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De. Sheghan,

BA/POCL AUTOMATION PROJECT: HORIZON

[ am grateful to Alistair Darling for copying to Peter Mandelson and myself his letter to you dated 11
December, in which he set out his initial reactions to the latest ICL proposals. I have discussed the letter
with Peter, and he has agreed that I should write in the following terms, as our own initial reactions
differ substantially on a number of points. You have also seen the Post Office Chairman’s letter to
Peter setting out the Post Office’s reactions. ' v
Overall, Peter and I believe that ICL have now made a major move towards our position which in all
key elements genuinely represents their last and best offer, at least on the main elements, Although
their proposals still fall some way short of meeting our demands in full, we believe that they
nevertheless lay the foundations for a commercially acceptable basis on which to take the project
forward. ;

Taking Alistair’s points in tumn, our understanding is that Fujitsu are indeed willing to back their
commitment to stand behind the project to the tune of some £600 million with legally enforceable
performance and funding guarantees, in exactly the same way as they have done for my own

. Department’s recently awarded Elgar contract. If this is correct, as we believe it to be, it transfers from
the public sector and onto Fujitsu several hundred million pounds worth of risk, represents a major
concession on Fujitsu’s part from their previous position, and removes at a stroke probably the largest
single element of unacceptability from the earlier proposals.
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Second, we are puzzled by Alistair’s suggestion that the new Proposals do not “mage any significant

change to the 9 November Proposals, which we rejected, in the overa]] balance of e nditure on th
pr-oject between the public sector and ICL». Under the 9 November Proposals the lel’)\e/ gap of £224e

much if any of it would in practice prove refundable). The whole of this contingency provision has
been removed in th.e lm pmpouls In addition, the £]21 million to be funded by Post Office

Third, acceptance testing. Alistair stateg that “ICL persist in asking for acceptance on the basis of a
laboratory test of the systems, ag Opposed to a live trial...”, We agree with him that thig js a hugely

Fourth, on slippage we agree that JCL’s failure to hit the milestone due on 14 December is
disappointing. We believe that the ICL management are 1o less concerned, and that they will make
every effort to make good the delay. As we understand it, however, the replan of the timetable during
the Corbett negotiations envisaged a window of between early July and early Octoper for the start of
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Political resistance, and most of those recipients who do migrate will be lost to the Post Office system
(together with their associated footfall on the private side of the shop as well as for other postal

Fujitsu to divest itself of the company. Given the current economic climate in-Japan, Fujitsu’s attitude
may well have hardened. Even on a “least bad” scenario, cancellation would badly damage ICL,’s
reputationbothhmandinexportmukets,andiuﬁnumprospects. o

withdrawal from the project because we had changed our minds on the policy but had sought to put the

Finally, cancellation would clearly damage the credibility of the PFT process generally, but particularly

“could be expected to make the funding of future large IT projects on a public/private partnership more

difficult to put together. Interestingly, the PF] funding arrangements for Horizon have been portrayed
as a model for Japan and heavily promoted as such by Fujitsu’s Vice Chairman,
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