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Date: 4 August 1999 
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R Devcreux DFS 
V Gaskell BA Proj Air 
S Graham PFD Sp Prof 
H Reynolds BA ESE 
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Issue: There is an outstanding request for briefing from the Social Security Select 
Committee (SSSC) on: 

- Benefit Payment Card (BPC): Security Measures; 

- the usage of ACT (Automated Credit Transfer) in the payment of ben:fits and 
the research that has been carried out in this area. 

These wereoriginaJly requested, before the Government had decided to reshape the 
project and drop the BPC. 

Officials therefore propose providing the SSSC with a note summarising the 
Governments decision (announced on 24 May 1999) and taking the opportunity to 
put our "gloss" on the proposed way forward. 

Action required/Timing: 

Are you content for the attached notes now to be sent? ' 'he SSSC Clerk is now 
pressing for us to produce the briefing notes. 

Background 

1. On 20 January 1999, with Secretary of State's approval, officials made a presentation to 
an it ormal session of the SSSC regarding developments in the joint DSS BA/POCL 
Automation Protect (DSS Benefits Agency/Post Office Counters Ltd) and the N1tS2 
(Nat,`.tnal Insuraa;.• Recording System). Both projects involved. major contracts with 
private sector coml:st:;es, huge amounts of money; considerable difficulties/delays. The 
session was held inftt:nally in Richmond House due to the commercial sensitivit..es 
involved. At the presentation the SSSC requested two brieffg notes, relevant to their 
interests in the DSS BA; aOCL Automation Project. The first was on the security 
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aspects of the Benefit Payment Card (BPC) then a part of the project. The second was 
on the usage of Automated Credit Transfer (ACT) in the payment of benefit and any 
research that had been carried out in this area. The request for briefing is not unusual 

and the convention is that we would normally provide it within two months. 

The DSS BA/POCL Automation Project 

2. The DSS BAIPOCL Automation Project was set up with the twin objectives of: 
automating the Post Office Network; and replacing girocheques and orderbooks with a 
plastic Benefit Payment Card. This was a PFI project with ICL as the main private 
sector supplier. The project had suffered considerable delay and at the time of the 
SSSC hearing we were in the middle of very difficult negotiations with ICL and the 
Post Office. The public sector had held ICL to be in breach of contract although ICL 
rejected this. In addition there was considerable press speculation that the contract with 
ICL would be cancelled. There were several hundred million pounds at stake and 
litigation was a real pcsaibility. It was finally agreed that we would dispense with the 
BP(: and that from 2003 've would move to paying almost i, I benefit payments
ACT, completion is due In 2005. There are some climant who can not have a bank 
account, for example bai rupta. An alternative me~iod of paying will have to 1..: found 
for them. The Post Office automation is due to be ecmpieed by 2001. In addition, the 
Post Office will also enter into commercial arrangements with a number of high street 
banks so that those people who wish to continue receiving their benefits at the post 
office can continue to do so, 

3. Secretary of State was sent a submission on 28 April 1999 with the briefing notes for 
the SSSC. He decided to hold back producing the briefing notes for the SSSC due to 
the sensitivity of negotiations concerning the DSS BAIPOCL Automation Project. We 
are now being pressed to produce the briefing notes and it is anticipated that a formal 
approach/complaint will result if we do not respond soon. 

Briefing notes for the SSSC 

4. The note on ACT usage and associated research simply pulls together information that 
is already in the public domain. On the security aspects of the BPC the information is-
now historical, as we have withdrawn all BPCs. However, it is suggested that the 
SSSC should nonetheless be asked to treat the information on the BPC as confidential. 
The security procedures described could well be used or developed to form the bases 
for the proposed extension to the OBCS (Order Book Control System). In addition, as 
the Post Office develop their banking strategy they may draw on the workiprocedures 
described in this paper. 

5. There is no set procedure determining who should send briefing notes to the SSSC. As 
officials were asked for the information it would seem appropriate that the notes are 
sent to the SSSC's Clerk via the Department's liaison section. 

6, When we pass the briefing notes to the SSSC, we consider that it would be helpful to 
offer additionally a note setting out briefly from a DSS perspective, the key elements in 
the Government's decision to derisk the project, drop the BPC and move to paying 
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nearly all benefits by ACT. I have attached a note on these lines which, if you agree, 
will be passed to the SSSC when we provide them with the briefing notes. The note has 
been seen by DTI colleagues; and draws on text already agreed with them and HMT. 

7. The original briefing notes were requested in January 1999. It would seem prudent to 
explain the reason for the delay, namely, the sensitivity and timetable of the various 
negotiations. (ICL and the Post Office completed their negotiations last week and have 
signed a contract) 

Next action 

8, If you are content with the above, thelbriefing notes will be sent to the SSSC and the 
committee will be advised of the confidential nature of the BPC briefing note etc. 

Laurie Cairns, PFD Special Project 
Rm 536 Adelphi, Exti._._GRO 



DWP00000026 
DWP00000026 

• 

• 

I.• v' ugtiimv* •wI• 

Extent and key features of financial exclusion 
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7, We cannot assume that all those who have a current account 
and/or other financial products are 'financially included'. A 
very small proportion (fewer than one In twenty) of those with 
bank accounts do not use them at all. Many others do not 
have access to the full range of services and features that they 
might like. 

Characteristics of those excluded. 

8. Most of the avail.3ble evidence on the characteristics 
associated with financial exclusion relates to bank accounts, 
but there are also studies focusing on particular types of 
Insurance (e.g. access to home contents insurance) and on 
pension provision. 
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• very few have actually been refused an account (2% of 
those without one). 
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Specific issues with respect to benefit recipients 
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a further 47% already have an account and are therefore'ln 
the market' 

+ around 13% don't have an account (these are the always 
outs' and those refused accounts) 

+ some 7% of benefit recipients overall (around a third of 
those without accounts) may be in the market for opening 
accounts and having benefit paid by ACT (they are the 'not 
yets and the 'opted outs') 

' i,e. current account or or other account with a bank or building society. 
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14. The main findings of the saidy were. 
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15. The study also noted that the location of and distance to a 
bank or Post Office were also issues which claimants 
considered when they selected their method of payment. 
There was a tendency to use whichever was closest to their 
home. 

17. People's reactions to ACT are likely to depend on the precise 
details of proposed arrangements: e.g. what sort of other 
help/encouragement is offered to set up a bank account, 
transitional issues. 

Goode, J, Callender, C and Lister, R (1998) Purse or Wallet? 
Gender Inequalities and income Distribution within Families on 
Benefits, London: PSI 
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2. The card itself had various security features these include: 

• 1 t 
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• ICL Pathway ensured that the system invoked EVP in 
certain circumstances, for example on the fi rst issue of a 
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Payment Card; 

+ a Pa counter clerk who was suspicious of the encashment 
taking place in front of them. 

+ an encashr u-int which i3quired manual procedures to be 
used due to failure of the card payment . ystem. 
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The "Horizon" programme, as originally conceived, was a huge IT project 
let under PFI principles and worth £1 billion at the time the contracts were 
signed in May 1995, Under the programme, Post Office Counters Ltd 
(POCL) and DSS (benefits Agency) jointly contracted with ICL to achieve 
two key objectives: 

the automation of the Post Office network; and 

• the replacement of current paper-based methods of benefit payment 
(Order Books and Girocheques), which would, when up and 
secure an estimated £100 million per annum fraud savings. 

2. Although the objectives of the programme remain valid, the project itself has 
turned out to be over ambitious and was three years behind schedule. 
Following very careful consideration by all the Ministers involved; and 
lengthy and protracted negotiations between all parties, the project has been 
significantly revised. 

The Government's objectives have been to preserve the two key objectives of 
the original project and, given the delays, find the best route forward: 

secure automation of the Post Office as early possible to support the 
future business of the Post Office as envisaged in the recently announced 
White Paper; 

to assure a safe, convenient, more modern and efficient way of paying 
benefits consistent with what people want. 

The Government is also keen to learn the lessons from the large IT projects, 
such as Horizon, which it has inherited from the last administration. A 
major concern has been to de-risk the project, both in the interests of people 
receiving benefit, many of whom are among our most vulnerable citizens, 
both financially and in other ways; and in the interests of tax payers who pay 
for the welfare system. 



DWP00000026 
DWP00000026 

4. On 24 May 1999 the Government announced a new way forward, which will 
achieve these objectives; and will also help support this Government's 
determination to bring wider access to mainstream banking and financial 
services for those people currently excluded, and to promote a modern Post 
Office, able to continue to offer services through a national network of 
outlets but also better positioned to compete for business in the-market place. 

5. The key elements of the planned way forward are that: 

• the plans to automate the Post Office will go ahead, and should be 
completed by 2001; 

• the Benefit Payment Card has been dropped. This will simplify the 
project and help assure Post Office automation, Given the delays to the 
project, the Benefit Payment Card technology was fast becoming 
outdated; 

instead, nearly all benefit payments wi1J '-e ma dx: via ACT (Automatic 
Credit Transfer, into bank accounts stp.~ting in 2003 and completing by 
2005. In the period  to 2003, arrangements for benefit payments will 
continue as now, either at Post Offices or into bank accounts (34% of 
customers are paid by ACT into bank accounts); 

• it is the Government's intention that people who wish to continue to 
collect their cash at Post Offices will continue to be able to do so, before 
and after the change in 2003. The intention is that the Post Office will 
introduce suitable banking technology and commercial arrangements with 
banks to allow this to happen; 

• for those relatively few people for whom a bank account may remain an 
unsuitable option, special arrangements will be made. 

6. The intervening period between 2001 and 2003 will allow the Post Office 
and DSS Benefits Agency to plan the transition smoothly and ensure that no 
benefit recipient is put at a financial disadvantage. 

Background information: 

The current paper-based methods of paying benefits have changed little since the 
1940's and are very expensive; costs per transaction are: 

Girocheque/Order Book foil: 79p and 49p respectively 
Benefit Payment Card would have been 67p 
ACT around 1p 

An ever-increasing number of people are opting to be paid their benefit via ACT 
and bank accounts. Currently 34% of people choose to be paid this way. Around 
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50 % of new Child Benefit and Retirement Pensioners are opting for ACT payments. 

The move to ACT is expected to save the welfare budget £400M per year once the 
transition to ACT is complete. 


