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?{N L AND THE ICL PATHWAY DEAL

i Introduction

id Phave been asked, as 4 member of the POCL team not closely inv o%*mi
with recent negotiations, 1o “stand back” from the deal and review it (as
independently as possible for a UEC member) to confirm that the chosen
divgciis on remams sensible, Inthis T have been assisted by Jenny Cole and
Hilary Stewart, with support also from T Brown and Bill Lavery: {am
especiatly indebted 10 Jenny, for carrying the work forward assiduously during
my period of sick leave. Keith Balnes and Liz Blackburn provided financial
?'“ igures to tight deadlines, and this was much appreciated. Tam also deeply
ﬂizz% 2 1o Joan MeNamara for her patience in typing this report.

£20 Thave aimed to conduct this review within the broader context of POCL
business strategy. | have summarised my interpretation of the strategic issues
in Appendix A, and thal avalysis has guided the report,

et
ied

Some views are attributed to tird parties. These have not been obtained
directly: the impressions were gained in interviews with POCL people and
iize:.xf.ng reflect a collective understanding within the business,

td The methodology adopted was a combination of review of documentation and
sertes of interviews with POCL personnel. Appendices B o E record the main
points of the evidence collected in this process. Appendix Fincludes a Hst of
mterviewees and the team's original brainstonm of the lines of enguiry the task
would reguire.

2 Findings of the Review

Orverview
2 Fam satisfied that those directly involved in negotiations genuinely believe

that it 1s better to proceed with Horizon on the rencgotiated terms than to
abort. 1t is, however, a messured view rather than an enthusiastic one,
recognising that proceeding will bring formidable challenges.

s
A

Negotiations appear to have been informed at all stages by proper financial
and strategic analysis, including the agreement of clear negotiating authority,
and professional advice has been taken. The Post Office is therefore able o
justify its due diligence in the matter.
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The negotiations were also sublect 1o assurance review at appropriate stages,
and contingency plans were prepared against Sdlure.

The conclusion of negetiations with a firm decision 10 proceed should m* an

ened 10 8 protracted perdod of uncertuinty, permitting a fresh star with renewe
5& cus not ondy for the %3;%"3&\{1 project but fov the POCL business,

Infor z,moswé}g many uncertiintios, unanswersd questions and doubts about the
future remaln, 5o that the '%semfisix of such 2 fresh start seem unlikely 1o be

obtained without a concerted, focused and single minded leadershs i effort by
both POCL and ICL teams to emphasise the positive.

ven on the basis of protecting benefit pavments, the go/no go decision is
extremely fnely balanced, with neit §z Y option %’zcmv fully satisfactory for
POCL. Proceeding means full commitment 1o an auwtomation rouie and a
periner, neither of which are Weal tn Eéfzﬁ context of realising the new Counters
¥ mw i%i not proceeding would so delay the building of auwtomared

s, and undermine z%zé:. business” credibility Internally and externally, as
1o _gms; aizs,, vision at sigmifieant risk of becoming undeliverable.

Several segior managers, c%me to the project, but not principal negotiators,
whose judgement | respect, express significant reservations about the risks of
proceeding. These centre on thelr continuing doubt about the ability of ICL &
deliver a satisfhotory g%m;im{ the absence of transparency in the PR contract;
the risk that ICL s financial fragility will endure throughout the project, with
the possibility of repeated claims on The Post Office for extra contributions
{which, by then having no alternative, it will be unable 1o resist); and doubts
about ?’QC? 'z own ability 0 give it the focus essential for success,
Observation of the track record 30 far offers reasonable foundation for such
views,

While much effort has been devoted to understanding the commercial and
financial implications of the deal, the Rug@gmr“émg Heads of Agresment on
partership with ICL were negotiated over 2 short peried close to the
conclusion. T have found little evidence i?w: the implications of this part
of the g}{}gs.ﬁ%ﬁsi@ contract for POCL's management and for The Post Office
have yet been fully and systematically reviewed. The implications may be
profound. For example, how heavily does the partnership agreement constrain
The Post Office from engaging in other collaborations in related areas? Is The
Post Offive effectively constrained 1o a broadly current view of the future of
the counter network by its commitment to 1CL, even if that were eventually
shown not 1o meet its shareholder value aspirations? And does ICL have
sutficient acoess to capital to be able to fund the proportion of investment in

ool

new vision development wz;&z POCL needs to be ;f*w*zﬁs;\; by its partners for
the vision 1o be affordable? (1 understand that the Heads of Agresment have

sed, but write f%zz on the basis that they would still be the basis
it the deal procesds.)

nically
foroveeding
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On balance | agree that it remains right to press shead with Horizen
despite the extra cost invelved, becauge

=itz fimancially better than terminating

~ the alternatives are 1t least as uncerain and no move attractive

~ it saleguards the immediate foture of benefit payments at post offices

it moves POCL 1o a card based technology, with the door leftopen to a
smartcard strategy later

= the logs of credibility with kev stakeholders (clien, agents, emplovess and
customers associated with abandoning the project would be severe

~ termimation will Involve Hdgation and the diversion of much management
wito Hmit the fnancial impact, which will be surategically nugatory,

= There arg however two imporiant caveats 1o thiz conclusion

ay am assuming thetthe ?3 st Office will be content that any
constraints - such gs those trailed in the previous paragraph - which
the ICL parinership Imposes on it are acceptable and do not affect
these benefits, but am not currently able v verity that.

ed w0 as to Hmit or deny any of these benefits
my conclusion will need 1o be revisited, {for example if there is a

ing back from the currently agreed levels of benefit
payment transactions or the vse of cards, which undermines footfall
it the network,)

by I the deal is modif

The finaneial vontext

2.8 The financial validity of the decision is eritically dependent on the view taken
ol the Likely response of the Benefits Agency (BA) o the collapse of Horizon,
it particular of the speed &t which BA would move o alternative paviment
methods and withdraw conventional pavments through post offices. Medium
term retention of current post office business is essential to support the
automation implementation. (Benefit pavment is about a third, and through
footfall supports a further significant proportion of current counter volume.)

-‘(

f&
fbes

The negotiators take a pessimistic view of BA'y intention to take payments
awsy from post offices. {This supports their judgement thet {1 is better 1o
proveed with Horlzon so as to retain BA business.) That view appears 1o be
onably grounded ES‘; é’é}::f observed behaviours and statements of BA and
D55 otfic i
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113 important to reeall that the business case for automating was abways that it
vould be a better outcome than not awtomating, not an absolitely good
suteome. The principal }; efit of the original case was the retention of BA
3 A. Swee contract A 18 in place. and that main benefitis
therefore flowing, even prowacted delass 1o Horizon have appeared beneficial

casework M have been deferred

€33 b Y osdract

3 beganse the oSty

This very large 5iﬁ’§i’2ti/€’ effect has overshadowed the porential damage to
POCL s strateg ¢ having implemented the basic
indfragiruciure on '{E'ii.f ground, and ?3’;@5’&‘?0& ot being able o move on io
consider strtegio i:mw&mwzz?\ %%-Ezw&hmw is an assessment of new
noen-benefit business attributable to avtomation, the financial model does not
attempt 1o assess the Impaet of de i;ﬁV 0 automation on existing clenty
propensity o e;i“fex‘% Thus there 15 an inwitive adverse effect of delay
{including “sunk” delays to Horlzon) which does not appear in NPV
caleulations atall, The financial casework does not evaluate POCL s “fitness
W compete” as the dof techndgue focuses only on measurable ncremental cash
{lowa,

The eomparison of options has been done within the paradigm that a
cationwide network of post offices will and should exist. 8o long as the
outcome refains benefit payments at post offices by cards it praserves both the
medinm term guarantee of customer footfall and lovalty and the “Jumping of
capability towards a tramsformed capability. The case for Horlzon leads to the
maintenance of existing shareholder value, or slowing its decline, rather than
creating new valug, {although fh;w ype of analysis s at oo early stage © be
pasis of immediate decisions.) While the solution preserves strategic
capability this situation may be micrﬁs%ﬁns& Were any of that to be lost in any
variation of thix deal it will expose the need to consider the option of not
automating at all

Koy financial parameters are ¢ summarised al Appendix B, including a
comparison of the key assumptions. They confirm that the deal has a better
NPV than terminating, but all options treat the position of existing clients
{except BA) equally, frrespective of the ?;*T:mv of the introduction of
autemation. The sensitivity of the comparisons to the assumption about the
timing of AC i ts high, but even if the termination assumption is very
pessimistic going ahead is siil] belter.

§

Alternative options which promise continuing BA fncome Ievels but do not
guarantee the {ransaction footfall ur investment in #t {eg by having plastic
w&i::; may show overstated MNPV's, unless the potertial damage to the fabrie

of the counter network & factored into z.%;.f;: caloulation. {0 have : 1ot beon asked
o review aliernative options fo the main deal, such as ave cur ooiving

pelitical attention, but | wish 1o flag up that convern here.)

o
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A financie E &\g‘s W ‘m’*} m not %w} ful ix eviduated is that the deal transfers
on assels will have to be on POCL s
"%e&* Annex 410 ‘ig*g cendin B It could lead suditors o the
§ 1 BSH 'i,;, i mpal wed” because the future revenue sireams are
- @ result of the deal belng beter than the aliernatives,
“Impatrreent” could lead 1o a significant write-nf¥
cutnome would technically breach the ¢

3

x brief that requires the deal not to adversely irupact §

SOEG

ey lary

Waorking relationships

218

i

Since it has been the desire of BA to terminate the ICL contract and they have
been frustrated by the unwillingness of PO(C vt them, there 18 g risk
that refationships with BA, some aspects of which have been adver: sarial, may
be worsened by a devision o proceed. The 1E1§§i$§“§&*€&x of BA work 1o POCL
and 115 customers is such that it must be a major objgctive to ensure sound
relationships and maintain some kind of constructive pasinership, across the
whols ¢ of mutal dealings. From “outside” this does appear to be &
chatlenge, but those involved in negotiations believe that personal
relationships are or can be made satisfaciory, Since BA and POCL have
Herent objectives, disagresment i3 at present inevitable. Onee a decision is
miade it will be important for both parties to work together to ensure it s
effectively implemented.

A sunymary of BA issues identified during interviews is at Appendix O

s cructal that a sound working relationship with ICL is maintained,
ed by st and openness. Owver protracted negotiations both ;%mizz
2 been consciously ing to protect themselves from the other’s

Hures, and from legal Hability, Given that there are s1il risks around the
2’\ ery of Horizop there is still voom for defensiveness about n Lima
responsibilities and the partnership will need to be wholehearted and proactive

1 its commitment to delivery,

The deal with ICL gives them an expectation of being the Post Offiee’s
primary collaborater in developing markets associated with POCLs new
vision, Work in other parts of the Post Office could be caught by ¢
needs to be &-i}%!i’diﬁtﬁ‘iﬂi-’i :«;pg%ff;pr ately, There 13 a need for elear Post Office
wide understanding of the scope and influe nee of the JCL relationship, shared
sy 1CL

by all businesses and

A summary of issues arising during the interviews, concerning the 101

Pathway relations i ip s at Appendix 13,

COMMERDIAL . 11




Pl
Sk

zw";

POL00031230
POL00031230

STRICTEST CONFI

Issuey identifisd in the course of the review in comnection with Vision and
Strategy are at Appendix |

During the last three months” heavy commitment of activity (including
Horizon, new vision development, the budget and planning round) the CEC
and senior management have necessarily had to divide their lsbour. Directors
have been withdrawn for negotiations with ICL, BA and Governiment,  Few
CEC mestings have been mi%x’ attended. Uncertainty about the new vision has
grow as devel

lopraent work has been undertaken and communication has been
held over. The future of Horlzon has hung in the balance. Work has been
undertaken urgently on the contingency that Horizon would be aborted. The
pace and confidentiality of negotiations hes prevented full communication.
During my team’s extensive interview programme with key managers they
became sware that few people seemed to have the complete picture.

A sigmibicant result of this is that Horlzon has become separated from the
strategy development programme, either because strategists bave come 1o
deubt whether it would proceed {or at least soon enough to be wseful), or
because they vegard it as an unsuitable delivery vehicle for their strategies. Tt
does not yet seam to be widely appreciated that if Horlzon proceeds now,
it will be the principal, and probably the only way POCL will have o
deliver @mia}gw change for the foreseeable future, and every other profect
will have (o be managed in the Hght of 1t 1t is il unclear how far the
partnershin with ICL will have © zmpmgﬁ on other activities, It is also
becoming evident that budgetary pressures will reinforee the need for single
focus on Horizon,

fo summary, there are drawbacks and uncentainties with going abead, but they
ave not greater than those associated with twrmination. Going shead will
require very heavy, single minded commitment to Horizon azzi o the
partnership with ICL in order to minimise the drawbacks.

Recommendations: Issues to address

The high profile of the Horlzon renegotiation, and The Post Office’s support
of Horizon against significant opposition menn that failure 1o make the deal
stick with a successful mplementation wounld be politically and commercially
extremely domaging. It s of great importance for the credibility of The
Paost Office (not just POCL) that it should be seen to have judged the
debate corvectly and made the right decision.

COMMERUCIAL « IN STRICTEST CONFIDENCE

Page 6



(S

ted

Led

iy

Td

Lok

o

£

S

Furthermore, : 3
Hortzon, It Wiz ot havﬁ: the funds for altematives. Horizon must therefore be
implernented in a way which snsures Niaki evement of service and commercial
@ sure of this, the approach t©
developing i§'§t %1 singss vision will need o be adapied to become visibly

sZo . People’s enthusiasm for finding work-arounds and
alternative 3 ﬂprmg%‘ wvill peed 1o be firmly channelled into making Horizon
deliver what is required. 1t is likely that this Horizonecentricity will need 1o
apply beyond the bounds of the current POUL business. Shaping for
Lo om g}mixw ‘:ams:f:m will mui m ensure %imi org smmmszm bgmnd&mex

gonls, for customers and clients, To

feg

make it gmm%mm& more {izzizmii

Communicarion of new vision slso needs to n avknowledge the centrality of
Hovizon, Failure to do so will give very sirange signals 1o the network and
L

The working relationship with ICL needs to change so that they do not hide
behind the PFI o avoid sharing fudl understanding of the sy »\‘{{:m g capalility
and construction. The effect of failure would be profound for both parties, so
there 1s evident ¢ common ground for & worthwhile partners %ng*, Hutirustn

be re-established, and an environment created in which success is the ﬁiiﬁisﬁ
MCHYALOT.

This 1s particularly fmportant for the Horlzon testing regime. Both ICL and
POUL need 1o be committed to implementing releases ﬁmz z;i:zrzzcas}&i:ra%;iy
work, since the potential {or disruption and loss of credibility is enormous if

the system is error prone, given the pace of planned roll out

It is desirable o ensure that POCL s and ICLs understanding and
mterpretation of m& are congruent. Mothing less than the reputation of POCL
1 at stake, on which the projected business volumes are partly dependent. Ttis
important that buth parties recognise the high standards of accuracy required
for the conduct of transactions on behalf of third parties.

¥

As ICL Pathway has a large funding requirensent there might be advantage iz‘;
conducting due e;iziég ce of its financial strength and that of s parent ICL, if
this has not already E:m 1 done.

A significant “bridge-butlding” exercize with BA s indicated,

The Management Process of POCL needs 0 be reviewed to examine whether
it will support primacy to Horlzon, or whether it encourages the development
of competing activities which make inplementation more difficalt, and whic
the business may not anyway be able o alford. Major Post Office wide
projects should also be included i the revie

COMMERCIAL - IN STRICTEST CONFIDENCE
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The partnership proposition has not been subiect 1o as extensive review as the

2

financial deal, and now nesds o receive it

Clear signals need to be given to managers that implementing Horiven,
and working in partnership with ICL to exploit it for commercial
advantage, make up the “most important game in town”,  The CEC will
need to back the decision o proceed with its full commitment, and not

FS e

anderestimate the need it brings tor very sharp focus.

Ruoger Tabor, Finance Director POCL January 1998

COMMERIIAL - IN STRICTEST COMFIDENCE
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Appendix A

The Strategic issue

bl

being und =d by a combination of

sintermediation, “unbund §& sz;'=z~gz§*sf§*;'£z;'m,, and cost
everthe Ew customrs lke post offices and

gxploiting them profitably were ;»;semzzmi in CUounters New

£ne, i
[ress "
repositioned we
Viston,

« It has always been a focus of counters strategy that the continued existence of a
network of post offices {even if differently configured and smaller than the ;}r'w‘:m*
is b and commercially destrable, but needs 1o be actively secured ’f}
es about the nevwork are sl Annex | thi

b politiog

fHcient volume of business,

appendiy

¢ All potential fnture developments in the vision for post offices require mtomation
of the network. Horizon is the only antomation currently available. Although
alternatives are both conceivable and practicable, and might be more immediately
suitable, they require extensive investment, and would probably take about two
vears is}.i}g,x..ﬁ.

5

s Since repositioning the post office *z“{xﬁ'»-vri»z requires automation first, it s eritical 1o
the ;fuam \sf the business to buy time to implement automation, by prolonging the

‘ cof the current, threatened yaix of business as long as possible. Pavment of
benefits s %:§ & most important part of this, hecause it accounts for more than a third
of counter network revenues, and s footfall boosts other transactions

e

» The Hortron related deal inchudes agreement by BA not 1o withdraw bene 'fi"i
pryments from post offiees until the end of the contract period. {Actually, w0
POCT never less than a real 3% GlL vear on vear) Without Horlron this
guaranies is not lkely to be sustainable

» Withdrawal of benefit payments from post offices is expected to be by compulsory
automated credit transfer (ACT) to bank accounts. POCL might retain a significant
share of payments if it had the operating capability to debit and credit the accounts

of customers of the major banks. The Network Bank strategy to capits

closure of bank branches envisages such capability, but not necessarily
banks within the Uimescale i;sf AT

s Horieon xfue:‘a 10 wrmmix’ “‘*Eu vy ‘i“%;}i %zaniqm»> ’fzfm{iazm i
that it ¢
maderated by 1'*%,2 mger pre-Al ‘Puii,@&j ii%ﬁ@"‘e\&{}a} g}mc bt sirpilar

netionality ts required for the Metwork Bank strategy anvway,

s
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Y m;m» Horizon it would be necessary to develop and im plement an aliernative

i apy :zr‘r&:xuz against the ba "»x;g: rourd of o fikely fr ore rapld move to A
' ibi weral ’«;w'«

o mark over the feasiblliny of muomating post
tHure tnadecade. Although lessons from Horizon, and
standing now of key requirements, would
5, this would remain a tough proposition.

The implicatio
prepare for ACT and w lay g

1 of this analysis &5 that Horlzon proceeding does buy dme o
OU r:;i;s'w‘i»m for the new vision, f ;1{(} rtunately, though,
even then, the strategy ¢ s,z not be guarantesd, because the combination s)i the high
enst of irzziﬁimz«;,mm r and operating Horlzon with the deteriorating business income
gm»a** 15 for 1999, 3*\}\%{3 reans that 1 will not be feasible o fund any major

3 ﬁia:zm,, development bevond muomation.

The budgetary crisis has one importard beneficial spin-off it will force ahsolute
focus on Horizon implementation, which is in any case critical for ity sucoess.
Work on other aspects of strategy and vision will not be affordable unless it is fully
consistent with that focus,

STRICTERT CONFIDE?
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Annex § 1o Appendiy A
Network

Business Pla e continue 1o lnse abour 200

"
£33

mption is that w

bt size of the network, Theree are
ey, accessibility and capacity.

Work has been carried out on assessing the o
3 maan deivers of the size of the network-effiod

g
,‘~

of the Post
by

within 1 mile
¢ of the network s probub

iy on ’%f st the population being

3, the optimum ¢

ihili

HUERE

/

d offices whereas our current

1o b closed would be medium
sthy small rural office

Those offices

fosses are mo

.

L.

vs

vears and cost in excess of
£150m in one off compensation payments. The agreed terms for compensation for
loss of offices means that it is virmally impossibie o save money in the vear of
closing a sub office.

To achisve this level of reduction would ke about 10 v

s
N

Based on current turnover trends and the saleability of offices it iy safe 1o assume
that at curvent levels of business, the sub offics network is a viable proposition for

agents. But trade in offices is distorted by the existence of mandutory
compensation for non-renewal of the office on resignation.

A

s yolume it s increasingly diffical: for POCL w
Network viability depends
. but there 15 some evidences

¢ b called "universal” can he

i& th static or threatened busines
ii f"wzs‘”zwimf costs e“af 4 ii} Sf;}{} oifice network,
o closure,

i %ax*g;é enough §

?3& vigw ii 318 nebwn
{See 3" bullet above)

:v}u_ppcsz
viahle.

»f Ho

£
23
i

The cessation orizon and any subsequent move to ACT would impact on the
incoms of *»ui@ oifices, BA accouns for a thivd of POUL volume and income and
therefore is a significant part of subpostmasters’ pay. There is
private business, caloulated af between 10159

e

L8
U

~ i
)‘{v"

. thus increasing the
mx*‘& But for reducing the

off
sim{ gga cmi ;*sz“'xwia 10 im*' i {:::i;“zimiia,s.i smatler

£4d
i

)3«-«

network size o wmzz%zm towards a reduced Hortzon implementation cost,
5810

aiomation m%i cutt i network downsizing
year programme most closures will affect already antomated offices.
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The Financial Context
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of key assumplions

The base case before deciding 1o automate

- Termin

R The deal

siness case for the cortract as awarded

ion option ~ key assumptions (Treasury)

Annpex 2 “ Drverall MPY, simmary

comparison with negotiating authority

Anney 3 - sensiivity of NPY

Anne 4 - Koy rishs
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to further delay 1o Hortzon

Appendix B

%

o the trung/exient of loss of BA benefit undey

erpination
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Assmmptions

-Automation
Baseline

Origingl
Business Case

Cuprent
Perowosal

1 Covered

aht Flows

A }1}& 1896 10

Brvary 2005

Spril 1996 o

.-"’x?"“::
roby 2010

z‘Lii &

Gusrantes

CHieien

Annnal contrac

Mo pavment feom
DES - paid by
irobank

Mo guarsniss

RPLES (X1

Additic
payment when
girorhegues
migraied to card

Mareh 2005

able 8t
retained

) ri. iw

2.
é‘}:&m&a:m?«

&

3 vearoneveny
1if Mareh

Yariabls structure
stammed o March
S007, with £10m
Craduction in

i ,mzm from

Total pavy
S an 2007

Tl

B

&1

wiracheques
sigrated o card

?mw unt
At

f\ §3§ i 5

SOT Migration

period, but deift
aceelerated.

Siarts %gzmi 25,

ste adjnete

owing sudit by

Irrelevant

visind

Current businsss

plan forecasts
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Assummptions [No-Automation  [Original Termination Current
Business Law Proposal

ol Upiversal Banking
not ineluded not included not inehy ot included

1o POOR

Based on ABO

Based an ARBRC

Ends
B

i

Ends Mareh 2010

Paths

ady 8¢ m.)g exid
with them

a@(psivzm‘, few
PO Leowned
systems at ¢
sublets

LProjent inot applicsbis As esthmaled in
;.m-;ﬁmw business
cBse

Figh love}
estimmaies based on
srall rescurce

s pypected «
be reguired for new
projact

d Service
i fk”i(icﬁ("fﬁi s
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Annex 2 to Appendis B

ALL FIGURES IN £8 MRV

CLRTOMER
WALUE

RISKES

BASELIME
FULLY TERMINATE

LATERT DAL

. ,\i i‘},g

Annual Profit Sununary

POL00031230
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20004

BUSINESS PLAN Note
BARELINE

FLILLY TERMINATE
LATERT DEAL Nole 2

60
18.0
B7.7)

3.8

Sote b Ingudes - "now vision”
MNote & Does nol nchals new vision
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Sensitivities of NPV Annex 3 to Appendix B
g Sensitivity of Fully Terminate Option to delays in ACT migration

~8-Sensitivity of Latest Deal to delavs nrollout

403

S} S

0o

1 Year Delay 2 Year Delay

No E?‘iﬂ?/

3 Year Delay

Drelays to AUT/ Rollowt
The delays to the new deal rollout do not includs any assumptions about the
likelthood of clients looking for other means of transacting business, because of
atlure to deliver an antomated solution

Counters
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Annex 4 fe Appenidix B

Risks - Negotiated Continuation
VAT on Benefit Encashment Servive and Orvder Book Contral Services

even though this contran
Lo The consequence of
aram }zsa fﬁi? ame »amt t B« &, who are then anable to
sury, or that FOCL charges the amount less VAT, in
085, POCL's view is that the former would applv, BA

that it would be the E{-?‘f‘it?\

BES/PASAMS Price increase +E8m
8A are positioning themselves as having “given” as much as they can in the
Corbett proposal. The Pathw ay ?mgm&i includes ;‘srzw increases on BES, (2
PAS which will all be contracted for with POCL. Given BA s current gxmﬁcmm,
there is a risk that POCL will not be able o revover these extra costs from BA,

HPI on Pathway Prce ~£lm
With the exception of the Pathway Proposal, all cases assume that Pathway would
absorb RPY increases upto ould RPL be above this smount then Pathway
charges would increase by 30% of the amount over 6%.
The Pathway Proposal | mﬁorpu;zs tes a priving formuda which allows for Pathway
charges o be adjusted by RP] less 2%efficiency.  This risk has been evaluated %3}-’

: per annum as opposed @ the working asswmption

¥

Failure to achieve roll-nut beal rate ~E%m

%}eim this ¢ a e :
ineome, FOC i, is devetoping plans to meet the 300 per week rate ‘iuz% LROUICINgG

boveds for these are oritieal, 2 Agi ztim practivality of achieving iﬁm vabe nesds 1o be

pecially since ing Esxpvmiw"gi reviews :«t the programume have
as g partic u%az ;;»,E\ ares.

?mp aal m%wut puarantess are f’sxm ;m,d therefore a significant

ug,tx ighted o
The Pathw

Tt

POCL Lmplementation costs {staffing elc) increased,
This is linked to the beatcate risk above. If resource
out prove inade
staff and/or v
Pathway. Higher o
Tarmination option,

e additional feld support
s {mainly longer training courses) from
?r it indo the replacement programme for the

5 are already
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Risks - Wegotiated Continuation

fﬁ?dm in axizzm ing i@&nkmgv 3 w%nlsw
1s

s len spparate fxed guarantees for b
Rttt iwtm p.=:‘> spal delays to sm“zpwnw:am“(m »._.s.%

stem could have additional costs s POCL,
s a L2 months delay ineach case.

Fransast
hankin

18 month neties of termination

The Pathow tudes an 18 month rolling notics period. This may result
in POCL paving bigher prices for longer than wou‘id mher’i sige Emw sent the case,
‘on evaluated by assuming that e of Pathway
&m% 18 months af the z\rng\owi '? {3 M‘La’f a&ma, c.tmn“&»:&

Pinchudes savings as xe»tzii‘ of replacing POCL's existing automation
s vary cording to the nature of the scenarios There is  risk that
s chieving the w will result in loss of these savings as
systems have 1o be supeorted for longer than planned.

41 m

Other new business ncome atiributable to Horlzon not achieved

The model includes contributions fom non-benefits business that s automation
growihin automated pavments and re-enginsering of existing
i not longer term developments towards POCL s new

were b8 i risk that delays inachisving the antomation will put thess
benefits as chients seek alternative vhannels,

Higher prices in the Corbett, and espevially the Pathway propusals in later years
could lead to POCL being loss competitive in key markets and lower market shars,

products
shvs

Contribution from Banking lower than anticipated

¢ includes income from banking on the assumption that banks would pay
oy anunu for ?fﬂ\fii:i.\i‘é,’ branch banking capabilities to ex-
ably in jointly-branded accounts). This is o1 ent with
oof tha branch bas‘z}«,fiw market that Mclirsey's und for POCL as
strategy review, but achieving this will de?emﬁ on POMIL s sucosss in
'»«mm of the bank's savings, Delays and/ or cancellation of Horizon
e POCL s position in such negotiations, as would any earlier move to

m*‘}

bensfils « \M%iomwa {pr
the analvs

ﬂeg{;}%g;%%i
wo e

s been evalnated on the basts of POCL only receiving £15 per
: ;:;m;m,«

grise the programme on its balance sheet dep
rward of ownership of project assets,

's.mfa z.iwmmiw in i’;athwaj; Proposal the “demand risk” is
' sility that we

oy the am
}w» g the R

Lass fmpacts

BN
Fuealoated
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Risks - ’*«Zﬁgmww& Continuation PV Eem)

(w%z;mge»z in iaw ot
* . % TS S e g x g e . :ad{t}&i

§i§»§<» - fﬁrmm&%mn

Drelay i achisving bmhmg gagm%*:xixw
{iprlons assume a Himescale £ i
Horlzon or the replacemen :
of retention of sx&)@nwﬁh customery ?caia;‘m'mg ;‘rztma;iz «
Any delay o thi | ¢ to the commernial agres
it} would therefore worsen the case.

The Pathway Proposal has identified separate fixed guarantses for bas
transactions, Thersfore, under this proposal delayvs o the ¢
barnking on the system conld have additional costs o PO

ie

Risk wmimi% for & 12 months delay in each case

Cust of replacement solution if Horlron %esmmaéesi

Unly broad-brush estimates are available for the cost of procusing a replavemaent
fiae izon if contracts are terminated. Mid-line estimates have been used. The
visk represents an addition to high-lne cost eatimates,

Othar new business incomse attributable to Horizon not achieved

The model includes contributions from non-benefits business that is sutomation
dependant - mainly growth in automated payments and re-engineering of existing
products {fe tactival, not longer term developments towards POCL
strategyy. T T:m»* a risk that delays in achisving the antomation w;ii pust these
benetits ab risk i fents seek aliwrnabive ¢ hannels.
Higher prices i": the Corbett, and especially the Pathway proposals in later veurs
could lead to POCL being less competitive in key markels and fower market share.

< zmmbuiwn from 33 n&ma Emwer tmn antict ?ﬁimﬁ ~£48ry

psri azi tiw a?mtwv review, %mt &a’{ min;, t‘v‘&; ¥ mgw i on ?’&”& L5 success in
W»gm%mémv @ share of ti,s: iw:ﬁx 5 &z&&m&g {3:3 aYS i’iisz or mnw%k—ﬁmzw r'(é' dovizon
Ll wees

& io

The risk has bern evaluated on the basis of POCL only receiving £15 per account
0T U o,
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Benefits Agency

# BA accouns for a thivd of all POCL vohime and income.
»  HA strategy has 0 main deivers: cost and fraud prevention
# Contract A apphies until 2008, From 2005 compulsory ACT on the basls 20/40/40

» There was a serious threat of compulsory ACT in 92/93. This was dropped following a
carnpaign by subpostmasters and POCL.

1,

# A peview was undertaken at that time © evaluate the impact. These find
97 The key findings were

ioss of 60% of BA wansactons al steady state, 2 loss of 16% wial business,

Loss of 6% of other POCL business through reduced footfall,
Subpostmasters private business would be impacted by between 10-15%.

Diestabilisation of the seteork with about 4300 offices being forced ta ¢

peed

Closure of 300 Crown offices.

Usnless subsidies considered, the Government would be responsible for the
re:;i'm:i.‘m of customer choice and the loss of about 17,000 jobe.

The UK coin flows would be serioushy affected.

There would still be g need for a frand prevention scheme for those benefits sull
pald using foils,

There would be an adverse impact on (irobank business,
= Relationships with BA are difficult at some levels of contact. BA are reluctant partners in

m and interviewses felt that BA were exploring other ways of paying benefit without
ing POCL e.g. the MatWest ATM benefit pavement wial,

# The threat of compulsory ACT 1o the timescales being discussed in the current negotiations
appear to be unrealistic {(sturting in 2001 is one Juse %}&;z‘zg disensse d in the negotiations.)

COMMERCIAL - IN STRICTEST CONFIDENCE
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« {iven the adverse social implican
whether a rapid move o comp
could change the periodicity ¢

ST thus mproving the

ons rehearsed above, the rv* gmni @ areal émiiﬂ as 1o
$7% . BurBa
wd monthiv

ments z‘ for

he option of retaining only OBCS (option 2) is now being put forward by BA in this current
reund of negotiations. This does not give anvihing é;;v;e: the fraud prevention lovels of the Card
syatern {as tlustra »Md 33‘ z%is, recent Opgration Scorpio exerciser. It has besn surmised ?*mz o
reason why BA woul 1 on this option would be i they were concemed that their own
svatem, under v pwas al risk of not delivering to specification. | have noy
7 Or sought ey idence of tha at, though w0 be the case it would also pose a risk o
Horizon as the svstems have interdependencies,

s

Conclusions and recommendations

ales, It also negares contract
wetion f.mn‘. volume oss clavse would
the threat of earlier compulsory AUT is
gy the Government wonld want 1o pursue

The failure of Horlzon threatens compulsory AUT to varlier times
ffx ardd probably reduces POCL tncome (price floor pro

ail) 1 is important 1o consider carsfidly how realistic
.m:é wndesd, whether compulsory AUT is really 3 strat

The business has dawptwd that ACT i unstoppable whether by cormpulsion or migration aided
by incentives, ‘x)"v’ ¢ know that the benefits to the Government are not as great as first thought since
costs were understated and theee 1s still the propensity for faed. It may also be si ignificant that
BA are pushing O é‘% ‘x a3 the solution in the current round of negotiations,

1t s recormmended that we should set up a Partnership, ouside of the negotiation chanuel, 1o
work with BA on how AUT 8 rolled out o the be rm‘ of mih parties, We should share our
business plan, in partoulae Mebwerk Banking be de -a'i‘\iﬁu: 0 mutual

advantage. Clearly, for this 1o happen both sides kave 1o be commiited and we have io zé-;kg a
much more challenging Janalvtical stance to BA oy, as well a3 our own, i we are o

develop a strategic parership. This recommendation 15 s critical to the success of the gﬁrﬁ;mt

COMMERCIAL - IN STRICTEST CONFIDENCE
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Anpendix D

ICL Pathway

d POUCL s for ICL Pathway o deliver an automated Post
rastruciure. T he uez’axoz”%»‘ 1 be conneciable to other POCL svstems and
ach post office the electronic services to he provided are a Benefir

shiment Service, Automated Pavment Service and Flectronic Point of Sale service.

ii;s contract NBTW‘:‘&“E Counters &

n date of 1999

Roll out should have started {n June "97 with a comples

Curvently there ave 204 siies which are trialling the Benefit Encashment Se xzc:,, for Child

Beneilt and an Order iﬁaw {ontrel Sy SROSS s due o be

steen. Release 2, which includes BEP
roiled out in August "99 . Thereafter timescales are sublect to validation.

The POCL contract negotiating tearm and those close 1o the developroent of the svstem have
expressed reservations about the professionalism and the quality of some of ICL Pathwavs
wisrk,

Thers is 2 suspicion that ICL Pathway have used the faot that the contract is a PFLie avoid
exposing the existence of problems. For example, requests for documentation of systems
have been refused on the grounds that the PFI relationship is 1 provide a service, not a

15

vatem, with the implication thar POCL should not be s:mscs,z‘md with the detail how, The
Horizon team have resorted to documenting what they think the technical design is and
passing it to ICL for confirmation,

-
¥

Testing to date has revealed some design flaws which are being resolved, There is cury
nn absolute sssurance that Horlze sui fully deliver all POCLs required outpus e
settiement, agents remuneration sie, A 1 these issues has e resolved, but recent
collaboration has been more encouraging,

Fujitsu have given their backing to §{ L Pathway for the project, and accepted a need 1o
; ovide a guarantee. Draft Heads of Agreensent prepared by Slaughiers and May include the
terms of this, but have vet o be :;zgrwsi with 2{;.1“

¢ The network commitment and enthusiasm o make Horizon work are impressive, On the
;i(‘}wmié& the roll out rate of 300 is thought to be tou uniried and high risk. There are
currently 1o contingeney plans in place i errory become unmanageable.

# All those interviewed felt there would be further slippage in timescales and expressed
comosrn that IO would continue to come baok and renegotiate ot regular ntervals.

o
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»  There are serious converns about the ximeiorvwm timeseales, The contract allows ifsz m;:;.w
new releases 8 vear bul no one is sure what this means, The latest deal with I0L excl
SCpUrale guarantess on new business and this will he., 10 ba& explored farther. It 15 also
wnciear how we could explore together the possibilities of new indtiatives e.g. exploiting the

full functionality of Escher soBiware.

e Partofthe # _ f Heads of Agreement as a "Sirategic
Pa "ssgzz;;gh this document is “not intended to be legally binding™ it is

: pzzri.zs::s zi'saz it witl be the basis for the relationship berween ICL and POCL.
'é“‘f }{i“i; will not existin iy ourrent form, one ma ume that [0L ewpest
< honoured by the Post Office. 1t is not evident that any Post Gffice
s examining the implications of this agreement bevond the boundary of the

by

The relationship between ICL Pathway and Counters 1s mised, There are serious doubis ahout
ity and their ability o de liver an automated network ?u the tmescales now being
'mz, sard this, ICL see POCL as not being totally committed, belng unsure what
eally is and not providing high quality resource 1o the project

It is recommended that the outcome of the Tatest negotiations is used 1o reposition the FFI
rangements since they fundumentally change ICL’s relationship with Counters, M ng B
qu;rm more transparency between the two parties. In addition, there need 1o be joint
d,.»wm@; s with ICL Pathway 1o establish how to ensure live wisl of relesse 2 goes zﬁi&i‘&(?& 10
timescale and that 1t is suecessful, providing » stable platform for the remainder of the
development releases.

The lnpact o fihe Parmership agroement on wider POCL and Post Offics straregy need 10 be

COMMERCIAL - IN STRICTEST CONFIDENCE
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Appendix B

e fature of POCL. This work has been facibitated by

From this work, a number of strands were identified as being worth further scoping and
programme boat ;jui we been el up e manage this work, This has sken considerable

esource including some of cur wost able senior managers, who are therefore not available o
wirk on Hortron implementation,

AL ziza« savie tme the Post Office has been undertaking o review of fis strnucture. The outeome
i this work will be a total reorganisation of the business away from the 4 businesses we
x:urmmé v have, This new stracture i3 dug 1o be in place within the next 18 months,

The two elements of Counters vision which significantly affect or are affected by Horizon are
Nerwork Banking and Government Gateway. These are areas in which ICL will expect to be
POCL s principal partner,

Network Banking envisions POUL carrving out cash inpayments and oulpayments on behalf
of one or more banks, This Hes i with the banks strategy of “imzr;;: branvhes. In onder o
provide this service POCL %;f;fa '{n have an automated network which inchudes on lins
suthorisation facilites and can interface with the banks own computer syster. Horzon has o
distributed technival architecturs ;3:;{% although external advice indicates 1 can be made to
acvept fromt end banking, it will be expensive

S

To combat the threat of ACT, Counters has been developing an approach 1o Unjversal
Banking which would enable benefit pavments through the Counter.

The two inftiatives above need 1o be scoped in order 1o secure the fong term future of
Counters but it 18 important that %C*msuvﬁz;zztt‘a iy further scoping thers i g reality cheek
againgt the business chosen counter automation strategy.

Govermment Gateway requires an automated n stwm‘ia: 0 offer an infrastructure which would
meet the Governments requirements, This suggests we need 1o deliver Horlzon, However,
during the preparation of this report, it was brnuﬂ}z* o oy attention that the PO restructuring
team were envisaging some aspects of Government Gateway through their Customer
Management strand.

COMMERCIAL - IN STRICTEST CONFIDENCE
24



POL00031230

POL00031230

COMMERCIAL - IN STRICTEST CONFIDENCE

Conclusions and recommendations

HOErEIme 1o
opporiuniy o divert resowrce and focus. In ad

sould do i we were 1aking the automation de
our thinking and worko with it 1 s recommended that we repo

wed the development of the new vision but has
iditlon, however fa
gion now, we have o veturs 1 0 the frefie
cition Horizon within the business

and, that in so doing, we ensure the Shaping for Competitive Suvcess 1 also aware of Counters

COMMERCIAL - IN STRICTEST CONFIDENCE
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Appendix F

L5t of Interviewees

Name Specialist area
Dave Morphey Counters Vision, Project X and CEC preparation
Mike Granviile Metwork Steategy

Sody Badka Services Management

Daavid Smith Automation Strategy

Linda Hanratty Benefits Agency and Commercial Swrategy

b o R

Tow Simmonds Henefits Apency
Jim Urees Metwork Banking

Dave Waltho Covernment Gateway and Commercial Strategy

Wendy Pownsy 15 Swategy, Project X and Network Bank

Merm Rego Negotiating Anthority

Revin Corrigan Megotiating Authority

Keith Hatnes g Authority

{.iz Blackbum

s Aythority

Tim Brown Fimance and Negotiating Authority

Buth Holleran Horizon Project

Pick Beale Hortzon Project

Anthen Hourne Business Planning (Project X3

In addition Paul Rich, Jorathan Evans and Dave Miller have been consulted in correspondence.
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Bratmstorm of Issues 1o be Addressed

{uestions o angwer Argaments 1 test sons for continuing
¢ View of not automating? #  Automation s oritical for » Bes avatlable course.

erpdibility with new and
existing chionts,

® ?i{mz .Emmz without major # Losing benefin to AU s 2
@ WE O SaY real %:Ez;m' .
man i«*i} ohiectives are s Neogsaary o refain Ba
achieved? “*“ze,ss; 1wl enabie fraud
$avin BY.
& Mo realistic alternative
# I Horizon better than not

Horizon and forhow long? e The need o auntomate all

# Marginal difference 10 not

offives.
proceeding bl more
confidence in the outcome
s Impact om Cogts o wa,frzzismz“zi disadvaniages
» Hortzon i3 the only/bes which could not be factored
Risks way i get this with 'n an into zém numerical analyst

acceplable time frame
Strategy

Opportunity for ¢ Certainty that there was no
benefits # 1t s better to do Horlzon significant exposure 1o nisk
otherwisg: and this could be

vontroted by Counters.
we'd lose BA o ACT

'*,,f af does aain P o 3¢ .
= What does automating %m faster.

ot with Hordzon ook ke
an allermative poulde’t e Towill be delivered.
be done scon/cheaply

, . enough,
®  Ix Horipon affordabie? =
the network couldn’t * A strategy in place i the
se sustained {without same problems emerged
o srbisidy later.
#  Ixthe network more subsidy.)

sustainable with Horteon? c e e ,
methicient ime

deliver the new vizlon

COMMERCIAL - IN STRICTEST CONFIDENCE
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Erewe get locked into s The deal with IOL satisfies
balling ICL out time and our congems about

again?
the SUITABILITY of

the automation

iz the downtarn in our
income material to the

isaue?

ability t deliver
ant e and meets
guality standards,

Are there any more pitfalls
i eome”? vigh of ICL running owt
r

of money again,

oan we aftord {1t within
Profit and BEFL thelr value as our
constraints/targety? locked-in “viston
partner”.
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