of service will be impacted during postcodes implementation phase and postcodes transition phase for the following stated reasons:

· It is likely that the performance of the technical infrastructure (OCR and Video Coding machines) will be impacted for significant period of time with an impact on the mail read rate.

· Customers’ take-up will significantly impact its operation as it will be a source of error for mail processing and mis-sort. As a result this operational costs (manual sorting) will increase.

· Decrease in Read Rates and discounted mail customers

As presented above, An Post believe that it is likely that the introduction of postcodes will impact the current read-rates. There are two types of impact:

· Increased manual sorting costs;

· Increased costs for Discounted Mail Customers (reduced discount) that will probably lead, in a market deregulation context, to a decrease in the number of customers and a decrease in revenue.

· Increase in Stamp Price for USO maintenance activities

An Post stated that the implementation of postcodes and the associated on-going management are a source of additional costs that would probably need to be financed through an increase in stamp price (for regulated services). Again, in a market deregulation context, An Post may see their revenues and market share impacted (depending on the price-elasticity).

· Impact of market competition and market deregulation in 2009

An Post stated that the implementation of postcodes and the associated on-going management would be a source of additional costs that would probably be financed through an increase in service price for non-regulated services. Again, in a market deregulation context, An Post may see their revenues and market share impacted (depending on the price-elasticity).

4.2.5 Postal Private Sector

a. Monetary Cost benefit Analysis

The following table present the summarised costs-benefits analysis for the Postal Private Sector

Table 19: Summary Monetary cost benefit analysis for the Postal Private Sector

	
	Initial Implementation Costs
	Maintenance Costs (per annum)
	Monetary Benefits (Year 1)
	Net Present Value over 15 years

	Postal Private Sector
	€ 1,273,653
	€ 12,332
	€ 1,220,564
	€ 8,007,293


The following monetary benefits were used in this sector:

· Improve processes efficiency (Improve Sorting Process, Invoicing Process, Collection and Delivery Process);

· Improve process effectiveness (Improve Delivery Performance, Improve Public Perception and Opinion of Mail Service).

Non monetary benefits

The following non-monetary benefits could not be quantified and hence they are not included in the monetary cost benefit analysis
:

· Improved Data Management

· Improve Accuracy of Address Information (Quicker Entry of Address, Validation of Address)

· Improve Consistency of Information (Use postcode field to check for duplicate records in a single database)

· Improve Integration of Data (Use postcode field to match records across different databases)

· Reduce Costs of Data Management (Reduce need for specialist data cleaning and matching services, Remove Need for Organisational Reference Systems)

· Facilitate enhancement of existing services

· Improve Direct Marketing Performance (Enable Customer Segmentation based on detailed geographical information)

· Improve existing customer facing services (e.g. Internet, Call Centre) (Existing Front Office Services, More efficient deployment of emergency services through exact location identification, 

· Interfacing with international operations on existing services (Utilise standard Address Management Services)

· Facilitate provision of new services

· Implement New Customer Facing Services (Provide new automated front office services)

· Implement new logistics based on-line services

· Roll-out new services based upon comparable international offerings

4.2.6 Banking

a. Monetary Cost benefit Analysis

The following table presents the summarised cost-benefit analysis for the Banking Sector

Table 20: Summary Monetary cost benefit analysis for the Banking Sector

	
	Initial Implementation Costs
	Maintenance Costs (per annum)
	Monetary Benefits (Year 1)
	Net Present Value over 15 years

	Banking
	€ 986,555
	€ 41,000
	€ 952,082
	€ 5,734,644


The following monetary benefits were used in this sector:

· Increase competition on the mail/parcel delivery market (Reduce mail delivery costs, Enable Downstream Access)

b. Non monetary benefits

The following non-monetary benefits could not be quantified and hence they are not included in the monetary cost benefit analysis:

· Improved Data Management

· Improve Accuracy of Address Information (Quicker Entry of Address, Validation of Address)

· Improve Consistency of Information (Use postcode field to check for duplicate records in a single database)

· Improve Integration of Data (Use postcode field to match records across different databases)

· Reduce Costs of Data Management (Reduce need for specialist data cleaning and matching services, Remove Need for Organisational Reference Systems)

· Improved Analysis

· Improve forecasting and capacity management (e.g. Branch Network Planning)

· Improve Customer Segmentation (Customer Marketing, Credit Assessment, Fraud Identification)

· Undertake more powerful and complete analysis (Bring related data from different sources together and integrate them)

· Ability to target specific samples (Test and validate results of statistical analysis)

· Facilitate enhancement of existing services

· Improve Direct Marketing Performance (Enable Customer Segmentation based on detailed geographical information)

· Improve existing customer facing services (e.g. Internet, Call Centre) (Existing Front Office Services, More efficient deployment of emergency services through exact location identification, 

· Interfacing with international operations on existing services (Utilise standard Address Management Services)

· Facilitate provision of new services

· Implement New Customer Facing Services (Provide new automated front office services)

· Implement new logistic based on-line services

· Roll-out new services based upon comparable international offerings

Utilities

c. Monetary Cost benefit Analysis

The following table presents the summarised cost-benefit analysis for the Utilities Sector.

Table 21: Summary Monetary cost benefit analysis for the Utilities Sector

	
	Initial Implementation Costs
	Maintenance Costs (per annum)
	Monetary Benefits (Year 1)
	Net Present Value over 15 years

	Utilities
	€ 397,836
	€ 14,449
	€ 231,411
	€ 1,213,504


The following monetary benefits were used in this sector:

· Increase competition on the mail/parcel delivery market (Reduce mail delivery costs, Enable Downstream Access)

d. Non monetary benefits

The following non-monetary benefits could not be quantified and hence they are not included in the monetary cost benefit analysis:

· Improved Data Management

· Improve Accuracy of Address Information (Quicker Entry of Address, Validation of Address)

· Improve Consistency of Information (Use postcode field to check for duplicate records in a single database)

· Improve Integration of Data (Use postcode field to match records across different databases)

· Reduce Costs of Data Management (Reduce need for specialist data cleaning and matching services, Remove Need for Organisational Reference Systems)

· Improved Analysis

· Improve forecasting and capacity management (e.g. Network Analysis and Planning)

· Undertake more powerful and complete analysis (Bring related data from different sources together and integrate them)

· Ability to target specific samples (Test and validate results of statistical analysis)

· Facilitate enhancement of existing services

· Improve Direct Marketing Performance (Enable Customer Segmentation based on detailed geographical information)

· Interfacing with international operations on existing services (Utilise standard Address Management Services)

· Facilitate provision of new services

· Implement New Customer Facing Services (Provide new automated front office services)

· Roll-out new services based upon comparable international offerings

4.2.7 Retail

a. Monetary Cost benefit Analysis

The following table present the summarised cost-benefit analysis for the Retail Sector

Table 22: Summary Monetary cost benefit analysis for the Retail Sector

	
	Initial Implementation Costs
	Maintenance Costs (per annum)
	Monetary Benefits (Year 1)
	Net Present Value over 15 years

	Retail
	€ 2,071,747
	€ 122,693
	€ 143,691
	-€ 1,824,039


The following monetary benefits were used in this sector:

· Increase competition on the mail/parcel delivery market (Reduce mail delivery costs, Enable Downstream Access)

It should be noted that the retail sector is not a bulk mailer sector. Therefore, the monetary benefits as quantified here cannot out-weight the initial estimated investment costs linked to the introduction of postcodes.

b. Non monetary benefits

The following non-monetary benefits could not be quantified and hence they are not included in the monetary cost benefit analysis:

· Improved Data Management

· Improve Accuracy of Address Information (Quicker Entry of Address, Validation of Address)

· Improve Consistency of Information (Use postcode field to check for duplicate records in a single database)

· Improve Integration of Data (Use postcode field to match records across different databases)

· Reduce Costs of Data Management (Reduce need for specialist data cleaning and matching services, Remove Need for Organisational Reference Systems)

· Improved Analysis

· Improve forecasting and capacity management (e.g. Outlet Planning and network management)

· Improve Customer Segmentation (Customer Marketing, Credit Assessment, Fraud Identification)

· Undertake more powerful and complete analysis (Bring related data from different sources together and integrate them)

· Ability to target specific samples (Test and validate results of statistical analysis)

· Facilitate enhancement of existing services

· Improve Direct Marketing Performance (Enable Customer Segmentation based on detailed geographical information)

· Interfacing with international operations on existing services (Utilise standard Address Management Services)

· Facilitate provision of new services

· Implement New Customer Facing Services (Provide new automated front office services)

· Roll-out new services based upon comparable international offerings

4.2.8 Telecommunication

a. Monetary Cost benefit Analysis

The following table present the summarised cost-benefit analysis for the Telecommunication Sector

Table 23: Summary Monetary cost benefit analysis for the Telecommunication Sector

	
	Initial Implementation Costs
	Maintenance Costs (per annum)
	Monetary Benefits (Year 1)
	Net Present Value over 15 years

	Telecommunication
	€ 640,794
	€ 14,919
	€ 240,975
	€ 1,055,006


b. Non monetary benefits

The following non-monetary benefits could not be quantified and hence they are not included in the monetary cost benefit analysis:

· Improved Data Management

· Improve Accuracy of Address Information (Quicker Entry of Address, Validation of Address)

· Improve Consistency of Information (Use postcode field to check for duplicate records in a single database)

· Improve Integration of Data (Use postcode field to match records across different databases)

· Reduce Costs of Data Management (Reduce need for specialist data cleaning and matching services, Remove Need for Organisational Reference Systems)

· Improved Analysis

· Improve forecasting and capacity management (e.g. Outlet Planning and network management)

· Improve Customer Segmentation (Customer Marketing, Credit Assessment, Fraud Identification)

· Undertake more powerful and complete analysis (Bring related data from different sources together and integrate them)

· Ability to target specific samples (Test and validate results of statistical analysis)

· Facilitate enhancement of existing services

· Improve Direct Marketing Performance (Enable Customer Segmentation based on detailed geographical information)

· Improve existing customer facing services (e.g. Internet, Call Centre) (Existing Front Office Services, More efficient deployment of emergency services through exact location identification, 

· Interfacing with international operations on existing services (Utilise standard Address Management Services)

· Facilitate provision of new services

· Implement New Customer Facing Services (Provide new automated front office services)

· Roll-out new services based upon comparable international offerings

4.2.9 Insurance

a. Monetary Cost benefit Analysis

The following table present the summarised cost-benefit analysis for the Insurance Sector

Table 24: Summary Monetary cost benefit analysis for the Insurance Sector

	
	Initial Implementation Costs
	Maintenance Costs (per annum)
	Monetary Benefits (Year 1)
	Net Present Value over 15 years

	Insurance
	€ 739,051
	€ 90,121
	€ 44,750
	-€ 1,358,411


The following monetary benefits were used in this sector:

· Increase competition on the mail/parcel delivery market (Reduce mail delivery costs, Enable Downstream Access)

It should be noted that the Insurance sector is not a bulk mailer sector. Therefore the monetary benefits cannot out-weight the initial estimated investment costs linked to the introduction of postcodes.

b. Non monetary Benefits

The following non-monetary benefits could not be quantified and hence they are not included in the monetary cost benefit analysis:

· Improved Data Management

· Improve Accuracy of Address Information (Quicker Entry of Address, Validation of Address)

· Improve Consistency of Information (Use postcode field to check for duplicate records in a single database)

· Improve Integration of Data (Use postcode field to match records across different databases)

· Reduce Costs of Data Management (Reduce need for specialist data cleaning and matching services, Remove Need for Organisational Reference Systems)

· Improved Analysis

· Improve forecasting and capacity management (e.g. Branch Network Planning)

· Improve Customer Segmentation (Customer Marketing, Credit Assessment, Fraud Identification)

· Undertake more powerful and complete analysis (Bring related data from different sources together and integrate them)

· Ability to target specific samples (Test and validate results of statistical analysis)

· Facilitate enhancement of existing services

· Improve Direct Marketing Performance (Enable Customer Segmentation based on detailed geographical information)

· Improve existing customer facing services (e.g. Internet, Call Centre) (Existing Front Office Services, More efficient deployment of emergency services through exact location identification, 

· Interfacing with international operations on existing services (Utilise standard Address Management Services)

· Facilitate provision of new services

· Implement New Customer Facing Services (Provide new automated front office services)

· Implement new logistic based on-line services

· Roll-out new services based upon comparable international offerings

4.2.10 Government Services

a. Monetary Cost benefit Analysis

The following table presents the summarised cost-benefit analysis for the Government Services Sector

Table 25: Summary Monetary cost benefit analysis for the Government Services Sector

	
	Initial Implementation Costs
	Maintenance Costs (per annum)
	Monetary Benefits (Year 1)
	Net Present Value over 15 years

	Government Services
	€ 2,429,990
	€ 32,267
	€ 563,344
	€ 1,622,332


The following monetary benefits were used in this sector:

· Increase competition on the mail/parcel delivery market (Reduce mail delivery costs, Enable Downstream Access)

b. Non monetary Benefits

The following non monetary benefits could not be quantified and hence are not included in the monetary cost benefit analysis:

· Improved Data Management

· Improve Accuracy of Address Information (Quicker Entry of Address, Validation of Address)

· Improve Consistency of Information (Use postcode field to check for duplicate records in a single database)

· Improve Integration of Data (Use postcode field to match records across different databases)

· Reduce Costs of Data Management (Reduce need for specialist data cleaning and matching services, Remove Need for Organisational Reference Systems)

· Improved Analysis

· Improve forecasting and capacity management (e.g. 

· Schools Planning, Catchments Area Definition, Performance Analysis etc., 

· Hospital Planning, Mobile Service Screening (e.g. Breast), Disease Analysis, Hospital Performance Analysis etc.

· Journey Time Monitoring and Road and Railway Planning

· Better deployment and utilisation of department resources

· Development of detailed statistical analysis in support of EU Grant applications

· Planning of resources to best meet incident demand - Optimise Fire, Ambulance and Garda ground assets

· Improve Customer Segmentation (Customer Marketing, Credit Assessment, Fraud Identification)

· Undertake more powerful and complete analysis (Bring related data from different sources together and integrate them)

· Ability to target specific samples (Test and validate results of statistical analysis)

· Ability to analyse data on a regional basis and use this to drive policy formulation and monitoring. 

· Facilitate enhancement of existing services

· Improve existing customer facing services (e.g. Internet, Call Centre) (Existing Front Office Services, More efficient deployment of emergency services through exact location identification, 

· Facilitate provision of new services

· Implement New Customer Facing Services (Provide new automated front office services)

· Implement new logistic based on-line services

5. Presentation of the monetary costs and benefits at the Irish economy level

This section presents the consolidation of the Monetary Cost Benefit Analysis for all consulted sectors. An estimated 58.8% of the Irish GDP is presented in this consolidation. 

5.1 Additional costs items not included at the sector level 

Two costs items were included at the Irish Economy Level:

28. Implementation costs and Maintenance costs linked to Postcode Management Licence Holder

Consistently with the analysis presented in section 3, a total implementation cost of €13,106,230 will be incurred by the Irish economy and a recurring maintenance costs of €2,236,821 will be linked to the on-going management of postcodes in Ireland. With regard to maintenance costs, it should be noted that as the Postcode Management Licence Holder will be self-financed, these costs will balance out at the Irish economy level.

29. Cross-Sector mail shots linked to non-unique addresses

The National Postcode Project Board agreed that it should be assumed that stakeholders will use national mail shots to gather postcodes associated with non-unique addresses.

For the purpose of this Cost Benefit Analysis exercise, it was assumed that a maximum of five stakeholders in the Irish economy will complete the task of sending 119,000
 letters to customers linked to non-unique addresses getting at a €0.39 discounted rate from An Post. As a result the Irish Economy will incur an additional €232,050.

5.2 Results at the Irish Economy Level

The following table presents the Net Present Value
 linked to the introduction of postcodes at the Irish economy level.

Table 26: Summary Monetary cost benefit analysis at the Irish Economy Level

	
	Initial Implementation Costs
	Maintenance Costs (per annum)
	Monetary Benefits (Year 1)
	Net Present Value over 15 years

	Irish Economy Level 
	-€ 49,642,205
	€ 7,985,780
	€ 3,430,957
	-€ 83,066,839


As highlighted above the most significant factor within this calculation is An Post’s view of the costs and benefits associated with the implementation of this postcode system.  

For illustration only, the following table presents the Net Present Value linked to the introduction of postcodes at the Irish economy level without the implementation costs and maintenance costs linked to An Post.

Table 27: Summary Monetary cost benefit analysis at the Irish Economy Level without An Post implementation and maintenance costs

	
	Initial Implementation Costs
	Maintenance Costs (per annum)
	Monetary Benefits (Year 1)
	Net Present Value over 15 years

	Irish Economy Level 
	€ 21,877,907
	€ 365,780
	€ 3,065,177
	€ 2,383,992


5.3 Other potential benefits attributable to postcodes

The above analysis does not include a number of benefit examples that were gathered during the consultation process but that could not be included in the Cost Benefit Analysis as stakeholders were uncomfortable at this stage to commit to the full potential of the benefit that could be realised:

· The National Statistics Board and the Central Statistics Office stated that the introduction of postcodes would lead to enormous statistical and policy benefits across Government and the Public Sector. An estimated 0.2% annual improvement in efficiencies linked to more targeted service delivery through improved demographic analysis would result in savings of around €65m per annum;

· A confidential stakeholder
 and Concern highlighted in their consultation that the introduction of postcodes would reduce the duration of a contact centre call to up to 1 minute (for Concern). The confidential stakeholder estimated a potential €500,000 saving per annum for their national call centres. A simple extrapolation across all the active population and call centres would suggest up to €5.6m could be saved per annum;

Stakeholder in the Insurance sector suggested that risk management assessment could be improved through the usage of postcodes and as a result could lead to a reduction in non-life premiums. A 1% decrease in the total of non-life premiums in Ireland could lead to a benefit of €40m
 per annum.

6. Monte-Carlo Analysis and Sensitivity Analysis

This document describes the results of a Monte Carlo analysis of the models built for the Irish Postcodes Project.

6.1 Introduction to Monte carlo Analysis

In most modelling situations, there will be some uncertainty around one or more inputs, from which it follows that there will be a similar uncertainty around the results. If those results form part of a Cost Benefit Analysis for example, that uncertainty needs to be quantified.

To measure the effects of uncertainty, we define the variance of the inputs and then test them in different combinations to see how the results are affected. The simplest and often most effective way to select the combinations from the hundreds of millions available is to simply choose randomly – in effect ‘rolling the dice’. The gambling connotations have led this to be termed Monte Carlo simulation.

The final stage is to collate the results from which we can then calculate a range within which we have sufficient confidence the final result will lie.

6.2 Assumptions

Variances were built into the following assumptions used to build the take-up rate and the NPV analysis:

· The effort required to design, develop and test an address matching script for a single database was changed from a fixed value of 20 days to a Normal distribution with a mean of 20 and a standard deviation of 1.65

· The success rate of the resultant script was changed from a fixed value of 90% to a Gumbel (Min) distribution with a mode of 90% and a scale of 1%

· The success rate where a direct link with Geodirectory exists was changed from a fixed value of 95% to a Gumbel (Min) distribution with a mode of 95% and a scale of 1%

· The effort required to update an application to handle an additional postcode field was changed from a fixed value of 20 days to a Normal distribution with a mean of 20 and a standard deviation of 1.65

· The number of new addresses per year was changed from a fixed value of 80,000 to a Normal distribution with a mean of 80,000 and a standard deviation of 1,000

· The salary for manual data entry was changed from a fixed value of €30,000 to a Normal distribution with a mean of €30,000 and a standard deviation of €2,000

· The manual throughput rate was changed from a fixed value of 6 records per minute to a Gumbel (Max) distribution with a mode of 6 and a scale of 1

· The extra discount applied to bulk mail items using postcodes was changed from a fixed value of 30% to a Gumbel (Min) distribution with a mode of 30% and a scale of 3%

· The An Post estimate for implementation costs was changed from a fixed value of 37.7M to a Normal distribution with a mean of 37.7M and a standard distribution of 2.7M

· The An Post estimate of ongoing maintenance costs was changed from a fixed cost of 7.6M to a Normal distribution with a mean of 6.3M and a standard deviation of 630K recognising that they had probably played safe by quoting the high-end of expectations 

· The number of users signing up for a licence with the Postcode Management Licence Holder was changed from a fixed value of 100 to a Normal distribution with a mean of 100 and a standard deviation of 10

· The ratios of multi-system to system and system to single-user licences were both changed from a fixed ratio of 0.1 to a Normal distribution with a mean of 0.1 and a standard deviation of 0.01

· The memorability error rate was changed from a fixed value of 10% to a LogNormal distribution with a mean of 10% and a standard deviation of 1%

· The error rate due to non-unique addresses was changed from a fixed value of 2% to a Gumbel (Max) distribution with a mode of 2% and a scale of 1%

· The success rate for businesses mapping addresses to postcodes was changed from a fixed value of 90% to a Gumbel (Min) distribution with a mode of 90% and a scale of 2%

· The success rate of an individual contact campaign was changed from a fixed value of 20% to a Gumbel (Max) distribution with a mode of 20% and a scale of 4%

· The average annual take-up rate was changed from a fixed value of 8% to a Gumbel (Min) distribution with a mode of 8% and a scale of 1%

· The percentage of erroneous postcodes on mail which included them was changed from a fixed value of 7% to a Gumbel (Max) distribution with a mode of 7% and a scale of 1%

· The annual rate of correcting erroneous postcodes in a database on issue was changed from a fixed value of 30% to a Gumbel (Min) distribution with a mode of 30% and a scale of 4%

· The rate of correcting erroneous postcodes in a database through routine data-cleansing was changed from a fixed value of 20% to a Gumbel (Min) distribution with a mode of 20% and a scale of 1%

Results

The overall result is that there is a 90% certainty that the 15-year NPV for the group of companies considered is between –€71m and –€90M, with a mean of –€81M
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Excluding the impact of An Post, there is a 90% certainty that the NPV is between –€1.5M and +€4.2M, with a mean of +1.4M. There is a 70% certainty that the NPV will be positive.
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Analysis

The sensitivity analysis excluding An Post shows that the NPV is almost entirely related to any increase in the discount applied to bulk mailing – the long term benefits of which massively outweigh the relatively minor immediate development costs. Indeed, most companies would recover development costs in the first year.
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The following charts show the confidence intervals for take-up and error rates.
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6.3 Summary

The overall picture is that a relatively small increase in the discount applied to bulk mailing would probably cover the cost of implementing postcodes for most of the economy. The figures are small and the individual costs and benefits do not sit with the same parties indicating there would be difficulties persuading everyone to adopt the system.

In particular, the key driver behind the mail discount – An Post has already indicated through the stakeholder consultation process that it has a reasonably efficient automated system that would require extensive modification at a cost that is an order of magnitude greater than any predicted benefits.  While An Post have been very supportive throughout this project, it is clear that there is a need for a more detailed understanding of these estimates in advance of implementation and, if they are to embrace the introduction of the new system a solution to its costs and other exposures will need to be found.

7. Conclusion and recommendations from PA Consulting Group

The key conclusions from the cost benefit analysis are as follows:  

The implementation costs linked to the establishment of postcodes and creation of a dedicated postcode management body are estimated at €13,106,230;

· The on-going maintenance costs linked to the postcode management body are estimated at €2,236,821 annually which should be self-funded by the postcode management body;

The above estimated figures could be significantly reduced should the postcode management licence holder include one or several stakeholders who already undertake activities associated with the Implementation and Maintenance as part of their business as usual activities, e.g. An Post, OSI, ESB or Geo-directory. 

· While the stakeholder consultation process has shown overwhelming support for the introduction of postcodes, quantifying the scale of the potential benefit has been a challenge.  Overall, stakeholders were generally confident of the savings that could be generated in the area of postal services. In all other areas the level of understanding was less quantifiable.  The quantified cost benefit analysis was forced to focus only on the postal related savings.  As a result, the cost benefit analysis (excluding An Post which is discussed separately below) shows a positive NPV of €2.4m.  It should be noted that the incorporation of the currently not quantified benefits would significantly enhance this figure.

An Post is in a very unique position in relation to postcodes.  Having already invested in the implementation of a hidden coding system, An Post has been unable to identify any benefit that would arise from the introduction of a national public postcode system. An Post has stated through the stakeholder consultation process that it would incur costs to implement the new coding structure and the associated changes; the transition to a new postcode system may have an impact on the quality of service offered to customers; and customers ability to access ‘machine’ mail discounts may be an issue during transition. An Post has estimated their costs to be in the order of €37m for initial implementation with an annual cost beyond that of €7m.  There is clearly a need for a more detailed understanding of these estimates in advance of implementation as, while An Post have been very supportive throughout this project, it is clear that if it is to embrace the introduction of the new system a solution to its costs and other exposures will need to be found.  When the An Post estimated costs are included in the net present value, the position over 15 years becomes, i.e. -€83m.

Overall balancing all of the factors above, PA’s conclusion is that the implementation of postcodes is a justifiable infrastructure investment in Ireland. The key issue that needs to be addressed is related to An Post.  The imbalance in costs and benefits needs to be reviewed and a solution found if the potential for postcodes is to be maximised

APPENDIX A: 1List of major players used for consolidation purposes

This appendix lists all the major players that could not be consulted as part of the consultation process and that were used as part of the sector consolidation exercise.  The results of the stakeholder consultation were extrapolated to cover these organisations.

	Sector
	List of major players used for extrapolation purposes

	Private Postal Service Providers
	TNT

	Utilities
	No additional major players included as ESB and Bord Gais have the dominant position in the market

	Telecommunication
	· Vodafone

· Meteor

· Chorus

· Ntl

	Banking
	· AIB

· Ulster Bank

· Permanent TSB

· National Irish Bank

	Insurance
	· Allianz

· Hibernian

· AIG

· ACE

· AXA

· VHI

· BUPA

	Government Services
	· Department of Education and Science

· Department of Finance

· Department of Justice and Law Reform

· Department of Agriculture

	Retail
	· Shop Direct

· Superquinn

· Dunnes

· Roches Stores


APPENDIX B: Predicting the postcode take-up rate

B.1 Introduction

To predict the level of take-up associated with the use of the postcode, we have developed a Top-Down and Bottom-Up approach.

· The Top Down approach focuses on the take-up rate that other countries have experienced when implementing postcodes and uses this as a baseline for the Irish postcode implementation.

· The Bottom-Up approach accounts for those characteristics that are specific to Ireland:  non-unique addresses; the mix of business and individual/SMEs mail; and the structure and length of the proposed Irish postcode, i.e. ABC 123.

B.2 The top down approach

For the top down approach PA have used Portugal and Northern Ireland as our comparators:

· Why Portugal: It is the European country that has most recent implementation of postcodes (1998); implementation was done in a mature ICT environment; and it has a similar ratio of business to individual/SME users

· Why Northern Ireland: There are cultural similarities between Northern Ireland and Ireland; and it has a similar issue with non-unique addresses;

Based on the information that these two countries provided during the consultation exercise, we have mapped out their take-up rates:
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Assuming the our implementation was done as effectively as that in Portugal and Northern Ireland, the only other remaining factor that could influence take-up is the structure of the postcode.  Using research in this area, we produced a memorability ratio for the Portugal code structure; the Northern Ireland code structure and the proposed Irish code structure.  This was then input to the bottom up analysis.  

B.3 The bottom-up model

As highlighted in the following figure, the bottom-up model focuses on Business Take-Up, Individuals Take-Up and Error Rates
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Business take-up as measured as the percentage of business mail including postcode, is influenced by 3 key elements
:

30. Bulk mailers: Bulk mailers generate around 40% of mail volumes and will be the driver of business take-up. 

31. Database matching: The rate of initial take-up will depend on the success rate of the automatic data matching script for unique addresses.  We initially assumed that an automatic rate of 60% would be achieved.  This will be as a result of direct automatic matching and some manual intervention around data cleansing. This automatic rate was increased to 90% as a result in the change of definition of the postal sector option.

32. Subsequent take-up: This will require either a manual mapping exercise and/or individual customer contact.  The success rate of individual customer contact campaigns will be 20% decreasing over time.  [This assumption has been sense checked with our PA colleagues who were involved with the UK Chip & Pin communications programme].  As individuals and SMEs are going through the adoption process, there will be a source of error – the occasions when they provide the wrong postcode to a business. This is based on the length and memorability of the code. The error rate linked to individual and SMEs has three elements:

· Error rate linked to the delivery of postcode to non-unique addresses estimated at 2% for the postal sector option [assumption agreed by the Board]

· Individuals/SMEs Error Rate on the initial memorability of each postcode estimated at 6%

· Relative decrease in error rate for individuals and SMEs of memorability over time (indexed on the memorability ratio)

Regular data management/data cleansing activities will reduce the % of wrong postcodes in address databases.  We have assumed a relative decrease of 20% of error rate per annum.

The Board agreed all of the above assumptions.  

Building all of these factors into our analysis, we produced the following postcode error rate.  

B.4 Conclusion and key message

Using the experiences of other countries and our assumptions in relation to the implementation of postcodes in Ireland, the Postal Sector model with its enhanced code structure of ABC 123 will achieve a take-up rate of 70% in around 5 years.

As with any new ‘number/ code’ that has to be remembered and there will be errors during the early months of implementation, however, the structure and length of the postcode will keep these to a minimum.  Initially the error rate will rise from just over 1.5% to 2%.  However, with data cleansing and improved recall, this will quickly reduce.

When considering these figures, it should be noted that a promotion strategy that encourages a broad and active use of the postcode across many aspects of life, could improve the speed of postcode penetration and also the speed with which the error rate declines.

� A consultation report presenting the detailed findings of the consultation exercise is publicly available for review.


� A consultation report presented the detailed findings of the consultation exercise is publicly available for review.


� This figure (as all other figures linked to costs assumption) has been benchmarked against PA’s previous experience on this type of process


� Source OSI


� Source: Geodirectory


� Source: Geodirectory


� Source: Geodirectory


� Source: IDMA


� Source: An Post


� Source: OSI


� Source An Post – 3 hours ordering and 3 hours delivering


� 80,000 houses account for 5% of total housing in Ireland. Hence OSI licence costs will only apply to 5% of their total licence costs


� All these assumptions were submitted to a detailed Monte-Carlo Analysis which key findings are presented in Section � REF _Ref139952909 \w \h ��6�


� Calculated on the basis of information received from stakeholders on past projects


� The weighted average was indexed on the market share of the interviewed consultees


� A summary presentation of the outcome of the take-up prediction for the Postal Sector is presented in Appendix B


� Source: individual stakeholder in the private postal sector model that required a Non-disclosure agreement on information directly attributable to them. Explicit agreement will have to be granted from these companies to allow access to this data.


� Source: http://www.psc.gov.uk/policy-and-consultations/consultations/access/ObservationsontheRMUKMagreement.pdf





� Confidential information requiring an explicit authorisation from An Post


� Source: benefit map presented in the CBA Consultation Report


� 7% of the total number of addresses in Ireland.


� Discount rate: 8%


� A confidentiality agreement does not allow us reveal the identify of this stakeholder


� Source: � HYPERLINK "http://www.iif.ie/factfiles/factfile2005.pdf" ��http://www.iif.ie/factfiles/factfile2005.pdf� page 11


� All these elements are submitted to a detailed Monte-Carlo Analysis and Sensitivity Analysis which key findings are presented in Section � REF _Ref139952909 \w \h ��6�.


� Sources: Assimilation of sequentially encoded information, Irwin Pollack, American Journal of Psychology
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