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BA/POCL AUTORIATION PROJECT: TOWARDS AN INTER-MINISTERIAL
DECISION H ,

1.

2.

2

In preparatioit for the Inter-Ministerial meeting on Tuesday, and as agreed at the last
Working an up meeling, it is important that we do not concentrate on an analysis of
the ICL pro Hosals at the expense of giving Ministers the opportunity to consider
whether ::hc)’i: still wish to continue with an option around the project “as is", or
whether nov.{-"is the time to pull the plug and apen discussions with ICL either around
an alternative: option or a negotiated termination. '

I attach a noa::c of some of the main issucs that I belicve the Working Group should
put 0 Ministers, which do not naturally fall out of the evaluation process we have
been fol]uwhgg.

- . Twming jo the ICL proposals themselves, haviog had the benefit of attending. the
* presentation ’ihey gave yesterday, I am quite clear that the proposals taken together

by

do nof present a sufficicntly significant move on ICL’s point to meet Ministers®
original criterion for the discussions - to find a commercial "deal” acceptable to
Government,i The analysis that DTI/POCL has put to you completely ignores the
transfer of rigk thut underlies the ICL proposals - Government/public sector parties
being asked fo underwrite not only the new loans but the ones that alrcady exist;
guaranteed piyment to ICL, with scant regard to the level of performance; significant

price increasts; payment in advance; acceptance of the project before it is fully trialed

_ in any systeﬂgaﬁc form: by any token this is a complete re-write of the contract

which was ogiginally Ict; certainly changes the original PFI concept of transferring

some xisk to the private sector; re-draws the project in terms of the contractual basis, - -

the specification, the funding - now put at £600 million over the life of the project for -

ICL of which £480 million is 1o be underwritten by the’ public sector sponsors. In
practical errits, to close the deal as David Sibbick says, Government needs to commit

|
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- =007 - 2 funther £120) million and more - for the privilege of allowing ICL to continue with
... - the projoit, wnd possibly glean some future benefit from "the golden cloud” which-
- hovers over the partnership agrecments with POCL." . : g B

4. Apainst this backdrop, you should be aware thar DSS/BA cannot see the case for
<. - Government rontinuing negotiations on Option 1. To do so, in effect, will tieus in- *

until 11 Dectmber (see Jonathon Evans® paper - and I agree, if we are to embark on
a futher round, we will need something like his suggested timetable even to get so
far as Heads.of Agreement); we will, in effect, have authorised Government to spend
another £40 million on the project since Ministers first aimed 1o make a decision, on
this in July; the further we go down this route, obviausly the more difficult it is to
pull out - we are copunitting more and more to the project - for example, in
preparatiou fur the introduction of the Card, DSS is now having to ¢mbark on a huge

,amount af preparatory work to organise the implementation. (preparation of forms,
operational armngements etc) which may or may not be needed.

& X think it is y)so worth poiuting out that against this brckground, it is increasingly

- likely that we will, after all, need a substantive Accounting Officer Direction, should

Ministers decide that the project shonld continuc on anything resembling the terms
propased: by ‘ICL.

6. It may also be: worth making clear to Ministers that 2 decision to proceed will depend
on how nrucly further funding POCL/DTI/HMT are willing 1o commit: as you know,
DSS/BA: have: nothing further to throw into the pot, beyond what they bave alrcady
offered under the Corbett proposals. '

7. Finally, 1 am sending through to you some manuscript amendments to the draft y6u
have just sent me; paras 1-12 so far; the rest to follow.

- e e .

MRS SARAH GRAHAM
PFD Special Poyjects
Room 535
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"Aide—memoire" f1§ssues that may have %caped the formal evaluatxon process |

1. The nskllﬂg&ntmumg with the nm]ect: =

\

why dhould ICL performance i jmprove dramnt:m!ly in the future ovs the
pust? Apart from the well documented and continuing delays, ICL have
dragged their feet every step of the way, always looking to do less rather than

. more gg. constant arguments about the security requirements for tbe BPC have

orily recently been resolved, although these were central to the DSS business
ard pollcy objectives for undertaking the project at all. There is no cvidence
that IEL is makmg extra efforts to keep to committed milestones since they
ware ‘placed in breach of contract by both parties last November eg. the
O:totier, 1998 milestone for the software required for delayed operational trial
(11 months late) was not met. The whole tenor of the discussions around the
nergotiations with Graham Corbett was to make life much casier for ICL than -
under the current contract: easing requirements, cutting corners etc: and this
is furthier reflected in spades in the Iatest (9 November) proposals from ICL.
This cannot bode well for the future. Either the project is in the end going
to cost much more than is envisaged, to get the quality and timely product we
nced;, or, just as likely, it will not be delivered on time or in totality; or most
likely of all, a mixture of both.

inconiplete "roll-out"” to Post Offices: cven if ICL mects its comximment to

develop the system to an agreed timescale, it canmot - and has o confirmed X
-plans - to mcet certain isolated Post Offices which'are too difficult and ]

expersive to "wire-up” with existing solutions; it is arguable that these would
be amongst those very offices that for "sacial™ rcasons the Government would
wish to keep open, certainly for benefit delivery;

ICL commitment to the project s likely to be reduced for the folfowing
main reasons:

- m' their Jatest proposals, ICL are claiming they wm be accepting a loss of

£100 million over the life of the project; cextainly the project will not be

mng much, if any, profit for the organisation over its remaining life,

and. is therefore unlikely realistically to command their best or possibly
adcquatc Tesources;

- n.xs now understaod by ICL that the BPC element of the projecr has no
hfc for Government after contract completion; neither does it have any life
for ICL in terms of a wider product marketability; it is unreasonable to

1 S ’ s:\app\novimenl0.11
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i " expeet a high level of commitment to"a product with 10 future;
oot comifitment of the public sector partics: the Independent- Panel (which
3% . ©+ . reported in July) quite rightly recognised the difficulties inherent in a project

designed around different and often mutually conflicting objectives; continuing .
with the praject merely cements these, and does not give an opportunity for

the three partles to re-group- and re-commit in any . significant way; if
anything, the different objectives of the two parties are now cven more firmly

cemented following this ycar long period of debate. _

2..  What are wy: buying for the £5 billion that DSS will be spending on_the contracts
with PO'CL and Pathway until 20087

. the DSS return on this investment will be up 10 £850 million in fraud savings,
) provided the project s fully operational by 2002;
¢ all options (with improvement in the sccurity of paper-based methods in the
. ~ Interim) can provide this same Jevel of fraud savings; .
= an earlier move to a fully operational ACT system would see additional
' adiministration savings of the order of £400 million a year being achieved;

. in effect, ﬁns could release around £2-3 billion over the next decade

(assuming DSS plans to move to full ACT over 3 years from 2000) which
Government could make available to spend on funding the Post Office and
ICL developments; 4 e

. on this basis, a large number of Post Offices whick might otherwise close -
over and above the 6000 we understand are planned to close anyway under the
Post Office Review assessment of the basis for a commercially viable network
- +ould be kept open;. o ; . e e = .- -

o in addjtiou, a morc transparent approach (eg. by giving social grants to certain ~
Post Qffices that meet given criteria) could mean the Government has some

i infludice over which offices close, and which stay open.
] [

L] [

3."  Will continufing with Option 1 really help the Post Office siguificantly more than
other options? » ’

. the V:J’M of the options carried out by KPMG showed that none could give
the Past Office a viable commercial future, which sustains its current 19 000
network; ‘ : '

e & wes etw B

*  a vidblc Post Office network has to shrink, irrespective of whether Horizon
: gocs ahead or not (as confirmed by the Post Office review);

2 s:\app\novimemlo. 7]
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- - - all thix optxon 1 docs is put off the agony for a furthcr 2-3 years compared A
ey with ‘.m‘angcmcms undder the current DSSIBA contract with the Post Office;”
e A shown abovc there ‘will be plenty of money from ACT administration
" savings (once ﬁﬂly implemented) to cushion-any cliff- hanger en‘ect for the .~

© Post Ofﬁce, as it moves to a new commercial future;

e the only viable way forward for the Post Office to emerge‘ so f;u- is to:
i

- ° act as an agent of Govemment semces, mcludmg but not dependent on '
bepem delivety, and adding in information and other services that
Gjovcmmcm may require;

-t pivxde financial and banking services; and

- ted, but probably marginal services, such as providing insurance etc;

l

. the Pust Office under any option has a fusther two years at least of guaranteed
paper-based levels of payment from the Benefits Agency and accompanied

fundmg

. it coufd use that time to use and plan more swiftly for simple banking initially
followed by more sophisticated services in the longer term

4. What will cqntinuing with the project veally do for ICL?

. if 2 sylution acceptable to the Government and the taxpayer is found it will not
give ICL what is normally understood to be a commercial rate of remrn,
certainly aver the 'life of the project (under their proposals of 9 Novembe:,
they are acceptmg a loss of £100 million); ”

T provx?!cd the pro;ect is delivered (and that is quesuonable see above) it could
help 1CL market itself as a successful deliverer of large business systewns;

BUT
. there.ate better ways that ICL could do that eg. by delivering an adapted

Horizon automation programme, with a banking facility instead of the
/ "bespbke” BPC element: this should surely be attractive to ICL:

- there must be s:gmﬁmnt savings to ICL in removing the BPC elements:
n; is rclatwely cheap to install (around £20 million) and there will be
-—’ saJvmgs in the service requirements for Card operation (eg. provision of
/ ne\v Cards; Help Desk Services etc);

Qubbu:k”

- (/WSP W . ; : 3 .r:lapplnavbn‘cmlo.u
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- isi‘-simbl;r and familiar to ICL - they héifc, delivered smnlaraystcms
-, Successfully - eg. for First Direct; and -
. n e . .- . _

.. isépotemtiMly, n itsélf, a m'afketablé product globally - u}ejunderstan& that A'/ -
Post Office systems worldwide are ‘moving to banking-based IT/business |

* s¢lntions;-
e I0L ¢ould work much more overtly closely with Govemmeritindéliverihg it ctonp: L
. foturé; propramme, rather than the past programme of a previons4 kel
admiq.lsn'aﬁon. » {
i
S. How wilf cn:-'itr'nuin with Option 1 further the Government agenda’ : &F‘:ﬁ

. In practice 125 may put off the Introduction of ACT for-longer than is theoretically
being plaaned: it may be difficult to change payment arrangements for the 15 million
or so peopleiturrently paid by Order Books and Giros, and shortly after that expect
them to movg to an ACT-bascd/banked System; similarly we would be asking Post
Office and djeir staff to undertake 2 major changes in their business in a relatively
short per..od.'. "

s Will not turtlier the Government’s agenda in terms of opening up "access to banking”
for all - currently under discussion within the Socizl Exclusion Unit, from which it
is evident that, without a major move ta ACT, other measures are marginal - or
wortee, «ciallly divisive lavolving "poor people’s banking”; '

. The BPC i itself is potentially socially divisive, marking out often poorer widenford
bencﬁciw:iesiﬁ'om the rest of the population; '

a Simifarly it vill prolong the situation recognised by the Clumcellor and his plans for
WFIC, that there is a distinct difference between the benefit cconomy - cash based -
and theworld of work associated with payment into bank account: with the 2coess -
this brings t other financial services, payment by direct debit (and consequent
savingg iu bills for utilities); and arguably losing the opportunities offered by maving
to a bankingsbased system, to help support a sense of personal responsibility - a }
"hand-up” rather than & “hand-ont® - that this Governmear is seeking to inculcate in
its approach : welfare provision. ,

6. w will thg'Government be judged for its handling of this project?
i

e  1In five ycai%’ time - or earlierl - Government could easily be judged to have -
rewarded a illed PFI projeet (and in the shorter term it may find itself under attack
from Andersgn Consulting who have been given a very different package on NIRS
2 y '

LI In the shnrt_"lerm the PAC have commissioned an NAO VFM study which will start

cheoy
pelrnicas
eeru..m

4 Sopp\novimeml0.11
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 immediatelyzMinisters’ reach their decision on 2 routé forward; this will certainly .
- . pore over al} the detailed VEM analysis undertaken by the Working Group(s) and ~ *
.. KPMG and fivwever a decision to continue is justified in broader Government terms,
will raise: many difficult issues for Ministers about the BPC angle - which already
-presents such difficulties in VFM (crms, that the Chief Exccutive of the Benefits
Agency (CE/BA) has required a formal Direction from: his Secretary of State to -1
continue with the project while a decision is being taken; A

. Ministers wi 1 need to give & very clear justification for continuing with che project,
in order {o avoid the need for a further substantive Direction 1o the CE/BA (DSS arc
drawing up an example of the sort of statement that would be required, for Ministers
to consider at tBCir mecung on ovember); without such cover, the PAC probing
of ~die issucs Wil be even more difficult: they have a duty to explore all the

background ¢ the issue of a formal Ministerial Direction;

] There will b% a complete lack of evidence of "joined-up" Government;:-
3

Govemment?f:ould be accused of a lack of clear of strategy around cither the famre
of the Post Office network, or of benefit delivery - Government could casily be seen

as the vic:timi:of ICL, as it fumbles for a strategic way forward on either front.
. What may sébm the "safe" way forward now to continue with the project at alf costs —[
(quite lireralty) ), will not look such a comfortable decision in five years time.
T - S i
&
b
l!i' . Y
Sarah Graham !
DSS/PFD Sp Proj .
1

13/11/98.
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- BA/POCL AUTOMATION: UPDATE REFORT} .
Background :

The BA/POCL aulomation project (known as "Horizon") hag been under
teview since the cantractar, ICL Pathway, was glaced (ovmally in Greach of contract
after a key contractual milesione was missed. The projsct is now,ﬁ ar two years
late. An (nter-departmantal report te Ministars (July 1988) and an HMT/No. 10 Palicy
Unit report for the Chief Secrelary (Septembesr 199B) considered ihe options for
aking the oblectives at the project fanward. Fallawing a Ministetial discussion, it was

- agf"“ greed that the pariies to the contract would be given one month [o establish
oL e O,-V tethers a ccmn\ermarmmgot pracaeding with the canteact could be:faund. At the
v/ same time lall-back oplionsWwere prepared to provide a basis for jiidging whether the

N :
G outcame ot the negotiatians affered tha best value far money tor the gublic sectar as

a whole. A report was presented to Ministers on this work on 23 Qctober.

2. Following receipt of this report the Chief Seorstary wrote to/iCL. stating that he

_and his Ministerial calleagues were prepared ta agree to thelr request for a periad of
two weeks for them to make progress Jn thelr discussions with thaiPost Office to e
develop a public/private padactship (etler to Kelth Tadd of 3Q Oclpbar). This was on

. condition that: ; { d
£
» - non binding “"Heads of Agreement* for the proposal, agresct wilh the Post
-Oftice, were recetved. no later than Monday.3.Navember; - . . es e
. the proposal was based on a reallstic business case ‘mvclv:'}"(\g 1 expliclt or
implicit guarantees or commitments on the part of the publ!& sector for future
additional business: ' o

[}
. that ICL and the PO seriously considered the case far involl’:(ng; 2 third pasty

with wider retail experience In the partnarship - or otherwisé demonstrated
how the necesgary skills would be acquired.

' 3. Wa have now received ICL/PO's proposal far the partnership, sareed with
Past Offlce Counters. ICL have also provided 3 additional papers addrassing
commercial, contractiual and financing lssues. Minister's must naw decide:

(g " .

. whether the paﬂncrsmp proposal meets the criteria set outin the CST's latter
of 36 Qctober; ' oo '
.« whether ICL's proposal on this and the wider deal represénrr.s sufficient

movement to be a constructive basts for further (ime-timited) discussions with
the public sector; : 5 )

. whether further discussions are lkely to deliver a deal whicl'r rapresents value

i dqeae
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for money when compared to the fallback optians takmg :mo qccount the
sisks and rewards of oazh option. i ! B,

4. However hefare pmmdmg an assessment of ICL's proposais it is worth bﬂaﬂy
ravisiting Whe reasons why a decision an a way forward is urgenthflrequued

- Objectives of the Horizan gproject i . ww).’, ” /
5. Harizan was initiated in 1993 with the alm of: HEB M&, LB x‘%,w
. ;s br‘ _‘ (_\/.
- providing & more securc and efficient way of paying benef&x)s mv&‘:;fwf
‘. %{ & -:a e
. providing DSS/BA with the means to account fu"y for thelr,f ﬁ” e
expenditure; li- -
d .
- au\m“a\mg PO countass, to make currant buainass more eﬁic\er\t and help
t “'I = . % ‘)
them to win new business; 5 M W ub--’-

S A efpln 40/ aintain the ngact«yw‘ide nelwoz 7oviding atecure cevenue /
_;)F‘Cdy m {rom POCL 3 bigpest customer until M&e
6.8 Agamsx 1he backgrwnd of severe delays to the project (al m\bu&ed to \CL
Pathway) Ministers became very concerned that there was a seriqué risk that the

o= Horizon projoct would {all to defiver 13 cbjectives - or would not do so inatimescale - - -
that wauld make it warthwhile to groceed, JL'

7. These concerns have prompted a number of !nler—deparlmﬁnt.z! reviews of
the project and possibie alternative options. These reviews have frovided an
opportunity for Minlsters to revisit and update the government's palicy abjectives far

e Horizon projest. The hey goalgarery 7w hes buponss Ploaiss o ¢
PO} Y9 U R S
. o pay social sewm)v benefits in away \hal is as cheap, e:ﬂicsm fravd 1ree
. and canvenient as passible, consistent with plans tor welface reforen;
WD Suppods” x)‘
10 a nationwide netwark of past afﬁces in order to brotect the ( Y Jf'
accessibility of( ervices Provided across FO counters; _\E,'\ e v — S’mm

N
o4 il improve delivery of existing and new govermment %Nsc&a and \mormauon %
mare generally raklng full advamaqe of new technoiogy. :

W ndantal 1y
(1 et GT2ee | o
- to improve access to bas:c financial services, including banking services, for .
pooter members of the community and the smia\\y exc\udg X
:

. to malntain a thriving IT scctor in the UK, in which ICLis a- key player; while
ensuring that risks transferred through PFI projects do not gnd up with the

TP eerz
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8. Decisions on whether to proceed with the conlract or to made ito an
endgame on the basis of ICL's fallure to deliver need 1o be set In gge context of
these objectives. S |
e e
Assessment of the ICL praoposal ‘E a

9. Under cover of Keith Todd's letter to CST of 9 Nov, ICL sulzmlt'ed four
papers. One meets the CST's request for non-binding heads of agreement ona
public/private partnership with POCL tor further joint exploitation of Horizon, and Is
also signed by POCL, subject to agresment with ICL on the widetkormercial issues
left outstanding. The other three are from (CL alone. {f

10. The partnership heads of agreement, while giving no guarante2s or
commitments aboul levels of future business, envisage:

. a joint marketing executive to seek out and develop hew business to

be wansacted over Horizon; —
. »  asingle tender arrangement with ICL for certain spe'cme.d areas of
. wortk, subject to value for money and procurementq nsiderations; and
. the possibllity of involving a furlher partner with fina |ai retail
experisnce. : s bt ""“"7 ,MMW
. 5 L ," I ik,
The heads of agreement are, in tha Post Office's view/a senslbley ayf ard on
which could be built a valuable partnership with ICL fWe have ngfestimates yet of

how much value might be added for POCL] (A prehmmarv estimal e of the added
value to POCL of the partnership is ...] Subject to HM Governmeril consent and
satisfying various legal, regulatory and contractual constraints, PgCL and {CL would
wish lo work towards a binding agreement by the end of the year;,,

11,  Taking the Heads of Agreement together with the other thrpa papers, the
proposal is an attempt by ICL ta reduce its risk, making the project mare secure and
hence more aitractive to sources of limited recourse finance. ICL has-aecepted-a
loss of £75-100m on teasonable central assumptions. It hapes, t ngh the further
exploitalion of the system with POCL, to recover some or all of thffs loss (though we
tiave no figures). ,

12.  Key components of (CL's propasal are:

- increased pricas, and inflation risk transferred back ba shonsars
. groator guaranteed volumes across the system , .= :
a contingency fund ferincentivise the delivary of the! rc}ecl to lt,lmetahle

ﬁ@.

payments in advance, rather than In arrears ) m‘!'z:-:; m)
a revised acceptance process Gn.um-wnh.cumnmaeuce] y:hu:h /
g (7% wm & 0&.6’»\{3 MLLKCJ'G\.{) A_lwe-!_ >
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