
DWP00000316 
DWP00000316 

1^ CT 5 . . CORPORATE PFFP PS GRO 

• « a 

r ~ 

a 

a r • 

•, • _ 

c • a 

So far as the last point is concerned, our view is shared within 
Government. For example, the report of the Government`s 
independent panel last July said that, if the benefits of a restructured 
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programme were to be achieved, "the programme would need to be 
driven much harder and more professionally than so far". 
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forming a joint venture between POCL and ICL . This would align the interests of the parties in the commercialisation of the Pathway System , Another would be to introduce into such a joint venture, as a further equity holder, a company with a record of success in the retail distribution of financial services. 
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1, ICL has not seen Mr Gral 

discussions between ICL, 

P®CL Automation Project 

responses contained below 

by the C:lie.f Secretary in 

ryam 

POC 

PFI 

are 

his 

Cowbett's report of the 

L, DSS and BA about the BA! 

contract. Therefore the 

based on the points raised 

letter of 19 October. 

'.Z} ICL notes the Chief Secretary's disappointment that the 

discussions have failed to produce an agreed way 

forward. ICL acutely shares this sense of 

disapcc;ntrnent but does not accept that ICL has *not 

felt able to respond in a positive way °° to the proposals 

which were presented to us during the Corbett process. 

(3) We have been positive throughout. It was ICL - 15 

months ago - who drew the Government's attention to the 

serious problems arising out of the way this PFI 

contract was being handled. We co-sponsored the 

independent report from PA Consu?ti.ng which resulted in 

the abolition of the 150 strong PDA. When it was clear 

that matters still had not improved we encouraged the 

cr'eat:on of the PFI review panel. 
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ThroughcLi this period we have continued to work at risk 

on the project at a cost of £10 million per month. 

During ::.hispea iod of uncertainty ICL's investment has 

doubled to £250 million and still, today, we do not have 

full recognition of the genuine difficulties caused by 

the Sponsors What is more - we have produced a system 

which works, which is popular with POCL staff and sub-

postmast.ers and is recognised as a leader in its field. 

( ) During this period we have remained silent in the face 

of repeated attacks on our reputation in the media 

which could only have reflected briefing by "'sources"" in 

the pub .: sector. Despite this, we have sought 

continuously to work in partnership with the Sponsors. 

we reoan committed to the project and have beer 

prepared ro consider innovative ways of resolving the 

current difficulties. ICL regrets the fact that the, 

Chief Secretary's letter makes no references to the 

proposals which we have put forward, such as, for 

example, the possibility of developing a nationwide 

system for delivering more efficient Government services 

and for providing a genuine commercial return from 

POCL' s untrue network. 
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( ) Furthermore, ICt ha°s made a number of proposals with 

regard to POCL as a commercial entity. We have 

suggested that one way of overcoming the residual 

commercial issues would be for POCL to become a 

shareholder in ICL Pathway and thus work with us to 

develop a more favourable business case. 

ICL considers that it would be pcssible 

to engineer a stronger business case, involving private 

sector partnerships, which would meet the current 

requirements of the Sponsors and would generate the 

level of revenue which would meet. ICL's financial 

targets without significant additional new funding from 

EA/POCL. This is in stark contrast to the current 

position where ICL, in effect, is expected to shoulder a 

s~gru.f cant upfront financial write-off while still 

being required to complete and maintain the system for 

up to 10 years with little or no prospect of breakir 

even over this period. 

(8) ICI, notes that the Chief Secretary appears to consider 

that ICL has not been willing to move and thus 

facilitate a way forward which is acceptable to all 

parties. ICL does not consider that this is an accurate 

representation of our position: 

(A) we offered to forego our expected returns from the 

Project. 
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{g} we offered to fund the additional risk capital 

requirement between now and acceptance provided 

that we could agree reasonable acceptance 

procedures. 

(C) If the PO had agreed to pat equity capital into the 

project we offered to capitalise in excess of £00 

million of debt as equity to cover the significant 

risks in the period ahead. 

(D) We offered to share with the Sponsors SC% of any 

coatin gefo? es not required. 

(9) ICL notes that the Chief Secretary will be discussing 

with his Ministerial colleagues and the contracting 

authcrities how they may wish to proceed. ICL welcomes 

this development. We have long believed that a major 

project of such importance to IHMG should be subject to 

greater Ministerial scrutiny, not least in determini,s1 

the true value of the project to the 
Government's wider 

agenda. 

(10) When Ministers review this project they 
need to give due 

weight to the problems that have made it so very 

difficult. These problems have arisen from four 

principal causes, none of which were explained or made 

apparent to ICL in the contract negotiations and 
which 

could not have been reasonably 
ant.cipated by ICL. 
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The four problems are: - 

(i) .he decision by the sponsors to interfere in the 

wcrk can the design of the system in a manner 

entirely inconsistent with the principles of the 

P.i as explained repeatedly in guidance issued to 

departments by Treasury Ministers and the Treasury 

Taskforce. 

{ii) The decision by SA to cease to use the magnetic 

card and to switch to ACT. 

(iii) The delays in the DSS's CAPS project without which 

:ro-ect Horizon cannot be implemented. 

(iv) ::he l ack of commercial experience and commercial 

drive in OCT.

The risks to the project created by these diffiuIties 

are s: 11 very much with us as was explained in ICL's 

submission to Mr Corbett. 

(11) ICL notes the Chief Secretary"s statement that the 

Public Sector parties expect ICL to continue to perform 

its contractual obligations, as they themselves intend 

to do and that all parties have agreed not to initiate 

legal croceedings against any other party without 

adequate notice 
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(12) It will of course be understood that, like the Sponsors 

of this Pal contract, ICI has had recourse to legal 

advice. ddr case is strong. But, at no time have we 

sought :o litigate; rather we have preferred to work 

with the project Sponsors to find a practical and fair 

way forward. 

(13) We note that the Chief Secretary states that both Public 

Sector parties continue to reserve all their rights 

against ICI "following your contractual default". ICL 

totally ::erects any notion of contractual default, and 

likewise reserves all of its legal rights against the 

Public Sector parties. The DSS's (BA's) notices of 

contractual default were totally without justification. 

we note with interest that the Post Office (POCI~) did 

not endorse them. 

(14) Although ICL has not seen Mr Corbett' s report, we awe 

grateful to Mr Corbett for the progress he has made to 

date in negotiating a programme for moving 
forward which 

is acceptable to the BA and POCL and ICL. ICL therefore 

considers that a sound basis exists for moving forward, 

provided that the underlying commercial issues are 

addressed; to this end, ICL remains open to 
sensible and 

constructive proposals for resolving these. 
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