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Suoiect BA/POi L 

I attach as background jto Monday's meeting the current draft of our work on BA]POC.. I 
should stress that this i being released in a stare which i would not normally be prepared to 
relesse a draft. lam mindful of the very tight umescales under which the working group is 
operating and therefore ft is released as a working draft which cannot at this stage be relied-on 
as a basis for decision,ibut which may help to inform discussion on Monday. My principal 
concerns are that: 

0 it has not been subject to any quality review. 

■ of necessity some of the work has proceeded in parallel with the result that there are some 
is consistencies. I would in particular draw Ottention to the following: 

— we requested POOL to prepare banking profit assumptions on the basis that under Option 
2 a banking platform would be in place by October 2001, as in the original report. The 
view of our banking technology consultants is that this could only be achieved if there 
were, no pilot. lii may therefore be more prudent to assume a date 6-12 months later 
which will affect the banking profit line.throughout; 

— the more aggress ve banking profit assumptions which we had assumed compared to 
POCL were not estimated to have any impact on the size of the network by POCL. We 
consider that this s  an excessively conservative assumption, but has not been reworked. 
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It has not yet been possible to attempt to estimate, given the current figures within the time 
avr-ilable, of the cost Qf,the subsidy nccessay to keep the network at the same, size between 
Options 1, 2 and 3. Wt hope to do this early next weak 

I would also stress Thai within the time availsblc and with the information-available (including 
The constraints caused by limited access to ICL Pathway) some of the assumptions made have -
~ec m_sc~me~vhar"hPrni '.' _._:.._._._.__-_-_-_-_-_-_-_._._:_._-_._.__._._. 
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Introduction

Background 

In May 1996, the Benefits Agency (BA) / Post Office Counters Limited (POCL) signed PF1 
contracts with ICL Path 'ay (ICL): ICL would set up and maintain an automated infrastructure for. 
POCL. to enable benefit to be paid to customers using a magnetic strip card and to •provide a 
plot.fo m for other POCLlbusiness. 

Ministers have been reYiewing the future of the project in view of the serious delays to the 
implementation timetablO and ICL's failure to deliver a key contractualmilestone for which ICL.
has been placed in breacl of contract. 

Ministers have decided, without prejudice to sponsors' legal rights under the existing contract, to 
allow a period of one nonth for discussion between the parties to see whether satisfactory 
commercial terms can a agreed for continuing the project, outstanding differences on the 
titlieuble can be resolved and a credible programme for full implementation can be agreed. 

Ministers will need to sstisfy themselves that the proposed way forward offers best value for 
money, taking account of# the costs to the public sector as a whole, of the alternatives. 

In broad terms, the alternative to continuing the project are: 

■ to abandon the benefi payment _card element of the project, but continue with the rest of the 
Horizon system; 

■ to terminate the whole project and for POCL to commission alternative technology. 

Tereus of reference 
The purpose of this consultancy is to assist the Treasury with the analysis of fallback options. We 
we required to review a d assess four specific issues: 
■ ,POOClws network modelling of the impact on the post office network of the loss of BA income 

and claimants footfall income, in particular: 
■ extent of closures and losses if no subsidy were provided; 
• extent of subsidy required if closures were to be avoided._ 

a viability of DSS and B 1's programme for an early shift to benefit payment by automated credit 
tra:tsfer (ACT), including the impact on the bunks and their charges to customers; 

■ tin:escale and costs of jmplemenring an alternative Technology platform for POCL; 
■ validity (in both techn cal and commercial terms) of pursuing the Horizon project without the 

benefit payment card.

Qualifications 
The timeseale within whiq't this work has been carried out has been extremely compressed and we 
have been heavily relian on project costs and assumptions produced by BA, POCL. and ICL 
Pathw.sy, adjusted in a nu nber of cases by KPMCI. WVe must cmphasise that the realisation of the 
projec:ions is dependent 4n the continuing validity of the assumptions on which they are based. 

I •- 1 
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Thi is particularly so aF concerns the amount and the timing of the cash flows and the effect on 
cash requirements. The' have been produced for the purpose of comparison of a preferred option 
(option 1) against two f~Ilback options. If Government wished to proceed with either option 2 or 
3, considerable further  otk would be required to test these assumptions and produce a business 
case before a decision istaken to proceed with either option 

1.4 Work undertaken 

14.1 POCL's network model jag 

We held a number of j discussions with POCL to understand the process of their network 
modelling. In specific a eas of the modelling we queried some of the assumptions used in the 
network model, and ask d POCL to provide further evidence to support their rationale. We also 
ngtev that POCL's input - to Treasury were based on scenarios which were not entirely consistent 

• with the requirements of he Working Group, and so we requested POCL to carryout some further 
modelling to represent mpre accurately the impact on the network and their profits.. 

I.4.2 Earlvsitijt to benefitpc&,rnent by ACT 0 

We investigated the feasibility of ACT migration plans with the banking industry, through a 
lirpited numberoftelephyne based interviews. 

. i . 

1.4.3 FFaStbility: option 2 'Ro) iron without BPC) and option 3 (alternative technology pia fora:) 

Our assessment of the tec~tnical and commercial feasibility of options 2 and 3 involved: 

■ a review of POCL assumptions underlying their banking strategy, and their approach to 
banking technology c9st1ngs and timescale estimates under options 2 and 3. Discussions were 
held with Keith Baines (POCL), Tim O'Leary (French Thornton), and Sarah Mullen 
(Treasury). 

• a review of Horizon ajchitecture and ICLfPathway proposals for banking, together with issues 
affecting the inclusionlof banking technology. Incidental review of the impact of removing the 
benefits payment card from Horizon (though discussions here were subject to consgaints on 
consultation with ICL/gathway). 

• assessment, in consultation with retail banking experts, of the technical viability of the banking 
opuons proposed for POCL and the impact of the associated risks on feasibility, cost and 
timescales _ 

• construction of costing Scenarios for option 3. 

- 
i 

- 
1.4.4 - FOCI. banking income assumptions 

We reviewed the basis oflthe banking income assumptions POCL submitted to the Treasury. We 
noted areas where there were differences between what POCL submitted, and what appeared in the 
Working Group Report. FPr the assumptions prepared by POCL we interviewed POCL employees 
to understand the basis and degree of confidence in the assumptions. We prepared an assessment 
of the assumptions used, acid developed revised assumptions. - 

- i

i - - 
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2 Feasibility of f11-back options 

2.1 Viability of early shift to benefit payment by ACT 

21 1 Bpn1s' views on tire nio'e to ACT 
i 

Furrier research would tie needed to obtain a comprehensive view from banks regarding the move 
to universal payment of enefits by ACT. However, findings of some initial interviews undertaken 
ott behalf of the Benefit. Agency suggest that, overall, universal payment of benefits by ACT is 
nqt as area of concern fo} banks: 

a Migration to ACT• !Banks would expect that there would be formal discussions between 
B.4/DSS and the indt~siry, but no problems are anticipated for a migration period of two years 
or three years. Notice; would only be required if this necessitated changes to products, payment 
infrastructures or ATij'fs. This is assumed norto be the case; 

■ Use afACT by ex1sr14 ctutomers- No problems or issues are anticipated here Customers are 
free to use ACT methods as part of their existing account. The basis of their account is not 
expected to change mgrely as a result of increasing use of ACT methods for benefits payments.' -
E>.isting ATM facilities, including free withdrawals, are expected to remain unchanged. 
However, it must be npred that some banks charge customers for withdrawals at any other bank 
ATM, a policy whit is expected to continue. Some concern was expressed regarding a 
putative increase in c unter cash withdrawals. If there was a noticeably large rise- in counter 
transactions, banks ould be likely to review the need for charges in this area. In this, 
caanection, it is a co mon retail bank strategy to migrate customers out of branches to ATMs. 
This trend is not benefits related; 

x Offering new accoun + to the unbanked. Some banks ,believe that they have products well 
suited to all sectors of the market, and are keen to extend these to those on benefits without 
bank accounts and Fhe unbanked generally. Under money laundering rules the main 
requirement is an address, or a letter from a hostel director. 'Where are no exclusions for social 
group reasons. However, in line with wider strategic considerations, a significant increase in 
counter transactions may cause a review of charges; 

a Use of POCL for cash' withdrawals. In a situation where post offices would offer an ATM or 
ATM-type facility, thg banks questioned see no issue or problem with customers of the PO 
continuing to use post offices for cash withdrawals, and indeed were in favour of customers 
continuing to use The  if that was their choice. financial issues relating to the provision of 
su.h services would b1 dependent on a wide variety of issues, and would need to be determined 
on a proposition-by-preposition basis through discussion between individual banks and POCL, 

a Increasing volume of j}ayments via BRCS: Banks do not have concerns' regarding increases in 
BRCS volumes; 

■ Cisromers of unorher Gankswitching their existing account to the bank: No problems or issues 
arc anticipated here. Some banks are positively interested in attracting new customers, and 
bedeve they have attr~etive products to offer.. Such products typically offer an on-line debit 
card (no cheque book)t ATM withdrawal facilities at no cost (though some charge for using 
Ptti~r bank ATMs), EtA/SO facilities, and counter facilities (though some banks currently 
charge for counter wt drawals via such an account). Some products offer modest credit 
facilities to allow custo ers to round up ATM withdrawals to the nearest M. 

3 
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2.12 BKnmftts AS ency
The DSS's Departmenta{ Review ofBeaeftt Payment Options - Proposal for increased rse of.4CT 

• Concludes that the followeing levels of ACT migration are feasible -

M 60 % by the end of Mxch 2002; 
• 

0 9'% by the end of 2014. 

The paper, which is upderpinned by a top-revel project plan, identifies the following key 
dependencies: 

a resolution of banking Issues - see 2.1.1; 

■ agreement on policy issues relating to benefits which cannot currently be paid by ACT and to 
the unbankable; 1

a alignment of penodiciy, 

a introduction of seco dary legislation to make ACT the normal method of 
a ment and . payment t 

possibly also to alter periodicity) by March 2001; 

* implementation of 1T 4hanges including those required to CAPS. 
The 

ir changes are sehejiuled to complete by :he end of June 2001. The changes may well be 
significant - over one year's development time has been allowed in the plan but we are not aware 
of there being any deraild plans for the changei at this early stage. The plan shows the cost and 
timescale impact of the 1T changes being assessed during the first half of 1999. 
Given the complexity of CAPS, this dependency represents a risk. The risk is aggravated by need, 
we understand, for CAPS ichanges to be implemented over Bank Holiday, weekends, increasing the 
impact of development slippages. 

2.2 
Banking viability: common assumptions and issues 

2.2.1 Scope vfFOCL banking 4ervice • 

.Devctopmenr of a banking strafegy for POCL is at an early stage,. and is unlikely to be complete 
for a farther 3-6 months. However, the agreed objective is for POCL to provide a delivery channel 
for retail banking. POCL -will not be aiming to support all aspects of retail banking, nor will it 
become a bank in its ownjright. The provision of retail banking services via POCL is intended to 
serve a dual purpose: 
a to provide a continued benefits encashment service for benefits customers on migration to 

ACT, and hence a means of retaining their custom; 
■ to offer a commercial service to generate sufficient profitable business to replace lost Benefits 

Agency income and se ure the longer-term future of the post office counter network.
Thq proposed POCL bankng offering has been envisaged as the equivalent of a "manned ATM". 
For the purposes of the viability assessment, the following assumptions have been made: 
* POCL is aiming to offer services to the bulk of the personal banking marker. Agreement with 

$-9 significant players is believed to be necessary to achieve this; 
■ POCL will offer a standard service to the banks with whom They establish agreements, 

4 
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■ customers of banks Which have entered into agreement with POCL would have access to the 
core "manned ATM" lsery ices at any post office 

The following are rega-ded as the core services which must be provided as a basic banking 

■ cash withdrawal by $wiTch/Deita card or by cheque. Depending on the policy regarding the 
implementation of benefits ACT for the "unbankable", cash withdrawal by Solo/Electron may 
also need to be suppo>,red; 

a account balance enquiries; 

■ inter-account transfer$; 

■ bill payments; 

■ cheque deposits; 

■ cash deposits; 
i 

• mini-statements: i

a stationery ordering. i 

From a technical perspecftive, support for PlNTpads is likely to be required, and, longer term, the 
bapk:ng infrastructure shquld be capable of supporting smartcards, given their likely importance in 
future retail and govemmFnt services. 

A number of further possible banking services fbr POCL have been discussed, but have not been 
retlected in this viability assessment. These are listed in appendix B. 

22.2 Bunking viability 

Aspuriptions relating to tjte feasibility of banking which affect both options 2 and 3 are reviewed 
below. 

2.2.2.1 .Thtsinss casefor the "mcq nedATM" 
Options 2 and 3 (other thin the simple debit terminal variant of option 3) all involve The provision 
of services equivalent t4 a "manned ATM". The business case for this will need to be 
substantiated.

Key Information required includes further details of the geographic coverage and approach 
envisaged by POCL to dliver a "manned ATM." across all outlets. Decisions on the number of 
outlets and the form of AM to be provided will have a significant impact on costs and timescales. 
Fagtors to be considered include: 

a in locations well serv e d by the banks and supermarkets, will "manned ATMs" within post 
oft ces offer consumer benefits over existing alternative distribution channels? 

■ in rural areas, will PO L be able to offer a profitable service which is. more cost-effective for 
the banks than the provision of an ATM? 

■ po what extent do consumers in different types of area prefer a face-to-face service to an 
rut.)mated service? 

C. 
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Banking software 

Op the basis of the banking service outlined in section 2.2.1 above, the core software required is 
essentially a teller apple aeon, which would emulate an ATM to interface with banks' systems. 
Teller software would nit necessarily be available ••off the shelf', but standard development tools 
are generally used in th s market, to develop a set of teller functions adapted for a customer's 
particular business envir ]nment. Software-development of this nature should not present major 
technical problems, though a number of issues would need to be explored thoroughly, in 
particular:

■ functional and securit y differences between "manned ATMs" and "real ATMs" would require 
investigation. For example, the first use of a card generally results in the user being prompted 
to change his or heriPiN. It is not clear how this would be handled by the POCL counter 
system; ; 

■ the possible need for supportof the Truro - should be considered, particularly with respect to 
transition issues. 

A4opting a "manned ATI'I" approach has the advantage of theoretical simplicity based on a single 
process for POCL staff, although depending how it was implemented it might restrict future 
growth of services To re;ail financial services customers. For example, some services currently 
excluded from the network banking definition - eg capture of address changes - would not be 
supported by the ATM prptocols. - 

In addition to a front enc teller application POCL may even under this relatively simple option, 
and depending on their Detail banking goals, need to-consider implementing systems to handle 
customer information, settlement, funds transfer, accounting and management information. POCL 
will reed to outline all of these requirements in more detail to enable credible estimates of costs or 
tirrlesuales be provided. T}iis will also drive out potential issues in other areas such as ownership of 
customer data, data protection and the extent to which banks might feel a competitive threat from 
POCL which would make them unwilling to co-operate. 

Bank :nrerfaces _ 

The developmenr of the ploposed capability for POCL is dependent on establishing interfaces with 
retail banks There are throe main possible appro;fiches to this: 

I PGCL interfaces with anks individually:: POOL would enter into reciprocal arrangements with 
a rtumber-of banks Tjie banks would then allow a POCL "front end " teller application to 
etruulate an ATM which interfaced directly with a bank's core banking systems, thereby acting 
as an additional delivry channel for that bank. The practical issues around banks granting 
access directly to their core systems and the controls and safeguards needed to preserve 
integrity are likely to resulr in a lengthy discussion period. Our view is that it is unlikely that 
parks will accept the lack box" stance on this which Pontts advocates for POCL: as parties to 
an igreed interface, batiks will expect evidence of the appropriate security and controls; 

POCL interfaces with banks via the LINK network: POCL have-indicated that they may wish to 
Forsidcr using an esta,lished intermediary such as LINK Interchange Network Ltd (LINK), 
which provides a swrtghing service to members network member ATMs, as a suitable vehicle 
for their, pseudo ATM:applicanon. However, to the best of our knowledge POCK have not 
approached LINK officially to discuss this idea Based on our knowledge of LINK and 
i:xploratory discussion4 with them, they would perhaps not readily accept a new member whose 
'system" was not an AM network irrespective of how it was disguised. In addition it is likely 

E• 

1 
• 
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2.3 

2.3.1 

2.3.2 

2.32.1 

that LINK would hav reservations about taking an organisation which had 19,000 new "ATM 
outlets into a prove and reliable ATM network of approximately 15,000 LINK ATMs. 
Comments on the vi¢~biliry and likely time~cale of establishing a network via LINT: are not 
possible without involving them in detailed discussions. LINK will require clear and detailed 
definitions from POcL about how it proposes to meet LINK standards and preserve the 
inregriry of the LlNKinerwork, and a strong ousiness case for why its pseudo ATM or "manned 
ATM" should be accepted into the LINK ATM network. It is likely that LINK would not 
a:cept POCL withou{ due consideration of its application and consultation with the member 
banks. It is envisagcdithat this process may-rike at least 6- 12 months, 

J'OCL interfaces wi{h one bank. This bank would in turn provide The interface with other 
banks for POCL. POLL may feel that they could approach Alliance and Leicester on this, as a 
development of their ixisring banking relationship with them. 

Option 2: commercial and technical feasibility 

Option 2 commercial vk4b11iry 

Driv--rs of the commerciai viability of option 2 include: 

■ v.abiliry of POCL netivork banking; 

a remuneration of ICL. 

The %lability of network l?anking in general is discussed in section 2.2.2. 

ICL teas provided an indi arion of the margin which it will forego should option 2 be implemented. 
Our analysis indicates tht this peaks at around £60m. The HM Treasury Working Group report 
suggests that ICL may seek compensation for this lost revenue In considering any potential claim 
by ICL, consideration should be given to the fact that they have already requested an increase in 
charges in order to avoid tosses. 

The situation may be soi4ewhat ameliorated by the early introduction of banking, with associated 
trgnsrcrion volumes. Frehn this point of view, a two-phase approach to the implementation of 
banking, with the early introduction of EFTPOS and "cashbaek", may be desirable. This option is 
discussed further below (ee section 2.4 1). 

Option 2 technical vi4bilrty 

Reptvval of the benefits plryment card 

Commercial sensitivities have meant that this issue has not been discussed directly between POCL 
and . Pathway. Nor have idiscussions been -held more broadly about the provision of banking 
technology by Horizon. }Our own discussions with ICL have been restricted to more general 
coverage of the Horizdi technical architecture and their proposals for banking. Working 
as$uirptions regarding th viability of removing the I3PC from Horizon can be made from these 
findings, but the teahnica , implications would need to be reviewed more fully with Pathway. 

Qqr high-level understanding of the architecture supports the POCL view that -Horizon has a 
modular structure and tint removal of the BPC is feasible. [NB. It is in Pathway's interest to 
ensure that the Benefit Encashment System (BES) module - which has the rules and options for the . 
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counter benefit card el ment - can be removed, as they hope to develop Horizon for foreign 
markets, where it would jnot be required]. 
The impacts of removing the 13PC are likely to .nclude. 

a possible need for chaaiges to the EPOSS counter application; 
a possible need for changes to the TPS host application (reconciliation); 

IN revisiting of capacityimodels and infrastructure deployment plans (number of communications 
devices etc);

a retesting of the modif}rd system; 

a modifications to training material. 

It should be noted that the bulk of the benefit payment software has now been developed so no 
mpjor development cost avings for ICL would result. From our understanding of Horizon, we do 
nqr expect the changes quilined above to beorierous, although the need.for:retesting is likely to 
give rise- to a, slip in the r lease date for New Release 2. 

2.3.2.2 Sttittx6i[iry of the Horizon architecture for development of a banking capability 
ICL Pathway appears confident of the feasibility of providing banking services over Horizon. This 
view is supported by the P Pontis report. However, this-assessment of feasibility is based on a high-
level technical design wiich, in turn, is based on a number of assumptions about the business 
requi-'ement and the business, technical and procedural aspects of the putative interface between 
Horiron and the banks. I 

Further definition of the business and technical requirements, and their agreement by POCL, ICL 
Pathway and the relevant banks, would be required before the impact on the Horizon architecture 
could be confirmed. We lave commented an the issues involved to section 2.2. 

The.other area which will require more thorough technical review is the impact of on-line banking 
authorisation requirements on the current Horizon architecture. One option for the transmission of 
the messages coasiirutin the authorisation dialogue is the Riposte infrastructure. Riposte is 
essentially a batch sysrerp, albeit with frequent batch transmissions (at 15 minute intervals). The 
ICL c.esigi relies on the :use of "priority messages" which will cause a batch transmission to be 
"forced". ICL is confidegr that Riposte is sufficiently robust to be used in this-way. However, this 
is an urea of potential teclinicaI risk since we understand there to be no Riposte implementations of 
this size in existence, let alone any with significant on-line elements. Pontis has highlighted this 
as a risk area.

2.3.2.3 Porenual for early intro4crion of EFTPOS and casltback 

There is already an intention, although not a commitment, to introduce EFTPOS capability into 
Horizon. Given the risks associated with the establishment of a network banking interface,- it may 
be appropriate to consider introducing EFTPOS into Horizon in advance of the move to full 
network banking. This j ould prevent the loss of customers moving to ACT should the full 
network banking implem4ntation be delayed. - 

2.33 Option 2 tiaw=ales  , 

It is necessary to considerlboth- - 

3 
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a the timescale for the ;national rollout of a revised version of New Release 2. This is needed to 
obtain benefits from the order book control system (electronic stop notices) and the automated 
payment and point o !sale systems. Optionally, EFTPOS capability could also be included, 

a the timescale for the seease of full network banking. 

Without discussion with; ICL, discussion with the banks, detailed analysis of existing plans and 
derailed planning of the new activities, the estimation .of timescales for option 2 is somewhat 
probiematie. However, tp facilitate the comparison of options, we have established the indicative 
rapgc of timescales depjcted by the figure below based on our high-level understanding of the 
project plans and methods, and the system archi[ecrure. 

1999 2000 2001 2002 2003 2004 

Roll out revised NR2 Y."t 

Agree Banking Regt Y= 

Development

Tesring & Live Trial 

Pilot (if required)

Rollout "r~~"a~ 

Norc• Light grey buts denote potential slippage either within the task or zs a mutt of suppagt of predecessors 

The individual tasks are described below. 

Roll out revised NR 2 The release content of NR2 must be revised to exclude the benefit 
payment card. In order to ensure that rudimentary banking capability is 
vailable to time for ACT, EFTPOS may be added to the NR 2 
efmition. 

e removal of the benefit payment card is Iikely to necessitate some the
and rete:;ting, although the impact of this may be 

mitigated by the fact that there will be less user functionality to test. 
given that there may be a decision to include EFTPOS in the release, 
we have estimated the net slippage as 3-9 months. 

fhe achievement of a timescale in this range with EFTPOS ,would be 
dependent on a rapid agreement of the detailed requirement. 

Agee banking 4 definition of the requirement for banking agreed by POCL, ICL 
requit•=ment 1;athway and the relevant banks is an essential prerequisite for the start 

df development. 

view this as a risk area. On the basis that work on the banking 
egy is already in progress, we have allowed around one year from 
for the definition of the requirement. However, discussions with 
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J•'OCL suggest that the actual timescale might be up to 9 months later, 
tor example if protracted negotiations with the banks cause delay. 

Deve opment We have estimated 6 to 9 months for the:development-of the banking 
functionality. This may include detailed technical work.with the banks.
This timescale also assumes that there will be a single external 
interface to network balking, eg to LINK - 

Testing and Live Trial IVe understand that testing and live trial of current Horizon releases 
takes around 9 months The reduction in functional complexity arising 
From the replacement of benefit payment with banking may reduce the 
Itmescale. However, stringent acceptance approaches on the part of the 
parks may increase it. 'We have therefore estimated 6-12 months. 

Pilot (optional) There is a possibility that the banks/LINK'would expect to pilot the 
Pperanon of network banking before full rollout began. Such a pilot 
kvould involve a larger number ofoutlets-thanahe live trial. We have 

flowed 6 months for this. Because this is an "optional" activity, we 
ave shown the "best case" bar in the plan running concurrently with 

the rollout. The possibility of the pilot being required is reflected in 
potential slippage (the grey bar). 

Rollout NVe have estimated a "rollout" rate of 300 per week. Rollout timescale 

Wi11 be dominated by 

a time to install PiNpads if these are not installed as part of the 
rollout of NR 2. We would expect that ICL Pathway would seek to 
distribute the upgraded software from the centre by electronic 
means: 

ii rune to train users in network banking; 

In rate at which LINK/a bank would accept additions to its network of 
connected systems. 

Given the plan outlined above, it is likely that POCL and ICL would wish to consider merging 

Nr-w Release 21- with thk banking release'. Components of that release not directly dependent on 
the tanking requirement - for example the key management service —could be developed while 

definition of the banking requirement was in progress. 

Qpition 3: commercial and technical feasibility 

Two main scenarios have been considered here. 

it simple debit terminalF; 

v - a full Horizon replacement, including all the non-banking functionality which Horizon is 

i-.tended to support {other than the benefit payment card and - given the likely timescale for 
p:ocuremcnt - the order book control. system), as %yell as network banking (the "manned 
ATM").

The scenario favoured py Treasury is an initial implementation of simple debit terminals, to 
provide a basic cash withdrawal service quickly, followed by the full Horizon replacement. . 
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We have also considered further option which involves the provision of network banking without 

any other services. This Qption would delay the provision of cash withdrawal as compared with 

debit :erminals and wouli also delay the provision of any richer infrastructure (ug support for 

eleptriinic access to goverpinent services) suitabl. for POCL's longer term strategy. Consequently, 

this option - which was tot carried forward into the Treasury figures - has not been analysed 

further here. i 

2.4.1 Simple debit terminals 

2.4.1.1 Simp:: debit terminals: commercial viability 

The simplest "non-Horizon" banking option for POCL is to install debit terminals and provide a 

service allowing custom' rs to purchase existing goods or services from POCL and also to 

withdraw money from their bank accounts via eashback. To provide this type of service POCL 

would need to enter into agreement with a merchant aequirrr, a bank who would act as the 

inteniiediary between PO L and the card issuer. 

This option has not beep put tbrward as a long-term commercial prospect, but as an interim 

solution which enables POCL to develop a basic banking service as quickly as possible, to prevent 

the less of benefit custot ters on migration to ACT which is envisaged if no post office banking

facilities are in place in tine. It is nOT, however, uaktng POCL into retail banking. 

The viability of this thergfore rests on the feasibility of system delivery within the ACT migration 

tittrescales, together with ;the impact which it might have on the implementation of a fuller banking 

service. 

2.4.1 2 Simp..e debit terminals: t4chniral viability 

Based on our current un erstanding, this option appears relatively straightforward from a systems 

perspective, with PQCL 4irnply behaving as any other retailer who takes debit cards and passes the 

tr4nsuctions on to a merc}ianr acquirer. 

Under a Typical agreement with a merchant acquirer the necessary equipment will be provided by 

the acquirer on a rental ilasis with a percentage charge per transaction value levied for the service 

provided by the merch nt acquirer, as intermediary. These intermediary services include the 

transaction handling, auttiorisation and settlement. 

2.4.1.3 Simple debit terminals: t1mescules 

Dgta-led implementatio4 planning would be required in order to establish timescales with any 

dggrt:e of certainty. However. for planning and comparison purposes, we have derived the 

following timescales, pri arily from POCL estimates with which we have no reason to disagree. 

1999 2000 2001 2002 2003 2004 

Ftocarement 

Operational Trial 

Rollout • ̀  

Note- Llgnt grey b.us denote potential slhppagc eitnor within the task or as a result of silppdge of prcdeecssors. 
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Proeirement We have based our estimate of 12-15 months from the stet of 1999 on 
the POCL estimates provided in the paper Option 3 - -Alternative 
l'eehnology for FOCI, taking account of the fact that work on the 
banking strategy has already begun. 

Operational Trial We have taken our esti_'nate of 3 months from POCL's estimates. 

Rollout We have taken our est:mate of 12-18 months from POCL's estimates. 
The driver for the rollout ttmescale will be the logistics of insiallation 

;and training. 

Note that our costing models assume the earlier dates for these activities. 

Nun-Horizon 'full funciionaliry" option 

Undcr this option, POCII provides network banking services, as described in section 2.2.1 above, 

together with a full functional replacement for Horizon. 

With respect to the baniking component, the general commercial and technical issues raised in 

section 2.2.2 again apply 

"Full functionality" in 4 non-Horizon context has not been explicitly defined to date. For the 

purposes of this assesstren;, we have assumed, in consultation with POCL, that the requirement 

would be for the existi g committed Horizon functionality with the benefit payment card and 

order book control setvides removed, and banking added. Further details of these assumptions are 

provided in appendix C. 

2.4.2.1 Nn-Horizon 'fullfunctionaltry", techtlical viability 

Whilst suppliers may prppose various technical options for this, some of The issues applicable to 

optii:n 2 will be relevant;here too, to particular 

■ the need to reconcile) meeting standards for banking services (eg. the ATM interface) with 

POCL's potential need for commercial diversification; 

a the need to ensure a software basis which enables new applications to be added readily. This 

suggests a PGWindcws front end based on generic software, rather than a system based on a 

more specialist banking package. 

It sl:.~uld also be observid that a full-function Horizon replacement is unlikely to be significantly 

simpler - or necessarily Cheaper- than its predecessor. In particular: 

■ vne connection of tiro Horizon replacemenc to banks' systems or LINK, and the associated 

approval processes 4 analogous to the connection of'Horizon to BA systems, and will have 

similar programme management requirements for the careful planning and execution of 
a.:ceptance rests;

■ a though the bankin application may be simpler than the benefit encashment application, 
much of the complexity of the overall infrastructure - eg the systems management architecture -

may remain

12 
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2 4.2 .2 Nva-.Morison • fu!(functu'naIrç timescales 

Given that the system r quirement - in particular the interface with the banks - has not been 

defircd and that the supplier and solution are unknown, any planning at this stage must necessarily 

be very approximate. N§netheless, for planning and comparison purposes, we have derived the 

timescales shown below.' 

3002 I 2003 I 2004 I 2005 

Establi h.xgtrcticat :ti ' 

Procurement w'ti=~'- 

Dcvcloptrxnt of Pilot 1 -
,mac F: 

Palo[

tzeuuu: 
Note- Light grey bats aenote pitcotial slippage ether within me tas1: or as a result of slippage of ptenccessors 

The specific tads, are dejcribed below. 
1 _ 

Establish Requirement iA definition of the requirement for banking agreed by POCL, JCL 

.Pathway and the relevant banks is an essential prerequisite for the start 
!of development. 

'We view this as a risi` area. On the basis that work on the banking
strategy is already in progress, we have allowed around one year from 

!now for the definition of the requirement. However, discussions with 
:POCL suggest that the actual timescale might be up to 9 months later, 

:for example if protracted negotiations with the banks cause delay. 

Proc.irement jOur timescale estimate of 18-24 months is based on our experience of 
;procurements. There would be some potential for concurrency between 
jthe early stages of this activity and the finalisation of the requirement. 

Development of Pilot We have assumed that it will take around one year to build a pilot for
rollout to around I% of sites. 

Pilot ;We have assumed that operation of the pilot - including rework - will 
I take around 1 year. 

Rollout ' We have assumed a rapid rollout at a rate of 300 per week. 

fore that we have used he earlier of the timescales shown in our consolidated cost model and that 
there is risk attached to those timescales. That cverall earlier timescale - 5.25 years - is in line with 
POCL's estimates. 
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3 Discussion of key assumptions. 

3.1 POCL network modpiling 

3.1:] Prpft impact and networfc. closures 

Them is a close inter-relationship between the figures for 1st round impact on POCL profits,

estimated profit from ban 'ing and the size of the post office network Table I summarises these 

inter-relationships. The recise impact on the size of the network will depend on both the effect 

on sue-postmasters and v{hether they continue in business ("unmanaged closure") and the effects 

on PCCL and The measurfs that they take to reduce their fixed cost base ie. close post offices in 

the locality ('`managed elpsure"). If POCL arc successful in managing closure they succeed in 

both reducing the fixed cost base and in mainTaintng their income flow. Of critical importance to 

the extent to which POCiL is forced to carry out closures, is the extent to which banking income 

can replace ]3enefits Agetcy income and hence maintain the viability of the network. 

Key assumptions made b POCL are: 

n that in a managed cloture scenario they migrate 60% of the. PO business to other offices. This 

assumption is based in very little information from a small closure programme in the mid 

1y80s and from resul s from office relocations. Whilst these are rather unreliable guides, we 

have no reason to ehaige this assumption. 

■ that footfall from the [Post Office side of the business To the private side is in the range 27-

3t%°, that this percent'  age of retail customers are PO dependent in footfall terms. This is based 

o,, a survey which interviewed customers of the retail side of the business as to whether they 

had also visited the PQst Office. The core assumption is that if customers had not been visiting 

the Post Office they would not otherwise visit the retail side of the business. This is an extreme 

assumption and is -c§ntradicted by other survey evidence from POCL which indicates that 

between 20% and 65°(o of customers of the retail and post office side would still have visited 

the shop that day ever if the post office were not there. However, the footfall assumption only 
affects the unmanageii closure scenario under Option 3, where as a result the estimates of Post 
Office closures are likely To be overestimates. 

The differential impact 4i the number of post offices between Options 1, 2 and 3 is generated by 
POCL's success in retairjing PA recipients as banking customers rather than order boolUBPC 
cip'tcmers' As discussed in section 3.3, outlining assumptions in the derivation of banking profits 
is critically determined under Options 2 and 3 by the speed with which POCL con get banking 
technology and contrac'I with banks in place in order to achieve a seamless transition of customers 

to accessing bank accounts through POCL. 

3.1.2 Compensation to sub pdscmasters 

POCL have assumed thlt they will pay an amount equivalent to 26 months compensation to sub-

postmasters in respect;of all network closures. This level of compensation is the current 

arrangement if post offices are compulsorily closed It is arguable that declining sub-postmaster 

profits will Iead to voluntary closures, but we accept the judgement that there will be a lot of 

pressure to compensat9 sub-postmasters for closures resulting, indirectly, from a government 

acticn to move to paymgnt of benefits by ACT. 

14 
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3.2 Cost of banking technology 

3 2.1 Option 2 

Setup costs are assumed to be £20m in the early yearn (£l Om for software development costs and 
fl0nt for hardware) \Ve,continue to include these costs. 

The main component of, this cost is The recogration that POCL will need to remunerate ICL for 
their investment, because the loss of revenue for the BPC significantly outweighs any cost savings 

they can achieve at this stage. Option 2 in the Working Group Report included a cost to POCL. of 

£75cn per annum from '001/02 to 2006/07 regarding remuneration of ICL. assuming ICL could 
reduce costs by about 20/0. 

\Ve raked 1CL if they could provide us with information on their reduction in margin if the BPC 
was discontinued. We inade a slight adjustment to their calculations (as they had assumed 
compulsory migration of ACT from 2005/06 sit therefore had included an extended revenue, flow 
from OBCS in partial otfser of reduced BPC revenue). The result is a much lower cost to POCL 
(NPV reduction of £112rrt). 

32.2 Option 3 

3.2.2.1 Debir terminals

The letter from Sarah M ullen (HM Treasury) to Helen Corlett (KPMG) of 7 October 1998 
indicates that the costs tiled for debit terminals in the HM Treasury Working Group Report were 
dcri-, ed from POCL esti(ttates of a setup cost of £18M and running casts of £60M per annum. The 
derivation of these is pr seined in the letter from Mena Rego (POCL) to Isabel Andorsorr (rJ'FI),~ 
131uly 1998.

POCL. quote the followir g setup costs for debit terminal operation: 

Item I Quantity Unit Cost f Total Cost £M 
Outlet mod ifc uonslabour 19,000 75 1.43 

Outlet modifiqttons materials 40,000 50 2 
Installation and,training 19,000 200 3.8 
ISDN connecti n 19,000 300 5.7 

Subtotal ! 12.93 
VAT 2.26 
Project Management 60 50000 3 

Total i 18.1) 

These costs appear reasqnable for working purposes,, although the installation-related costs may be 

underestimated since: 

r[ we understand that 4me outlets may need significant modification; 

• i an-day rates of £1 0-200 are assumed for the installation and Training - These might be too 
lcmw if contract staff eke being employed. 

15 
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pOCI_ quote the follom running costs for debit terminals, assuming 500M transactions per year 

Item i Quantity Unit Cast £ Total Cost £NI 

Terminal rental 40,000 468 18.72 

ISDN rental 19,000 400 7.6 

Call charges 500,000,000 0 025. 12.5 

Consumables 1 40,000 10 0.4 

Transaction charges 500.000,000 0.04 20 

Call centre i for fall-back 
transactions i - 

40 50,000 2+ 

- 
Turnover traini g - 4000 100 0.4 

Relocation co s9 - 380 525 0.2 - 

Sub-total 61.82 

VAT 10.82 

Fraud risk 500,000,000 0.025 12.S 

Total - 85.14 

Further work would bq required to confirm the nature of the call centre requirement and 

corresponding cost. Our {esearch indicates the following running costs for debit terminals: 

Item Unit Cost 

1SDN rental pex year 350
Visa debit transhction cost 0.08 
Switch/Solo ud saction cost 0.045 
IDebit terminal >;ental per year 180 

Soarccs. BT, Inaicat vc costs obtarne4 rufotmally from a mcafiant eequircr

Subt;,ituting these figurtis into the table and assuming an even distribution between transaction 
types, we obtain: i 

j - 

Item Quantity Unit Cost £ Total Cost £M -

Terminal rental! 40,000 180 . 7.2 

ISDN rental 19,000 350 6.65 

Call charges 500,000,000 0.025 12.5 - 
Consumables 40,000 10 0.4 
Transaction charges 500,000,000 0.0625 31.25 

Call centre for . fall-back 
transactions 

40 50,000 2

Turnover trainipg 4000 100 0.4 

Relocation cos 380 . 525 02 
Sub-total t 60.6 

VAT 10.6 - 

Fraud risk ! - 500,000,000 0.025 12.5
Total 83.7 - 
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Thcsc costs arc very similar to those quoted by POCL and are reasonable for working purposes 

ficiwever, further work wpuld be required to confirm the call centre costs Noie that these figures 

assume a transaction vol{ime of 500M. In our consolidated costs for option 3, we have assumed 

lower transaction volume] to reelect the phasing of the introduction of ACT 

3.2.2.2  Fz,ll juncttva Horizon Be lacement 

The letter from Mena Reo (POCL) to Isabel Anderson (DTI) of 7 August 1995 indicates that the 

original POCL estimate 4upphed for input to the HM-Treasury Working Paper for a replacement 

full-function Horizon wad a one-off cost of £109M with ongoing running costs of £74M. 

The letter also indicated (that subsequent work had led to a revised estimate of a one-off cost of 

£301vi-60M and running:osts of £60.M-100M. 

We understand from dis ussion that at least the- initial estimates-were derived from the Pathway. 

charges for the service which would be being provided (ie banking and no benefit payment card). 

it is our view that comparison with Pathway charges may not" be' an -appropriate means of 

esliniating the likely future costs of a Horizon replacement. This is for the following reasons: 

a The number of transactions passing through the replacement will be lower than would have 

p_ssed through Horizon since the number of banking transactions will be less than the number 

of benefit transactions. All other things being equal, this would cause the supplier to raise 

transaction charges correspondingly. 

■ The nature of the prI position will be different in market terms, For example, an increased 
emphasis on bankin, and electronic government may encourage suppliers. to view the 

opportunity as worthy, of strategic investment - this would tend to lower charges. AIternatively, 
suppliers may perceive the opportunity as being high risk because of The fate of Horizon - this 

would tend to raise prices. furthermore, the revised mix of services required may give rise to a 

c:impetition very different in character from that of the original procurement. 

N T.ie winning supplier might take a different approach from that adopted by Pathway, for 

e~:ample making mor use of existing infrastructure, thereby allowing charges to be reduced. 

■ Inc detail of the requirement is not yet known and may differ significantly in complexity from 
that of Horizon. 

In order better to assess ' e potential range of costs for a Horizon replacement, we have modelled 
the possible costs of a 

he
replacement and then determined the revenue which a supplier 

would require for the project to have an Internal Rate of Return of 15% - a (conservative) industry-
standard figure for bid/p`ojeet evaluation. - - 

Irl order to reflect the 
I

r4nge of influences on price, we have modelled a number of scenarios of 
which three are shown fire: -

a Scenario A - integrated solution - largely constructed from scratch for the project; high 
implementation eape?c; significant proportions of support infrastructure dedicated to project; 
rollout at 200 offices iper week; high proportion of contract staff. 

• Scenario B - significant element of reuse in development and support, implementation capex 
a.hd ongoing operatio~hal costs reflect significant economies of scale and very strong, purchasing 
power, rollout at 300joffices per week; no contract stafr: -

i

l7 



POL00028638 
POL00028638 

16-10-98 1830 FROM- 1-469 P.10/12 F-724 

it ti Trcwury 

Br, efittAgency/Post 0 ice Couatrrs limited uuiomatuonproject 
K'or,6ng Drtrgt-16 Ocrober 1998, 

a Scenario C - as scenario B but with the contract staff proportions and equipment costs of 

scenario A. 

Scenittio A and scenario 13 represent extremes - the former would be likely to represent an 

uncompetitive solution while the latter would require an unusually strong combination of human, 

knowledge and infrastructure assets. Scenario C represents a potentially realistic point between 

thwse extremes and has a; per-rermtnal cost consistent with other managed service projects known 

to US. 

The models are based onthe following assumptions: 

■ initial development fakes 1 year and is followed by a pilot rollout to 1% of sites. This 

assumption is primarily driven by the issues relating to acceptance of the infrastructure by the 

banks. In making the timescale assumption, we have assumed that only a single external 

interface - whether Tq an intermediary such as LINK or to a single bank which then provides 

the interface to other banks - is required. 

• Full rollout begins o~ie year later. This, assumption-derives=both:-from consideration of the 

Horizon experience aid,- again, from the need to have acceptance from the banks prior to full 

rollout 

■ It is assumed that there are 19,000 post offices with 40,000 counters. The average number of 

counters in crown, uri~an and rural post offices is assumed to be 5, 3 and I respectively. 

• Full functionality is Ossumed to comprise current Horizon without the benefit card but with 

network banking. Furjher detail is provided et appendix C ro"section 3. 

a Rather than consider{ possibly charging models in depth, -we have modelled a flat revenue 

stream starting from rte beginning of rollout 

• Both inflation and thq deflationary pressure on technology costs are ignored. 

I A 10-year contract is hssumed. 

a it is assumed that the service is being purchased as a managed service. However, we have not 

assumed PFi-type risk: transfer either in the costings or in the required IRR. 

a Same provision has' been made for ongoing enhancement of the system but there is no 

provision for major technology refresh 

It should be stressed that the estimates of cost bear a-very high margin of error since no detailed 

system requirement yet ixists. 

It is .iseful to note that ttje principal cost drivers emerging from the modelling exercise were; 

■ manpower costs - pr • jects of this size frequently involve large numbers of contract staff with 

annual costs in exees off 100,000; 

■ capital cost of implementation, particularly the cost of counter equipment; 

• operational costs, pam ieularly systems management, support (1st to 4th lint) and maintenance.

1'Jbt:. that the costs presented below exclude VAT. 

18
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Scenario t1 
item ; 1 , 2 3 4 5 6 7 8 9 10 

Hgaaquancrs Functions ! 4 4 4 4 4 3 3 3 3 3 

Design & Development 17 17 12 8 5 5 5 3 5 

Initra: implcmrntation 30 10 91 90 0 0 0 0 0 0 

Opcnuwn & Support 16 20 28 36 46 46 46 42 36 36 

Tgtal  67 51 135 138 54 54 54 51 45 45 

Aasuulcd Rcvcnue txctVAT, - 0 0 110 110 110 110 110 110 110 110 

Cash Flow -67 -51 -25 -28  56 . 56 56 59 65 65 

Scer,arfo B 
Item 1 2 3 4 5 6 7 8 9 10 

Hcad;aaners Functions I 1 1 1 1 i 1 1 1 t 

Desrb1 & Aevelopmrnt 6 6 4 3 2 2 2 2 2 2 

Initial Implementation 29 11 104 26 0 0 0 0 0 0 

Operauoa Support 8 10 I5 20 35 26 25, 24 20 20 

To 44 28 . 124 50 29 28 28 27 23 23 

A;sutzed Revcnuc ezel VATI U 0 67 67 67 67 67 67 67 67 

Cash Flow I .44 -28 . -5? 17 38 39 39 40 44 44 

UIR  ! 15% 

Scenario C 
ltcm ' 1 2 3 4 5 6 7 '8 9 10 

Hfadquarters Functions I 2 2 2 2 2 2 2 2 2 2 

Dcsiga & Dcvclopment I -9 8 6 4 3 3 3 3 2 2 

Inaiallmplementation I 3U 12 135 34 0 0 0 0 0 0 

Operir on do Support S 11 16 20 26 26 26 24 21 21 

Total i 49 33 159 60 31 31 31 . 29 .25 25.1. 

Assumed Rcvenuc ezcl VAT; 0 0 79 79 79 79 79 79 79 79 

Ch Flow I -49 -33 -80 .19 48 48 48 50 54. 54 

lit 15% 

3.2.3 Cost of banking feehno(pgy - LINK churges (both Options 2 and 3) 

Connection to - the LIN( network is a potentially attractive option for the implementation of 
• network banking, althotlgh the agreement of LINK to such a proposition is by no means certain 
(L2.2.3 refers).

Fpr the purposes of costing, we have assumed such a LINK connection. On the basis of informal 

discussions with LINK, } e would expect the following charges to be incurred: 

I
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■ a joining fee payable On entry to the network - £250,000 approx - amount is at the discretion of 

the LINK board; 

rc a LINK switch connection fee is payable for new members connecting directly to the LINK 

central switch - f80,c00 approx depending on the complexity of the technology used by the 
connecting financial i stitution, 

K a fixed monthly me Ibership fee, -varies according to size of the institution and is set at the 
discretion of the L1N board - £1,000 - £2,500 depending on the size of the members ATM 
network (more expen ive the fewer ATMs the member has) - assume £ 1,000 for POCL; 

N a monthly processor fee is payable by those members whose system is connected directly to the 

LINK switch - £l,00 flat fee" for connection, £750 eomms charge and £100 per ATM to a 
maximum of £8,000; 

■ a switch fee is paid 4  LINK by card issuer for every transaction that crosses the switch, - the 
with significant discdunts for volume - 7.13 pence to 0.49 pence sliding-scale banded rates 

based on number of tr~:ztsactions processed. These terms will not-necessarilyaffect POCL since 
POCL will not be a c d issuer. However, this charging regime underlines the fact that POCL 
would be chamng ae i territory in joining LINK 

3.2.4 - Cona'olidated casts for ojtion 3 

This section consolidates.the costs for the implementation of simple debit terminals followed by a 

full-Ibnction Horizon replacement. It assumes the following: 

e Seenano C for cost ofiHorizon replacement - -

■ Debit terminals rolledlout over the course of year 1999/2000 to 2000/1. - 

R Rollout of Horizon replacement - and hence payment of flat rate - starts in January, 2003. In . . 
2002/3, therefore, 25? of flat charge is incurred and 10% of banking transactions go through 
Horizon replacement. i 

x Rollout completes April 2004. In 2003/4, 60°% of banking transactions go through Horizon 
replacement 

■ POCL costs of proeurhment and management of Horizon replacement not included. 
1 

pebitterminal transaction costs take account of phasing of migration to ACT, 

All costs in £bit ; 
Iitm 99x000 2000101 200112 200213 200314 200415 200516 200617 200718 200819 2009110 

Debit Tarminpi . 
Sctup ofDebITTcznlnal Inci VAT : 9 9 

8 0 0 0 0 0 0 Fixed Running Costs Intl VAT 5 15 20 18 
Ttunsaction Cpbz:, Incl. VAT I 2 916 5 832 5.346 0 0 0 0 0 0 

Horizon Rep1geemenf 
Horizon Rcpl4caucnt Cost cx VAT i 1975- 79 79 79 79 79 79 79 79 

VAT on Horizon 2cptnecment I 3 45625 13 825 13.825 13.825 13.825 13.825. 13.825 13.825 13.825 

LINKConnccriun Fccs Inct VAT l 0.38775 
1 lNK uniting Costs met VAT 0 0.132 0132 u 152 0.152 0152 0 152 0.152 0152 

Total Ind VAT  14 - 24 46.51 116.809 106323 92.977 92.977 92.977 92.977 92.977 92.977 

. i 
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I " 
3.3 Banldng profits 

POC .. have estimated fi.jture income from banking with reference to consultancy provided by 
McKinsey and to some oil their uwn, limited, research. The driven of total income are the amounts 
banks are willing to pay, and the number of eusurmers and transactions POCL are able to attract.

3.3.1 Payment from banks 

POCL based their calculations on an income per account per annum of £25 (which Treasury 
revised downward to £21 in the Working Group Report) However this is value is based on 
discussions which McKinsey held with banks regarding hots much they would be prepared to-pay. 
for their customers to bl able to use POCL for banking transactions should the bank wisli. to 
reduce the size of its nemork to achieve cost savings:

Our discussions with baijks indicated that payment on a per transaction' basis would be more 
likely and around Sop - Op is a frequently quoted range. We asked POCL to assume SOp per 
transaction in their revisei modelling. 

3.4 Key DSS assumption 

3.4.1 Costs of.4C1'' 

DSS administrative savings estimates include the cost of transferring cash by ACT into benefit 
recipients' bank accounts.1 However, in addition to this cost there will be a cost to the banks of 
cuitorlers withdrawing cash from their accounts which is estimated to lie in the range of 5Op-9Op
(dependent on whether th4 withdrawal is through an ATM or over the counter and the extent to 
which fixed costs of the blanch network are included in the calculation). to the case of the 
"unbaaked" a provision h4s been made in the estimates of £32 million per annum payment by DSS 
to the banks for them to take on ibis business without charging their customers for cash 
withdrawals.

Discu;.•sions with the bank held by both DSS and KPMG have not indicated that banks would seek 
to charge for such service] and indeed there is considerable interest in attracting new customers 
even through they are benefit recipients There is some concern about large additional numbers of 
customers using their branch network at a time when banks are seeking to transfer cash 
withdrawals to ATMs. However, this illustrates the potential for the Post Office to develop its 
barlkug business alongside the move to.ACT. 

In the case of the "banked, DSS have assumed that banks would not seek to recover any 
ad4ttiunal costs. There is number of possible justifications for this. 

N barks would obtain ad linonal money flowing into bank accounts, the interest on which would 
help offset any additional costs, 

■ individuals would mar43ge their accounts and their pattern of cash withdrawals in such a way 
that they do not incur additional charges. 

Whilst this might appear to be a somewhat extreme assumption, in the course of our (limited) 
interviews with the banks this has not been seen as an issue. Our judgement, therefore, is that in 
view cf the existing provision for possible costs of the unbanked which appears to be quite 
prude..t. there is not the need to make any additional provision for this sum: Indeed, the 

21 
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prospective move to ACT Or benefit recipients may be a uscful trigger for the banks to consider 

• sedou,1y the banking propIosuton being made by FOCI. -
i

I 

I 

I 
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4 Summary of financial results.-

4.1 peftuition of options' 

4.1.1 Option 2: Continue With

Option I involves eontinying the project including the benefits payment card but with amendments 

to the contract, in particular extension of its duration 

This 'option has been subject to refinement as a result of the work being undertaken by the 
Independent Advisor, wh¢ is facilitating discussion between the parties to see whether: 

■ satisfactory commerci:l terms can be agreed for continuing the project;

a outstanding difference on the timetable can be resolved; 

tit a credible programme !for full implementation can be agreed. 

For ti;e purpose of establishing a fixed position in the time available to complete our consultancy, 
we will define option 1 according to the assumptions in the core case (30 September) and in the 
Independent Adviser's prpposal (11 October). 

• Yeur snded Mar 199 '00 '01 '02 '03 '04 'OS - '06 '07 '08 '09 '10 

Roll out of system: 

- completed

PQCL introduces 
bagkuig services:

- limited facilities 

- fpll f cilities `I 
i J

BA moves to ACT 

SA fiaor payment to 
POCL ends 

1Cl- contract ends with: l 

-13A 
.f . 

-!0d1. 

Additional details of opt on I are as follows' 

■ ACT migration rate oft 20:40.40 over 2006-2008 

z FOCI. to accept refreih costs 

i Cancel 3% pa price rjduction from 2006 onwards 

• K POCL to agree to banking business guarantees at a level consistent with reasonably achievable 
targets I 
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n Some increase in valutpe guarantees from BA to POCL 

4.1.2 Option 2: Continuation ail Horizon without rims 5enefi1s payment card 

Opttoa 2 involves restructuring of the project without the benefit payments card (BPC) to allow an 

earber move to ACT an4 parallel, provision of banking services in post offices. BA withdraws 

from .111 contracts with 1CL for the development of the BPC on the grounds of failure to perform, 

and POCL works with IC .. to implement Horizon technology -

i 

Year ended Mar t99 '00 '01 '02 '03 '04 '03 '06 '07 '08 '09 '10 

Rol I 0.11 of system

- start, - 1 . 

- completed d 

POCt. introduces 
banitlug services:

- l m ited facilities I
- full iacilities 

BA moves to ACT 
'1 BA tluor payment to 

POCL. ends 

LCL cmtract ends with: 

-BA 

,FOCI. 

4.1.3 Optiva 3 Horizon cane led 

Option 3 involves canceling the wholeproject (on the basis of ICL's breach of contract for failure 

to meet agreed timetable) and POCL commissions an integrated Technology platform to enable it 

to oficr-bathing services'as soon as possible. 

Year eadrd Mar 1'99 '00 '01- '02 '03 '04 '05 '06 '07 '08 '09 '10 

POCI- introduces 
banking services: 

- basic technology ; '1 

- full banking services 

Bp ritoves to ACT 

13,4 floor payment to 
POCL ends 

ICL uontractends :-

i 
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4.2 Financial results 

4.2.1 Finttr. cial results: f loot p,iYment from BA ro PCOCL ends whin ACT migration complete 

NPV of the options disco~inted at 6% to 2009/10 

Note NPV figures for options 2 and .3 assume no compensation is paid either to or by ICE. 

£billion I Option 3 Option 2 Option 3 Option 3V 

DSS :4ministrative savings 0.4 1.0 1.1 1.0 

DSS programme savings' 

Ncr impact on DSS 

0.9 
 1.3 

0.8 

1.8 

0.8 

1.9 

0 8 

1.8 

Net impact on POCL 0.2 -0.4 -0.9 -0.8 

Oyer-ill NPV savings 1.5L  : 1.4 1.0 1.0 

4.2,2 Financial results: floor 4ayment from B4 ro POOL ends when ACT migration beg ins 

NPV of the options discoµnted at 6% to 2009/10 

Note NPV figures for options 2 and 3 assume no compensation is paid either to or by 1CL 

£billion Option I Option 2 Option 3 Option 3V 

DSS administrative savings 13 1.3 1.3 

DSS programme savings) 0.8 0.8 0.8 

Not.mpact on DSS 21 2.1 • 2.1 

Not impact on POCI- -0.6 -0.8 -0 8 

Overall NPV savings n/a. 1.5 1.3 1.3. 
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FLOOR i OR PAYMENT TO POCLENDS WHEN ACT MIGRATION COMPLETE 

1998.99 1999.00 2000•01 2001.02 2002.03 2003-04 2004-05 2005.06 2006.07 2007,08 2008-09 2009.10 NE' ' ®6% NPV @a 6% 
••md m ' 

o2010 1o2005 _ 

2 Conlinuntion of Ilorinon w)Ihou l APC, mots to ACT (comnutsorr from 20011021, floornaid until 2003/04 

%of claimants paid by ACT 30% 30% 42% 53% 70% 88% 100% 100% 100°/6 100% 100% 100% 

%of transactions made by ACT 13% 14% 22% 34% 53% 73% 96% 9935 100% 100% 100% 100% 
T :

DSS net administrat)ve savings (Lm) -10 -15 -35 -15 25 73. 120 435 435 435 435 435 1,306 87

-10 -10 -10 -10 -10 -10 -10 -10 -10 -10 -10 -10 .84 .56 
contingency 
DSS savings (Cm) 0 5 90 130 135 135 135 135 135 135 135 135 847 469 

programme 
Payment to banksPOCL forunbankcd" 0 -8 -20 -30 -33 -32 -32 •32 -32 •32 .32 -32 -205 -115 

385 
.._...-- --~'otalDSSsavIngr-(Lm) --- - -•----...:ZO__... __ ~6. __-- ~5.._ _..._7S_.._ _. ] 18 .---- 168 _-_• 213 - __ 52B - -- 528..- 52B - --. 528• -- •-528 •--- - 1,8G4  _- _. 

first round impact on POCI. profrls fpm 0 5 10 20 30 40 -32 .163 -198 -183 •168 -151
-427 58 

0
compensation to subpostmasters 0 0 0 0 0 0 0 -94 •94 •94 -94 

-1 
-94 
-1 

-263 
•228 -195 

costofbankinglechnologyfor POCL 0 -3 -33 .71 .51 '-51 -SI -31 -21 •1 
119 120 120 493 161 

t,{

profits for POOL from banking £m 0 0 0 11 38 
17 

78 
67 

104 
21 

116 
.172 

317 
-196 -159 .143 -126 -426 25 

• Total Impact on POCL 0 2 -23 -40 

impact on PO network rural 0 0 0 0 0 0 0 •200 -400 ' -600 -800 .1,000 

urban 0 0 0 0 0 0 0 -1,200 .2,400 -3,600; .4,800 .6,000 S' 

total 0 0 0 t} 0 0 0 -14130 .2,800 .4,200 -5.600 -7,000 

NETIMPACTONPUBLICSEChOR 1,438 410 ~# 

3 horizon cancelled: ACT romnulson' for nil claimants from 200110.2, floor fuels 2003104 

% of claimants paid by ACT 30% 30% 42% 53% 70% 88% 100% 300% 100% 100% 100% 100% 

%of lransactionsmade by ACT 13% 14% 22% 34% 53% 73% 96% 99% 100% 100% 100% 100% 

DS5 ne adminislmttvc sav)ngs (Lm) -10 .15 -35, -IS 25 75 120 435 435 435 435 435 1,306 81 

'contingency -10 .10 ,-10 -10 -10 -10 •10 •10 .10 -10 -10 -10 -84 .56
469 

USS programmcsavings (im) 0 S 90 130 135 135 135 135 135 135 135 135 817 
-205 -115

Payment to banls/POCL for nbanked" 0 -8 -20 .30 -33 -32 -32 -32 -32 -32 
528 

-32 
528 

•32 
528 1,864 365 

Total DSS savings (fm) -20 -28 25 75 118 168 213 520 528 • 

first round impact on POCL profitsim 0 5' 10 20 30 40 0 -136 -137 - .138 .135 -134,
0 

-302 . 79
-429 

compcnsatIontosubpostmasicis ' 0 -108. •108 .108 -108 •108 0 0 
-93 

0 
-93 

0 
•93 

0 
93 -93 

-429 • 
-554 -293

• 

: .-d
cost of banlang technology for POCL 0 •14 .24 -46 -117 •106 •93 

116 117 118 119 120 428 98 
profits for POCL from banking fm 0 0 0 .7 -22 76 100 

7 .113 .113 -113 -109 -107 -856 -545
Tara! impart on rOCL 0 -117 -122 -141 -217 -98 

- 
impact on PO nciH'er}, rural 0 -800 •1,200 •1,800 -2,400 •3,000 -3,000 •3,000 .3,000 •3,000 .3,000 . •3,000 T, 

urban 0 •1,400 •2.800 -4,200 -5,600 .7,000 .7,000 - , •7,000 -7,000 -7,000 •7,000 ' -7,000_ ,

total 0 •2,200 -4,000 -6,000 -8,000 •10,000 -10,000 -10,000  -10,000 -10,000 .10,000 -10,000

NLTIMPACTONruaucsl;CTon 1,008 160 

1I0Rt2„DT.XLS-16110198 2o13 
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HORIZON: SUMMARY OF CENTRAL OPTIONS- RA FLOOR PAYMENT TO POCL ENDS WIZEN ACTMIGIRATION COMPLETE

1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-OS 200S-06 2006-07 2007-08 2008-09 2009-10 NPt' @ 6% NPtr @ 6°/a 
to 2010 1o2005 

Baseline 
%of claimanispaid by ACT 30% 32% 33% .b'Yo 36% 38'x° 3 'o 41% 42:0 44 45:v 4;':~

%oftransaclionsmadebyACT 13% 15°/a 16% 18% 19% - 21% 22% 24% 25% 27% 28% 30"/a .~ 

DSS administrativeoosls 530 530 525 525 525 520, 520 515 515 510 510 505 o ra 

CAPS costs 100 20 20 20 20 20 20 . 20 20 20 20 20 

total administrative costs inc CAPs 630 350 545 545 . 545 540 340 535 535 530 530 525 i•

DSSprogrammesavings(ESNS) 70 70 70 50 50 50 50 30 .50 50 50 50 

FOCI. profiu Im 30 25 20 10 0 - 10 -20 - 50 - 50 - 60 - 60 .70 
 

4 

POCL ncirvork rural 9,000 8,800 8,600 8,400 8,200 8,000 •7,800 7,600 7,400 7,200 7,000 b,800 

urban 10,000 10,000 10,000. 10,000 10,000 10,000 10,000 10,000 10,000 30,000 10,000 10,000 

total 19,000 18,800 18,600 18,400 18,200 18,00D 17,800 17,600 17,400 17,200 17,000 16,800 

I Conlimrewilh prolcth ACT' nri ration2005106to2007108 floor until 2007108 er CC 111101981 

%of claimants paid by AC7 30% 32% 33% 35% ' 36% 38% 39% 45% 64% 88% 100% 100% 
` 

0/. 
, 
of fransaciions made by ACT 13% , 15% 36% 18% 19% 21% 22% - 25% . 52% 77% - 100% 100% u 

'DSS net udminislrulirc aavuib5 (fill) -2c ° -80 •60 .20 40 60 60 40 30 40 4011 400 426 •49

contingency 0 0 0 0 0 0 0 0 -10 •-10 .10 •10 -22 0 

DSS progamme savings Um) 
"unbankcd" 

0 
0 

5 
0 

110 
0 

135 
0 

135 
0 

135 
0 

135 
0 

135 
0 

135 
0 

135 
0 

135 
0 

135 
0 

868 
0 

490 
0 

payment lot . 
50 113 175 195 195 175 155 165 525 525 1,272 441 

Total DSS aavings (1m) -25 -75 

fast round impact on POCL profits Lm 0 5 '10 20 . 30 40 
` 

50 80 32 69 
0 

-205 
0 

•204 
0 

II 
-38 

113 
0 : 

compensation to subpostmaslers 0 0 0 0- 0 0 0 .31 .31 
I • I -It •8

cost of barikrnglechnology for POCL 0 .3 -3 -1 
3 

-I 
 5 

-1 
14 

-1 
23 

-I 
45 

-1 
74 

-1 
107 123 123 289 31 

profits for POCL from bankingfm 0 
0 

0 
2 

0 
7 22 34 53 72 93 74 175 -83 -82 251 136 

Total impact on POCL 

impact on PO network rural 0 0 0 0 0 0 0 0 0 0 0 0 

urban 0 0 0 0 0 0 0 -500 •1,000 •1,000 -1,000 -1,000 . 
-1,000 total 0 0 0 0 0 0 0 -500 .1,000 •1,000 -1,000 

NETIMPACTONI'UIILICSEC•COR 1,523 576 m' 

o• 

T
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x ~MGSUAIMARY 110RIZON OF CENTI1AL OPTIONS - BA 37.008 VAVM1 A`TTO TOOL ENDS \Vi 1E1\' ACT MIGRATION COMPLETE

1998-99 1999-08 2009.01 2001-02 2002-03 2003-04 2004-OS 2005-06 2006-07 2007-08 2008.09 2009-10 
NPV @ 6%010 Nry @6o2905 

3V Variant - Ilorlsan rancrllrrl: ACT com ulm  for n11 dnlmanlF from 2003f04 hoar rn4c2003f06

%of claimants paid by ACT 30% 30% 42% 53%
70% 88% 100% 100% 

99% 
100% 
1000/0 

300% 
100% 

lUU°ro 
100:0 

1 UG°ia 
100% ' 

%of lransaclrons made b1' AGT 13% 14% 22% 34% 53% 73% 96% 
435 1,291 

T 

DSS ncl administralivc savings flm) -5 -10 -50 •20 20 70 120 435 

•10

435 

-10

435 

.10

435 

-10 .10 -84 

- 
6 

contingcncy .10 -10 -10 •10
130 

-10
135 

-10
135 

-10
135 135 135 135 135 135 847 469

DSS p ogmmmc savings flan) 0 5 9D 
.32 -32 -32 .32 •32 -32 -32 -206 116 

•369 
Payment 10 banl:slPOCL for "unbankcd" 0 . .8 -20 -30 -33 

112 163 213 528 326 528 528 ;528 7,849 

--••---- -•--•--' —_—~'o1A11}SS-sallQgs-lfm)—
_ r' _•23,,,_,_ 10 70 . __._. _.._-•- ------'--------•----..__. 

8
 •136 —•

---..._.._.--••--•----•—••-- 
-135 •134 -130 113 

first round impact on POCL profits im 0 5 10 20 30 40 50

0
0 0 

.134 
0 0 0 .429 -429

eomprnsalion tosubpostmas1ets 0 -108 -108 -108 -108 -108 -93 -93 -93 •93
-93 -93 .554 -293 

of ban1ingtechnology for POOL 0 -14, •24 -46 -117 .106

20 36 76 100 116 117 318 334

42

,cost 
profits for POCL from bankingim 0 0 0 0 5

-190 -154 -7 63 -127
-113' -111 -109 -779 -568 

Tolnlimpnrl on l'OCL 0 -117 -122 -134
.2,400 -3,000 .3,000 -3,000 •3,000 -3,000 •3,000 3,000

impact on PO ncltvotk NIA] 0 
0 

-800 •1,200 
-2,809 

-1,800 
-4,200 •5,609 •7,000 -7,000 -7,000 •7,000 •7,000 .7,090 7,000 

urban 
0 

-1,400 
.2,200 -1,000 •6,000 .8, 000 •10000 -30,000 -10.000 -10,000 -10,000 •10,090 •10,000

itibl 
Ni:T1MPACTONPUhLICSFCTOR 1,069 -198 

Noirs 
I A negative saving means an addition to costs 

2 Baseline asst mrs "business as usual" with no Horizon 

3 Each option is expressed as a change relative to the baseline 

4 NPV figures for option 2 and 3 assume ihal no compensation Is paid either by or to ICI. 

S VAT is included in payments to Pathway by both BA and POOL, and is included in the cost of ne+v banking technology in option 3 

--r 
cm 

0 
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11OIUZON: SUMMARY OF CENTRAL OPTION S - 33A FLOOR PAYMENT TO PO CL ENDS W1LFN COMPULSORY ACT tit l GRATION BEGINS 

1998-99 1999-00 2000.01 2001-02 2002.43 2003-04 2004-05 2005-06 2006-07 2007-08 2008.09 2009-10 NPVC6% NP\'Q6°/. 
1o2030 to 2005 

2 Continue lion of linriron n•ifboul BPC mnrr to ACT(compubors' from 2001/02) flnnr paid unft120011Ut 

%of clstmanfs paid by ACT 30% 30% 42% 53% 70% 88% 100% 100% 100% 100% 100% 100"/0 

%of (ransautons made by ACT 13% 14% 22% 34% 53% 73% 96% 99% 100% 100% 100% I00"/o 

DSS nil administrativesavinLs (for) -10 -15 -40 10 95 190 290 435 435 435 435 435 1,568 349 

conlmgency -10 -10 -10 -10 .10 -10 -10 -10 -10 .10 -10 -10 -84 -56
469

DSS programme savings (f.t)) 0 5 90 130 135 135 135 135 135 135 135 135 847 

Payment to banksROCL for "unbankcd 0 -8 -20 -30 -33 -32 -32 •32 -32 -32 -32 -32 -206 •116 

--- - --• -- ?olelU:SS- iavrn - m ---- -Z0 -- :2g ----- ZQ --- •100--- 1" -- -283---•383- -52@-.- - 528 - 528- 526 • -528-•-•--2(25-. ._._ 640.__• 

frrsfroundlmpadonPOCLprofrts£m 0 5 10 •1 -30 -41 -52 -213 -198 -183 •188 -155 -603 -74 

compcnsalton to subpostmaslcrs 0 0  0 0 0 0 0 -94 •94 -94 -94 -94 -263 .0 
-195 

cosfofbtuskingluhnologyforPOCL 0 •3 -33 -7) -51 -51 •51 -31 -21 
117 

-1 
1)9 

-1 
120 

-1 
120 

-228 
490 159 

profits for POOL from banking l:m 0 0 0 11 36 78 
.14 

103 
0 

116 
•222 -196 -159 -163 -130 -604 -109

Total impact on roCL 0 2 -23 -61 -45 

0 0 0 0 0 0 0 -200 -400 -600 .800 .1,000
impact on PO nctwod, turn] 

urban 0 0 0 0 0 0 0 -1,200 .2,400 -3,600 -4,800 -6,000 

(rill is P 0 0 0 0 0 -1.400 -2,800 -4,200 -5,600 -7,000 

NET IMPACT. ON PUBLICSECTOR 1,521 537 

3 1)oriton canccllcd• ACT ronrptihory for all claimants train 2001/02, ]loot coils 2001102 

v1.of claimants paid by ACT 30% 30% 42% 53% 70% 88% 100% 100% 100% 100% 100% 100% 

%ofirlmsnctionsmadcbyACT 13% 14% .22% 34% 53% 73% 96010 99% 100% 100% 100% 100%

DSS net adminrstralire strvings (im) -10 -IS -40 10 95 190 290 435 435 435 435 435 1,568 349 

contingency .10 .10 -10 -10 -10 •,-10 -10 -10 •10 .10 •10 -10 -84 -56 

DSS programme savings (£m) 0 5 90 130 135 135 135 . 135 135 135 135 135 847 
-206 

469 
-116 

Paymcnttobanks1POCLfor'nnb3nkcd 0 .8 -20 -30 -33 -32 -32 -32 -32 
528 

-32 
528. 

-32 
528 

-32 
528 2,125 646 

7b 181DSSsavingi(fm) -20 -28 20 100 187 283 383 528 

fustroundimpaclonPOCLprofitsim 0 5 10 45 35 27 0 -138 -137 .136 -135 -134 
0 

-288 94 
-429 A 

comp nation to subpostmasters 0 •108 -108 .108 -108 -108 
-106 

0 
-93 

0 
-93 

0 
-93 

0 
.93 

0 
•93 _ -93 

-429 
-554 -293

, 
cosrofbank,ngtecbnolobYforPOCL 0 .14 

0 
•24 

0 
-46 
-6 

-117 
-21 76 100 116 1)7 118 119 120 430 100 

profits for P0Cl. from banking im 0 
0 

• 
-122 -115 -211 -111 7 .115 .113 -111 -109 -107 -841 . -529 

Total impacton)'OC1. -117 

imps lotsPOnrtwork rural 0 -800 •1,200 -1,800 •2,400 .3,000 •3,000 -3,000 -3,000 .3,000 -3,000 -3,000 '? 

urban 0 •1,400 -2,800 -4,200 -5,600 -7,000 -7,000 -7,090 -7,000 •7,000 -7,000 -7,000

total 0 •2,200 -4,000 -6,000 -8,000 -10,000 -10,000 •10,000 •10,000 •10,000 •10,000 -10,000

NE IMPAC'fONPUf1L1CSECTOft 1.495 117 
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11ORIZON: SUM MARY OP CENTRAL OPTIONS- Bit FLOOR TAV ME1\'TTOPOCLEI I)S\1'IIENCOMPULSORYACTMIGRATIONBEGINS 

1998.99 1999-00 20011.01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 NP\'tJ60/6 r PVQ6% 
102010 -1o2m, 

3V Varian Iloriron caneelled- ACT enmPulcory for all daimnnle from 20931114, frnnrtndI1Ut13AI4 

°/4 of clnimants paid by ACT 30% 3040 42% 53% 70% 88% 100% 100% 
99% 

100% 
100% 

100% 
100% 

100% 
100% 

- 1001/4
100% 

%oflransnuionsmadcbyACT 13% 1440 22% 34% 53% 73% 96% 

DSSncladminislrntivcsnvmgs(Lm) -5 -10 -50 10 90 190 290 435 435 435 435 
-10 

435 
-10 

1,565 
-84 

346 
.36 

contingency -10 -10 -10 
90 

-10 
130 

-10 
135 

-10 
135 

-10 
135 

-10 
135 

-10 
135 

.10 
135 135 135 847 469 

DSS progamme savings(Lm) 0 5 
-3D -33 -32 -32 -32 -32 -32 -32 -32 -206 -116Payment to hanls(POCL for_unbanked 

-- —•_-• .-..--- 
0 

• ----!28-----528 '.—' 
•8 

' ~3"' —f0 
-20 

700. --182 __. ~ _ .. _.. — ~83 ••--528 ------528 ..—__2.122_..—_1..693_—.__. 
Total DSStavingi (l•nt) -] 

10 20 30 73 50 -76 -134 -136 -135 -134 -205 136
first round impact onPOCLprofilsfm  0 5 

0 0 0 0 0 0 -429 '429 
compensanon1osubpos1mttslcrs 0 -108 .108 -108 .108 -108 

-106 -93 -93 -93 -93 -93 -93 -554 .293 
costofbankingtcchnologyforPOCL 0 -14 -24 .46 -117 

5 20 36 76 100 116 117 118 334 42 
profits for POCL from banking lm 0 

0 
0 0 

-122 
0 

•134 -190 -121 -7 -93 -121 -313 -111 -109 -854 -545 
Total impact onPOCI. -117 

impact on PO network nuat 0 -800 -1,200 -1,800 •2,400 -3,000 -3,000 -3,000 
•7,000 

-3,000 
-7,000 

-3,000 
-7,000 

-3,009 
.7,000 

.3,000 
-7,000 

urban 0 
0 

-1,400 
.2,200 

-2,800 
-4,000 

.4,200 
-6,000 

•5,600 
-0,000 

-7,000 
-10,009 

-7,000 
-10,000 -10.000 -10,000 -10000 -10,000 -10,000 

late! 
NET I N1 VA CT ON PUBLI C SECTOR 1,268 99 

Notch 
I An otivc saving mean nn addition I o costs 

2 Bnscl ine nssumes'business as usual" with no Horizon 

3 13ud, opt ion is eri pis sstd as a change relative to the budine 

4 NPV figures for option 2 and 3 assume that no compensation is paidcither by 01 10 ICI. 

5 VAT is included in paymcnls ro Pathway by both BA and POOL, and is included in the cost of new banking toehnology in option 3 
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4.4 Summary of 1:cy assumptions 

4.4.1 
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C) 
JIMTrcasrny . 

Benefits Agency/Post Of ce- Corirnless Lhr ted aetoniatfon project -
Morl ieg Dtoft -16 October 1998 

11 

Assumptions underlying financiol resnits for options. where the floor payment from BA 10 POCL ends when migration to ACT is complete 

Option I Option 2 . / Option 3 

o7~T6sma,r7sa } T -~~--..- ...--- •-----.. .... .... . _._. 

Underlying rate 1.5% 1.5% 1.5% 

BA moves to ACT 2005!06.2007108 2001/02 - 2003(04 2001102 - 2003104 

Rate of migration when 'compulsory' 20:40:40 3433:33 34 33 33 

of transactionspaid b)y4CT 

Lag between migration of customers Periodicttymix: current average 1'eriodscity mix: cunem average Periodicity mix: cuuent average 
and transaction periodicity of paperbased> ACT periodicity of paperbased > ACT periodicity of papeibased > ACT 

DSSnet administrative sm'mgs 

BA floor payment to POCL ends 2007/08 2003104 2003104 

lncremenial investment in CAPS 'Yes- for interface with Horizon 

Contingenlc)v 

ACT costs c10% of ACT costs c]0%  of ACT costs cl0% of ACT costs 

Cost of withdrawing cash by the 
"banked", when moving to ACT 

DSS pr ograunne savings 

Benefit encashment fraud savings c90% of estimated fraud - accrues c90% of estimated fraud - accnics c90% of estimated (rand - accrues 
(incremental to savings from ESNS) with BPC (then ACT) with ACT with ACT 
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Benefits -42mc TJPost Office CONWe,J Limredanton►orion projcrl 

n...r. _

Assut iptions uhilcrlying1rrnnciM results for options -where the floor pnytneut from BA to POOL tads 'when mit ration to ACT is complete • 

Option I Option 2 Option 3 

Changes to periodicity 

Payment Jor• the "unbankerl" 

Incentivise banks (eg remunerate for Upfront II Ofaccount+ ongoing Upfront L10/account •t• on-going Upfront £l0/account -- on-going 
costsof lowmalr~c cult witlLdrmwa )_ _f,Il a.fo,iyaQute, 'unbanked'__ -121lpa-forJ aIf ofthc.unbankcd'.'..:.. .L2flpa.fnilralf.,nilbe.unbankcd'. 

1'lr.st round impact on POCL pr ofrts 

Migration of non-BA business from 60% 60% 60% 
closed PO to other PO 

Retail custom dependant on PQ 27-36% 27-36% 27-36% 
footfall 

PO vision • new services included in Banking only Banking only Banking only 
modelling 

Accessibility value to customers of Excluded Excluded Excluded 
loss of nearest PO (est 7O-Op/visit) 

Conrperrsatiorr to sitbpostmosters 

26 months remuneration due on Paid whether compulsory or Paid whcihei compulsory or Paid whether compulsory or 
incremental closure of POs voluntary closure voluntary closure voluntary closure 

Level of mmuncration , Variable subposrrnnster Variable subposimasrcr Variable subpostniasier 
remuneration= midpoint of before remuneration = midpoint of before remuneration = midpoinl'of 
and aflermigrates to ACT and after migrates to ACT before and after migrates to ACT 

Costing of banking lechuoingy for 
POCL 

Technology Horizon Horizon 1 POCL remunerates ICL Debit terminals initially, then full 
for'rednced margin' re BPC functionality system procured 

a) 

2 
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HM Trcana y
llenefils Agent7v7'a31 Office Counters Lrnnted autonronon project

If'orkrng Draft -16 Orlobrs 1998 

Assumpilons unilcr73Ing fiinancii Tresulls for options - 3vlrcrc the floor pn}mcnt 
from "fA 1oPOCL ends wti'hcnmigrnlion 10 ACT is complete 

Option I 0p1 ion 2 Option 3 

Pr oftt s for FOOL from banking 

Revenue 50p per transaction 5Op per transaction 50p per transaction 

Transactions per customer per annum 30 30 30 

Mmf,-er5harc-ofb a &rsianicrs--- - -2001702 10 G,,,-2002iO3-T5%; -- - • - 200 0240%200 33O%T _. - 200172 t}% ?{i02103
migrating to ACT 2003/04 35%; 2004/05 50%; 2003104 65% 2003/04 50% 

2005106 65% 

Matl;et share of other cash withdrawal Increasing 10 7.5% Increasing to 7 5% Increasing to 7 5% 

Impacl on PO network 

Closures Managed Managed Avoid loss of control 
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16=10 99  18 41 _ FR011= " 
- T ~r. .~ : , , p v~rs ;.... .. N. ~a •r  

' T-469 P.04/08 F-726 

J J. HM Trjwj, 1rI bdr:rfru,rscicy/Post Office Coanrrn Limned auromativa project 
iVwking Draft-id Ociobrr 1998 

Appendix A:1 List of documentation made available to the review 

Benefits Agency I Post Office Counters Automation Project - a note by the Prime 
Minister's Policy Unit and the Treasury 

Review of the $enefits Agency / Post Office Counters Automation Project -' Working 
Group Report- July 1995 

BA / POCL Aiitomatton Programme Review - Report of the Independent Panel - July 
1998 

Post Office Counters Limited - ICL Pathway Technical Architecture Study - Pontis 
Consulting Septmber 1998 

POCL Strategy;- Integrated Economics - Post Office Counters Limited Presentation to 
NM Treasury A~gust 1998 

Horizon Banking Infrastructure - ICL Pathway Ltd• - version 1.1 - 5th August 1998 

POCL Banking Posts (miscellaneous Roxes) - HM Treasury and POCL. 

Option 3 analysis (Jonathan Evans, POCL to Adam Sharpies, Treasury, 2 9 98 and 
4.9.98) 

Departmental Review of Benefit Payment Options - Proposal for increased use of ACT, 
DSS, September! 1998 
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NhlTr~aaury 

&r.rfit Agen y/Past Office Cvttntrrs Iutrued aitnmulian pro/cc..: 
• 

- Wetting Drafr • l6O:wbe /999 

Appendix x: Banking functional assumptions 

In addition to a core "manned AT I" services. assessed in 2.2.1 above, a number of 
further serviced have been discussed by POCL, which have not been reflected in the viability assessjnent. These arc listed below, together with the rationale for excluding 
them from the rviee cenni-

Service - Comments 

Information orf banks' financial Service would require careful negotiation with products 
I 

banks, and may raise regulatory issues, re. giving
financial advice Propose that this is not included in 
the banking validation scenario. '(This would not 
preclude provision of simple product details). 

Corporate banking for small Represents a distinct service area, which may. have 
business users different market requirements. Extension into this 

area may also be resisted by banks. 
Passbook withdiawals This raises logistical issues, particularly given the 

different passbook printer standards and practices for 
different institutions. 

Opening and closing accounts Banks are likely 10 want to retain full control of 
account openings and closures. Assume that POCL 
will provide no more than a form-filling service here. 

r 


