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THE .POST OFFICE . 

To Martin Walsh, David Simpson, Keith Hardie 
From Kathryn Hollingsworth 

cc 

Date 15/06/99 

Subject DTI Select Committee Hearing on Horizon 
Please find attached a report, including written submissions, on the DTI Select Committee last 
night. I hope you find it useful. 

Kathryn 
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Trade & Industry Select Committee Meetin 

14 h̀ June 1999 

Present: 

Martin O'Neill 
John Butterfill 
Lindsay Hoyle 
Helen Southworth 
Roger Berry 
Bob Laxton 
Alisdair Morgan 

(Lab, Chairman) 
(Con) 
(Lab) 
(Lab) 
(Lab) 
(Lab) 
(SNP — for only part of the meeting) 

Unless stated by a set of initials following the question or the answer, the 

main questioner is the Chairman and the main respondee is either: 

FSP ColinBaker 

CMA/CWU Derek Hodgson 

ICL John Bennett 

Post Office Jolm Roberts 

(Please see sheet attached) 
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TRADE AND INDUSTRY COM IME 

LIST OF WITNESSES 
I 

ELECTRONIC GOVERNMENT: THE HORIZON PROJECT FOR 

AUTOMATED PAYMENT OF BENEFITS THROUGH POST OFFICES 

4.15 pm NATIONAL FEDERATION OF SUB POSTMASTERS (NFSP) 

Mrs Jean Kendall National President, NFSP 

Mr John Pebcrdy * Chairman of Negotiating Committee, NFSP 

Mr ColinBaker General Secretary, NFSP 

c4.45pm CMA/CN,1Y_ 

Mr Tery Deegan General Secretary, CMA 

Mr John Loveday Research Officer, CMA 

Mr Derek Hodgson General Secretary, CW(J 

Mr Tony Kearns CWU 

c5,15pm ICL 

Mr John Bennett Managing Director, ICL Pathway 

Mr George Hall Director, Corporate Affairs 

c5.45pm THE POST OFFICE 

Mr John Roberts • Chief Executive 
Mr Stuart Sweetman Managing Director, Post Office Counters 

Ltd; 

Mr David Miller MaYiaging Director, Post Office Network 
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Q; Where do you sec the Post Offices in 5 years time — any losses? 

A Couldn't put :a figure on losses but there are currently 5,000 Post Offices stzuggling• 

Q: Are the main worries the lack of exclusivitiy? Bg• DVLA getting some electronic 

services? 

A: They do have concerns over the direction that the DVLA is going but they also 

understand that other parties will want to take advantage of electronic 
delivery.t only will 

Also, sees worries that developments could mean a "double-whammy' . 

money be paid into bank accounts but people will also pay theirbills there. PO has been 

very Iucky with utility bills etc. to date. 

Q: Do you see any advantage in modernising government? 

A: Yes. But who's going to pay for it? Govt wanted to use PPP to provide the service. 

Post Offices do have worries about use of ATMs etc. 

Q: What did you pick up from the trial nuns? What did the Post Offices say? 

A: No resistance — it was warmly received by user and the Post Office masters. Theta did 

seem to be, however, a "Love Affair" with the actual ̀ book'. 

Q: HS: Any view ontho interim Barcode system? 

A: Very successful — saving £100m in fraud. 

Q: Worried about Post Offices vulnerability? Target for crime? 

A: PO is being brought up to standard. £40m is being spent on security but it is still not 

enough. 

Q: Any views on how to reduce the amount of cash that the post offices deal with? 

A. No. The great attraction of the PO is that it always deals in cash. 

Q: What percentage of PO work is benefits related? 

A Est. 25%. 45°h if you include Bill payment. 
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National federation Qf Sub-Post Offices_tmnsters 

Chaom.n: Has anything other than lip service been paid to the idea of the Horizon 

project? 

A: It's easy for the Government to say that they will automate the network of Post 

Offices but the Post Offices then have to get on and do it. 

MO'N: What do you want from ministers? A moratorium? 

A: Against compulsory ACT but not voluntary ACT. Problems arise in that not 

everybody has a bank account- not everybody wants electronic delivery 

Q-IB: What about people that do want electronic payment? And Post Offices open on 

Saturdays? 

A: lithe economics are right (and have been costed) then Post Offices will not be against 

caring those services and to opening on Saturday afternoons. 

Q: Why are Post Offices not open on S ahnrdays? Not very profitable then are they? 

A 11C: Type of transaction is not conducive to Saturday afternoons. They have found that 

PO service is superior to that of banks who close earlier than Post Offices and are not 

open Saturdays. 

Q: Once automation is in place, Post Offices will be one way only of getting payment. 

Will Post Offices ba needed? 

A; PO will admittedly only be an option. They would like to see a moratorium to try and 

get a deal going between banks and the Post Offices 

• Q-LH Post Offices are backbones of communities. What can Post Offices do to ensure 

that they get the BA work? People can't open bank accounts for several reasons so they 

will need Post Offices 

A Post Offices want to make sure that they are still there, They welcome the working 

group set up under Tan McCartney and want to build on , that platform. They feel that 

social services are carried out in Post Offices everyday and the Post Offices will be 

looking at ways to improve their service — opening hours, how the PO presents itself. 
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THE FUTURE OF THE POST 'OFFICE NETWORK 

sU BM iS510N BY THE NATIONAL EEOBRT10N OF SUBPOSTMASTF—F 

tresti from the Select Committee of 9 

This submission is made in response to the raq to Ive our 

June 1999 inviting the National Federation of 
SubQOStrna 

 
the a 

gopf 

-the Horizon 

reaetiens to the recant announcement by 
Government

ro•ect, the evonts that led to the withdrawal of the Benefits AgencY payment card 

Q 1 asters who awn and 

from the project and its implications for 18,000 subpostm 

operate the vast majority of the network of past qff 

t. The Benefits Payment Card 

The decision of the previous Government to automate the delivery of b nsf . 

payments using the benefits payment card was  based on the need 
t r ue castS, 

eliminate fraud and ensure benefrdaties would be able to continuea  to 

cho ec  as 

iVO the 

the 

ir 

payment in cash from the post office, thus ensuring they retained 

method of payment which best suited their individual circumstances• 

public reaction to a tttal 

This decision was taken in response to 
the strong hostile p 

pension claim form 

which the DSS began in 1993 to test 3 
different versia 

e~ in c

 the

sh at a post office,

Only one dersion contained a direct reference to P 
The biased nature of the

whilst all 3 gave great prominence to payment by 
ACT. 

trial, which could have resulted in the withdrawal of the option to choose to use the 

ost office appeared to have been undertaken by the DSS without regard to the 

P , 
Government's stated commitment to the nationwide network. Had the een 

relied out nationally it would.have very quickly threatened the future of at least 5 000 

sub post offices. 

Government's decision to automate the network promised a far more 

n 

secure 

 

thengi 

14 f 

for' all involved with the counters Busing, not only safes S 

customers to choose to receive pensions and benefits from post offices but also 

Qj006 

1 
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roducts and services fora wider 

providing a platform on which to develop new P 
way to ensure the future 

range of clients. This was recognised be the 

.sutvNal and prosper of the' post office netvwrl<, and it remains the case 
flow.

began to develop 
concerns about the future of the Hdtizorti protect dining 

The NFSP  
 speculation surrounding its future 

the tatter months of 1997. Since then, press

ontinuous creating great uncertainty for the future of 
subpasbnzsters' 

boan c
e 

businesses, POCL and its current and prosyew clients.

2. Welfare reform and the paynlQntcard 

POL00028522 
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raj 007 

1998, Kate Hoey MP addressed delegates at the NFSP Annual 

On 12 May each focused 

• Conference on behalf of The Minister for Welfare

 
~ That

the links 

on 

the Benefit Payment Card, fraud reduction and 

between them. 

Wider access to banking facilities and financial advice for low income groups was

stated to be a key aspect of Govemme tfare reforms Y h the aim 
be 

ing 

n fn-

for 

everyone to have access to a basic hank account by 2020. The 
ability of 

wide post office network to play a slcnit;cant 
rote in 

providing that Mic nip nod

continuing to provide a method of paying benefits was welcomed by 
for 

Welfare Reform. 

post offices have been, and remain, the cornerstone of benefit del'Nery for thevast 

ma ority of people who rely on benefits. The NFSP understands the eed to op ro
le 

a modem, seure payment i ant system which is cost 
effective, robust

c 

gccaunted. 

in the address to Conference, the Minister for Welfare Reform recvgn sad that our• 

ob actives achievable for 

partnership with the QSS- was crucial in making these 
 card was designed to

benefits payments through post offices - and that the payment

do all these things,

2
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The business case to warrant the investment being made 

~
bllusinfl 

the 
new

wide network through winch customers may receive their anefitc 
to is 

bend payment card was based on being only in post 
offices. P obliged 

to ;L 

operate the larger UK.r tail neWOrk, reaching into p caUy racti 
service on a 

throughout the country. Without excluslrn, its ability to provide

commercially SUS -1n'bl@ brads was net possible. We therefore 
for

welcomed and ware 

Welfare Reform 
reassured by the written 

confirmation later given by the Minister

that there were•rto plans to extend the use of the payment card to other outlets. 

3. Govemment Review of thO Projoct 

The NFSP understands that the reasons for the delays experienced by the project 

r r 
were in part caused by the sheer size of the project (the pro amrne wits the largest

IT project in Europe) and the physical diversity of the post office 

b s However,

. A 

o 

ject 

of this size and complexity was always . 
likely to have its pro 

rogress was hampered by , 

following the award of the PFI contract to ICL Pathway, P 
firdtion. of - 

the failure of all the parties to. agree the detailed project spe 
ra i 

progress and rising costs led to a major review by Government to decide the best 

route forward. 
i • 

Since it became apparent early last year that Government were reviewing its future 

the Horizon project has been overshadowed. The NFSP remained in close contact 

with POCL and ICL Pathway during the course of the review, spending a great deal 

of time dealing with the uncertainty. Our conCems have been conrtanllY relayed to 

Government and POCL.To ensure the decision makers are in no doubt as to the 

importance of automation to the future of the network. 

Confirmation has now been finally received that the payment card will not go ahead

because magnetic strip technology Is out of date. 

3 
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4, Programm0 Pe11 cry 

en Installed in over 250 post offices in the South West 

The system has ahead II 
be 

Payment Card has 

and North East of Englind will ell cervi fully automated. The Paym 

t Card as

worked successfully since October 1996 and has been wel{ received by 

being easy to understand 2nd use.

The work being • done at offices has in many cases been sign cant and is a 

reflection of the inevitable difficulties of automating a large diverse network. 

On the systems side • our understanding is that the system had been moved

successfully through the final stag as of testing prior to addition of the remaining 

a balance of 300 taking part in the formal live trial. The troinmg

gffic~s to make up th I .;~ 

courses, go-live arrangements and support arrangements both at officers and via the 

helpl es were ready o ensure a successful trial prior to national roll out =i 

r 

This experience has emphasised the need for careful planning and management 

through any trial period prior to automaton being rolled out naticnaUy. •~ 

5. Impact of the lost of the Benefits Payment Card 

positive way of moving ~~~ °n 
Go,remment has stated that it has found a p 

automation as a result of which for the first time ever post offices will have an up to 

date automation platform, helping them to provide a better 
seNics for their 

m • 

cuslcmers. Government has further stated that it Intends to move to a more mod 

and efficient way of paying benefits through the post office network, building an 

banking technology. It intends to do this by transferring between 2003 to 2005 to a 

• I nk/building society aceotm>~. Post 

• system of paying b i nats•direct}y by ACT to ba 

offices will only be one of a multiple of alternative delivery channels. Customer  will 

only be able to retzlin the choice to pick up their benefit from the post office if the 

account they have ssible through the post ffi • 

f. 

coMM1TTEEJU E iswi 
4
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OCL and ICL PatimaY as
We view the headline agreement reached betweenP 

ce Benefits

short term profectionism ~ whirl, will h$`rh 
ne~rts direct 

Us effect on 

to a banklbuilding society 
Agency enforce automated transfer of 

account. The effect 
oniL;t*1ness.

the network of post offices we estimate to mean the direct 

loss of up to 40% of all  currently transacted over post office counters'

if automation is completed' by 2001 it will be necessary for POCL to strike 

• 
commercial deals with all banks and building societies to enable those claimants 

I at the post Office, 
who are their customers to axes their account P 

office network will just be 
if this Is successfully achieved it will mean that the post

one of a series of delivery channels alongside bank branches, ATM's, supermarkets, 

telephone banking etc] It is likely that customers will exflrciSe their right to use all of 

ruses channels according to 'their needs. The impact on customers we will return to. 

The adverse impact o post offices will be worsened once ACT is enforced as it is 

inconceivable that cu i omens will continue to use the post office to pay their bills 

even if they visit the post office to pick up their benefit This in turn will have a knack 

on effect an the turn qyer of the subposirnasters associatedretail 

abled sa many Post 
the synergy between he private/post office business 

that h 

offices to remain viab e. 

Many sub post offices already • operate on the edge of viability. in these 

circumstances, with loss of work on such a large scale, the local post ffice will

ost 
office 

survive, resulting in I a loss to those beneficiaries who want SO 

who now 

services, including the elderly, infirm and those without 
transport. p P le 

are comfortable withtransacting their business In the post office environment. 

• will need to have a 

By moving to compulsory ACT, where each beneficiary 

charges. Baav era
commercial• relationship with their bank many may incur bank

arxass an ATM and 

now introducing charges to use- their services, for examp 

use counter services. 

5 
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Nlemorlsing a PIN number and accessing cash at en ATM 
machine nvak people. 

vulnerable. A cost efleehi've and secure method of paying benefits - for who? 
• 

I  of ost office is Will known. The sub post
The impact on the com unity of the toss nd the vital so

cial role subpostmastBm play 

office is at the heart of he community

has been recognised many time by Govemment 

. I -
Every day there is a social role played out by the subpastmaster in every commuricry. 

Who will tvifil that nee when the sub port office is closed? 

The NFSP's view is th It the decision to scrap thn benefit Payment card will lead to 

• the loss of subposmasters' investment in their post office business, in which 

many have invest their life savings and an which they rely far their irreomr3 and 

retirement provislo . In many many cases entire families earn their living from 

their post office. 

• the prospect of a s gnificant proportion of the current 40.000 sub post office staff 

vulnerable 

losing their jobs, any of these staff being part time, one of 
the m ost 

sections of the workforce. 

■ 17.500 jobs in POLL being put at risk. 

• I ffice restricting customer choice. 
• the loss to the co muniry of their 

local post o 

The NFSp therefore wish to ask for the support of the Trade and Industry Select 

Committee:-

Ina opposing compulsory ACT as the costs, 
both financial and social, will far 

PP 
9 

enforcing ACT. 
outweigh the savings me DSS can make by

• 

 

to ensure the Benefits Agency do not promote ACT until automation of the Post

office network is comptete.and contracts with the banks signed. 

• ! 6 
TRADE & INDUSTRY SELF COLU.UTTEEI JJNE 194.11

• I I ' 
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• to ensure the GoverrmOflt maximises its use of the nettvC1% for'dstivacy of 1Zs' 

welfare reform and ' odemising Govemmenf aims, which needs to be done in a 

I ~ 
way wRlch is commercially viable for ali parties to the contract 

• to encourage all Gov ~mment Departments which now use the post office network 

to remain loyal to PO~L. during the period in which the propo3at5 to m ice the 

use of the network forj the Government Gateway are developed and iimplemented. 

We look forward to 

submission. 

opportunity to expand further on the poirr covered in this 

r 

1Zth Juns, 1999 

Na60m1l Fodorutivn o1S1bPasrrn3S1Cr5 22 Vycndle5ham Gardens S~orcham by Sea Went Sussex 

BN43 5RE TTC 01 273 452 324 Qmall spmstraL .Ui; 

TRADE & INDUSTRY S CDa u,Ur1F.ElJUNE 1 I 7

Ij d12 
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Unions have finally be 

agreement signed on 24 

They don't feel that 
govern,ment(haviag trio 

Q: Reactions of staff to 

A: It was popular with 

They would like a u 
schemes. 

They feel that some gc 

1 asked to participate in the future of the project due to an 

[ay 1999. 

1 by the last 
~e project had been properly thought through

to borrow the Irish system) 

is Swipecard? 

iff: Saved around £2m in frau& 

imitment from the government that they will open up other 

d industrial relations have developed in the last 2 years. 

Q: Is the rnanageateric prepared to back up the implementation of the system with 

relevant training etc. 

A: They are prepared o do anything that is necessary. 

Q: What are your vie 

I  

s on barcoding? 

A: garcoding is fine xceptthat it is atemporary expedient. 

Q: How confident az I you that in 5 years time you will have a share of the work? 

A: If the govt manage to do what they said there will be an. extremely 
b 

right 
e that it 

future.
If

they don't manage to + do what they have planned there will be some 

mean longer hours, protracted work etc. 
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CWU/CMA SUBMIS 

COMMITTEE O 

INTRODUCTION 

1. The Co nunication Work 

employees in the Post Offic 

The Communication Manag 

grades within the Post Of 

Counter's network under ti 

the post Office as a whole. 

PUBLIC AFFAIRS IZ614 
POST OFFICE ID 014 

TO TUE TAE ANI) TNDTJSTRY SELECT 

t POST OFFICE COUNTERS AUTOMATION 

is Union (CWLI) represents around 165,000 noa-nu2nagemem 

over 11,000 of whom work in Post Office Counters Ltd (POCL): 

:rs Association (CMA) isthe representative bodyofall management 

ice. We therefore have a great interest in the automation of the 

e Horizon project, and its implications for the future of 1?OCL and 

Z. To date the negotiations ound the horizon Project, and the problems encountered within it, 

such as the delay in implementation. have been between the contract partners; Post Office 

Counters Ltd, ICL and thelBenefits Agency.

3 _ This submission is therefo a made on the basis of knowledge gamed by the Unions through the 

industrial relations 1nterfa6e with POCL and,through our contact with Govemmeiu, as well as 

by what has been report1I d in the press over the last few months. The Unions make these 

comments, as webelieve it is ourresponsibility to play apart in any discussions that impactupon 

the future security of th Post Office network as a whole, as this enables us to enhance our 

members employment se ityanduseourki owledgeoftheservicetoensurethe public interest

is protected. I 
¢ The new working group announced by the DTI Minister of State Ian McCartney on28May1999 

will be our first diiect' olvement in the project at this level. We hope it will help develop a 

sensible solution to the robletns encountered so far during the development and trial of the 

Horizon project. 

1 
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S, We are confident that our know ledge of the iadustty and our desire to see the succe$s Of this 

eet will help in faeilitatin these discussions alongeidethe other 
interested parties, so that a 

pr j 

favourable outcome can be rellised.

(, With these factors in mind the postal Unions would like to make the following comments 

regarding certain core probl4 s and issues whichwe believe the Select Committee may wishto 

explore concerning the Horiz~ n project: 

THE REASONS FOR THE DELAY

Our view is that for one reason or another either directly or indirectly all parties to 
the contract 

may have contn`buted to thew delay. 

'lhcptevious Governor ant must share a gooddeal ofresponsibility forthe delay. Inits rush 

to be seen to be tacky fraud the Conservative administration was happy 
to initiate the, 

launch of a system without fully understanding both the technological capability of the 

system and the cost invblvcd to both the Post Office and Government Agencies. 

ICL appears to havehal problems with the tecbnology it developed. We undesstandthatthe 

magnetic swipe card sçstesn it has attempted to introduce was modelled on the one used by 

the Irish post Office (A11 Post) which works well, and is an efficient way of paying benefits 

and reducing benefit fraud. However, we gather that there have been major problems in

transferring this type if system to a much bigger network and "scaling up" the technology 

for the UK. I 

The Benefits Agene (BA) has for a long period wished to provide benefits by means of 

Automatic Credit Transfer (ACT). This remains its long-term objective. In order to meet the 

needs of the Horizon~g 
II

roject its existin,p g technology would need to be compatible with the 

magnetic card orsmaIitl card 
plannedforuseundcrtheprojecLWettndorstandthazto date this 

has not happened. It is impossible for us to say why this delay was cause but the desire to 

move away from Horizon and on to the ACT system would no doubt haVe tnflueaced its 

judgement. 

I2 
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Post Office Counters 

only suitable for the Put 

its future business c75i 

ability to adapt such to 

as anetworkbank. It] 

current business in a 1: 

technology to execs 

technology. POCL.'s of 

before it is rolled out. I 

the system fits not only 

to perform newbusiue 

r ASSESMENT OF 

(P O CL) has been kecti to ensue that any new teebnolvgy is not 

e itwas originally designedfor, but that it will be compatiblewith 

In pa1ucu1ar pOCL needs to be confident that it will have the 

ology to be fit for purpose, specifically to fit its vision of POCL 

a.clmowledged the role that Horizon would play in performing its 

z end more efficient day. In pracnce this has meant developing 

to transition from paper based order books to the nzw screen 

ctive has been to ensure that it has 100% confidence inthe system 

us it is far better to encounter some delay in order to be certain that 

urrent services but can be adapted, by the use of software modules, 

-in the future. 

CARD TECHNOLOGY 

. The principle benefit of th I magnetic swipe card, or the future use of smart card technology, is 

that it would be better at pl venting fraud than the bar-coding of order books that will ow 

in operation instead. We bi dcrstand that this was verified by the trials carried out by POOL. 

~ 
The Post Office clearly s es an immediate interest is cuninnb enef It fraud an4 lntrodlicing this

technology as it is obliged to compensate the Benefits Agency for a proportion of the amount 

defrauded. I 

The smart card would als I have the additional advantage of enabling customers to access further 

~• electronic Government services through the post office network. These services could tangy 

from accessing informatil nto the provision of on-line healthcare. 

ROLE OF THE BTU—'%-EMS AGENCY 

the 
and 

10_ We understandtb eBenefitsAgcncY(BA)failcdtopregare itself its systems suffici y

in order to be compatible .itb Horizon. However, without having had. a role in tho ucgot ons, 

itis impossible forts to whether this was a deliberate action in order to facilitate the demise 

of Horizon and lead to the irmodtutlon of ACT as their prefcrrcd option-

3 
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11. It ispossible thattho reported 

due to technological probler 

stakeholders. Ina project oft 

almost inevitable that some c 

which the PrivateFinancc In 

or trial of a project, there can 

moving in the same directio 

11. 

are of the BA to complete the necessary work onus systtm was 

or alternatively a result of difficulties between the various 

size and itnpattauce with such wide-ranging implications, it is 

licts of interest will arise. it may be a deficiency of the way in 

tive (PFI) operates but, at any stage in the development, design 

delays if all lho5c direetlyinvolved are nottotally committed to 

at the sine time. 

• CONTENT, TJ1 SC4E AND FINANCING OF HORIZON 

As the Unions have been outside the negotiations on Horizon, we do not have a full 

understanding of the implications of the variation in the contractbetween the stakeholders and 

the knock on effects. In particular, we have not been party to detailed information on the 

financing of the project. and look forward to meeting with working group representatives and 

especially with POCL to discuss the implications- of this and the potential loss of income 

involved. 

We do understand that time and money has been lost while we wait for this project to be rolled 

out, and that the delay is 

benefit fraud, afully 

partner to develop access 

good for anyone concerned. Aside from the advantages of cutting 

ad and on-lineposi office network wouldbe amuch7norr attractive 

Government services, or even for organisations wishing to bid for 

the National Lottery contract in future. 

• SIGNIFICANCE of GOVERNMENT ANNOUNCEMENT 

$ -. The Government's anno i ncement represents a welcome move and was significant in that it 

provides a vehicle for the continuation of the Horizon project •It appears that the project had 

reached the stage where the only alternative was termination, wbichwould be the worst scenario 

for ourmcmbers and our embers' jobs, as well as the public who wouldbe faced with a large-

scale reduction in the Post O ffice Network in general. If the Gov'emment really wants to prevent 

14 
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eveloping a successful, Ix1odem and expanding Post Office in the 

,e I1 Horizon. 

MOVING FORWARD 

to provide the Select Committee with an outl'me of the situation 

l~_ This 9ubmissionis an atteM1 we have m~tioacd several times during this
regarding Horizon es -e understand it As 

we have not been party to the negotiations so far. 
submission, 

a and beli a that the establishment of the working gmuP annotmce d by the 

I . However, we ho P 

DTI Minister of State oa 28 May 1999 will allow us to draw ono 
otheeaoblet d

understanding of the indust' and Participate directly in developing solutions w P 

w with all the interested parties, and b eli.eve 

encountercdbyHorizoa ~tjelookfotwardw erl ing 
II eS=~e committed to the success 

that suchaworking group is long 
overdue.Providedthat all parti 

of this groj ect wo believe that an outcome favourable to all conceiiied can be Tea 
of dlis plojezx wobelieve IL 

I I

14 JUNE 1999 

RD99116411 

C? 018 

I 

5 
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Q: 
The 

progt65time is thrf 

lottery within 12 months, 

A.: The payment card has 

the is more work than t 

one of the things that the: 

One of the problems has 

to enter into such a cony 

PUBLIC AFFAIRS 0 019 

J
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years late_ What is the problem? Managed to implement the 

rhy the delay this time? 

ecu running successfully since September 1996. They feel that 

;y had originally felt and this has taken time to sort out. This is 

have looked at iniheir latest rcc,icw.

Teen one contract for two companies: It is very unusual for ICL 

et especially with such a large customer_ 

Q; The POCL has been 11cry keen but the BA. not so keen Is that a fair conclusion? 

A That is not the cc) ion that they would: draw. 

Q; Have 1CL received the same amount of help from the same parties? 

A: The BA couldn't provide certain information in Sept 96 although it has trickled 

through since then- I ; 

They have since bad t meet and replan the contract so that the two of them could meet 

i 
their conclusions. 

i 

Q: Is that right that ylou had to get the BA to agree in writing to meet their side of the 

contract? Isn.'t that very odd?

A: It is not that odd Seeing that the contract demanded good consiection between the two 

parties. The contra relied on very close interdependency and that is why a written

agreement was calle for. 

• i 

Q BL: What has gone wrong? The technology is there 
and; bas been implemented by ICL 

previously (Lottery) this time it is has not'worked out. Why? 

k It is one of the most technically demanding jobs that IGf- have ever undertaken 

Q: Fair to say that it is one hell of a mess(?

of the work undertaken byas been of the highest they've 

A; The quality an~ quantity 
 scheme to', cover any loss. 

=mown. ICL have taken out Li Sam against th
is 
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Q: BL: Was the project ji 

A. The task is manageab 

contract of this size rea 

more than one customer 

The PDA (programme 

then had to go back and 

The PDA agreed at the 

main client of the contr 

Q: The govt arc saying 

No. They have worked 

ICL suggested to the 

opposed to a magu 
swipecard as opposed 

The magnetic swipe 
greateruses 

Q: Ontha contract 

A; ICL have revised' 
have changed the cot 

as opPost Officesed 

losing £1o0ui as opt 

Q: Is the card a 

A: It offers the co 

P0. This is an acl 
The equipment in 

They had to look at 

They have learnt frc 

Post Office masters 

They have also 
place. 

too large and too ambitious? Can it be delivered?-

POL00028522 
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I .

Although, ICL have learnt the 
odlidefrom 

this 
 

venture

  introduce 
needs one customer and one pr .

ju enter into greater completes
. I 

;velopmcnt Authority) started off 
4th th 

the right intentions. It 

negotiate the contract withthe two customerS. 

d of their first reviewat the end of 1997 that the POCL were the 

G ' 

at the card is outdated. Would you agree? 

cit while they have been in use. 

A in 1995 that it may be better to start with a smartcard as 

swipecard However, the BA d .tided that they wanted a 

smartcard. 

is a well-used system around the world but the smartcard offers 

p0 that is to sun until 2005. 

:ir contract with the p0 and have renoved all refs to the BA. They 

theutifrastruuura ° m 
act so that they receive payment for

a payment for each transaction. Tie current contract sees ICL 

t Officesed to being in profit as for ti ie previous eordract 

t card for the PO or an a1-round cash W(17 

of a universal bank —all facilities can be 
De ana 

survey 
rough 

the 
ble goal for the PO. They visit all Post Offices 

in 300 Post'Officcs will remain iheic of testing. 

9 amount of services that the PO of.4rs. 170 products are provided. 

thisand also fromthc size of the PO itself— having to train 70.000 

V. 

how committed most Post Officcst masters at Sig automation in 
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considered le action against the BA? I 
Q: V&y have they not  

gal 

A: It Won't happen 

Q: Would you enter into 

A. ICL already are 

ICL have tried to make 
from the beginning and 
through their TV and ki 

The PO is in a bett 
electronic delivery of 

have renegotiated their contract. 

other contracts-of this (PFf1 nature agMn? 

X021 I
J021 

ag into other obntracts of this nature. 

the system as easy to use as Post Officcssible. It is web friendly 

the hope IS that it -will have the technology for people to use it 

)sks etc.

Position than any other group to cope with the demands of 

,vt services. I 
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History —196 
utcrise , the UK's 19,000 Pbst 

1. fn May 1996 ICL PathwaY won the zeadcr to come 
DSS benef to a total of 

Ogees and simuitaneously automate the system for paying ct undsr which 

2g million claunants. This was a Private 
a op 

1atVC PI) 
p 

rol 
tab

e
ng on all the 

ICL Pathway would design, build, finance 
I nation conducted over 

a fee for each tra~sar 
wmv the DSS initial risks and being rewarded by receivinS ~ 

the new system- The contract was to run until 2005: the cost° 
Gourmet details were 

and Post Office Counters Ltd (POCL).r . 
Benefits Ag y (B•) ost ofIius 

due m be eompletedby the end of 1996 and national instaledt ion in all p 

was to be completed by the end of 1998. 

2. ICL Pathway Cry the Pathway consortium, since 1996 awhollY owned 

subsidiary of ICL) had been 
f°rmidits

 itt l994 to 'bid for the 
subcontraetors include C uobanl► d D La 

r. It was sci.ectcd. 

following a lengthy eompeuh . 

Rue. 

ects in Europa. the proposed network is twice as large as
3. One of the lamest rr prof cture in the UK. The ptoj ect would also involve 
all of the current banking infiw= g 
ICL Pathway training 70,000 post office staff, and designin and integrating the

system to handle some 20 DSS benefits paid to a total of 28 irntllroa claimants (many 

of whom receive more than one benefit P o 
 had to be ern

ffice 
 

counters. 
robust and secure. 
Since billions of 

pounds are paid out every year, the system 
ervices 

4. The new sv stem. when fully installed, would enable POOL to offer more

to their current and prospective 
customers. A major attraction of the systemwas its 

capability vu tually to eliminate fraudulent ASS benefit encashment, resulting in 

estimated fraud savings of £150 million a year. 

5. s specified by the two customers in the contract, ICL Pathway would deliver a
A ul 

magnetic stripe swipe card (the Payment w Card) which wad graduallY replace order
card but the 

books and o rocheques. ICL's original proposal was to issue a Ana 

customers rraaintaintd their preference for a "mag ape P ymeut Card. C  offices 
endy 

some S90 million order book and girocheque payments axe ade tiuough post

each year.
! e Delivery Authority)

6. In May 1996 the customers established the PDA 
from POOL, BA and

to oversee the project, the PDA's 150-strong staff being f
the 

external eonsultanu. In September~v 
sy
96

stem and~tt e pfast benefit P 
Strand 

s 
vicinity were automated with the u sY 

were issued for claimants to receive Child Benefit only. 

7. The ICL Pathway system was dependent on informatii n received from 
the 

systems 

of both customers, ie this was an end-to-end system wheleDSS systems would 

0 
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transmit data through the ICL Pathway network to the relevant ost office (ands 

versa). 

contract timetable was based on the agreement that the BA would 

S. 
make its 

on and Payment Strategy) available to 

make  CAPS database (Customer Accounting 
a and the intcace specifications 

ICL for testing in September 1996.. This softwar
were essential to ICL Pathway, to enable the cstablishmentt 

m aey 
f the databases

claims ants at the 
stem could pay the right 

benefits so that the ICL Pathway sy 
BA. However, it 

right post oface at the right time. CAPS is run in-house Te ouse by hej and would be 
subsequently emerged that it would be available only on a. phas basis s ed 

com 
would

delayed by three years. Today, as 
ICLttnderstands it, it is still; not fully p 

9. In June 1997 the system in the firstiten post offices was up cd to introduce bar- 

coding of order books. (In an earlier contract signed in 
1994V25

L bad introduced bar7 

coding on order books presented at all? post offices 
within the area, whi 

eat 
a°h still 

 $h 

runs successfully and which has led to tangible vmgs in throu

of fraudulent order books). the impounding 1 . 

10. Idowever. in the course of 1997 ie gradually became evident to ICL Pathway that 

the project was being managed by tba, PDA in a Inaanerincoisistent with the 

principles of a PF1 as explained in guidance issued to departments 
b  amount f 

and the Treasury PH Taskforce. Although as a PFi contract a significant 
 m 

risk was being laid on ICL Pathway, the PDA maintained it had a right quire ICL 

Pathway to behave as if this was a coizvcntioru;l gayer neat rocurement programme. 

This led to a huge amount of senior 'management time being devoted to Solving the
g ICL, POOL and 

issues which were constantly being raised by the FDA. Ace, tdin ly, 

BA sponsored an independent report(from PA Consulting. This concluded its Review 

in October 1997 and one important result of this was the abolition of the 150-strong 

PDA. But a significant amount of tine had been lost.

11. • In November 1997 the ICL Pathway system was extended to a further 200 post 

offices in the north-cast and south-west using the benefit Payment Card to pay Child 

Benefit. The technology was acknowledged as working sudcessfully and was well 

received by sub-postmasters, their staff and claimants alike At the same time, the 

BA claimed that ICL Pathway was late in delivering under The terms 
of 

its 
contac. 

This is not the case: a revised timescale and programme bad 
 been agreed by all parties

including the BA, and ICL Pathway was delivering to schedule. 

1 
i
i 

12. In early 1998, because of whadit regarded as excessive interference and 

bureaucracy, ICL approached HM Treasury to register its concern. As a result, the 

Treasury Expert Panel under Adrian Montague of the PFI askforee was established 

to assess the commercial and technical feasibility of the pro]ect This Panel reported
of the project and 

its findings in July 1998, which u ,firmed the technical viability 

the approach of ICL Pathway. it vial then indicated to ICL that relevant Ministzs 

would meet to consider the way ahead, but the Cabinet re! huftie at the end of July 

preventcd this ruling place. 

4 • 
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Corbett; deputy chuirmals of th Monopolies and 

13. In. September 1998 Graham p 'facilitator' to deteriuina 
Mergers Commission, was appointed bye the Government as

POCL, 
away forward to mcetthe needs of 

sll1jarises t
parties four weeks~later. From, October 

BA). He concluded his discussions wits th
e negotiations with BA POOL, 

to December 1998 ICL Pathway held i 

mfg a number of revised proposals which represented serious concessions. i r order 

to gain acceptance on a commercial way.forwad. On 18 December ICL Pathway 

proposals which were•to be presented to Nfoisters. who were 
submitted its final 
C7cpcctnd to meet shortly thereafter to reach a decision. Howe1 , e1', n 

this tarring 
ial 

resignations before Christmas and another, subsequent reshuffle pr eve 

place. ICL bas not, in fact; ever resetYed a reply to its letter o1 18 December 1998 

and in April 1999 formally withdrew this ProPosaL 

14_ By this time some 36,000 claimants were successfully usrog the new benefit 

Payment Card at 204 post offices to collect Child Benefit. E"Fn on tis  foaorder 
velY 

ariangcments
modest basis, the system including d sa 

gs. Thrg oU.ghoutthis period of 
r 

books generated £2 million iaP 
1998, ICL Pathway co tin"Ld to work on the 

almost constant review since FebtuarYi
project at a cost of £10 million per month. 

I• 
1999 (' 

i 
15. In January 1999 it emerged that the BA did not wish to rocecd with the magnetic 

stripe card, preferring instead to ma14 direct payments into bank accounts 

notwithstanding the fact that many m"sllions of legitimate benefit claimams do not 

have bank accounts and, because they rely on their benefits, re unlikely to be able to 

open bank accounts. ICL Pathway was, however, not inform ed whether Ministers 

collectively had decided to dispense '?ith the Payment Car dj 

official, Steve Robson, was appointed with the 
16. In lath January a senior Trca_surX 

Prime Nfinister's authority to deviselan alternative solution.I ICL Pathway fully co-

operated with him- His proposed solution was to preserve !ie post Office 

nfrasttUc
'the way for the possible 

p ure and eliminate the magnetic stripe card, p $ 

introduction of a smartcard and a simple banking role for P0 CL. Benefit claimants 

would use their smartcard to access heir benefit account at~tbe post office and the BA 

would pay the benefits direct to these accounts or to an account in a conventional 

bank if the claunantwished. It is wpnth noting that although ICL Pathway had 

developed a magnetic stripe card asj stipulated in the 1996 i 
ontract, ICL pathway 

designed the system to be capable c f using smsruads fr

om 

day one. 

17. From February to May 19991CI. Pathway made strenuous efforts to 

t 
hachieve a 

d decided 
solution acceptable to all pasties. but by May it was clear

Geer mel t through D f1 
not to proceed with the payment Card. On 24 May 

the Post Office and ICL
announced the revised agreement for a partnership ~ 

to deliver the new infrastructure butwithout the BA Payrn nt Card 
a upsrn tc  national

ard. 

the meantrmc, a further 100 post offices had bccn a PP afi iii the

installation of the system across the UK 

In 

• i i 

1 + 
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'Pr ct Achievements j 

18. This submission seeks to make it clear that, to addition to a mcasUuablc savings 

in benefit encashment fraud cited above, 

- ICL Pathway has delivered a working'systen1 since 6 that 
has been 

 ical 
subject

rigorous external reviews, each of which has validated t 

- ICL Pathway has designed lsemsentt of the system is successsful
le LY in lace far the`' 

e BA±b11YtO 

reconcile its accounts (this 
post offices).

payment of Child Benefit at the op ertional pa 

ICL pathway has gone to very cpnriderablc lengths thxougliout.the 
sue 

ratio 
has not

n the 

project to date to find an 
acceptablelcommercial way forward; the 

been the technology. ' I I 
The Future 

19. Following the policy change har a wi . the DSS to discontinue the use of benefit 
g _ 

Payment Card, the three parties to the original contract have agreed a revised 

programme as follows: 

1. The original PH contract with IC I Pathway has beenteviscd so that payment will 

no longer be linked to transaction '1olumes, reflecting the removal of the Payment

Card clement. 
2. ICL will have a single customer, the Post Office. 

005. 
3. The freed price contract for ICL will run until March 2 

4. ICL and the Post Office will continue discussions on a Public1Ptivate PannershiP 

for the development of Network Banlang and `MOdemismg 
Government' services 

which maybe builtuponthe Path Nay platform. . . 

S. The electronic scanning of benefl payment order books will be implemented on a 

national basis, and will contribute to reducing benefit encashment fraud. 

6. ICL will complete automation of all 19,000 post offices and installation of the IT 

network. By January 2000, automation will be running at a rate of 300 post 

offices per week, with the programme scheduled for cornplction by Apri12001. 

20. As a consequence of this, in ling with accountancy requirements ICL has made a
 

the cost of its 
provision for £180 million in its accounts for 199811999, 

re resenting 

investment in the Payment Card to date. The deadline for signing the revised 

agreement is 16 July 1999. 

ICL 

11 

June 

1999 

Q025 
0025 
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POS OPFt 

Q: Not so happy with ICL now? What happened? 

A: After the Treasury review it became -clear that there was 

DSS. They wanted to pursue an altemati & option. 

PO felt that they had had it tied down •1 y Christmas. One of 

DSS is a key customer of the PO so they had to try and accol 

by the BA

is essential to the surcrfval of the PO network 

Post Office would be cquipped with the ability to 

lviag the payment ca 
I
? 

of automation. The Pty will act as the interface 

,at although 70% of benefit receivers have bank 

efits in cash from the PO. 

• f 
bank accounts? 

L the choice. PO must facilitate the choice that the 

loth options not dictat which options the user must 

)SS — important customer. 

POL00028522 
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change in policy at the 

PO has seen the automation programm 

The Mod Gov White Paper said that tb 

provide electronic government 

Q; What arc the advantages ofthe PO 

A: The PO can offer the human fac 

between transactions. 

SS: ft's clear from market research 

accounts they prefer to collect their b' 

Q: What about the 30% that don't 

A: PO hopes that the govt offers they 

user wants. PO would like to provide 

have. 

One third of PO revenue comes from 

Q: BB: The Govt should do what? 

A: The government should move toy 

done and how quickly. 

The PO would like to see it in p 

Offices who would then buy other 

ACT as the best 

because it would 
;s (stamps etc.) 

They would like to ensure that the govt doesn't withdr 

through Post Offices 

They would also like to ensure that c PO operates on a 

problems was that the 
date the position taken 

ion. The issue is how that 
is 

,n draw customers into Post 

other govt services provided 

el playing field. 

0 

I. 
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The concern that banks are just waiting 

the fact that a lot of banks greet the pros 

There were reasons why a swipe c 

development of technology in that 

hindsight, it was a poor idea. They 

Now, they can implement the smart,

forward. All equipment will be smart 

The change of funding from PTI to 

onto the P O_ 

Q: AM: Is it fair to say that the PO 

because the two customers had difl 

A: To a certain extent. Don't want to 

in the last 12 months. 

Most of the cost has been borne by 

Q: BL: How is barcoding going to 

A: Barcoding will help detect fraud 

system stays the same. 

The PO held a review at the begins 

1) They wanted to stay in the cash 

2) Government Gateway -- they 
government 5etviees 

3) Wanted to continue providing.s 

ar the system to opened up is not borne out by 

:et with something lee than enthusiasm. 

:was a better option lthree years ago but the 

has meant 1hat perhaps,   with the benefit of 

11d have opted for 1h4 smartcerd from the o$ 

:and they acdept that Itbe smartcard is the way 

.friendly. 

tamer based funding throWS the emphasis back 

i { 
l not entertain a PFI deal  again with three parties 

agendas? 

?portion blame but sh Id see the progress made 

because initial outlay has been on technology. 

PO or is it virtually ob olete now? 

r a book that! should be withdrawn provided the 

of 199S and thee objec 'Yes emerged: 

ket
I 

rated to be j provider of personally automated 

ces for Royal Mail and arcelforce 

~ f 

I.
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r 1 .HPL 
Memorandum to Select Coranuittee Trade and ILdst1y 

Horizon Project 

and Visionwhith tunes a business
1 POOL has developed a Nfissiofi , 

on the ke siiecugthr of its unrivalled 
strategy for the next 10 years, bwldin~ Y 

reach,its infrastructure, and its trusted brand. - 

2 The POCLMission eco is to b  e the Ul 's nunnber o e choice for the

• wilibeachieve by concentrating 
importantbusiness of everyday life. 

on four key markets in which it has i ea1 competitive ad Cages. 

3 FOCL aims to be the UK's most trusted and used: 

- access point for offidal inforntatior I and transactions 

-wholesale cash distributor ` 

- access point for cash deposits and• ith&aw 
onby 

of 
 o 

a ftanp s Office

- provider of transactions and spedalistadvice on all F 

mail and distribution activities. 

4 Providing ahighly competitive infrastruc pure whiLh comnects post 

offices to each other and to others • stems in a secure Ci efficient way is key 

to our success in these markets. 

5 The Horizon project is a cor;ierstone for:this 
so be d esigned to 

rm 

on which services can be developed: The platform 

enable other technologies to be cortiEcted to it and the a uipment is able to 

handle smartcards, magnetic swipe cards and baxcodes. 

6 The benefit payment c xd s as seen as a important step strategicallY 

to retaining customers and migrating them onto a Post9ffice Smarted, 

includin ale oruc access 
which wouldbe able to do many tbungs g Prounding 

to Government services. 
, 

7 It would also provide significant fraud 'savings to the Benefits Agency

as well as proper reconciliation omits accounts',: teneflt r~ecipients like to be 

• able to collect benefits from post offices and 77% said r e benefit payment 

card was as good as, if not better.i-han, the orderbook. 

8 The origins of the Hoe Sr amrn ane t b e  aced back to circa 1992. 
p ro ; ! 

Previously, customers had alwa r had equally positioned choice as to how
offices ci er threug u P 

they wished to receive benefit orb 
erasion 

paymnt

a 
trialof a new benefit 

or bank accounts (via ACI). Inlate 1992, begaIt

entitlement claim form which om{tted use of-post offices. Following extensive 

campaigning by the National Federation of Sub-nos ters ( P) to the 

1  i 
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claim forms were withdra n-
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!! 
teat Ito the viability of 

9 Ministers asked senior ~Lanagement from P 

servants from the Department of So41 Security t~ 

review of the product design and co rte up with sc 

three main drawbacks of paper base4 imethods of 

fraud liability and lack of customer!~el accounti 

10 The BA/ POCL Joint peasib i, j study a ed 3 

with several variants); use of bazcod m es, use of a agne 

smartcard. The report concluded that amagneti.ciswipe, 

effective (as well as cost effective) way for azd• Tbis api 

by ministers. 

11 A joint prograntule laiownas Bringing Tect>ztoro , 

Benefit Payments' was establisheci.4ed by a senior DSS c 

consisting of staff from BA and POCL, sup 
P owed a 

consultants where needed. The programm foll! 

in line with Government and European regulations. 

12 Contracts were signed between BA, PO and i 

between BA and POCL on 15•Mayi1996. Contrdcts bets 

Agency Northern Ireland (SSA) and POCL were signed 

programme moved from prontrezent into delivery ph 

the Programme Delivery Authority. The contracts sign 

outstanding issues would be resold ed and that'softwai 

would be ready for model office,testing in Janus ty 199 

live operational Trial beginningi1tApri11997, with fu' 

in July 1997, and completing by the end of 1998. - 

13 In line with PFI methodoiagy of allowing the a 

solution to meet business requixeazents, the signed c° 

hundreds of requirements and aasodated solutions w 

extrapolated into detailed schedtll 
o 

of servi allowril 
ed 

eight months rather than the this ; ri~nauY 

14 An early version of the benefit payment card s 

and went live in one post office in•September 1996 fo 

post offices in October 1996.

1s Slow progress resulted : .~a re-planiriPeceml 

Trial was rescheduled to take-place from August 19 

This re-plart was carried out through the agreed cha 

sigrted•by all parties. 
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L Pathway and 

een Social Security 

in June 1996. The 

se and was renamed 

!d envisaged that all 

and the solution ' 
to be followed by a 

roll out commenting 

tctor to develop a 

:ts contained 
were expected to be 

5. This process took 

ion was developed 

led by a further nine 

1996. The Operational 

to November 1997. 

e control process and 
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16 The progranvne continued 

Authorities' (ie BA and POOL) cciti 

pperational Trial had not been achi

default letter was sent to ICL Path; 

have since claimed that the Authoii 

trial and that the dates do not hold. 

17 The programme  has been r
internal auditors and external co115' 

performed a strategic review of the 

of 1?S5, POCL and ICL. It conrlud i 

that it would take longer and cost - i

underestimated byICL, and that tl~ 
radically altering the plan. Overall 

m 18 In December 1.997 ICL requ 

them for the delays to the project. 

HoweverlCLkeptpressing for n 
and began lobbying to further the 

19 POCL took over line 
Horizon) in April 1998. as r 
review. 

20 In June 1998, against abad 

project and its ability to deliver i~ 
commissioned an independent re' 

experts to make recommendation 
broadly in line with previous:rev: 

viable though complex,' and that 
implications for eachparty's bus; 

21 Ministers considered the r 
working party chaired by HM T c 
options emerged: continue withII 
without the BPC or terminate the 

forward could 'be  found between 

22 In September 1998 Grab 
Monopolies and Mergers Comx 
appointed by HMT to fadlifate 

acceptable way forward. He re 

contracts between.PQ 
2010,
contracts betweenBA 
extended to 2008. 
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POOL also agreed to p iip the costs of!replaCl4g the basic 

nfras

 ts of PIN 
i trueture equipment 2006 and tine additional os

pads to facilitate a bankiri service in line with the vision. 

• ~ '~ i
ICL and The Post Office were asked: to: work up a,, Public/ 'vat- Partnership

and 
Heads of Agreement as a possible wafonward_ T: his was duly 

provided ICL with a way to make fu er conce ons towrdS the public 

sector position and allowed the  to ccept a loss on their usiness case. 

23 ICL made a final offer on; 9Decembex 19  and Th Yost Office agreed 

to bridge the gap by picking up in a .aced prices:tb ensur .continuation of the

programme and the BPC. ICL stillfhowever, were requ3rd to accept a loss 

on their business case. This deal' wadld have pr ided L with a more 

certain route to Network banking d the rerms;were 'tionally offset by a 

large reduction in residual risksheld'by POOL. 
S ! j 

24 During1999 a series of different options iaere tab dby Government, 

culminating in a proposal which Tel Loved the BPC but lied out the 

remaining infrastructure. Tn them time POOL wouldlbe expected to 

develop new bang relationships with compulsory ACT being introduced 

in 2003. This Horizon system would  ;also provide interim (but not complete) 

fraud savings by reading the barcodes printed on order  ooks. 

25 This became the preferred government option which Ministers wished 

to have implemented. Negotiati then took place between Government 

and ICL on the cost of the new conact and in the light f these The Post 

Office signed heads of agreement o i the basis of which we are now 

attempting to negotiate a full agr Mient by the cnd of July. 

The Post Office : : 
11 June 1999 '•
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