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1.4 Against this background we think the choice for Ministers lies between three options: 
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provided by this project to develop banking and other services across PO counters; 

2 Reshaping the project by cancelling the benefit payment card and seeking to 
develop the remaining elements of the programme to give POCL a banking 
capability; moving to ACT at a rate which takes account of POCL's ability to 
provide banking services, and so retain as much as possible of the benefit payment 
business; and redirecting administrative savings in BA to supporting POCL for the ;} 
life of the current contracts; and
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under each option. There is therefore no clear basis for choosing between the 
options on cost grounds, but options 1 and 2 look a bit better than option 3. In each
case there are implications for DSS funding which will have to be resolved with 
the Treasury. , r

6 . 

What would be the impact on ICL and the UK computer industry? Failure of
the project would undoubtedly be very damaging to ICL and might even bring the 
company down. ICL have 270 staff working directly on the project, and hope to 
market their system overseas. Fujitsu has plans to float ICL by 2000 which would 
be set back. 
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in line with option 1, ICL Pathway should be given terms for continuing with the 
project: there can be no increase in the level of payments already contracted; we 
are prepared to discuss an extension of contracts, but only to ensure a 5 year period 
of operation following full implementation; and there will be penalties if
completion of roll out is delayed beyond September 2002; 

if ICL agree to these terms, the measures proposed by the Panel should be
implemented forthwith. In particular a `troubleshooter' should be appointed to

fl / work with the three parties; and POCL's management of the project must be
{V strengthened; 

— if ICL cannot accept these terms, or if the negotiations cannot be satisfactorily 
concluded within two months, Ministers should sanction the public sector parties 
withdrawing from the contracts on the grounds of ICL Pathway's non-
performance and we should implement option 3. 

— POCL senior management needs to be strengthened, ideally by bringing in 
someone with a good track record in running a retail network. ,.

sr. 

1.8 DSS recommend a similar approach with ICL, but based on option 2. Treasury Social
Security team prefers option 3.

1.9 Whichever option is chosen, it is important that Ministers should give an early steer. We 
can provide more detailed advice on handling once the broad way forward is clear. 
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timetables with ICL if the project were to proceed. DSS was concerned that, since it 
guarantees a minimum level of payment to POCL, it in effect carries much of the financial 
risk on the project and feels the effect of delays in a way that POCL do not. 

2.5 In response to later correspondence the Chief Secretary proposed that before decisions 
were taken, an interdepartmental working group led by the Treasury should be asked to 
prepare an agreed analysis of the options, including an assessment of: 

— whether the project is technically viable; and if so, how quickly it can be 
completed and at what cost to government; 

— the direct and indirect costs of cancellation and of any alternative available to
deliver the project's objectives.

This approach was agreed by other Ministers. This report is the result of that work. 

2.6 The Working Group was made up of officials from the Treasury, DTI, DSS and the 
Central Information Technology Unit. The Group set up an Independent Panel under the z
chairmanship of Adrian Montague, head of the Treasury's Private Finance Task Force, and
assisted by PA Consulting, to provide a thorough and balanced assessment of the technical 
viability of the project, and its likely timing and costs. Other members were Alec Wylie 
(former head of the Northern Ireland Social Security Agency) and Bill Robins (former L 
Director General of Communications and Information Services at the MOD) both of 
whom have substantial prior experience of large IT projects. Their report forms Section
6 of this report

Structure of the report 

2.7 The structure of the report is: 

— Section 3 reviews key issues to be considered in assessing the options;

— Section 4 analyses three broad options against a range of criteria; 

— Section 5 contains a set of background notes on specific issues; 

— Section 6 is the report of the Independent Panel. 

10 ~` 



POL00039899 
POL00039899

Ii304(S4VJJ

3 Key issues to be considered 

3.1 The Independent Panel's assessment 

3.1.1 The Pariel's report forms Section 6 of this report. The Panel was asked to consider three 
main points: 

— whether the project is technically viable; 

— when it could be delivered; 

— and at what cost. 

3.1.2 In addition to examining these questions the Panel identified a number of fundamental 
•strategic issues (such as the ability of POCL to manage this large project) which are 

.tea fundamental to the programme and says there is a severe risk of failure if they remain 
unresolved. Resolution depends on renewed commitment and cooperation from the parties. 

3.1.3 The Panel also considered with the parties a number of possible ways forward. 

Technical viability 

3.1.4 The Panel has concluded that the project is technically viable, although there are some 
risks, in particular around: 

scaleablility and robustness. The programme is probably the biggest of its kind and 
the system has had to be tested at the level of its component parts. The Panel is 
satisfied these risks are being well managed by ICL Pathway, but they nevertheless 
remain. 

— the system is (necessarily) heavily dependent on a third party 'middle*are' 
product called `Riposte'. ICL Pathway have taken steps to cover their dependency 
on this product. ' 

3.1.5 The Panel also believes the basic infrastructure is very robust for the future and is 
generally based on industry standard products. It should therefore allow POCL to compete 
for new business in a variety of markets, and for example develop new applications based 
on smart cards. If significant on-line capacity was required more development work may 
be needed. 

3.1.6 The Panel has seen no evidence to suggest that the systems being developed by BA and 
POCL to. connect up to the systems being developed by Pathway will not work as 
required. 

11 
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project to continue, ICL will need to be in a position where they judge the losses on the 
° project are bearable and returns from continuing outweigh the likely return from 

withdrawing and suing. 
} 

Options 

I 

3.2 Prospects for paying benefits by ACT 
It

3.2.1 To put the project in perspective, and understand the alternatives, we need to look at 
different ways benefits can be paid, and in particular at the option of paying direct into 
claimants' bank accounts by automated credit transfer (ACT). 

B • '•. • v s s •r • s. • ti ! I• 

it cuts opportunities for fraud (as does the BPC); 

it is a widely used generic system which allows DSS to `piggy back' on wider 
technological change. 

13 
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payment. However there have been three main obstacles to adopting ACT as the standard: 

— around 2%z million claimants do not now have access to current accounts; 

— there are 16% million people who do have access to accounts but do not choose 
ACT and may resist the change, for example because they find it most convenient 
to get their cash from a post office, some for mobility or health reasons; 

— the loss of business would threaten viability of many post offices.

3.2.5 We consider these issues in turn: ._ 

The unbanked 

3.2.6 Research by DSS, backed up by recent research by the British Bankers Association 
(BBA), suggests that around 909 of benefit claimants now have access to a current 
account at a bank or building society, leaving only 10%, around 2%a million people, 
without access. 

3.2.7 The BBA research suggests that the great bulk of the unbanked choose not to have 
accounts and are not unbanked because they have been refused or would be refused a 
bank account. The unbanked include:

— young people who have not yet opened an account;

— people with limited funds who prefer to retain the control over their finances that 
a cash budget gives them; 

— elderly people who may be unfamiliar with banking. 

3.2..8 They will also include: 

— people who have been, or would, be refused accounts because they cannot produce 
the standard identity required by banks, or who have poor credit records; 

— people who wish to avoid the banking system for illegitimate reasons - to avoid L 
tax, to defraud the Benefits Agency etc. 

14 
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P AS 
_ allows them to collect payments in cash, and budget over a short period; 

— allows local collection, typically from the post office; 

- for poorer people, allows frequent (weekly) payment of small amounts; 

-- • does not require them to collect all their benefit due at once (as the BPC does). 
CIaimants tend to use different benefits for different things eg. using one benefit 
order book to "save up"; and do not like the responsibility of handling large 
amounts of cash. 

{, 3.2.13 Using a bank account to draw social security benefits may not be attractive for some 
}-1 claimants because: 

. ` •• • r .' • F t 1 r w. 
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the timing of payments through bank accounts may be unattractive. For example 
pensions paid by ACT are currently paid monthly in arrears, while order book 
payments are made weekly in advance. 

3.2.14 Each of these issues can be addressed: 
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transition and offer help with opening bank accounts; 

take the necessary secondary legislation to make ACT the standard method of 
payment except where individual claimants can show they cannot open a bank 
account or ACT would be for some reason unsuitable; 

continue discussion with the banks about availability of accounts for the currently 
unbanked. DSS may for example aim to draw up a list of banks prepared to offer 
simple credit only accounts. 

maintain a dialogue with POCL on a timetable for introducing banking services 
over post office counters. (DSS wish to involve POCL fully in the move to ACT.) 

3.2.18 in the transition phase, the DSS would: 

set a series of dates after which ACT would be the normal method of payment 
(other than for exceptional cases) for each benefit; 

provide continuing support and advice for claimants seeking to open bank 
accounts. 

paper based methods (or the BPC) would be phased out as ACT came in. 

3.2.19 We agree that ACT is the best long term solution; and DSS should be planning to move 
to ACT at some point in the next ten years. The question is when, and whether it is now 
sensible to move first to the BPC? 

3.3 Prospects for developing bankIng and other services across PO counters 

3.3.1 The main reason why ACT has not been pursued in the past has been that°Ministers have 
not been prepared to accept the damage to the post office network that would result. This 
was a key factor in the decision to pursue the Horizon project. So a central issue in 
assessing the options now is how far could POCL replace"income lost from BA by 
developing new business such as banking services. 

3.3.2 There is an opportunity for POCL to provide: 
°!P 

banking services to benefit recipients who have a bank account so that they 
withdraw their cash over PO Counters; 

basic credit accounts (in association with a private sector partner) for the 
'involuntarily unbanked" - those who would not otherwise be able to obtain a bank 
account; 

17 
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some time to get a fully integrated system in place, but the Post Office would be 
able to acquire more generic banking technology, perhaps more cheaply than the 
Horizon system (though with more limited functions). 

3.3.7 Each seems a plausible route for POOL to develop the technology for banking services, 
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3.4 Role of PO counters in providing wider government services 

3.4.1 POCL already provides a range of government services including National Savings, 
vehicle Iicensing, TV licensing, passport applications and information about benefits. The 
Horizon project will make most of these more efficient and provide clients with better 
information. This will help POCL to retain existing clients. 

3.4.2 POCL is also exploring the scope for generating new income in the medium term by 
becoming the `front end' for:

information about government services such as benefit entitlement, tax or training 
provision; 

registration and notification such as notifying a death to different agencies, or 
registering a new small business; . 
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information, and a digital signature for security purposes. The Horizon system can 
support smart cards and in this sense is "future-proof" However real time on-line 
applications for immediate authorisation would require major changes to the 
system. 

- alternative (or additional) platforms: for, example POCL could provide 
MR information kiosks at branches and act as a "call centre". 

3.4.4 POCL believe there are significant efficiency gains to be had by combining information 
services under a "one stop shop". POCL*s advisers estimate that efficiency savings of 
around £1,000 million could be achieved across government, and that POCL might secure 
£160-£280 million of these savings. 

'3.4.3 Our view is that there is certainly scope for improving efficiency of existing services, but 
there must be considerable uncertainty about both the timing and the role of post offices 
in future provision of government services and therefore the potential for generating 
revenue from this source. 

Summary 

3.4.6 In summary: 

the provision of basic banking services in partnership with the Banks could 
provide a plausible alternative income stream for, POCL to compensate in part for 
the loss of BA revenue from the switch to ACT'; 

POCL may also be able to generate some income through the provision of "front-
end" central and local government information - though this is much more 
uncertain; 

— these alternative income streams are unlikely, even on optimistic assumptions, to 
be sufficient to replace existing benefit income and associated footfall - therefore 
(assuming a transfer to ACT at some stage) there will have to be some 
restructuring of the PO network over time and/or explicit subsidy. 

w8 
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— continuing with the project; 

— restructuring the project without the benefit payment card; 

— cancelling the whole project. 

i' r. ► r 
• 

i 
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Fa 

4.1 Summary of the options 

4.1.1 Option 1 involves continuing with the contract with some limited extension of its 
duration: 

— the project continues, including the benefit payment card, with roll out projected 

23 
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to start in January 2000. 
-r 

— this would require implementation of the Panel's recommendations, a renewed
commitment by the parties and agreement with ICL on funding. We do not favour

any increase in charges, but some extension of the contracts to provide for 5 years
of steady state operation after full implementation of the system should be 
considered. (Even this will probably leave ICL with a loss on the project overall.) .r 

for this analysis we assume contracts are extended to allow a three year transition
from the BPC to ACT starting early in 2005; DSS's preferred variant is to start in 
2003. In any event there must be a firm date for ending the contract, and DSS
would want to present it as part of a phased transition to ACT; 

the BPC would be introduced as the system is rolled out, steadily replacing paper 
s. 

5.. 

based payment methods; 

— POCL would agree with ICL on building banking services into Horizon and seek
partnerships with the banks with a view to at least some partners being in place by 
October 2001 and full facilities two years later. 
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2005/6. 

4.1.3 Option 3 involves cancelling the whole project on the basis of ICL's breach of contract 
for failure to meet agreed timetable: F 
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BA draws up plans to migrate to ACT over three years from October 2001. In the 
meantime paper-based methods of payment continue and BA strengthens anti-
fraud mechanisms, perhaps building on the current electronic stop notice system

.SNS). 

4.1.4 In each option we think it will be necessary to take a long hard look at the viability of the 
PO counters network in the medium term and draw up a proper corporate strategy aimed 
at cutting the costs of the network while maintaining and where possible improving 
services, and developing new business. 

eI 

4.2 Feasibility of the options .. what are the risks? 
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2 and 3. The impact on the Post Office is discussed in more detail below. 
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4«3 Implications for Benefits Agency SS 

4.3.1. DSS have always envisaged that when the contracts with ICL came to an end they would 
move to pay benefits direct into bank accounts. The original timetable would have seen 
the BPC introduced at the end of this year and run as the established method of payment 
for 7 years before new arrangements were fully implemented. However delays in the 
project now cast doubt on whether it makes sense to progress through the BPC to ACT 
rather than moving direct. 

4.3.2 Option 3 gives the DSS a payment mechanism which is more fraud free and auditable 
than current methods by the end of 2001, with cash available to claimants over PO. 
counters. By giving PO more time to get bank' g services in place it helps to ensure a 
smooth transition to ACT'. However. 
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Crown offices were closed, or more rural and urban offices were allowed to close); 

;a1 — an annual subsidy of up to £300 million would be required to attempt to stabilise 
the network at this level; 

there would be job losses of up to 43,000; 
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agents and kiosks. However, this process will be hard to manage; the network could
become unstable resulting in large compensation to sub-postmasters whose businesses had 
become unviable. Continuing the project gives POCL the best chance of a smooth 
adjustment path. 

45 Financial implications 

4.5.1 The financial implications of each option are analysed in detail in Annex G. The impact l—
on the public sector has to be seen in the round with losses to the Post Office balanced 
against savings for DSS. The net impact can be summarised as follows (net present value 
of the options discounted at 6% to 2009110) 

£ billion Option 1 Option 2 Option 3 

DSS admin savings 0.4 1.0 1.3 . 

DSS fraud savings 0.9 0.8 .0.8 

Net impact on DSS 1.2 1.9 2.1 e- 

Net impact on 0.2 -0.6 -1.2 
POCL

over-all NPV saving 1.4 1.3 1.0 

exit payment to ICL 0 -0.2 to +0.3 -0.2 to +0.3

4.5.2 These results should be treated with caution. The estimates of the impact on DSS are much 
more robust than the estimates of the impact on PC CL. We have identified, but not
included in the totals, a possible 'exit payment' to ICL which may result either from
negotiation or litigation; but this is highly uncertain, and does not imply acceptance of any 
Iiability. With these caveats, the results suggest: Ey 

— the most cost-effective options from DSSIBA point of view are either option 2 or 
3; 

— however when the impact on POCL is taken into account option I and 2 look more
attractive; ~• 

— but the margins of error in this exercise would suggest that caution should be
exercised before ranking options. ' 
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it would make a total loss in 1998 of around £350 million; 

and would seemingly put at risk for many years any chance of a successful 
flotation (planned for 2000). 

4.6.5 In these circumstance it would be possible in principle for ICL to simply wind Pathway 
3 up, leaving Pathway's creditors, rather than ICL, to foot the bill. However this is unlikely. 

ICL are more likely to seek guarantees, or a significant injection of new capital, from 
Fujitsu. 
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— the probability the project can be completed successfully with no further delays; 

against: 

the likely outcome of legal action. 

4.6.13 It is not clear where the balance lies from ICL's point of view. 

4.7 Presentation and handling 
.m, 

4.7.1 Annex E sets out recent Ministerial statements on these issues. 
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-- continuing with paper-based systems when a more secure card-based system is 
almost ready; 
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Year 1993 1994 1995 1996 1997 

% paid by ACT 16.2 22.7 22.2 25.7 28.2 

— 47% of new pensioners choose payment by ACE' (May 1998). 

— 53% of new child benefit customers choose payment by ACT (May 1998). 
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— Congress passed a law in 1996 which required all payments by the federal 
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government after 1 Januaiy 1999 to be made by electronic funds transfer (ie ACT). 
This includes benefit payments; 

recipients of payments are required to designate a financial institution or agent to 
which payment should be made (some of which will charge the beneficiary a fee); 

— the Treasury can grant exemptions for classes of recipients in cases of hardship or 
other circumstances; 

— details of how this will operate are being worked out by the Treasury. 

Australia 

A.6 — A decision was made pre 1990 that all benefits would be paid by ACT and .aa 
customers would not have a choice, Before the change payments were made by 
cheques sent in the post; 

now over 96% of social security payments are made fortnightly by ACT to banks 
and other institutions using a system similar to that used in the 

conversion to ACT was not seen as a major problem for customers because a very 
high number held bank accounts and Australia Post was not a key player in the 
cheque cashing market, largely because most customers already paid their social 
security cheques into their bank accounts; 

it proved necessary in certain circumstances to,allow exemptions which are, 
however, limited and difficult to obtain. Those customers not regularly paid by 
ACT are still paid by cheque. Payments by cheque are strongly resisted because 
of the administration costs, including expenses aligned to fraudulent negotiation; 

to make emergency payments Australia successfully trialed a plastic card system 
which utilises a "DSS Bank". This holds temporary accounts accessible via the 
ATM network - called electronic benefits transfer. It has now been recommended 
for national rollout. 
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Annex B Post Office Counters  Network 

B.1. Post Office Counters Limited (POCL) provides services through a network of around 
19 000 outlets (10,000 in urban areas, 9,000 in rural areas), covering the whole of the 1:1 . 

B.2 The network provides local communities with a wide range of services - access to postal 
ser (ices, benefit payments banking and bil pa iment services, licensing and other 
Government services and a range of other customer driven services (lottery, bureau de 
change, insurance). 

B3 Local businesses make full use of these sere ices with particular emphasis on corporate 
banking, cash provisioning and access to mail services. 

. .-1 These services are universally available through the network, with 96.8% of the UK 
population living within a mile of a post office, The services have a particular importance 
in rural areas where there may be less alternative provision (for example as the banks 
rationalise their branch networks). For example, an estimated 6 to 7,000 rural post offices 
serve local commumties of less than 3000 people. 

B5 It is estimated that 28 million people per week visit their post office. 

Types of post offices 

B.6 600 post offices (Crown Post Offices) are operated directly by POCL. The remaining 
1.8,400 are operated on a variety of agency arrangements whereby FOCL contracts with 
individuals in a few cases with companies) to provide services on its behalf. Post Office 
services are provided in such cases using the agents' premises and staff - typically in on 
operation which also contains a private retail business. This allows cost-effective operation 
of the post office through shared overheads. Conversely in rural areas, many village shops 
are only able to survive in the face of retail pressures because of the income operating a 
post office provides. 

B.7 POCL pays the agent for work done on its behalf. Payments are generally split into two 
areas - a fixed payment which is not dependent on amount of work done, and a variable 
payment directly related to work performed. The faxed payment is an important part of 
the payment made to smaller offices, the variable payment is more significant for larger 
offices. 

BR POCL employs 12,000 staff directly, and the iq,4t agents themselves employ around 
40,000 staff. Overall therefore about 70 th people derive their income from Post Office 
Counters activities. 

'S'ources of revenue 

R9 POCL mainly offers agency= services on behalf Of various organisations in the public and 
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Royal Mail " 51 21 

Bill P SeT 15 

DVS Ct, 5 

Nation savings .9 4 

Other 2O? 19 

Total 1165 
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Annex C The ost Structure of Post Office Counters 

Cl i This annex discusses the cost structure of PO Counters and explains why tosses of income 
can have a significant impact on profits and the size of the network. rk. The remuneration of 
post office agents is an important factor in determining the impact of income losses on the 
network. 

Network costs 

C2 A significant proportion of PO Counters costs are the costs of the network: the Crown 
Offices and the agencies account for 64% of network costs. 

Centra Serces 
nance and other 

12% 

sale an 
marksttn 
4% 

region support 
3% 

distribution and 
warehousing 

11% 

Agency income and costs 

crown aces 

agency offices 
48% 

C.3 Subpostmastersand other agents are not employes of POCL and are consequently 
responsible for providing their own premises and their own staff to run a lost office. 
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enabling the spreading of the costs of runnin the post office out of the same premises. 
It is generally this combination of Post Office and private business which creates the 
income levels which, when set against the shared cost base of operating out of common 
premises, allow a commercially viable small business to be conducted, 

CA POOL pays its agents for providing services on its behalf. Agents are nerated through
a system based around a fixed element (paid irrespective of the volume of work done in 
the office) and a variable element (based on the specific volumes of work done at the 
office and accordingly increasing, or decreasing with: volumes handled). The calculation 
of the fixed payment for any particular office is determined for most offices through h a 
formula agreed with the National Federation of Sub Postmasters which takes into account 
historic volume and payment levels at the office. 

C.5 This is determined by the specific contract type the office works under and the volume of 
work handled. The very largest offices have .pay which is entirely variable, whereas the 
very smallest have pay which is almost entirely fixed, For the largest 20% of offices the 
fixed element of pay represents between e  and 35% of total pay, whereas for the 
smallest 20% the fixed element represents between 85% and 95% of total pay. 

Fixed Payment as of Total Pay 

itii1LI!I 'Eta 

d od tes fromlargest to smallest off s 

C.6 The rationale is straightforward. Smaller offices, often in rural areas, can attract only few 
customers. If these offices were paid purely on volumes of transactions the income to the 
sub-postmaster would be insufficient to cover the costs of providing  and operating the 
outlet., Alternatively, larger post offices conduct large volumes of work and therefore 
variable payments do create the basis for a sustainable business. 

C7 The following chart shows the percentage of transactions which are benefit payments by 
size of office. Although the relationship is not wholly straightforward, it shows that the 
benefits business is "over-represented" in the smallest offices« Le, those with the greatest 
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proportion of fixed payments in total payments. 

Benefits as of Tota I Tran ction 

M 

ba 

45% 

3s% 
3 s 

tt 

Cost structure 

C.11 A large proportion of PO Counters costs are fixed: they do not vary with the volume of 
business or %ith the number of outlets. This is for two main reasons: 

the payments to agents. for a large number of sub-post offices POC.'s payments 
for business carried out is fixed (see above); 

PO Counters is a network industry. A significant proportion of its support costs - 
for example the costs of distributing cash and stock to the national network - are 
only partially variable th with the number otoutlets and the volume of business. 

C.9 The following chart shows in broad terms the breakdown of variable and semi-variable 
costs by volume; costs which are variable and semi-variable by outlet; and costs which are 
fixed with outlets and volume. These are broadly as follows: 

variable costs by volume w variable payments to agents; direct support costs 
semi-variable costs by volume - variable costs at Crown Offices 

• variable by outlet - Crown Office costs; fixed payments to agents 
• semi-variable by outlet - distribution; warehousing; regional support 
• fixed a central costs of running POCL as going concern 

Oru) 

about 30% of PO Counters, costs are filly variable with transactions, though the 
degree to which these costs remain fixed or only partially variable over time will vary, 
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Variable, S ari-Variable and Fixed Costs 

iced 

1t % 

Sam-tae by 
outlet 
14% 

vaai4a iiy outuet 
22% 

ii ariaba by 
ume 

Impact afn come -Imeso osts and the netnrk 

C.10 As income from BA falls then: 

JCL loses income from BA in its Crown offices and associated footfall. However 
it is able to recoser some costs from the reduction in v olume-related payments to 
its agents for BA and other transactions and other variable overheads . But these 
variable costs around 30% of total costs

` y~

 - and

ispga~ 
the 

benefitsdependent
xgbusiness 

pe}}

are
~,yon~llyyxgxyy  Eygreater proportion on business in smaller offices, which ~ more dependent'ot~i

fixed payments than variable payments (see chart above) Given the small margin 
that POCL earns on turi. over (35 million profit on a turnover of £1.2 billion) 
POCL moves into loss. A 50 million loss of income would reduce POL9s profit 
to zero. '. . 

sub-postmasters lose mcome via the reduction in variable payments from POCL for 
trsnsactions carried out - due to both loss of BA business and the impact of loss of

. 

footfall on other PO transactions, This will particularly affect the larger urban, 
suburban and ruin: offices which handle a high proportion of BA transactions, for 
which a large proportion of their income from POCL is volume dependent, and for 
which PO business is a large proportion of their overall business (including retail). 
POCL believe there are around 4,000 urban offices and 500 rural offices which fall 
into this category (POCL assume that these offices will close under any scenario 

• of loss of income from BA). Furthermore the income sub-postmasters gain from 
private retail activity will fall as footfall reduces. For many offices the business will 
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no longer be viable. This will impact on the re-sale value of post offices. 

CA 1 Both of these impacts will lead to network closures arising both from management action 
to reduce costs, and from sub-postmasters who no longer found the business viable: 

■ in order to reduce its losses POCL will seek to reduce its network costs. This will 
be via closure of post offices which represent a high fixed cost - i.e. the Crown 
offices and the smaller rural offices - where most of the remuneration is fixed and 
not volume dependent; 
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Counters cash warehousing (from 300 to 20 warehouses) took around eight years to 
achieve. Other costs could be reduced in a shorter timescale - for example the re-
organisation of POCL's field management structure took 18 months. 
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Annex The project 

D.1 In May 1996, BA and POCL signed PFI contracts with ICL Pathway for Pathway to set 
up and maintain a secure, automated infrastructure for POCL which would. 

allow benefit payments to claimant presenting a special magnetic stripe card, thus 

— provide a more secure method of paying benefits; and 

provide an automated platform for other POCL business. 

D.2 The basic idea of the project is, for benefit payment: 

— claimants are given magnetic stripe card instead of order books and giros; 

r • r •rr• s '1 !0 '~ • r► 
r 

i 

s • 's • r • •• r s s r 

— network is linked to BA computer system (CAPS - Customer Accounting and 
Payment Strategy); 

claimants go to their nominated P0; counter staff swipe the card through terminal; 

the computer prompts staff to ask appropriate anti-fraud questions and tells them 
!:J 

how much benefit to pay, and; 

beneficiary collects all money due (ie they cannot leave some of the money 
uncollected), and there is full automated reconciliation of transactions back to BA. 

For other POCL services, the system provides: 

networked terminals with the facility for handling automated payments; 

point of sale information gathering and processing; 
..rr

up to date information for counter clerks on a wide range of transactions. 

113 The programme comprises a number of interdependent systems and services, requiring 
work to be completed by, and coordinated by Pathway, BA and POCL: 

.c• — the benefit encashment service relies on feeds from BA's CAPS systems, 
containing customers' personal details, records of payments in and out and feeder 
systems for each type of benefit. 

N 
— Pathway's systems also rely on POCL providing Reference Data (details of post 
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offices, products, prices, etc) and need to be integrated with POCL's existing 

gi 
w1~ 

automated systems and its accounting and management information systems. 

D.4 Separate testing of systems, followed by integrated testing of ̀ model offices' and live trial, 
lead to the full national rollout of the service to all post offices and BA district offices, asa 

subject to acceptance tests at appropriate stages. Benefits migrate to the new system
according to a prepared schedule. 

Charges ° 

D.5 Pathway charges to BA and POCL are driven by volume, based on a matrix of unit 
transaction prices which fall over time. Some payments are guaranteed in line with rolloiit
to post offices. BA have a separate contract with POCL for counter services, the payments
including fixed, semi-fixed and variable elements, with a `floor' providing that payments
cannot fall by more than a specified amount in any one year, regardless of volumes. 

D.6 The programme is a large and strategic investment for ICL and its parent, Fujitsu. It is also
a major business venture for the sponsors. It has been described as world-class in its scale; 
but is now being overtaken by other developments particularly in developing banking
alongside postal services. 

D.7 Pathway has taken on significant risk - including development, construction, operating, r. 
commercial and funding risks. Pathway has also taken on a degree of risk associated with 
encashment fraud (up to a ceiling of £200 million), although the ultimate risk of secure 
service for the £100 billion or so of benefit payment remains with BAIDSS. 

Rollout 

D.8 For a customer to have their benefit paid by card requires

their designated `home' post office to have Horizon installed; ;. 

the appropriate BA district office to be ready; and
p. 

the BA systems which support the benefit(s) concerned to have been switched 
across to the card. The timetables are interdependent and need to be planned
accordingly. 

47 
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D.10 As an anti-fraud measure within the M25, order books are bar coded and the Automation 
of London post offices (ALPS) has provided a bar code reader and an Electronic Stop 
Notice System (ESNS) running on a PC on the post office counter. Order books can thus 
be checked against a file of ̀ stop' notices downloaded from BA's Electronic Stop Notice 
Control System (ESNCS) and be withdrawn if necessary. . ESNS also captures and returns 
to ESNCS some information about order book issuance and foil encashment. 

D.11 The Order Book Control Service (OBCS) extends this facility as part of Horizon. 

Progress 

D.12 The competition took place and the contracts were let on the basis of a detailed requirement 
agreed by the sponsors which was `dropped down' to detailed service descriptions in the 
first few months of the contracts. The process revealed a complexity not previously 
properly understood. Timetables slipped. A replan in February 1997 set out new milestones 
formally negotiated under the terms of the contracts, Timetables slipped further and BA 
and POCL have issued notification of breach of contract by ICLwith BA issuing a legal 
`cure' notice in response to Pathway's failure to.meet a contractual milestone in November 
1997. Pathway has responded by blaming the public sector parties for the delays. 

D.13 BA and POCL, through their legal advisers Bird and Bird, commissioned an independent 
of the programme by consultants Project Mentors. They concluded: 

— `...Pathway seriously under-estimated the effort and time needed to develop the 
services... 

— `Pathway have been responsible for the delays to the programme, since the re-plan 
in February 1997, that caused the November 1997 breach by not allocating 

f - sufficient resources to complete their contracted obligations within the agreed 
timescale...' 

'A secondary, and ...relatively insignificant, cause of the breach is delays resulting 
from slow resolution of issues...We do not believe Pathway allowed sufficient time 
for this activity in their estimates...' 
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Annex E Recent Ministerial statements 

Manifesto commitments: 

The manifesto said: 

"Public services and transport services in rural areas must not be allowed to deteriorate. 
The Conservatives have tried to privatise the Post Office. We opposed that in favour ofa 
public Post Office providing a comprehensive service. Conservative plans would mean 
higher charges for letters and put rural post offices under threat." 

Public statements on the Horizon project: 

Kate Hoey MP in delivering a speech to the National Federation of Sub-postmasters on behalf of 
Frank Field, Minister for Welfare Reform on 12 May 1998 said (extracts): 

"We recognise that the Horizon project is as important to you as it is to the DSS... We now 
have more than 25,000 Child Benefit customers using the Payment Card to collect their 
money at the post office. And 12 million, or 50%, of all benefit customers currently using 
post offices to get their money, will be ready to switch to the Payment Card by the time 
Horizon begins its national roll-out. This is a remarkable achievement and reflects the 

Mi commitment of every one involved in the project to provide a secure, cost effective and 
convenient method of payment for our customers." 

a customer will need only report change in personal details, for example, change of 
address or post office, only once - the system will automatically update all benefit records. 
The Payment Card will also give our customers a more convenient and safer method of 
collecting their money, which is what they want. And it will also improve the way DSS 
accounts for the massive expenditure on benefits passing through post offices, now 
approaching £56 billion a year. The Payment Card is designed to do all these things." 

"The project, we know is also crucial to the future of your business. You will understand 
the importance of taking great care in planning the next stages of the project to ensure that 
we get it right." 

"We are committed to providing a modern, secure payment system which is cost effective, 
robust and fully accounted Our partnership is crucial in making these objectives 
achievable for benefit payments through post offices. With your 19,000 outlets you can 
reach parts of the country other retailers can't, or don't want to reach. So we need you 
as much as the communities you serve need you. But equally, only DSS can bring in 19 
million customers who want to spend as well as collect their money. " 

"As we move towards the millennium there will be ever greater opportunities to harness 
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new technology and to expand your business. But whatever the future may hold, you can 
be assured that our longstanding association and commitment to providing an efficient and 
secure benefit payment service for people who want to collect their money at their post
office is as strong as ever." 

Statements in Hansard:

There have been various written statements made by Ministers in Hansard over the last year 
regarding the project. These have tended to focus on the expected completion of roll-out of the
system, and the trial already in place. Statements have also been made about fraud savings. In an
oral exchange in the House of Lords on 1 April, Lord Haskel said: >Y.i 

• "My Lords, this is certainly a system which is designed to combat fraud Unlike order
books giro cheques, the payment card which will be art ofthesystem has no intrinsic gi 4 P~ .l, .f 
value and so carries little personal information. The system will be more convenient. Any 
changes to the benefit payment cards will be made automatically on the system. ..a 

This is a huge project, which is under constant discussion, and misters meet to consider
it from time to time. I am not in a position to say what the situation is regarding the 
budget " 

7•` 

a '4 
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that Pathway are in breach of contract. If POCL were covered by the procurement 
directives the likelihood of successful legal challenge would depend on whether POCL
could proceed with the Horizon platform without prejudicing other potential bidders who
could have provided the platform without the benefit payment card. 

5 for BA then to renegotiate with ICL for provision of the Order Book Control System 
(OBCS)? 

EC public procurement law would require BA to hold a competition for the provision of 
these computer-related services, unless the value of the consideration for the services was
below the current threshold (£104,435). We believe the value of a project to deliver the 
OBCS system to be substantially above the threshold.

6 for POCL to procure banking services from ICL without retendering? 

POOL envisaged from the outset that banking facilities would be part of the functionality ` 
of Horizon. POCL believe therefore that there should be no question of retendering for this 
work. 

On the basis of current information Treasury Solicitor believes POCL is not covered by the
procurement directives and therefore POCL can, in any case, procure banking services 
from ICL without retendering, ' 

Under contract law:

7 Would BAIPOCL be liable for compensation on termination? 
p 
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Annex G Analysis of financial flows 

G.1 This annex analyses the flnanciai impact on the public sector of the three options discussed 
in the main report. The figures are subject to varying degrees of uncertainty and should be 
treated with caution: they can only be broadly indicative. Key assumptions for each option 
are: 

Key assumptions underlying options 

Option I Option 2 Option 3 

Horizon system for POCL Continued Continued Cancelled 

Benefit payment card Continued Cancelled Cancelled 

Roll out of system starts January 2000 January2000

Roll out completed September 2001 September 2001 I ~ 
BA commitment to September 2007 September 1998 September 1998 

11 
contracts with ICL ends 

BA commitment to floor September 2006 September 2005. September 2001. BA 
payment to POCL ends negotiates terms for

residual use of paper 
based methods after 
this date. 

rr~ 

BA moves to ACT Over a period of 3 years Over 3 years from Over 3 years from 
starting leading up to October 2001 to 2004 October 2001 
end of contract. 

fir• 

POCL introduces banking Building on Horizon Building on Horizon POCL commissions 
services platform - technology in platform - start by new system - limited 

place by October 2001; October 2001; fully in services from October 

I services up and running place by October 2003 2001; fully in place 
by October 2003 by October 2003 

r Fraud control system for Order book control Order book control Some equivalent 
paper based transactions system built into system built into system based on that 

Horizon system Horizon system now used in London. 

DSS savings 

f Fi 
G.2 Net administrative savings are based on BA modelling and are judged to be reasonably 

robust, Changes in administrative costs are driven by the number of transactions paid by 
ACT. However a large proportion of the current administrative costs of paying benefits is 
the fixed payment to POCL for handling order books. As ACT increases, variable m , 
payments to POCL reduce but the fixed payment remains. When ACT reaches 100% of 
benefit transactions total savings against the baseline are £440 million a year. 
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the cash handling business (about £25 million a year); 

by capturing a small share (between 5 and 10%) of the £2 billion cash withdrawals 
market; 

by providing access to bank accounts and cash withdrawal facilities for benefit 
claimants who wish to continue to obtain their benefits across PO counters. It is 

• assumed that POCL is able to negotiate a fee of £20 per account handled. The 
ability of POCL to retain the benefit business as ACT increases varies under each 

{ transferring 
option. POCL believe that they would be able to retain around 65% of those 

to ACT when their banking services are fully operational - but that in 
the earlier years the retention will be less. The analysis assumes that in option 1' 
retention rates are higher than in option 2 and 3 (since POCL argue they will be 
able to retain more business with the benefit payment ). 

RE
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billion Option 1 Option 2 Option 3 

DSS admin. savings 0.4 1.0 1.3 

DSS fraud savings 0.9 0.8 0.8 

Net impact on DSS 1.2 . 1.9 2.1 

Net impact on 0.2 -0.6 -1.2 
POCL 

overall NPV saving 1.4 1.3 1.0 

exit payment to ICL 0 -0.2 to +0.3 -0.2 to X0.3 

G. 14 These results should be interpreted carefully. The estimates of the impact on DS S are much 
more robust than the estimates of the impact on POCL. With these caveats, the results 
suggest: 

the most cost-effective options from DSS/BA point of view are either option 2 or 
3;

- however when the impact on POCL is taken into account option I and 2 look more 
attractive; 

a 

IV
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HORIZON: SUMMARY OF CENTRAL OPTIONS 

1998.99 1999-01) 2000.01 2001.02 2002-03 2003-04 2004.05 2005'06 2006-07 2007.08 2008.09 2009-10 N1'Y4Th 6% NPV 4> 6% 
Ba3eline 10 2010 10 2005 
DSS adntinistrativc° costs 530 530 525 525 525 520 520 515 515 510 510 505 
CAPS costs 100 20 20 20 20 20 20 20 20 20 20 20 
total administrative costs inc. CAPs 630 550 545 545 545 540 540 535 535 530 530 525 
DSS programme savings (ESNS) 70 70 70 50 50 50 50 50 50 50 50 50 

of claimantspaidhyAC1' 300; 31!; 31% 321; 32% 324; 330; 330; 34% 3409 3S!; 350; 
0; of transaction made by ACT 130: l4"; 14% 15!; 1500 160; 16!; 170: 170; l8!: 18% 190; 
POCL profits Cut 30 25 20 10 0 -10 -20 -50 -50 -60 -60 -70 
POCL network nual 9000 8800 8600 8400 8200 8000 7800 7600 7400 7200 7000 6900 

urban 10000 9760 9520 9290 9050 8810 8570 8330 8090 7860 7620 7280 

total 19000 18560 18120 17690 17250 16810 16370- (5930 15490 15060 14620 14080 

1 Continue islthproject on presentforeeasts then start to mo®e to compulsory ACT ftom 200415 before the end or the contract In Sent 2006 
DSS rx:t administrative savings (fin) -30 -85 -90 -5 15 20 20 45 95 200 430 435 494 -1-15 
contingency 0 0 0 0 0 0 0 -10 -10 -10 -10 -10 -28 0 

DSS programme savings (Cut) 0 5 110 135 135 135 135 135 135 135 135 135 868 490 
pa}7ttent for "unbanked" 0 0 0 0 0 0 -8 -20 .30 .33 -32 -32 .86 -5 
Total DSS savings (£m) -30 -80 20 130 150 155 147.5 150 190 293 523 528 1248 340 
toofclaimanispaidbyACT 30°; 30% 31% 324; 32% 32!® 55% 78!: 100% 100!® 100% 100% 
4; of transactions made by ACC 13% 140+ 15!; 15!; 15% 16% 16!; 26% 53% 87% 100!: 1000: 
first round impact on POCL profits (in 0 0 10 20 30 40 50 0 0 .90 -190 -200 -142 108 
coupensation to subpostrnasters 0 0 0 0 0 0 0 0 0 -15 -15 -15 -24 0 
cost ofbanking tecluralogy for POCL 0 0 -t0 -t0 0 0 0 0 0 0 0 0 -I6 -16 
profits for POCL from banking fnt 0 0 0 0 0 9 17 98 130 123 137 137 364 17 
Total Impact on POCL 0 0 0 10 30 49 67 98 130 18 -68 -78 182 109 
impact on PO network 

rural . 0 0 0 0 0 0 0 0 0 0 0 0 
urban 0 240 480 710 950 1190 1430 1470 1510 1550 1590 1630 
total 0 240 480 710 950 1190 1430 1470 1510 1550 1590 1630 

NET IMPACT ON PUBLIC SECTOR 1430 449 
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1998-99 1999.00 2000.01 2001.02 2002.03 2003.04 2004.05 2005.06 2006.07 2007.08 2008.09 2009.10 NPV rda 6'/w NPV6sr 6'/0 

2 ContlnuAtlon of F1nrintt evlfhout 11PC. P_Hovelo;lCTf tnnulwrY(rate! f0✓OI7~ ~pL1 stnt(I tnrl OfcenlrAC1 
DSS net administrative savings (Cm) -10 -I5 -35 -15 25 75 120 435 435 433 433 435 1306 87 
contingun:y -10 -10 -10 -10 -10 -10 -10 -10 -10 -10 -10 -10 -84 -56 
DSS programme uvings (Cm) 0 5 90 130 135 135 13$ 135 135 135 135 135 347 469 
Pawnent to banks,POCL for "krnbartkod" - 0 .8 -20 -30 -33 -32 -32 -32 -32 -32 -32 -32 -205 -113 
Total DSSsavdngs(Cm) -20 -28 25 75 118 168 213 528 528 528 528 528 1864 385 
!Y of claimants paid by ACT 30.4 30.4 42% 53'e 70'4 88!4 100'® 100"4 100% 100% 100% 100.4 0 0 

oflranuctionsnudebyACT 13% 14!4 22% 34% 53"4 73!3 96% 99!4 100% I00!4 100% 100% 0 0 
fist round impact on POOL profits Cm 0 0 10 20 30 40 50 80 -220 -210 -210 -200 -299 108 
compensation to subpoatmastcn 0 0 0 0 0 -50 -50 -50 -50 -50 -50 -50 -209 -69 
cat of banking technology for POCL 0 0 -10 -85 -75 -75 -75 -75 -75 0 0 0 -326 -235 
proftsforPOCLfrombanking Cm 0 0 0 10 21 43 63 63 63 63 63 63 272 96 
Total Impact on POCL 0 0 0 -55 -24 -42 -12 18 -282 -197 -197 -187 -561 -99 
impact on PO nctwo& 

rural 0 0 0 0 0 0 0 -500 -1300 -2500 -3000 -3250 
• urban 0 0 0 0 0 0 0 -500 -1000 -1500 -1500 -1530 

total 0 0 0 0 0 0 0 -1000 -2500 -4000 -4500 -4780 

NET IMPACT ON PUBLIC SECTOR 1303 286 

3 1loijjial,eancrllnls  Tcorn nukory for all rlalntants from Ott 2001 
DSS nit administrative savings (Cm) -10 -15 -30 10 93 190 290 435 435 4.113 433 435 1576 358 
contingency -10 -10 -10 -10 -10 -10 -10 -10 -10 -10 -10 -10 -84 -56 

DSS programmesavings(Cm) 0 5 90 130 135 135 135 135 135 135 135 135 347 469 
Payment to bankamPOCI. for'ltnbankcd" 0 -7.5 -20 -30 -33 -32 -32 -32 -32 -32 -32 -32 -205 -11$ 
Total DSSsavings((m) -20 -28 30 100 188 283 38.3 528 528 528 528 528 2135 655 
I;o(claimanta paid byACT 30% 30!4 42!4 53% 70% 88% 100!4 100!4 100'4 100!4 100% 100% 
%oftransactionsmadeby ACC 13'% 14!4 22!4 3444 53% 73% 96% 99'.4 100!4 100!4 100.4 100'4 
lust round impact on POOL profits Cm 0 0 0 0 -60 -90 -130 -220 -198 -168 -147 -120 -681 -195 
compensation to subpoetma-item 0 0 -100 -100 -200 -100 0 0 0 0 0 0 -383 -383 
cat of bankingtcchnologyforPOCL 0 0 0 -18 -60 -30 -S8 -67 -67 -67 -67 -67 - -306 -119 
profits for POCL from bunking Cm 0 0 0 to 17 29 47 48 49 49 48 48 203 72 
Total Impact on POCL 0 0 -100 -108 -303 -191 -142 -239 -216 -186 -166 -139 -1162 -624 

impact on Pt) network 
rural 0 -400 -2100 -3400 -4200 -4500 -4750 4750• -4750 -4750 4750 -4750 

urban 0 -760 -1320 -2490 -2650 -2650 -2820 -2580 -2.740 -2110 -1870 -1530 
total 0 •1160 -3420 -5390 -6850 -7150 -7570 -7330 -7090 -6860 -6620 -6280 

NET IMPACT ON PUBLIC SECTOR 972 31 

Notes 
1 A negative saving means an addition to cats - - 
2 Baseline auumea'business as usual" tsith no Ilorizon 
3 Each option is cxpmucd as a change relative to the baseline 
4 NPV figures for option 2 and .3 assume that no compensation is paid either by or to ICL 
5 Note that the modelling assumes a contract end date ofSeptcmbcr2006 in Option 1, rather Ilan September 2007 as in Ilea main report (the timing oftho awitch to ACT is unchanged). 

11 was not possible to relied t this change to the speeifcatlon ofOption l in the modelling in the time available- Itewcwr the impact on the financial flows is c pcctcd to be minimal. 

1'~x'7~'1 (t;t X7'9 (O ?8 ;T er ? tom:" 'tea ('?': '.3 j; -';. 4' " 1 a *(e eJCt r " I'  /I.-~s~ ! .."'i ft . r1Y»7 ~ t~•tvt {• ~tsj ^f1,~~. 



POL 00398 9 
P Om m m 899 

CM~ 
U 

g 

r 

}, ?§+:\*\\i%(2\±»«2¥itf«2±( 

§:¥ f f f r TITiT I i 

S: 

+ « 7,«w■«* 

m 



POL00039899 
POL00039899 

CONFIDENTIAL - COMMERCIAL 

P Jf'OCLReweeky-Prxi terx9cestPantsrypo.1 

CONTENTS Page 

EXECUTIVE SUMMARY . . . .............................. . .... ................... 2 

SUMMARY OF RECOMMENDATIONS .............................................4 

PART I - INTRODUCTION ......... ..... . ........ ........ ............... ...... . ..
A. Terms of Reference 
B. Methodology . 

.. ..... . ................ .. ...................

C. Business drivers ... ....... . ................ ..... ................. ..
D. Brief description of the system .................... . ................. . .Z 

PART 11 THE PANEL'S FINDINGS AND RECOMMENDATIONS . ..... .................. 13 
A. Current Status of the Programme .................................... . T 
S. Solution Design and Fitness for Purpose ........ ... . ............... . ._t3 
C. Future Proofing .......... ................. ....................... 
D. Timetable for completion ........................................... :13. 
E. Programme management, organisation ' and structures 
F. Strategic Commitment . 

................... . 
15 

G. Likely costs of delivery ............................................ . Tk

PART III - RESIDUAL ISSUES AND RISKS ............... . ...... . ..... ............ . 3 R 
A. Strategic issues ............................... . . ................ .
B. Critical path issues .............................. .................. 19 

gu C. Operational issues ................................................ •L9 

PART IV - SUMMARY OF FINDINGS ..................... .. ..... ................. . 21 

ANNEX A - THE PANEL'S VIEW OF A POSSIBLE WAY FORWARD ................. ....22. 
Option 2: Partial Restructuring .............. ........ ..... .................. 22 
Option 1: Full restructuring ........ ................. ..... ................. . 
Weighing the options ............................. ...................... . 

4 
24 

Financial Implications ............ .................. ..... ................. .25.. 
rz, Conclusion .................... .. ....... ........ ..... ................ . . 26 

Implementation of a restructuring ... ................. ..... . ................ . 6 
Contractualflegal issues .......... ...................... ................. .21 

ANNEX B - THE INDEPENDENT PANEL'S RULES OF PROCEDURE ... . ........ ...... . . . 28 

ANNEX C - THE PANEL'S MEETINGS WITH THE PARTIES .......... ..................3.1 

ANNEX D - OUTSTANDING ISSUES . ..... ................ . ..... ......... ....... . .32 



POL00039899 
POL00039899 

BA'POCL Reddaw- f Paned m xt 

EXECUTIVE SUMMARY 

Background 

•. M fttf :i. 

In the light of concerns over progress, this Panel, chaired by the head of the Treasury Task 
Force on Private Finance, was set up to make an independent assessment of whether the 
programme was technically viable, If so how quickly it could be completed and at what cost. 

• The programme is complex, probably the biggest of its kind. Its scale, and particularly the 
development work required, were underestimated initially. The parties have since increased 
the resources devoted to the programme, but a range of issues remain to be resolved. 

• f: 

• The new Horizon Programme Office in POCL has a vital role. The parties need to ensure it 
has the power and the resources to drive forward the whole programme end-to-end and to 
resolve critical outstanding (and future) issues. 

• Driven mainly by timetable slippage, the sponsors' business cases are eroding. The direct 
cost of delay is estimated at £180m, over half of which falls to the sponsors. Potential 
savings from fraud reduction would also be delayed. Pathway, on the basis of the figures it 
has provided, would make an overall loss if the contract continued on its present terms and 
would require an extension to break even. 
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SUMMARY OF RECOMMENDATIONS 

To help the reader, we Include below'headlines' for our recommendations, with paragraph references 
to the main body of the report: 

Paragraph aph 

• The need to commit to a firm baseline and plan becomes critical aver the next few weeks. 23 

• As preparations for national rollout proceed, the need to clarify the resourcing and functioning 
• of POCL's Service Management organisation will become increasingly urgent. ..... ... 32 

Y • We see considerable weight falling on the Horizon Programme Office, which needs to be 
property resourced in terms of numbers and skills .. .... . ...... ..... ....... 52 and 92 

• All parties should agree to an open book approach so that an end to end plan for the 
programme can be arranged and driven through by the HPO . . . .. ....... ........... 56 

• The HPO must drive for resolution of critical path issues before end July.. . . . . .. 57 and 93 

• BA's constructive engagement in the programme management process will be needed to 
bring the programme to a successful conclusion . ...... . ...... .. . .... . .. . ....... 59 

• The HPO should manage the learning process from Release 1c and testing/trial activities 62 

• Resolution of a number of strategic Issues is fundamental to the programme ......... . 84 

• BA can do more to ensure that the other parties have confidence in its plans. ......... 88 

• Pathway also has work to do to convince the other parties that the solution is complete and 
scaleable .......................................................... ... 89 

• The current adversarial approach of the parties will have to change .................. 91 

• HPO and the Horizon Programme Board need real authority within POCL, with a remit to
drive forward progress on outstanding acceptance Issues .. ........................ 92 

tr: 

Depending on the way forward Ministers decide, we would also suggest: 

• A neutral troubleshooter', directly responsible to Ministers and with their full confidence, 
should be appointed ................................................. Annex A. 

The Post Office Review should consider whether refinements to POCL's present 
management structure would better allow it to implement the changes required.... Annex A 

• The opportunity should be taken to restructure the contractual relationships ...... Annex A 

4 
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C. Business drivers 

8. In assessing the viability, timeliness and cost of the programme, we started from the parties' „; 
business drivers, taking account of how they may have changed or been added to since the start of 
the programme. The programme has to satisfy the various interlocking objectives of the parties and 
is, therefore, complex and wide-ranging.

Benefits Agency
}-f 

9. For BA, the business drivers are: 

• to eliminate benefit encashment fraud, estimated at f190m per year; 
• to provide adequate accounting and management information for BA; $' 

• to reduce administration costs; and 

• to achieve a fundamental improvement in service delivery.
' t4 

Post Office Counters 

10. For POCL, the drivers are: 

• to maintain income from benefit payments and 'footfall' (ie other POCL transactions 
with benefit customers); 

• to replace legacy systems and modemise the nationwide Post Office network; 
• to provide a platform for modernisation and development of other client services;

and 
4s 

• to acquire a strategic private sector partner to bring additional commercial 
opportunities.

Pathway 

11. Pathway's objectives at the start of the programme were. -

• to meet sponsors' service needs by integrating a number of systems; 
• to do this at a competitive price while achieving a reasonable rate of return over the 

period of the contract; 

• to establish a world class solution which could be marketed internationally; and 
• to become POCL's preferred strategic partner in the development of its wider 

t•`a 

C= 
business. F= 

r 

Fir
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13. Beyond the parties to the contracts, the Oovemment has an interest in the programme's 
potential contribution to a number of objectives, including; 

the preservation of the social value of a nationwide network of POs; 

• the reform of the welfare system; 

• a move to an 'active modem service' for benefit customers: 

the target of completing 25% of Government transactions electronically by 200.; and 

• the delivery of govL't'fiJ37tet'7Ldirect. 

D. Brief description of the system 

1$, The programme comprises a number of interdependent systems and services, requiring work 
to be completed by Pathway, BA and FOCI... Somewhat simplified, these systems are as described 
and shown in the diagram below, 

1s. On the benefit payment side, in the Pathway domain: 

• the Post Office counter clerk uses the Benefit Encashment Service (BES) to make a 
benefit payment to customers presenting a benefit payment card. The clerk swipes 
the card through a magnetic strap reader and ;€s then prompted by the system through 
the rest of the transaction: 

BES uses data from the Card Management Service (CMS), which holds details of 
cards issued, in service, stopped etc, and from the Payment Authorisation Service 
(PAS). which holds details of all payment instructions received by Pathway: 

• CMS and PAS link via the CAPS Access System (CAS) to BA systems, 

• Payment Card Data Piles (PCt F, link CMS to de la Rue which produces and 
despatches cards and pick-up notices to customers, 

• separately, the Order Book Control Servce i3OSC ;i is a anti-fraud measure which 
checks bar coded order books (until such time as they are superseded by the card) 
against a national 'stop' list. 

16. in the SA domain, CAPS systems exchange data with CAS, These systems are; 

the Personal Details Computer System (P008) storing personal details for SA 
customers; 

t,. - the Customer Payment Computer System (CPC S) containirg details of payments in 
and out, and 

an accounting system (PAC 
a): 

these systems rely on Feeder Benefit Systems, which support each benefit payment 
system and provide details of payments due; and separately 

the Electronic Stop Notice Control System holds details of stop notices. 

17, For POOL and its other clients, Pathway provi°de,

• an Automated Payments Service (AP) for bill payment and pre-payment using 
magnetic sttnp cards and smartcardsl and 

ws 

L 
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Pi Ironic Point-of-Sale Service ( PO ) for electronic cash register functions - tfte .give' connecting together other services at the PO counter. 

18. Pathway's systern.s rely on, or provide data to. others in the POOL domain, particularly: 
the l eference Data system, which holds details of post offices, products, prices, etc 
the Host Automated Payment System (HAPS), handling existing automated systems 
and taking a feed from Pathway's AP: and 

Transaction information Processing (TIP) taking data from Pathway for POOL`s 
accounting and management information systems. 

MAW 

t3A Systems Pathway Systems 4 POCL systems 
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A. Current Status of the Programme 

21. The programme has moved on since PA reviewed it towards the end of 1997. Indicators of 
progress are:

• Release is (Ric), a partial solution providing the benefit payment card and OBCS, 
has been working satisfactorily in just over 200 offices since November 1997; 

• Pathway has brought in new technical skills and management resources, increasing 
headcount to around 270 staff and introduced new procedures to support the high 
level of software development needed; 

- .■ II. on • ■ •-

~!, there is not yet a stable baseline requirement formally agreed by all parties on which 
f>"t plans and key milestones can be agreed: 

• the parties have yet to sign off proposals to de-scope Release 2 (originally Intended 
as the full solution) into New Release 2 (NR2) a partial solution ready for the start of
national rollout and New Release 2+ (NR2+) the full solution to be available later; 

• there is no agreed Acceptance Plan or time-scale for acceptance, which puts at risk 
the timetable for contractual acceptance of the system; 

• there is no consensus on the length of Model Office testing, live trial (the final stage 
before rollout) and the contingency to be allowed; 

• there is no agreement on the rate of rollout, or 'beat rate'; 

• there are no agreed timescales for change control decisions; 

version 4 of the Master Plan (covering the whole programme) has not been signed 
off and there is no formal agreement about the conditions for deciding that rollout 
has been completed; and 

• hence the dates proposed for the start of live trial and rollout to all 19,000 post 
Pt offices are at risk. 

23. Under Pathway's cuirent plans, preparations for national rollout began in earnest on 8 June 
1998. This is not a point of no return, but it does mean that increasingly more significant
commitments will be made on the way to the start of national rollout in April 1999. So the need to 
commit to a firm baseline and plan becomes critical over the next few weeks. 

B. Solution Design and Fitness for Purpose 

24. We believe the'programme can deliver the contracted functionality. The technical 
architecture is necessarily highly complex: systems must be separated for contractual reasons; they

to 
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have to have high levels of resilience and security; and they employ a number of different computing 
platforms. These factors have been well considered in the design and structuring of the project and `{ 
technical architecture. 

25. The main architectural issues are scaleability and robustness. We are advised that a solution
of this scale and scope with so many different platforms and products has, as far as PA is aware, no 
precedent. We are satisfied that Pathway's approach to design, development and performance 
testing is sufficiently rigorous for such a major undertaking. At this stage of development, testing has 
to be based on the component parts rather than the entire system. We believe this has been _. 
completed in an appropriately structured way; indeed it is a strength of the modular nature of the 
architecture that this approach can be taken. Significant attention is being given to testing at the
correspondence server level where the highest risk of congestion occurs. 

• . f. '.. a - -- -+. 

f r • i . • r 

30. The architecture is modular and as the number of on-line offices grows, so specific server
types can be added incrementally. Pathway has ensured that, at ail levels of the architecture, more 
computing power is available from chosen suppliers should that currently planned for reach the limit
of its capability. 

31, There is no reason to suggest BA will not be able to deliver the CAPS functionality required. 
Its resourcing and testing of this part of the programme, and its track record so far, all give 
confidence. As with the Pathway systems referred to above, there must remain some ri sk until the
systems are connected together in earnest. The same is true of POOL`s parallel work on its feeder 
systems (Reference Data, TIP, APS etc.) 

32. POOL has been establishing plans for its Service Management organisation and we are 
satisfied that the requirement is properly understood, although POCL has not been able to describe
to PA exactly how the proposed Service Management organisation will be resourced nor say how it 
will fit into POCL's organisational structure. What is clear however is that the system will demand a 

11
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42, Until POCL decides which banking applications are to be provided, how they are to be 
provided and, if using a smart (or other) card, on which technologies and standards they are to be 
based, there•will remain some uncertainty about how economically the system will support such a c.>; 
venture and whether the Riposte architecture poses any limitations. A smartcard route should pose
few problems. 

D. Timetable for completion

i 1 • d 

• •' / • 
` . . i  

i. •':- • • n •' i ♦' is •' 

{. • .i - • ! • • ••• • • _ • •' is 

'• - • '• !.' 1. •ro • '.l •. if 

• . • • • • " • • N { • 1 

is • 1 '. .1 i: .' i ce. . 
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to achieve. 

49. These factors have been taken account of in PA's analysis. Harderto model are the 
demands rollout will place on POOL organisation, and the stress likely to be caused as its regionally 

i~a 

based organisation ides to cope with a service management approach that demands a more 
centralised organisation. With this caveat, we believe that the 300 beat rate has been properly 
planned for by Pathway and should be sustainable, leading to a best estimate for completion of 

0 rollout by September 2001. 

50. In order to de-risk software development and improve the management of software releases, 
- Pathway has committed resources both at a significantly higher level and with a different°skills mix

than it had envisaged at the outset, requiring a total re-design of the project team structure and 
processes. Pathway's plans are now much more robust, realistic and better resourced in numbers and 
skills and, if the issues mentioned above can be settled quickly, there is every likelihood that 

r 

Pathway can deliver to timescales. 

51. BA appears consistently to be able to plan and deliver to timescales. ( 

52. There remains a great deal of work to be done by POOL to develop its programme and 
service management capabilities. POCL's planning, for both implementation and service
management of the programme, does not appear to have been given sufficiently high a priority within 

ti the PO Group. It needs to be properly resourced in terms of numbers and skills. Planning should 
provide for and manage an end-to-end critical path, including links and dependencies with its other -
key systems. This planning must be set in the context of POCL's longer term business strategy. 

E. Programme management, organisation and structures 
r.j 53.. 

The programme is characterised by inefficient decision making processes. The way change. 
requests are managed is a particular problem; Pathway are obliged to respond to change requests 
within 3 weeks and impact assessments have to be made in 5 days, but no time is stipulated for 5 decision-making by the sponsors. This imbalance is, in our view, harming progress. 

54. The new programme management arrangements since April 1 are intended to improve this. 
The Horizon programme office (HPO) has a vital role, but it is not yet operating as planned - for 
example joint commercial teams are meeting while the technical and implementation boards are not - 
although there are signs of its increasing effectiveness. 

55. POOL and Pathway feel that they are collaborating more closely than before. This process of 
"joining up" the parties must accelerate and embrace BA. Just as important are stronger links with 
POCL's emerging change programmes. 

69+: 

56. We understand there are no end-to-end descriptions of the system and process architectures,
which makes it difficult to plan and manage the programme. Without these, and a master critical path 
activity network, alignment between the parties will always be difficult and contentious. All parties 
should agree to an 'open book" approach so that an end to end plan for the programme can be 
arranged and driven through by the HPO. . 

.,; 57. The HPO must drive for resolution of all the issues we have identified as on the critical path 
(see Part III below) before end July, if there is to be any chance of improving 

on the forecasts we 
have made for completion of the Horizon programme. 

58. Pathway has demonstrated its capacity to deliver the programme. The evidence suggests 

14 
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that the primary focus for any leaming from Release is has been at Pathway. We found no evidence 
of an explicit teaming process across the programme, although there is evidence that all parties have 
benefited from their experiences of Ric. Pathway has processes (problem management, service 
review, quality audits) to capture R1 c experience and have changed Release 2 design and the 
production service as a result. 

59. While BA has demonstrated its ability to develop and rollout CAPS, it is more remote from 
3 111 the programme management process. Its constructive engagement will be needed to bring the 

IV programme to a successful conclusion. ai 
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to ensure timely decision making on programme issues. 

66. With the proper level of senior management commitment and delegated authority to the 
Programme Director, he would be much better placed to drive through the programme with the 
minimum need to refer upwards. 

G. Likely costs of delivery 

67. Increases to programme costs are driven primarily by timescale slippage. BA's costs include 
those attributable to CAPS development. In addition, BA will lose potential fraud savings, POCL's 
opportunity to generate other non-BA business is delayed, and Pathway lose income from system 
charges. 

68. Based on our forecast of 9 months further slippage, current programme run rates provided by 
the parties suggest that direct costs will increase as follows: 

yt BA £90m 

POCL £15m 

Pathway £72m 

a 71. Pathway tells us it has spent or committed £250m so far and expects to spend a further 
?I- £250m, much of it already contracted for, to complete the design and build stages. Pathway's peak 

cash requirement will be around £425m and financing costs will therefore be substantially higher than 
budgeted.for. On current planning assumptions, income from operations is estimated at £220m, 
leaving a deficit of £205m. This takes account of a financing cast of £170m. The cost 'run rate' is g>; about £8m per month and steady state income lost for each month of delay is about £14m. 

72. POCL has questioned the accuracy of Pathway's cost projections and the true extent of 
deterioration in its rate of return. We have not verified Pathway's figures, although it will be 
necessary to do so for the purposes of any commercial negotiations. Meanwhile we believe they 
should be accepted as the basis for a decision on the future of the programme. 

tU 
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75. With the exception of POCL, the parties have now resourced up to the numbers, skills and 
experience required for a programme of this scale and complexity. There remain questions about 
costs at POCL, partly the resourcing of the HPO but also reflecting our view that POCL has not yet -•: 
worked through all the implications of automation. Preparing for and implementing an automated 
counter environment and its exploitation, which could involve major organisational change, could
mean a substantial un-budgeted cost. 

76. We believe that POCL continues to take an over-cautious approach to resourcing this major 
programme, relative to the other parties. The POCL business case shows, for example, that the 
resource for national rollout is budgeted at £1000 per post office, that the HPO costs peak at just r g 
under £1 m per month and the Service Management Function is budgeted at £2.5m per annum. It is
understandable that POCL will want to keep implementation costs down. Indeed that presumably is 
why the PFI route was chosen in the first place. Having noted that, we believe that POOL may well 
have to find additional resources to ensure the success of the programme. 

77. A second area of risk at POOL concerns the state of its organisational readiness to accept an 
automated network. POOL themselves note that this programme 'requires a significant culture
change'. This must be registered as a potentially costly risk to the programme until such time as
POOL sets out detailed plans for implementing any organisation change for automation. These plans 
must be able to demonstrate that the confirmed Pathway plans for national rollout can be supported 
before this 

ri sk can safely be removed. `r 
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PART III - RESIDUAL ISSUES AND RISKS 

79. The programme from the start seems to have had two distinct sponsor visions, with no clear 
Government-wide view. There has been no clear single owner of the programme. Perhaps as a 
consequence of this, we have seen a lack of grip at project level (at least until early '98), leading to 
poor conflict management and a lack of prioritisation. There is some evidence of this changing, but 
the change needs to accelerate. 

80. Despite recent changes to the programme management arrangements, the supply chain 
remains unclear. This might be addressed in contractual negotiations if a restructuring of the 
programme were to be approved. 

81. On a short operating franchise PFI, with business cases sensitive to delay, specification of 
sponsor requirements was initially only at a high level. The supplier was prepared to enter into a fixed 
price contract to deliver against them, but underestimated the programme complexity and the 
resources required in light of the sponsors' specification. Delays so far have meant that for Pathway 
to generate a positive rate of return is now heavily dependent on generating non-BA business for 
POOL. 

82. , The relationships between the parties can be characterised by a low level of confidence In 
various aspects of the eventual solution and in each other. 

83. The parties presented us with a number of outstanding issues for resolution. Some have
been referred to already. Many we see as'operational', ones which we would have expected to have 
been resolved by routine programme and change management procedures. Others - identified below 
as 'strategic' or 'critical path' - have more serious implications. The full list, with our assessment of 

~,. which party should be taking the lead in resolving each one, is at annex D. 

A. Strategic issues 

84. The following issues are fundamental to the programme, with severe risk of its failure if they 
remain unresolved: 

• all parties need sound business reasons for a full strategic commitment to the 
programme, with a common vision and incentives for all to make it work in a 
reasonable timescale: original business cases are substantially eroded or no longer 
viable, and there is no process for resolution (we will return to this in Part V below); 

BA's commitment is perhaps hardest to achieve while the lower unit cost of an 
alternative payment mechanism - Automated Credit Transfer (ACT) for at least the 
majority of its customers - appears so attractive; any lack of commitment on BA's 
part could be highly corrosive; conversely a strategically committed BA could play a 
major role in the success of the programme; 

• the parties need to ensure the HPO is resourced and empowered to champion and 
drive forward the programme; POOL must also convince the other parties of its 
organisational capacity for rollout and service delivery, all within the context of a 
clear. well-implemented future business strategy; 

• Pathway must convince first POOL, then BA that Horizon can be exploited 
cost-effectively to support banking, financial services and other applications for 
clients in and outside government, bringing economies of scale and reduced unit 
costs for POOL clients; 

• the lack of a single owner for the project is a major drawback. 

;vr 18 
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89. Pathway also has work to do to convince the other parties that:

• the essential nature of the security requirement has been taken seriously; L 

• service management products are fully available and scaleable; 

• subcontractors will be properly managed; and 

• there is a consistent, complete and scaleable technical design. 

C. Operational issues 
p<. 

90, There remain a further group of 'operational `issues, for example around: 
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• the effectiveness of BA data cleansing; 

• the use of contingency in the programme timetable; 

• problems with EPOSS; 

• staff training and competency: and 

• the proposed solution for small offices where full Horizon installation is difficult. 

• 91. We would have expected these to have been resolved at working level. With goodwill and a 
willingness to compromise on all sides, these should be solved once key milestones are set. However
the current adversarial approach of the parties will have to change. 

92. We see considerable weight falling on the HPO, with the Horizon Programme Board used 
effectively to reconcile conflicts and ensure progress. Both will need real authority within POCL, with 
a remit to drive forward progress on outstanding acceptance issues. They must demand tough 
delivery schedules of Pathway and command the confidence of POCL's biggest client (BA) to 
concede authority over the programme to the HPO. Relationships with other POCL clients will also
be important in developing new business. 

93. In summary, if there is a commitment to the programme at the highest level (le with the
strategic issues resolved), the main ri sk lies in the ability (or otherwise) of the 3 parties to clear all the 
critical path issues (listed below for convenience) by end July. 
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ANNEX A - THE PANEL'S VIEW OF A POSSIBLE WAY FORWARD 

1. Given the findings in the body of the report, we sought to find a way forward on which all the 
parties might agree in principle, subject to negotiations about the detail. We considered all the 
options: 

1. Restructured full programme 
2. Restructured partial programme - with no benefit payment card 
3. Extend the current programme 
4. Continue the programme as planned 
5. Partial termination - no benefit payment card 
6. Complete termination 

2. Taking the options in reverse order, each of the last four has fatal flaws if an agreed way • 
forward is sought - one or more of the parties would be unable to accept it: 

• termination of the complete programme would leave POCL's automation plans set 
• back for at least two years (and very possibly more after potential litigation, re-

advertisement, procurement and implementation), with the likely loss of non 
rk' Government business in the meantime; Pathway would face a significant loss of 

prospects, reputation and revenue; 

• partial termination with no restructuring - to scrap the benefit payment card and 
reduce the programme to POCL automation plus OBCS - would unacceptably reduce 
Pathway's revenue stream and leave POCL with an infrastructure too highly 
specified for its short term needs;  

4 i

• • continuing the programme as currently planned would leave Pathway below break-
even on its investment and POCL with its infrastructure incomplete fora move Into 

} banking and financial services; the introduction of the card for the short period 
remaining of the initial contract term would expose customers to disruption if BA 
moved to full ACT immediately thereafter; 

•` • a simple extension would delay BA's move to increased use of ACT, prolonging its 
%.' exposure to high unit cost of benefit payments: POCL would have little incentive to 

modernise further. 
y5) . 

3. We took the opportunity, when presenting our emerging findings to the parties, to set out 
Options I and 2 as the most likely to provide an agreed way forward. We invited the parties to 
respond indicating whether either might be acceptable. POOL and Pathway supported Option 1, BA 
preferred Option 2. We offer our assessment of these two options below. 

Option 2: Partial Restructuring 

4. Under this option, paper based payments would continue until POCL were ready to compete 
for ACT payments. BA would go to open market for ACT-fed payments after a lock-in period to 
assure Income stability for POCL to prepare for the transition. The elements would be: 

• no benefit payment card system, but BA continuing its present arrangements with 
POCL until it had the capacity (technical and commercial) to compete for ACT

~:? delivery: 

• OBCS implemented in key (high fraud) areas; 

• automation of POOL infrastructure continues but migrates to support banking and 
financial services applications, using smart card technology, with freedom to 
compete in new markets; 

r7= 22 
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• Pathway compensated for reduced scope of contract. 

5. Advantages of this approach would be: 

• POCL would get an automated infrastructure, capable of supporting banking, 
financial services, etc _® 

• BA would have an anti-fraud tool (OBCS), and a route to reengineering its payment 
processes to ACT; 

• the programme would be descoped, with therefore lower implementation risk; and 
~a. 

• Pathway would be well placed to compete forgovemment.direct business. 

6. On the other hand its disadvantages would be: 

• the perpetuation of a high cost paper-based method of payment until POCL were ?t
ready to compete in the banking market; 

• POCL's infrastructure would be too highly specified for its needs, and yet the lack of 
an automated payment component would handicap (so it contends) POCL's efforts to =~ 
win alternative non-Government business;

• delays to BA migration to automated payments and to robust. BA accounting and 
reconciliation systems (although BA believe OBCS might be adapted to provide the 
necessary information);

• lengthy, costly negotiation between the parties, with the strong possibility that 
Pathway would be unwilling to de-scope in this way; ,s 

• ICL would lose the substantial part of a prestigious project, suffer damage to its 
reputation, and could pursue claims for substantial compensation; and

• the failure to capture the full extent of the fraud savings expected from the complete 
system, the burden of any compensation payable to Pathway and POCL's inability to 
sustain any significant reduction in the payments it receives from BA combine to 
make the option uncertain value for money. 

/'. ' 
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8. Restructuring the programme in this way would have a number of advantages: 
• benefits would. be automated, with administrative savings for BA and payment fraud 

eliminated: 

• benefit recipients would be educated in the use of card-based technologies; 
• BA would see a clear route to ACT and an end to POCL's 'monopoly'; 

• POCL would gain an automated infrastructure, with incentives to compete for 
business (including from BA) and a platform for social banking, financial and 

• govemment.direct applications, but with time to re-engineer its business as 
necessary; 

• Pathway would be well placed to compete for new business; 

• there would be little likelihood of litigation. 

9. There would, however, be disadvantages and issues to be resolved: 

• BA would have to accept some delay to ACT migration, but this should be similar to 
the delay under Option 2; 

the residual issues and risks with the programme would have to be resolved urgently; 
• the parties would have to satisfy themselves they could pursue this option without 

fear of legal challenge. 

Weighing the options 

~~(''̂'''''' 10. In both Options I and 2: 
-~., • the maintenance of an efficient national network of Post Offices is achieved; 

• the provision by Government of the necessary commercial freedoms to POCL to 
compete in banking and financial services is a pre-requisite; 

• the timescale for BA's move towards ACT-fed payments is similar 

• there are incentives for POCL to re-engineer its business quickly and in good order, 
44` (but with time to do so); and 

the overall cost to the public purse, while difficult to assess at this stage, should be 
similar. 

11. The potential for litigation and programme blight is greater under Option 2. The attitude of 
the parties suggests there is the almost certain prospect of litigation, prompted either by BA (on 
grounds of breach of contract through delays by Pathway) or by Pathway (on grounds of termination 
by BA for convenience through de-scoping the requirement) or by POCL (against BA), or possibly by 
the other contractors who were unsuccessful in the initial bidding. In any event, long, acrimonious 
and costly legal disputes would be likely, during which progress on any replacement programme 
would be blighted. 

Y 
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Financial Implication :. 

16. Both restructuring options would require the preparation of new business cases and realistic 
programmes. The financial terms of any restructuring should recognise: 

• BA's need to establish a fixed timescale for the progressive introduction of ACT 
payments: 

• POCL's inability to sustain a significant reduction in payments from BA until it Is in a
position to compete with other banking service providers for delivery of ACT-fed 
payment services to BA customers; and 

• lCL's concern to secure a reasonable return (though not a guarantee, as Pathway 
must share with POCL the risks of diversifying the commercialisation of the system). 

17. The variables would therefore be: 

• the length of the plateau until competition for ACT delivery, and the speed of the
transition; 

• the level of POCL's guaranteed income,

• the balance between (I) contract extension to remunerate Pathway's investment, (iI) 
the rate of return fairly allowable to Pathway and (iii) the split of returns from 
commercialisation of the system between POCL and Pathway; 

• POCL's financial prospects after transition; 

• review of the risk profile at completion of national rollout.
~.s 
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21. Option 2 (partial restructuring) is, In our view, attractive only in relation to the lower risks it 
might carry by comparison with Option 1. It has the major disadvantage of resulting almost certainly 
in prolonged contractual dispute, possibly leaving POCL without any automated network until the 

r ; legal position is resolved and a fresh procurement completed. 

22. Option 1 (full restructuring) may offerthe prospect of better value for money in the longer 
term although, to achieve this, the programme will need to be driven much harder and more 
professionally than so far. This will entail a major change in the status of POCL and a major shift in 
its management and customer service culture from monopoly supplier to an efficient competitor in an 
open market for banking and financial services 

4 ?z 

23. The parties have not agreed on either option as a way forward. 

Implementation of a restructuring 

directly responsible to Ministers and with their full confidence, appointed to ensure the parties give
their full commitment to the implementation process and that the rollout is completed at the earliest 
agreed date. The first priority would be a restructuring plan, agreed with the parties, containing: 

an action plan to remedy the risks and deficiencies identified in this report; with 
incentives for nrmmnt dr%livary gnri wiriar enmmarninlicntinn of tha nrnnramma' nnri 
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Contractual/legal Issues 
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ANNEX B THE INDEPENDENT PANEL'S RULES OF PROCEDURE 

7. Introduction 

1.1' Difficulties have arisen with the project to automate payment of social security benefits 
across Post Office Counters, for which the Benefits Agency (BA) and Post Office Counters 
Limited (POCL) have contracts (the "Contracts')with ICL Pathway (ICL). BA, POCL and ICL 
are referred to collectively in these rules as "the Parties". In order to inform decision-making 
in relation to these difficulties it has been decided to prepare an urgent assessment of 
whether the project is technically viable, and if so how quickly it can be completed and at 
what cost. 

u~ 
1.2 To ensure that this assessment is based on a thorough and impartial review it is proposed to 

establish a panel chaired by the head of the Treasury Task Force on Private Finance, Adrian 
Montague. The Treasury Taskforce was set up as a result of the recommendations of the 
Bates Report on the Private Finance Initiative (PFI). One of its functions is to assist in PFI ti
projects'facing difficulties. Its responsibilities include monitoring PFI projects to ensure 
progress is being made in accordance with agreed timetables. 

Yr: 

1.3 The Parties have agreed with the Panel and each other to participate in the proceedings of 
the Panel in accordance with these rules (the 'Proceedings"). 

Terms of reference 

1.4 The Panel's terms of reference will be to conduct the Proceedings (which will be without
 prejudice to the Parties' legal rights) with the intention of preparing a confidential report to consider. 

tP=;. whether the project can deliver a fully functioning system which meets the project 
11m specification, and integrates fully with BA computer systems-, this will include 

examination of BA's and POCL's systems and arrangements for roll out; 

i — whether the timetable for completing the systems development, and starting and 
Pte° completing rollout, is deliverable; and whether the necessary managerial and 

organisational structures are in place; 

— the likely costs of delivery, under current contract dates and with extension; 

in each of these areas, the risks associated with these assessments, and whether'
robust monitoring arrangements and disciplines are in place. 

1.5 The focus of the Panel's review will therefore be on the deliverability of the currently defined 
project, and the risks associated with estimates of timescale and costs. It is not concerned 

Ali with allocating blame for delays experienced so far, or with negotiations as to whom might 
bear any additional costs. 

Practical arrangements 

1.6 The composition of the Panel is: 

The Treasury may, at its discretion, make changes in the composition of the Panel. 

28 
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1.7 The Panel will be assisted by a Secretariat provided by the Treasury. 

1.8 The Treasury has appointed PA Consulting to act as Consultants to the Panel.

1.9 The addresses, phone and fax numbers and email addresses for HM Treasury, the 
Secretariat, BA, POCL and iCL are as set out in the attached Schedule 1. 

1.10 Meetings between the Panel and the Parties will take place at HM Treasury unless otherwise
specified by the Panel. 

1.11 The members of the Panel (other than the Chairman) and the Consultants will be retained 
and paid by CCTA. The other costs of the Panel will be met by HM Treasury. Each of the 
Parties will bear their own costs. 

1.12 The Panel may terminate the Proceedings at any time if it considers that there is no useful
purpose to be served in continuing. 

8. , Procedure and Timetable 

2.1 The procedure is set out below. A timetable illustrating the possible stages of the 
Proceedings is set out in Schedule 2. The procedure and timing of the stages may be varied 
by the Panel as it thinks fit subject to the points about timetable in 2.6. 

2.2 The Parties are invited to submit to the Panel and to exchange with each other by the date 
set out in paragraph 2 of Schedule 2 a document not exceeding 10 typed A4 pages setting 
out: 

2.2.1 a summary of their view of any issues they believe to be outstanding arising out of
the issues referred to in the Panel's terms of reference, including amounts at issue; 

2.2.2 the proposed resolution of these issues; and • 

2.2.3 a list of any documents which have an important and direct bearing on the issues 
outlined in the summary. 2. 

2.3 The first full meeting of the Panel will be attended by all the Parties and the Consultants. The 
Parties will not be legally represented (either by external or employed lawyers) at this 
meeting or at any subsequent meetings. At the first meeting the Panel will invite the Parties 
to make short presentations to the Panel about the outstanding issues and how those issues 
can be resolved. The Panel will, in its absolute discretion, determine the order in which the 
presentations are to be given, the number of presentations and the time limits for the 
presentations. 

2.4 Following the first meeting the Panel will establish a list of issues to be investigated. It will
invite further submissions from the Parties and will instruct the Consultants to investigate the 
matters in dispute. The Consultants will ask the Parties to provide any information the 
Consultants think could be useful to the investigation. The Parties shall at all times give such , 
assistance as may reasonably be requested by the Consultants to enable the investigation to 

; 

be completed. The Consultants will report to the Panel any failure by any of the Parties to co-
operate in the investigation and the Panel will be free to draw adverse inferences from that 
failure. C 

2.5 The Chairman of the Panel may deal with procedural questions without consulting the other r 
two members of the Panel where he is unable to contact them and an urgent decision is 
required. In all other matters decisions will be made either unanimously or by majority vote,
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2.9 The Proceedings are private, confidential, privileged and infommal. All materials, documents 
or submissions, whether in writing or oral, made or created for the puipose of the 
Proceedings by the Panel, the Consultants or the Parties (the 'Materials") shall be 
confidential and without prejudice to the Parties' legal rights. The Materials shall not be 
subject to disclosure to or discovery by any Party in any legal proceedings arising out of or in 
connection with the Contracts or otherwise without the consent of the other Parties. 

2.10 The report of the Panel shall not be subject to disclosure to or discovery by any Party in any
 legal proceedings arising out of or in connection with the Contracts or otherwise without the 

consent of the other Parties. ICL will not be shown those parts that deal with BA's and 

9 
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ANNEX  0 -OUTSTANDING  ISSUES 

The following table lists issues to be resolved and, for each one, an assessment of its classification -
strategic (S), critical path (C) or operational (0) - and the party with lead responsibility for resolving it. 
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