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BA/POCL' AU Ofv1ATION PROJECTS TOWARDS AN Ti~1TER MIMSTEUTAL 
DECISION 4•

l . in preparation for the Inter-Ministerial meeting on Tuesday, and as agreed at the last 
Working Gr up meeting, it is important that we do not concentrate on an. analysis of- 
the ICL pro osals at the expense of giving Ministers the opportunity to consider 
whether ::lie still wish to continue with an option around the project "as is", or 
whether rto' is the time to pull theplug and open discussions with ICL eiti jet 'around 
an atternntive option or a negotiated termination.. 

2. -I attach a note of some of the main issues that I believe the Working Group should 
put to Ministers, which do not naturally fall out of the evaluation process we have
been followhig. 

3.- Turning io the ICL proposals themselves, having had the benefit of attending the 
presentation hey gave yesterday, I am quite clear that the proposals taken together 
do not present a sufficiently significant move on ICUs point to meet Ministers' 
original critt rion for the discussions - to find a commercial "deal" acceptable to 

• Govcrnmcnt,~; The analysis that DTVPOCL has put to you completely Ignores the 
transfer cif 4 .k that underlies the ICL proposals - Government/public sector parties 
being asked ,o underwrite not only the new loans but the ones that already exist; 
guaranteed piymcnt to ICL, with scaht regard to the level of performance; significant 
price increasi ; payment in advance; acceptance of the project before it is fully trialed 
in any systeiliiatic form: by any token this is a complete re-write of the contract 
which was os -iginally let-, certainly changes the original PH concept of transferring 
some risk tothe private sector; re-draws the project in terms of the contractual basis, 
the speci1icarXon, the funding - now put at £600 million over the life- of the project for 
ICL of vthiclt £480 million is to be underwritten by the public sector sponsors. l'u 
practical :erns, to close the deal as David Sibbick says, Government needs to commit 

l s: Iapptnovl2rnt13.11 
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a• further £120 million and more - for the privilege of allowing ICL to continue with 
the projmt, :tnd possibly glean some future benefit from "the golden cloud" which 
hovers over the partnership agreements with P0 CL. 

4. Against this backdrop, you should be aware that-DSSBA cannot see the case for 
• Government continuing negotiations on Option 1. To do so, in effect, will tie us in 

until 11 I)eci:tnber (see Jonathon Evans' paper - and I agree, if we are to embark on 
a further round, we will need something like his suggested timetable even to get so 
far as Heatds.t,f Agreement); we will, in effect; have authorised Government to spend 
another £40 million on the project since Ministers first aimed to make a.decisiton on 
this in July; the further we go down this route, obviously the more difficuit it is to 
pull out - we are committing more and more to the project - for example, in 
preparath>u l:sr the introduction of the Carcl, DSS is now having to embark on a huge 
amount of preparatory work to organise the implementation (preparation of forms, 
operational arr:tr:gewents etc) which may or may not be needed. 

5. 1 think it is Oso worth poiutlug out that against this background, it is increasingly 
likely that we will, after all, need a substantive Accounting Officer Direction, should _ 
Ministers decide that the project should continue on anything resembling. the terms 
proposed by -rCL. 

6. ft may a1t~o W. worth making clear to Ministers that a decision to proceed will depend 
on how much-further funding POCLIDTIIM T are willing to commit: as you. know, 
DSSIBA have: nothing further to throw into the pot, beyond what they have already 
offered under the Corbett proposals. V 

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

MRS SARAH GIA 1IAM 
PFD Special Pn)jetLs 
Room 535 
Adeiphi 
LE`7Ct GRO 

2 s: lvpplravt2snc1j.1I 
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"Aide-memolre" of"issues that may have escaped the formal evaluation process 

1. The risks: of; continuini with the Project: 

wy Slhould ICL performance improve dramatically in the future over the 
pitst?: 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 eg. constant arguments about the security requirements for the BPC have

only »ccently been resolved, although these were central 
to the ASS business 

and pblicy objectives for undertaking the project at all. There is no evidence 
that IL is making extra efforts to keep to committed milestones since they 
were ;placed in breach of contract by both parties last November eg. the 

Ouo1.er, 1996 
milestone for the software required for delayed operational trial 

(11 months late) was not met. The whole tenor,of the discussions around the 
nE otiations with Graham Corbett was to make life much easier for ICL than 
under the-current contract: easing requirements, cutting comers etc: and this 
is furtter 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 
need;. or, just as likely, it will not be delivered on time or in totality; or most 
lid:ely of all, a mixture of both. 

• incomplete "roll-out" to Post Offices: even if ICL meets its commitment to 
dcvclop the system to an agreed timescale, it cannot= and bas no confirmed 

• -p13as - to meet certain isolated Post Offices which are too difficult and 
e3perivive to "wire-up" with existing solutions; it is arguable that these would 
be amongst those very offices that for "social" reasons the Government would 
wish io keep open, certainly for bcnefit.delivery; 

• ICL -commitment to the project is likely to be reduced for the following 
main reasons: 

in! their latest proposals, ICL are claiming they 
will be accepting a loss of 

£100 million over the life of the project; certainly the project 
will 

tot be 

earning -much, if any, profit for the organisation over its remaining life, 
arid. is therefore unlikely realistically to .command their best or possibly 

adequate 

resources; 

it ,is now understood by T( that the EPC element of the project has .no 
life for Government after contract completion; neither does itbave any life 

far ICL in 

terms 

of a 

wider product 

marketability; it is unreasonable to 

1 

s: 
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e Acct a high level of commitment to a product with no future; 

' cim4iitment of the public sector parties: the Independent Panel (which 
reported in July) quite rightly recognised the difficulties inherent in a project 
designed around different and often mutually conflicting objectives; continuing 
with the project merely cements these, and does not give an opportunity for. 
the three parties to re-group and re-commit in any significant way; if 
anything, the different objectives of the two parties are now even more firmly 
ccmenu d following this year long period of debate. 

. 2... What ara wtl burg for the £5 billion that DSS will be spend ngj n the contracts 
with '~L trust Pathway until 2008?

• the DSS return on this investment will be up to £850 million in fraud savings, 
piovi'ied the project Is fully operational by 2002; - 

I • all options (with improvement in the security of paper-hated methods in the 
interim) can provide this name level off fraud savings; .i• -

• art earlier move to a fully operational ACT system would see additional 
administration savings of the order of £400 million a year being achieved; 

• = V in effect, this could release around £2-3 billion over the next decade V 
(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 
IC:L dsvelopments; - 

• on this basis, a large number of Post Offices which might otherwise close - 
over and above the 6004 we understand are planned to close anyway hider the 
Pt st Office Review assessment' of the basis for a commercially viable network 
-.touht be kept open; 

• in addition, a more transparent approach (eg. by giving social grants to ccrCun 
PSst Offices that meet given criteria) could mean the Government bas some

i infin ce over which offices close, and which stay open. 

3. ' Will con intjjn2 with Option 1 really help the Post Office siEnifiesrntlr more than 
other options? 

• the VJ=M of the options carried out by KPMG showed that none could give 
the Post Office a viable commercial future, which sustains its current 19 000 
network; 

• a viaL4Ic Post Office network has to shrink, irrespective of whether Horizon 
goes ahead or not (as confirmed by the Post Office review); 

Z, s:taPp%itovt,nnmi0.71 
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• all thiit option I does is put off the agony for a further 2-3 years compared 
with arrangements under the current DSS/BA contract with the Post Office; 

• at slwn above, there will be plenty of money from ACT administration 
savings (once fully implemented) to cushion any, cliff-hanger effect for the 
Post Office, as it moves to a new commercial future; 

• the oily viable way forward for the Post Office to emerge so far, is to: 

aclt as an agent of Government services, including but not dependent on 
bepe['it delivery, and adding in information and other services that 
Government may require; 

- : Pfvide. financial and banking services; and 

- r 
1 

ted, but probably marginal services, such as providing, m urance etc: 

• the P;tst Office under any option has a further two years at least of guaranteed 
p based levels of payment from the Benefits Agency and accompanied 
funding; 

• it cou%d use that time to use and plan more swiftly for simple banking initially 
follo' led by more sophisticated services in the longer term. 

4. What Will gmtinuing with the project really do for ICL? 

• if a. solution acceptable to the Government and the taxpayer is found it will not -
• give 7CL what Is normally understood to be a commercial rate of return, 

• certainly over the'life of the project (under their proposals of 9 November, 
they are accepting a Ioss of £100 milIion); 

yy
~ 

• pioviied the project is delivered (and that is questionable - see above) it could 
help 1CL market itself as a-successful deliverer of large busuu;ss systetas; 

BUT 

• there;iare better ways_ that ICL could do , that eg by delivering an adapted 
Hori7,on automation programme, with a banking facility instead of the 
"besppbe" BPC element: this should surely be attractive to ICL; 

- there must be significant savings to ICL in removing the, BPC elements: 
it'is relatively cheap to Install (around £20 million) and there will be 
s 'wings in the service requirements for Card operation (eg. provision of 
n1v Cards; Help Desk Services etc); 

t 

3 saapptnovlmemlQll 
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- is;•sinipler and familiar to ICL - they have a delivered similar systems 
sriccessfuhy - eg. for 'First Direct; and 

is'potentially, in itself, a marketable product globally - we understand that 
Post Office systems worldwide are moving to banking-based IT/busiaess 
srilntions; 

• ICL could work much more overtly closely with Government in delivering its 
futur programme, rather_ than the past programme of a previous 
administration. 

5 ow wilt con tinuing with Option 1 further the Government agenda? 

• In practice l may put off the Introduction of ACT for- longer than is theoretically 
being p1a-ane is it maybe difficult to change payment arrangements for the 15 million 

• or so people- currently paid by Order Books and Giros, and shortly after that expect 
them to inovv to an ACT-based/banked system; similarly we would be asking Post
Office and their staff to. undertake 2 major changes in their business in a retatively 
short per..od, 

• Will not dirtt'ter the Government's agenda in terms of opening up . "access to banking 
for all - currently tinder discussion within the Social Tcxclnsion i3nit, from which it 
is evident that, without a major move to ACT, other measures are marginal - or 

• worse, serially divisive Involving "poor people's banking"; 

• The BPC in,  itself is potentially socially divisive, marking out often poorer 
beneficia':iesj rom the rest of the papnlatton; 

• Similarly -it will prolong the situation recognised by the C?raucellor and his plaits for 
WFCC:, that here is a distinct difference betarccn the benefit economy - cash based - 
and the word of work associated with payment into bank account, with the access 

thus brinks th other financial services, payment by direct debit (and consequent 
savings in bills for utilities); and arguably losing the opportu ities offered by moving 
to a banl;iz based system, to help support a sense of personal tespansibility - a 
"hand-u " ra"her than a "band-out° - that this, Government is seeking to inculcate in 
its approcho welfare provision. 

6. Upw wilt tlt' _ Govetitraent be judged for its handling of this t oiect? 

• In five ,les s'" time - or eatllerl - Government could easily be judged, to have 
rewarded a f filled PFI project (and in the shorter rem it way find itself under attack 
from Anders n Consulting who have been given a very different package on NIBS 
2); y~ 

• Ia the short term the PAC have commissioned an NAO VFM study which will start 

4 s•lnppincvlmrml0..11 
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itnmediatelyWinisters' reach their decision on a, route forward; this will certainly 
pore ova: AI% the detailed VPM analysis undertaken by the Working Group(s) and 
KPMG and f wevcr 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 terms, that the Chief Executive of Cho Benefits 
Agency iCF.IBA) has required a formal Direction from his Secretary of State to 
continue with the project while a decision is being iaken; - 

• Miusters wi-I need to give a very clear justificatio-a for continuing with the project. 
in order to avoid the need for a further substantive Direction to the CE/BA (DSS are 
drawing up an example of the sort of statement that would be required, for Ministers 
to conskl tr a1 their meeting on 17 November); without such cover, the PAC probing 
of the issues; will be even inure .difficult: they have- a duty to explore all the 

• backg~otred the issue of a formal Ministerial Direction; 

• There will a complete lack of evidence of "joined-up" Government: 

Government & uld be accused of a lack of clear of strategy around either the future
of the Post q fice network, or of benefit delivery - Government could easily be seen 
as -the vie:t n of ICL, as it fumbles for a strategic way forward on either front. 

• What ma:1 seem the 'safe" way forward now to continue with the project at all costs 
(quite literal?yl), will not look such a comfortable decision in five years time. 

a•

lit

Sarah Graham 
DSS/PED Sp P o1 ; 
13111/98 „ 

• 1 
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AA/PrOCL AUTOMATION: UPDATE REPORT;• 

Background 

GRO PAGEsea 

• The F3A/POCL automation project lknown as "Horizon") has; been under 
review sicnee the cantcactar. LCL Pathway, was placed tormatly in l each of centred 
after a key contractual milestone was missed. The- project is now I er two years. 
late: An inter-de~sarttnental report to Ministers (July 19aa) and an f4(MT/Nto. 10, Policy 
Unit report for the Chief Secretary. (September 1998) considered ll,e opllons for 

• eking the olSSectives at the project facward. Following a. Ministerial discussion, It was 
r ,r,- greed That the parties to the contract would be given one month (d establish 

cta or proceeding with the cot t sot croul' e:fauad. At the 
~~~• ev same time fall-back options ere prepared to provide a basis for dg ng whether the 

outoi tme of the nt~gotlattons offered the best value far money for ta chtbtic sector as 
a whole. A report was presented to Ministers on this work on 23 October. 

2. Following receipt of this report the Chef Secretary wrote tojtCL. stating that he 
and his Ministerial colleagues were prepared to agree to thett ceq'Jest.for a tleiwd of 
two weeks for, them to make progress 1n their discussions with the; Post Office to 
develop a pubticlprivate partnership (letter to Keith Todd of 30 Ocfpher). This was on 

• condition that:

• non binding "Heads of Agreement" for the proposal, agrees w11h the Post 
Office, were received no latec than Monday 9 November, 

• the proposal was based on a realistic business case involving tto explicit or 
implicit guarantees or commitments on the part of the pubs, sector for future 
additional business: 

• that (CL and the PO seriously consid©red the case for involving a third lsatty 
with wider retail experience In the partnership - or otherwlsmi demonstrated 
how the necessary skills would be acquired. 

3. We have now received ICLjPO'c proposal far the partnerstt~p, :greed with 
Post Office Counters. ICI have also provided 3 additional papers addressing 
commercial, contractual and financing Issues. M teKs must now decide: 

• • whether the partnership proposal meets the criteria set out in the CST's letter 
• of 30 October; • 

• whether ICL's proposal on this and the wider deal represents sufficient 
movement to be a constructive basis for further (tune-limlteri) discussions with 
the public sector; 

whether further discussions are likely to deliver a dea) whicl, represents value 
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for money when compared to the fallback options, taking into eccount the 
risks and rewards at cacti option 

a, t owssiec an assessment of ICL's propasaks it is worth briefly 
revisiting the reasons why a derision on a way forward is urgentlyfrrecuired.

Objectives of me Horizon project , t ,, w 

5. Horizon was initiated in 1993 with the aim of: 

providing a mare secure end efficient way of paying benefMs, i to t 
~L•~1 r 

• providing DSS/BA with the means to account fully far the1r r<qramrne  
bxp2~diture; 

• automat%c O countess, to make current buslRess mote Gtf%ti it a0d help 
them to Kin new business; 

helplrr -t~ rrtairttain the na lde net vror ? ding •'scorer rue
~ wy s isom 4~ L's big st customor until . 

cam` "~ 
l~,wE„•.t ~~ y 

• Against the baclSg ound of elay,, to the project (at+~~butetl to tCL 
Pathway) Ministers became very conceened that there was a serious risk that the 
Horizon ptoje.ctvaouk# Sabi %o -d AveY Wa obSa 'Uvea - or would not da so in n ttmesottle 
that would make it worthwhile to proceed. k

7. These concerns have prompted a number of inter-deparirriprntal reviews of -
the project and possible alterrative options. These reviews tydtire }rovic e;d an - 

• opportunity for Ministers to revisit acrd update the government's p  licj? objectives for 
the 1 iatizon ptojat. The. key goal are: ; .ti. iu. kw. -- t'- " 

• to pay eociat semuity bona is in i$ cheap; etiicit;M, fraud tree 
and convenient as possible, consistent with plprrrs for welfi ce reform; 

- i t&ki a nationwide network of post offices in order to fbros ect fhe ?C
accessibil'tity of,ecvices~rovided across PO iountets; 

a l prove delivery of exisling and now government servics and lntormatton w . 
• more generally talking full advantage of new technology; 

to improve access to basic financial services, Including ba ~cing services, for - 
pooter membetsof the community andlhe sorc%lly exdudt. j -

r 
• to maintain a thriving IT sector in the UK, In which ICL is a-ccey player; while 

ensuring that risks transferrers through PF1 projects do not and up with the
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8. Decisions on whether to proceed with the contract or to move i•fto an 
endgame on the basis of ICL's failure to deliver needle be set In tfie context of 
these objectives. 

Assessment of the (CL proposal #i 

9. Under cover of Keith Todd's letter to CST of 9 Nov, ICL.sut~mit;ed four 
papers. One meets the CST's request for non-binding heads of agreement on a 
public/private partnership with.POCL for further joint exploitation of Horizon, and Is 
also signed by POCL, subject to agreement with ICL on the wider•;~orimerciai issues 
left outstanding. The other three are from (CL alone. (' 

10. ' The partnership heads of agreement. while giving no quaranteas or 
commitments about levels of future business, envisage: 

• a joint marketing executive to seek out and develop heat business to 
be transacted over Horizon; 
a single tender arrangement with ICL for certain spec ifi~d areas of 
work, subject to value for money-and procurement nsiderations; and 

• the possibility of involving a further partner with finacial retail 
experience. _   .

The heads of agreement are, In the Post Office's view /a sensible ' ay foriard on 
which could be built a valuable partnership with ICLAWe have nc estimates yet of 
how much value might be added for POCL1 (A preliminary estimaje of the added 
value to POCL of the partnership Is ..j Subject to HM Government consent and 
satisfying various legal; regulatory and contractual constraints, P(iCL and ICL would 
wish to work towards a binding agreement by the end of the year;I 

11. Taking the Heads of Agreement together with the other thr' a papers,the 
Z proposal is an attempt by iOL to reduce Its risk, making the protect mare secure and 

hence more attractive to sources of limited recourse finance. ICL •eceepted a 
loss of £75-100m on reasonable central assumptions. It hopes, t Hugh the further 
exploitation of the system with POCL, to recover some or all of this lops (though we 

¢~, ^r have no figures). ] ' 

12. Key components of ICt-'s proposal are:

increased prices, and inflation risk transferred back ti sponsors 
groaror guaranteed volumes across the system,
a contingency: unTerincentivise the delivery of thetp roject t ~ timetable 
payments in advance, rather than In arrears •  ~ 

• a revised acceptance process Cm-UnQwlihcuecsat e 1 which 

t„a Lew. Vi i,. f~ ftad'~-•Q ( .li P
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