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- I amach as background ito Monday’s meenng the current draft of our work on BA/POCL. I

_relezse a draft. [ am mindful of the very tight umescales under which the working group 1s

_ u cof necessity some bt‘g;hc work has proceedc& in parallel with the result that there are some
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Subject BA/POCL ‘ ‘

should stress that this i% bemng released m a siate which [ would not normelly be prepared to

operanng and therefore ju 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 pnncipal

concerns aré that: !

® it has not been subjedt to any quality review.

izconsistencies. I wauld in particular draw zitention o the following:

- werequested POQL 1o prepare banking profit assumpnions on the basis that under Option

2 a bankang platfgrm would be in place by October 2001, as in the onginal report. The

. view of our banking technology consultants 1s that this could only be achieved if there

were no pilot. It may therefore be more prudent 1 assume a dare 6-12 months later
which will affect the banking profit line throughour;

the more aggressive banking profir assumprions which we had assumed compared to
POCL were not ejrimated to have any wmpact on the size of the network by POCL. We
cansider that this {s an excessively conservanve assumpnon, but has not been reworked.
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It bas not yet been passible to amempt 1o estimate, given the curvent figures wathin the time
aveilable, of the cost of the subsidy necessay 10 keep the network av the same' size berween
Options 1, 2 and 3. W¢ hope 1o do this early nexrt week.

- I'would also swess th:q wnhm the time availeble and wirh the information -available (ncluding

the constraints caused by limied access 1o ICL Pathway) some of the assumpuons made have
becn_somewhar “heraic™._.
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Adum Sharples, HMT
Sarah Graham, DSS

~ Dawvid Sibbick, DTI
Jeremy Crump, CITU : :
Geoff Mulgan, No 10 , -
Jonathan Evans, POCL | g =
Geerge MeCorkell, BA: -

é
Tas,

sammen mettains emnm oo




POL00028638
POL00028638

. 16-10-9

BRLAIA

RO =, T8 P03 123

kb

e mermmomome mae o

HM Treasury ..

- B,eneﬁts Agency/Post Office
Qounters Limited automation project
Aﬁalysw of fall-back recommendanons
1q‘ October 1998 '

RPMG
. Reﬁ cn/dt/"SOlbmtbrcp/hmttbrep




" 16-10-08

18:18

FROM-

| i
!
) 1
Contents!
1 Intrdduction
1.1 Background -
1.2 Terms of reference
1.3 Qualifications
14 Work pndertaken
‘2 Feasibility of fall-back options
2.1 Viabiljry of early sluft 1o benefit payment by ACT
22 Banking viability: common assumptions and issues
2.3 Option 2: commercial and technical feasibility
24 .Optioq 3: commercial and technical feasibility
3 Dlscpssmn of key assumpnons
3.1 POCL merwork modelling
3.2 . Cost of banking technology.
. 3.3  Banking profits
34 Key D S assumptions
4 Sumg‘nary of ﬁnanmal results
4.1  Definition of options -
4.2 Financjal results
44 - Summaryof key assumpuons

e Emmie e teas mimmme @it m——t -

POL00028638

POL00028638

a T-'459 P.0A/13 - F-T23

M Trzc:ur\
Bcnejm Agency/Post Oﬂ'cc Counm: Limured automanion project

- Working Drufi - 16 Ocrober 1996

IO o= oo sve  oms

SN DL w w




Lal

* 16-10-g8

1.1

12

1.3

" Pathway, adjusted in a nu

e ROk N, T P05/13 (=)

M . S i  HM Treasiry

Benefits Agmcy/l’on U/fcc Counters l.muml automution project
Warking Drafs - 16 Octuber 1998

Introduction !

Background K |

In May 1996, the Benef' ts Agency (BA) / Post Office Counters Limited (POCL) sxgned PFI
contracts with ICL Pathv}'ay (ICL). ICL would set up and maintain an automated infrastructure for
POCL to enable beneﬁtf to be paid to customers using a magnetic smp card and to provide a
platturm for other POCL: business.

Ministers have been reviewing the future of the project m view of the serious delays to the
implementation imetable and ICL's failure to deliver a key contracrual milestone for which ICL .

has bzea placed in breacll of contract.

Ministers have decided, {vithout prejudice o sponsors’ legal rz°hr> under the existing contract, 10
allov. a period of one ‘nonth for discussion between the parties 1o see whether sansfactory
commercial terms canP agreed for continuing the project, ourstanding differences on the
nimetable can be resolved, and a credible programme for full implementation can be agreed.

Minicters will need to satzsfy themselves thar the proposed way forward offers best value for
moncy, taking account of' the cosrs o the public secror as a whole, of the alternatives, »

In broad teyrms, the alternetwes to continuing the projecr are:

® 10 abandon the benefif payment. card elemert of the project, but contmue wnh the rest of the
Horizon system; .

l
B to terminate the whole pro;ect and for POCL 1o commission alrernative technology
Terms of reference '

_ The purpose of this constltancy is 1o assist the Treasury with the analysxs of fallback Optlons We
- were required to review and assess four specific ssues:

u PCCIYs nerwork mod [llmg of the impact on the post office network of the loss of BA income
and claimants footfall jncome, in particular: :

u extent of closu.lres and losses if no subsidy were prowded

- ® extent of subsxﬁy required if closures were 10 be avoided..

" m viubility of DSS and BA’s programme for an @arly shift 10 benefit payment by automared credit

tra1sfer (ACT), mclud{ng the impact on the banks and their charges o customers;
¥ ,tm'e:.cale and costs of implementmg an alternative rechnology platform for POCL;

® validity (in both technical and commercial teams) of pursum« the Horizon project wuhout the
benefir payment card.

_ i
Qualifications i
The timescale within whzq'h this work has been c; ireied out has been extremely compressed and we
have been heavily relranL n project costs and assumprions produced by BA, POCL and ICL

ber of cases by KPMG. We must cmphasxse that the realisation of the
projec sions is dependent n the continuing validity of the assumpnoa: on which they are based
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‘ Work undertaken
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Thx is particularly so as concerns the amount and the timing of the cash flows and the effect on
cash requirements. They have been produced for the purpose of comparison of a preferred option
(option 1) against rwo illback options. If Government wished to proceed with either oprion 2 or
3, censiderable further wwork would be required to test these assumptions and producc a business
case before a decision ns‘taken 1o proceed with ither option

POCL’s netwurk madelJ{ag

We held a number of discussions with POCL 1o understand the process of their nerwork
modzslling. In specific a[cas of the modelling we queried some of the assumprtions used in the
network model, and asked POCL to provide further evidence to support their rationale. We also
narea that POCL’s inputs to Treasury were based on scenarios which were not entirely consistent
with the requirements of the Working Group, and so we requested POCL 1o carry out some further
modelling to represent mpre accurately the impact on the network and their profits..

Earl; sluj’z 10 benefi !paJ'ment by ACT

We nnvesngated the feasibility of ACT migrarion plans with the bankmg 1ndu>try, through a :

limited number of telephgne based interviews.

Feasibility: option 2 (Ho)'zzon witheut BPC) and aption 3 (altemaave tecimalogy plagform)
Our ussessment of the tccpmcal and commercial feasibility of opnom 22nd 3 involved: .

m a review of POCL ssumpnons underlying their banking strategy, and thew approach 10
banking technology costings and timescale estimates under options 2 and 3. Discussions were
held with Keith Bajnes (POCL), Tnm O’Leary (French Thomton), and Sarah .Mullen
(T:cas_ury). ;4 i

"W a review of Honizon architecture and ICL/Palhway proposals for baang, together with i issues

aftecting the inclusion]of banking rechnology. Incidental review of the i impact of removing the
benetits payment card from Horizon (though dxscuss:oas here were subject 10 constraints on
coasultation with [CL/Pathway).

® asiessment, in consultation with reta:l bankmg eXPperts, of the technical viability of the bankmo ;
opuons proposed for POCL aad the impact of the associated risks on feasibility, cost and
timescales 25 = .

w construction of costing scenarios for aption 3.

- POCY. banking income agsumptwm

We reviewed the basis oflthe banking income arsumpnons POCL submitted 1o the Treasury. We

- noted areas where there were differences between what POCL submitted, and what appeared in the

‘Warking Group Report. F?r the assumprions prepared by POCL we interviewed POCL employees
to understand the basis and degree of confidence in the assumptions. We preparcd an assessment
of the assumptions used, apd deve!oped revised assumptions.

ceme tei s Semtomion o emees
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‘2‘ e Feasibility of fJaIl back options

Viability of earIy sh'ift to henefit payment hy ACT
]

| .
Bmu.s views on the moye 1w ACT

1o universal payment of benefits by ACT. However, findings of some iniial interviews undertaken
on behalf of the Benefits Agency suggest that, overall, universal payment of benefits by ACT 1S
nqQr &2 area of concern for banks: ‘

Furtzer research would r%e needed to obtain a comprehensxve view from banks regardm« the move

n M:grauon 10 ACT: ‘Bunks would expect thar there would be formal discussions between o
BA/DSS and the indystry, but no problems ure anticipated for a migration period of 1 o years
or three years. Nonce.would only be required if this necessitaed changes to products, payment '

. infrastructures or A’I‘lyfs This is assumed nor 10 be the case;

w Ute of ACT by existing customers- No problems or issues are anucxpatcd here Customers are
free to use ACT mettiods as part of their existing account. The basis of their account 1s- not -

expecred 10 change m
E».isting ATM facilifi
However, it must be n

“ATM, a policy which

prely as a resulr of increasing use of ACT methods for benefits payments. .
les, including free withdrawals, are expected o reman unchanged.
ored that some banks charge customers for withdrawals at any other bank
is expected to continue. Some concern was eXpressed regarding a-

putative increase in c‘cfumer cash withdrawals. [f'there was & noticeably large rise-in counter
ransactions, banks would be likely to review the need for charges in this area. In this .
coanection, itis a co?mOn retail bank sn-atcgy to migrate custome:s out of branches to ATMs
This trend is nov benefits relared; , . ,

| & Q[fermg new accounls to the unbanked. Some banks believe thar they have products well
suited to all sectors of the market, and are keen to extend these to those on benefirs withour
bank accounts and ghe unbanked generally. Under money laundering rules the main
requirement is an addrlss, or & lerter from a hostel director. There are no exclusions for social
group reasons. However, in line with wider strategic cousxderanons, a significant increase in
counter transactions may cause areview of charges; :

®” Use of POCL for cash withdrawals. In a siuation where post offices would offer an ATM or
AT M—type faciliry, thc 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 1o use therﬁ if that was their choice.  Financial issucs relating 1o the provision of
su.h services would bq dependent on a wide variery of issues, and would need 1o be derermined
ona proposmon-by-pr?posmon basis through discussion between individual banks and POCL,

8 Jncreasing volume of gayments via BACS: Banks do not have concems rcgardmg increases in
BACS volumes; .

R Customers of anorher 6anlc switchung their existing account to the bank: No problems or issues
are anticipated here. Some banks are posirtively interested in umracting new customers, and -
betieve they have am'qctxve products to offer. Such products typicully offer an on-line debit
card (no cheque book), ATM withdrawal facilities at no cost (though some charge for using
other bank ATMs), DD/SO faciliries, and counter facilities (though some banks currently
churge for counter withdrawals via such an account). Some products offer modest credit

 fuc.linies 10 allow customers to round up ATM wuhdrawals 1o the nearest £10,

e m—t emse
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Benfi tSAnencjv 1

The DSS’s Depanmema{ Rewew of Benefit Payment Opnons Proposal Jor mcreased use of 4 CT
canciudes that the followmg levels of ACT migration are feasuble :

w60 % by the end of Mizrch 2002;

u 99% by the end of 2094

The paper, which is underpmned by a top-! evel project plan, identfies the fol10wmg key
dependencies: : .

u yesolution of banking fss;xes -see2 l 1;

= agreement on policy issues relatmg to beneﬁts whlch cannot currently | be pad by ACT and to
the unbankable; ; ‘ v

x alsgnment of penodncx 3

x iniroducrion of s:coqdary legislation to maLe ACT the normal method of payment (and .
pussibly also 1o alter penodlcuy) by March 2001; '

" implementation of IT ehange; including those required to CAPS, ,
* The LT changes are scthuled 10 completc by the 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 detailgd plans for the changes at this early stage. The plan shows the cost and

timescale impacr of the 1'1‘ changes being assessed durma 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 ncbanges to be implemented over Bank Holiday weekends, i mcreasmg the

. impact of development slxlppages

Ranking viability: co?nmon assumptions and issues

Scope of POCL banking Service

.Development of a banking T strafegy for POCL 1s at an early stage,. and is unlikely 10 be complete

for a further 3-6 months. -Iowever, the agreed objective is for POCL to provide a delivery channel
for retail banking. POCL: will not be aiming 1o support all aspects of retail bankmg nor will it

_ beconie a bank in its own|right. The provision of retaxl bankmg services via POCL is intended ro

serve i dual purpose

R O arovxde a conrinued benef' 1ts encashment service for benefits customers on’ mlgration 7Y
ACT, and hence a means of tetaining rheu- custom;

& 1o offer a commercial §ervice to generate sufficient profitable busme5> to replace lost Benefirs

Agency income and segure the longer-term future of the post office counter nerwork..

" The proposed POCL bankjng oftermg ‘has been envisaged as the equwalem ofa “manned ATM”.

For the purposes of the vxablluy assessment, the following assumptions have becn made:

" POCL is aiming 10 offér sarvices 1o the bulk of the personal bankmg marker. Agreement with
8-9 significant players is believed 10 be necessary 1o achicve this;

] POCL will offer a standard service to the banks with whom they establish agreements,

——o—nssmmrn
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® customers of banks whxch have cntered Into agréement w:th POCL would have aceess 1o the
core "manned AT servu:es atany post oﬁxce 2 e _
The following are re;,asded as the core servises which muat be prowded as a basic banl\m
servise: i : 7
8 cash withdrawal by $Wlt0thelta card or by chequc Depending on the pohcy regarding :he-
insplemenration of bepef ts ACT for the “unbankable™, cash withdrawal by SololElectron may
at;0 need to be suppo;tcd :
¥ account balance enqumes
B incer-account transferi;
. bill payments; b
u cheque deposits; a
B cash dcposiis; |
W mini-statements;
W stationery ordering. . | .
From a technical perSpedtwe suppon for PINpads is lxkely to be required, and, longer term, the
bapking infrastructure shquld be capable of supporting smartcards, given their likely importance in
future rerail and govemmpnt services. ,
A nurnber of further pos lblc banking services for POCL have bsen dlscusscd, bur have not been
reflected in this viability ?ssessment These are l:sred in appendix B. '
222 'Bank.-ng viability ! . , ,
Assuriptions relaging to time feasibility of banking which affect both oprions 2 and 3 are reviewed -
bﬁ[ow. . ' E B ' ' ’
i
2.22.1 Business case for the "mwmedATM b

Options 2 and 3 (other thqn the simple deblt terminal variant of option 3) all involve the prowslon :
of services equivalent 10 a “manned ATM". The business case for this will need 1o be
substantiated. ' "

Key information requlre(i mcludes further details of the geographxc coverage and approach
envisaged by POCL to déliver 2 “manned ATM” ucross all outlers. Decisions on the number of
outlers and the form of ATM to be provided will have a su°mﬁcant impact on costs and timescales.
Factors to be considered mclude'

® in locations well serv éd by the banks and supermarkets, will "manned ATMs" within post -
ofices offer consume benef‘ ts over existing aliernarive dismribution channels?

¥ in rural areas, will P0¢L be able o offer a proﬁtable service which is more cost-effective for
the banks than the prolesmn of an ATM?

¥ jo what extent do t.orisumers in different types of area prefer a facc-to-face service 10 an
aulomated semce" : . : :

wv
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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 appli¢anion, which would emulate an ATM to interface with banks® systems.
Teller software would nat necessarily be available “off the shelf”, but standard development tools

- are generally used in thg marker, to develop u set of teller functions adapted for a customer's

particular business envirpnment. Sofiware-development of this nature should nor present mejor
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technical problems, tho}xgh a number of issues would need w0 be explored thoroughly, in .

partivular:

= funcrional and securiﬁy difterences between “manned ATMs” and “real ATMs” would require

invesngarion. For example, the first use of a card generally results in the user being prompred
10 change his or her iPIN. It is not clear how this would be handled by the POCL counter
system; S : : AN W :

& the possible need for]support of the Euro should be considered, particularly with respect 10
transition issues. | A

Adopting a *manned ATM" approach has the advantage of theoretical simplicity based on a single -

process for POCL sraff,i although depending how it was implemented it might resmrict furure
growth of services 10 refail financial services customers. For example, some services currently

excluded from the nerwqrk banking definition - eg caprure of address changes - would nor be -

supporred by the ATM prftocols‘. , . B :
In addition to a front enci teller applicarion POCL may even under this relatively simple option,

and depending on their fetail banking goals, need 10-consider implementing systems to handle

custoiner information, sertlement, funds transfer. accounting @nd management informarion. POCL
will rized 10 outline all of these requirements in more detail 1o enable credible estimates of costs or
timescales be provided. This will also drive out potential issues in other areas such as ownership of
customer data, dara protection and the extent 10 which banks mighr feel a competitive threar from

PQCL. which would makq: them unwilling to co-cperare.

2223

Bank nrerfaces

The development of the pf’oposed capability for POCL is dependent on establishing fntcrfaces with
retail banks There are thrge main possible approuches vo this: ~

- W PCCL interfaces with panks mdividually: POCL would enter 1o reciprocal arrangements with

a pumber-of banks The banks would then allow 2 POCL “front end * teller applicarion to

 emulate an ATM which interfaced directly with a bank’s core banking systems, thereby ucting
as an addirional delivery channel for thar bank. The pracnical issues around banks granting
access directly to their core systems and the controls and safeguards needed to preserve
integrity are likely to result in a lengthy discussion period. Our view is that 1t is unlikely that
packs will accept the “plack box" stance on this which Ponuis advocares for POCL: as parties to
an sgreed interface, baillks will expect evidence of the appropriate security and controls;

. W POCL interfaces with Banks via the LINK network; POCL have indicated that they may wish 10 |
gonsider using an estaplished intermediary such as LINK Interchange Nenwork Lid (LINK),

wh:ch provides a sztﬁhing service to members network membér ATMs, as a suitable vehicle
for their.pseudo ATM:upplicarion. However, 1o the best of our knowledge POCL have not
approached LINK offjcially to discuss this idea Based on our knowledge of LINK and

exploratory discussiond with them, they would perhaps nor readily accept & new member whose

“system” was not an Ai‘M nerwork irrespective of how 1t was disguised. In addirion 1t is likely

—
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thar LINK would havk reservarions about taking an organisation which had 19,000 new "ATM" .
outlets imnto a proven and reliable ATM network of approximately 15,000 LINK ATMs.:
Comments on the wgblluy and likely nmescale of establishing a network via LINK are not
poaSlble without nvdlving them in detailed discussions. LINK will require clear and derailed
definitions from POCL abour how it proposes 10 meet LINK standards and preserve the
mregrity of the LINKInerwork, and  strong ousiness case for why irs pseudo ATM or “manned -
ATM" should be accepred into the LINK ATM network. It 1s likely thut LINK would not
avcepr POCL thhouf due consideration of its. application and consultation with the member
bunks. It is enwsageduthat this process may- mke ar least 6 - 12 months, :

M POCL interfaces wi{h one bank. This bank would in turn provide the mterface with other ; '
banks for POCL. POCL may feel that they could approach Alliance and Leijcester on this, as a i
development of their émsnn banking rclanonshnp with them. _ ’ -

23 Option 2: commercipl and technical Teasibility

23.1 Optivn 2 commercial viq:bilizy
Drivzrs of the commerc:ql viability of option 2- include:
u v.abllxty of POCL neqvork banking;
B renuneration of ICL. | ' A
The mbxhty of network i)anl\ma in 5eaera! 1s discussed in section 2.2.2.

1CL tas provided en indi¢ation of the margin which it will forego should option 2 be unplemcnted .
Our enalysis indicates thar this peaks at around £60m. The HM Treasury Working Group report
suggests that ICL may sepk compensanon for this lost revenue In considering any potential claim
by ICL, consideration should be given to thc Tect that they have already requested an Increase in
charg,es in order 1o avoid }osses :

_ The situation may be somewhat ameliorated by the carly introduction of banking, with assocxated
trgnsection volumes. From this point of view, a two-phuse approach to the implementation of
bapking, with the early n{troductwn of EFTPOS and “cashback”, may be des1rable This option xs
discussed further below (#:c section 2.4 1). :

23.2 Oguun 2 technieal wabd(ty

"23.2.1  Remoyal of the benej’ s pbymenl card

Cammercial sensitivities have meaar that this issue has not been discussed direetly berween POCL
and Pathway. Nor have jdiscussions been “held more broadly about the provision of banking
technology by Horizon. bur own discussions with ICL have been restricted 10 more general
" coverage of the Horizon technical -archirecture and their proposals for banking. Working
assumprions regarding th}I viability of removing the BPC from Horizon can be made from these
findings, but the technical implications would need to be reviewed more fully with Pathway. .

Our kigh-level ynderstanding of the architecture supports the POCL view thar-Horizon has »
madular structure and thar removal of the BPC is feasible. [NB. It is 1n Pathway's inrerest 10
ensure that the Benefit Encashmenr System (BES) module - which has the rules and options for the

——tteres mim mes e
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counter benefic card el s they hope to develop Horizon for foreign

i'rmem - can be removed, a

maraets, where it would not be required].

The .mpacts of rémovin

g the BPC are likely to .nclude.

® possible need for chaiuges 10 the EPOSS counter applicartion;

possible need for chailxges 1o the TPS host applicarion (reconciliation);

revisiting of capac

| . o
cityimodels and infrastructure deployment plans (number of communicanons
devices erc); :

® retesting of the moditied system;

x modifications 1o rramnjug muterial.

Tt should be noted thar the bulk of the benefit payment software has now been developed so no
mgjor development cost Favings for {ICL would result. From our understanding of Horizon, we do
nqr sxpect the changes quilined above to be_onerous, although the need.for retesting is likely to
give rise to a slip in the release dare for New Release 2.

Suitubility of the Horizon archirecture Jor development of a banking capability

ICL Pathway appears cofident of the feasibiliry of providing banking services over Horizon. This
view is supported by the Pontis report. However, this-assessment of feasibility is based on a high-
- level technical design which, in wm, is based on & number of assumptions about the business
requizement and the business, technical and procedural aspects of the putative interface berween
Horizon and the banks. ' ' '

Further definition of the pusiness and technical requirements, and their agreement by POCL, ICL
Pathway and the relevant banks, would be required before the impact on the Horizon architecrure
copld be confirmed. We have commented on the issues involved in section 2.2.

The other area which wil| require more thorough technical review is the impact of on-line banking
authorisation requirements on the current Horizon architecture. One aption for the rransmission of
_ the messages constiuring the authorisation dialogue is the Riposte infrasmucture. Riposte 1s
essentially a batch system, albeit with frequent batch transmissions (at 15 miaute intervals). The
ICL cesign relies on the ‘use of “priority messages™ which will cause a batch transmission 10 be
“forecd”. TCL is confidedt thar Riposte is sufficiently robust to be used in this-way. However, this
is an yrea of potential rechnical risk since we understand there 10 be no Riposte implementarions of

this size in existence, let :‘alone any with significanr on-line elements. Pontis has highlighted this
~ asarisk area. i ‘ ' ‘

23.23 - Popenual for early introdyction of EFTPOS and cashback

There is already an intention, although not a commirment, to introduce EFTPOS capability into
Horizon. Given the risks pssociared with the establishment of & network banking interface, it may
be appropriate to consider introducing EFTPOS into Horizon in advance of the move to full
network banking. This \rould prevent the loss ot customers moving to ACT should the full
nerwork banking impleméntation be delayed. S

_ Optian 2 timescales

[
L

Tt is necessary 1o consider|both-
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he order baok control system (electronic stop notices) and the automared

sale systems. Oprionally, EFTPOS capability could also be included,

the timescale for the ziclease of full aetwork banking.

Without discussion with} ICL, discussion with the banks, detailed analysis of existing plans and

derailed planning of thel new acrivities, the estimation of timescales for option 2 is somewhat |

probrematic, However, th facilitate the comparison of oprions, we have established the indicarive
rapge of timescales depjeted by the figure below based on our high-level understanding of the
project plans and methods, and the system architecture., : -

1999 2002 2003,

Development

Rollout

Roll out revised NR2
Agree Banking chi

Testing & Live Trial
Pilot (if required) N

2004

[ - : 7 5
Nore- Light grey burs denote ptential slippage cather within the task or 2§ « resuls of slippage of prédecessors

The individual tasks are described below.
1

Rall it revised NR 2

[]
)

| Given that there may be a decision 10 include EFTPQOS in the release,
we have estimated the ner slippage as 3-9 months.

The achievemenit of & timescale In this range with EFTPOS would be

he release content of NR2 must be revised 10 exclude the benefit

éayment card. [n order to ensure that rudimentary banking capability is

zvailable m time for ACT, EFTPOS may be added to the NR 2
efinition. B ' :

e removal of the benefit paymenr card is likely to necessitate some
evelopment and retesting, although the impact of this may. be
mitigated by the fact thar there will be less user funcrionality to test.

dependent on a rapid agreement of the detailed requirement.

Agree
requirzment

banking

A definition of the requirement for bunking agreed by POCL, 1cL
Rathway and the relevant banks is an essential prerequisite for the start
df development. ‘ '

We view this as a risk area. On the basis that work on the banking
sprategy is already in progress, we have allowed around one year from
now for the definition of the requiremenr. However, discussions with

!
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1

POCL suggest thar the actual nmescale might be up 10 9 months later,
for example if protracted negotiations with the banks cause delay.

Deve opment . We have estimated 6 1o 9 months for the. dcveIOpment of the banking
’ funcrionality. This may include derailed technical work.with the banks..
This timescale also assumes that there will be a smgle exrernal
nterface 1o network baaking, eg 1o LINK

Testing and Live Trial We understand that testing and live trial of current Horizon releases
takes around 9 months The reduction in functional complexiry arising
from the replacement of benefit payment with banking may reduce the
limescale. However, swingent acceptance approaches on the part of the
"banks may increase it. We have thercfore estimated 6-12 months.

Pilor (optional) There 1s a possibility that the banks/LINK would expect to pilor the
IR pperarion of network banking before tull rollout began. Such a pilot
would involve a larger number-of outlers:than the live mal. We have
llowed 6 months for thus Because this is an “optional” activiry, we
ave shown the “best case” bar in the plan running concurraatly with |-
the rollour. The possibility of the pilot bcmg required is reflected in
botcnnal slippage (the grey bar) ;

Rollout F\Vc have estimated a “sollout” rate of 300 per week, Rollout tmescale
» : w:u be dominared by

:! time 10 install P[Npads if thes are not msmlled as part of the
| rollour of NR 2. We would expect that ICL Pathway would seek to
disuibute the upgraded software from the ceatre by electronic

means,

"|'m ume to train users m nenwork banking;

® rate ar which LINK/a bank would accept addirions to its network of
connected sysvems.

lem the plan outlmcd-abovc, it 15 hikely that POCL and ICL would wxsh 10 consider merging
New Release 2+ with th}: banking release. Components of that release not directly dependent on
the lLanking requu'ement for example the key management service --could be deveIOped while
definition of the bankmg rcqulrement was in progress.

Qprtion 3: commerc\al and technical feaszblllty
Two mam scen:mos ha\lf been constdered here.

u simple debit termmal$

® . a full Horizon replaccmem including all the nm-bankm;, funcuonahty which Horizon is

i~tended to support (other than the benefit paymen card and - given the likely timescale for

p-ocurement - the ofder book control.system), as well as aetwork banking (the “manned
ATM").

The scenario favoured py Treasury is an innial implementauon of simple debit terminals, 10

provide a basic cash wnthdrawal service qu:ckly, followed by the full Horizon replacement.

10
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We have also considered 4 further oprion which involves the proviston of nenwork banking without
any other services. This'gprion would delay the provision of cash withdrawal as compared with
debir :erminals and woulp also delay the provision of any richer infrastrucrure (eg support for
eleprronic access to govemment services) suitablz for POCL’s longer term strategy. Consequently,
this oation - which was pot carried forward into the Treasury figures - has nor been analysed

" further here. ' : ¢

24.1  Simple debit terminals

2.4.1.1  Simp!: debit terminals: commercial viability
. 1 g

The simplest “non-Horizén™ banking oprion for POCL is to install debit terminals and provide a
service allowing custom'grs to purchase existing goods or services from POCL and elso 10
withdraw money from Ihl ir bank accounts via cashback. To provide this type of service POCL '
waquld need to enter 1nto agreement with a merchant acquirer, & bank who. would act as the -
intennediary berween POLL and the card issuer. .

This option has not becix pur forward as a long-term commercial prospect, but as an interim
solution which enables POCL 1o develop a basic banking service as quickly as possible, to prevent
the less of benefit customers on migration to ACT which is envisaged if no post office banking

~ facilities are in place in ume, 1t is nor, however, aking POCL into retail banking,

The viability of this thergfore rests on the feasibility of system delivery within the ACT migration
 timescales, together with ihe impact which it migght have on the implementation of a fuller banking
service. ! ‘ v ~
2.4.12 Simp'e debir rermnals: tgchnical viability .
Based on our current understanding, this option appears relatively_straightforward from a systems
perspecrive, with POCL §imply behaving as any other retailer who takes debit cards and passes the
- trynsuctions on 10 a merchant acquirer. Y : :

Under a typical agreemept with a merchant acquirer the necessary equipment will be provided by
" the acquirer on a rental hasis with a percentage charge per transaction value levied for the service

pravided by the merchant acquirer, as intermadiary. These intermediary services include the

transaction handling, authorisation and sertlement. . Ty

2.4.13  Simple debit terminals: tjmescales

Deta:led implementatioq planning would be required in order 1o establish timescales with any
degrue of cerainty. Hqwever, for planning and comparison purposes, we have derived the -

following timescales, priarily from POCL estimares with which we have no reason to disagree.
] .

- i 1000 | 2000 2001 2002 | 2003 - | 2004
Procarement ﬁ ' ,
Opeational Trial F o R
Rollout %

.

Note* Light grey bars denote gorential shppage cither within the task or as a resule of sippdge of predecessors.

1
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The specific tasks are descnbed below

Procirement .We have based our estimarte of 12-15 months from the start of 1999 on
| the POCL esumates provided in the paper Oprion 3 --Alternanve
| Technotogy for POCL, taking account of the fact that work on the
' oo banking straregy has already begun.

Opcrational Trial We have taken our estimate of 3 months from POCL’s esumales.
Rolleur- We have tken our estmate of 12-18 months from POCL’s estimares.
; The driver for the rollour umescale will be the logistics of ms:allamn
hnd training.

o Nore thar our co>nn° models assume the earlier dates for thcse activities.

242 Nan-Horizon ¢ fullfuncqoaalm’ apmm

* Under this option, POCL provides nerwork banking services, as d¢scnbed in section 2.2.1 above,
together with a full fuuct;onal replacement for Horizon. :

With respect 1o the ban'kmg component, the ;:eneral commercxal and techmcal issues l’alSEd in
section 2.2.2 again apply. - :

“Full functlouahty non-Honzon context has not been explicitly deﬁned 10 date.. For the
purposes of this assessmjent, we have assumed, in cansultation with POCL, that the requirement
would be for the existing committed Horizon functionality with the benefit payment card and
order book control semzcs removed, und bankmg added. Further details of these assumprions are
provided in appendix C. } :

’

2.'4.2'.1 Non-Horizon *full _ﬁ«ncupnahry . techmical viaoility

~ Whilst suppliers may prppose various technical Opuom for thxs some of the issues appl;cable o
opticn 2 will be relevant,here 100, I particular: .

m the need 10 reconcxlti meeting standards for banking services (eg the A'I'M mterface) wuh
POCL’s porential need for commercial diversificarion; ‘ ,

N tl-e need 1o ensure & goﬁware basis which enables new applications 10 be added readlly This
suggests a PC/Windqgws front end based on generic software, rather than a system based on &
more spec ialist bankspg package.

lr st’auld also be ob:crv¢d thar a full-function Horizon replacement is unlxkely 10 be significantly
simpler - or necessarily ﬁheaper than its predecessor. In particular:

u 1ie connection of thF Horizon replacement to banks’ systems or LINK, and the a:socxated
approval processes i analogous to the connecrion of Horizon 1o BA systems, and will have
similar programme nanagement requirements for the cureful planning and execution of
acceprance tests; .

j

w athough the banking application may be simpler than the benefit encashment application,
auch of the complex{ry of the overall infrasiructure - eg the systems management archxtecmre -
may remain - ; A

12
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qnahty"- timescales

defircd and that the supplier and solution are unknown, any planning at this stage must necessarily
be very approximare. Ndnetheless, for planning and comparison purposes, we have derived the

timescales shown below.i
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2005
Establish >equircment
Procurement
Devclopment of Pilot
Pior -
Rollout e

Norte Light grey barss acnote phiential slippage cither within the task or 25 a fesult of slippuge or‘pféacécssors

The specific tasks are de

scribed below. 7
! | - K

Esiablish Requirement

iA definition of the requirement for banking agreed by POCL, ICL
‘Pathway arid the relevant banks is an essential prerequisite for the start
iof development. :

gwc view this as & risk area. On the basis that work on the banking
!srratcgy is already in progress, we have allowed around one year fram
inow for the definition of the requirement. However, discussions with
:POCL suggest that the actual rimescale might be up 10 9 months later,

Proc srement

:for examnplg if protract=d negotiations with the banks cause delay.

I0ur timescale estimate of 18-24 months is based on our experience of
lorocurements. There would be some potential for concurrency berween
ithe early stages of this activity and the finalisarion of the requirement.

‘Developmcnt of Pilot

!We have assumed that it will take around one year to build 2 pilot for
irollour 1o around 1% of sires.

Pilot

:Wc have assumed that operarion of the pilot - including rework - will
ltake around 1 year. _ o

We have assumed a raaid rollout at a rare of 300 per week,

Rollout

Note that we have used the earlier of the timescales shown in our consolidated cost model and that
there is risk amached to those timescales. That cverall earlier timescale - 5.25 years - is in line with

POCL’s estimates.

13
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'3 Discussion of key assumptions’

3.1 POCL network modi&l{ing :
% b Pr;Jﬂ( ithacz\and nenuat:s/t_clasa're.\'f )

There is a close inter-relajionship between the figures for Istround impact on POCL. profirs,
esumared profit from banking and the size of the post office nerwork. Tuble 1 summarises these
inter- relarionships. The grecise impact on the size of the nerwork will depend on both the effect
on sud-postmasters and whether they coninue in business (“unmanaged closure™) and the effects
on POCL and the measuri:s that they Take to reduce their fixed cost base ie. close post offices in
the locality (*managed clpsure”). If POCL are successful in managing closure they succeed in -
both reducing the fixed cost base and in maintaiting their income flow. Of critical importance o
the extent 10 which POCI‘;. 1s forced 10 carry out closures, is the extentto which banking income
can replace Benefits Agepcy income and hence maintain the viabihty of the nerwork. :

Key sssumptions made b}! POCL are:

® thr i a managed cloure scenario they migrate 60% of the PO business to other offices. This
assumption is based on very linle information from a small closure programme in the mid
1980s and from resulfs from office relocancns. Whilst these are rather unreliable guides, we
-have no reason to cha{\ge this assumption, :

u thar foorfall from the iPost Office side of the business 1o the private side 1s in the range  27-

" 3&%, ther this percentage of retail customers are PO dependent in footfall terms. This is based
on a survey which inferviewed customers of the retail side of the business s 1o whether they
had also visired the Post Office. The core assumption is thar if customers had not been visiring
the Post Office they would not otherwise visit the rerail side of the business. This is an exireme
assumption and is cqniradicted by other survey evidence trom POCL which indicates thar
between 20% and 65% of customers of the retail and post office side would still have visited
the shop that day eve{x if the post office were not there. However, the footfall assumption only -
affects the unmanageg closure scenario under Option 3, where as a result the estimates of Post
Office closures are liely 1o be overestimates. . e T

- The differential impact o the number of post offices berween Options 1, 2 and 3is gencrated by
POCL’s success in rerainiing BA recipients as benking customers rather than order book/BPC
cystemers. As discussed in section 3.3, ontlining assumptions in the denvation of banking profits
is crtically derermined under Oprions 2 and 3 by the speed with which POCL cyn get banking
techrology and contracts with banks in place in order to achieve a seamless transition of customers
10 accessing bank accouqts through POCL. ' o '

S |
3.12  Compensation to sub-pdsimasters
POCL have assumed thz{t they will pay an ameunt equivalent 10 26 months compensation to sub--
postmasters in respect;of all network closures. This level of compensation is the current
arras.gement if post offiges are compulsorily closed It is arguable that declining sub-postmaster
profits will lead to voldntary closures, but we accepr the judgement that there will be a lot of
préessure to compensaie] sub-postmasters for closures resulung, indirectly, from a government
acticn to move 10 payment of benefits by ACT. : ‘

14
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Cost of banking technology
l

Option 2 -

Serup costs are as;umed 10 be £20m 10 the early years (£10m for software development costs and

~ £]0m for hardware) We continue 10 include these costs. A
" The main componenr ot‘ this cost is the recogrution that POCL will need ro remunerate ICL for

their investment, becaus¢ the loss of revenue for the BPC significantly ourweighs any cost savings
they can achieve at this §tage. Oprion 2 in the Working Group Report included a cost to POCL of
£75m per annum from 2001/02 1o 2006/07 regardmg remuneranion of lCL assummg ICL could
reduce costs by about 20 } :

We asked 1CL if they ¢ juld provxde us with informarion on.their reduction in margin xt‘ the BPC
was discontinued. We made a slight adjusment to their calcularions (as they had assumed
compulsory migration of ACT from 2005/06 so therefore had included an extended revenue. flow
from OBCS in partial offset of reduced BPC revenue). The result is a much lower cost to POCL
NPV reducnon of £1 12m)

Option 3

Debir terminals

The lenter from Sarah Mullen (HM Treasury) 1o Helen Coarlert (KPMG) of 7 Ocrober 1998
indicares that the costs used for debir terminals in the HM Treasury Working Group Report were
derived from POCL estigares of a setup cost of £18M and running costs of £60M per annum. The
derivarion of these is prfaentcd in the letrer from Mena Re«o (POCL) 0 1sabel Andexsoxr{D’FI), '
13 July 1998. |

POCL quore the fo!lowxr g setup costs for debit terminal operation:
Item i Quantity Unit Cost £ Tata] Cost £M .
OQutlet modifi cdnons labour 19,000 75 1.43
Ourlet modificanions materials | 40,000 50 : 2
Installation and waining 19,000 200 3.8
ISDN connectign 19,000 - 300 5.7
Subtotal ! ] 12.93
VAT 2.26
Project Manageément 60 50000 3
Total ' 18.19

'I‘he;e costs appear reasgnable for workmg, purpo=e.~,, although the msxallanon-related costs may be
und:resnmated since: -

u .ye undemand,that s!ame outlets may need significant modification;

® ran-day rates of 5130-200 are assumed for the mstallanon and vraining - these mlght be 10 -
low 1f contract smff a.}'c bcmg cmployed.
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debit terminals, assuming SO0M mransactions per year

uate the following running costs for

Ttem Quantity | Unit Cost £ Total Cost £M
Terminal renral 40,000 468 . 18.72
ISDN rental 19,0600 400 7.6
Call charges "§00,000,000 0025 = 12.5
Consumables 40,000 10 04 .
Transacnon charges _ 500,000,000 0.04 20
[Call cenwre i for fall-back | 40 50,000 2.
transactions i - : :

Turnover training 4000 100 0.4
Relocation ¢ost§ 380 525 02
Sub-total ' 61.82
VAT H 10.82
Fraud risk 500,000,000 0.025 12.5
Total ' 85.14

required 1o confirn the natwre of the call centre requirement and

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

Item : Unit Cost
1SDN rearal pen year 350

Visa debit transietion €ost 0.08
Switch/Solo trapsaction cost 0.045
Debit terminal dental per year - | 180

Subsiituting these figures into the table and assuming

Types, we obrain:
{tem Tt Quantity | Unit Cast £ Total Cast £M.
“Terminal rental 40,000 180 172
ISDN rental 19,000 350 6.65
Call charges 500,000,000 0.025 12.5
Consumables 40,000 10 104
Transaction charges 500,000,000 0.0625 31.25
Call cenmre | for . fall-back | 40 50,000 2
transactions ' ' :

Turnover training .| 4000 100 0.4
Relocation costs 380 1525 0.2
Sub-total 60.6
VAT : : 10,6 .
Fraud risk 50,000,000 0.025 12.5
Total 83.7

Sources. BT, lnaicarlv: costs obtuned wformally from & merchant acquir&t

an even distribution berween wansaction

o ——-
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Thesc cosis ‘arc »}c’ry similar 1o those quoted by POCL and are.r_easonable, for working purposeé

Hqwever, further work would be required to confirm the call centre costs Note that these figures
assume & wansaction vol{ime of S00M. In our consolidared costs for oprion 3, we have assumed -

lowér transaction volumes 1o reflect the phasing of the introduction of ACT

Full-function Horizon Retlacemem ‘ S : A

The lener from Mena Rego (POCL) to lsabel Aaderson (DTI) of 7 August 1998 indicares thét the

orjginal POCL estimate jupplied for input to the HM Treasury Working Paper for a replacement

 fu]l-function Horizon wa§ a one-off cost of £1 09M with ongoing running costs of £74M.
~ The lemer also indicated ithar subsequent work had led 10 2 revised estimare of a one-off cost of

£30M-60M and running ¢osts of £60M-100M.

We understand from dis¢ussion that ar least the initial estimares-were derived from the Pathway.
charges for the service which would be being provided (ie banking and no benefit puyment card).
co 1 L "

It is our view that co:ﬁparison with Pathway charges may not-be’an-appropriare means of
. . T qe 1 - o . .
estimating the likely futu{c costs of a Horizon replacement. This is for the following reasons:

w The number of transscrions passing through the replacement will be lower than would have
pzssed through Horizpn since the number of banking rransactions will be less than the number

ot benefir wansactions. All other things being equal, this would cause the supplier 10 raise

transaction charges cgrrespondingly.

w The nature of the prpposition will be different in marker terms. For example, an increased
emphasis on banking and electronic government may encourage suppliers 10 view the
. opportunity as worthy of strategic investment - this would tend to lower charges. Alternatively,

" suppliers may perceiye the opportunity as being high risk because of the fate of Horizon - this -
would tend ta raise prices. Furthermore, the revised mix of services required may give riseto a

cumpetition very diff%rent in character from that of the original procurement.

o Tae winning supplie’r might take: a different approach from that adopred by Pathway, for ‘

example making mort use of existing infrastntcture, thereby allowing charges 1o be reduced.

w Tae detail of the rcquilrernent is not yer known und may differ significantly in complexity from
that of Horizon. . o ‘

In order beter to assess r‘we porential range of costs for 1 Horizon replacement, we have madelled-

the possible costs of a orizon replacement and then: determined the revenue which a supplier
would require for the prdject 1o have an Internal Rate of Retum of 15% -2 (conservative) industry-
standard figure for bid/pfoject evaluation. , - .
Iy order to reflect the rqnge of influences on price, we have modelled a aumber of scenarios of
which three are shown here: : :

w Scenario A - integrated solution - largely constructed from scratch for the project; high
inplementarion capex; significant praportions of support infrastructure dedicated to project;
rollout at 200 officesiper week; high proportion of contract staff. ’

w Scenario B - significant element of reuse in development and support; implementation capex
g1d ongoing operariopal costs reflect significant economies of scale and very srong purchasing
power; rollout ar 300joffices per week; no cantract staff.

‘ ! A ‘
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u Scepario C - as scen}mo B but with the contruct staff proporuons and equlpmem costs of
sc.nano A. 5 '
"Scenurio A and scenano B represent extremes - the former would be likely 10 represent n
uncompetitive solution While the lamer would n:qmre an unusually strong combination of human, -
knawledge and mfrasuu{:ture assets. Scenario C represents a potentially realistic point berween
these extremes and has a,per-termmal coSE consistent with other managed service pro;ects known

wus. | i
The models are based on'rhe tollowing assumptions:

® Initial development ﬂa&es 1 year and is followed by a pnlOI rallout 10 1% of sites. This
assumprion is primardy driven by the issues relating to acceprance of the infrastructure by the
benks. In muking thé timescale assumprion, we have assumed thar only a single external
mterface - whether 1d an Intermediery such as LINK or 10 2 single bank whnch then provides
the interface to other banks < is required.

m Full rollout begms ope year later. This: as:.umpuon -derives- both- frOm consxderatxon of the
Horizon experience apd, agam, from the need to havc acceptance from the banks prior to full
rollour. ‘ i

® It is assumed that there are 19,000 post offices. with 40 000 counters. The average number of
caunters in crown, urﬁ)an and rural post offices is assumed to be 5,3 and | respecnvely

m Full ﬁmctxonal»xty is fssumed to comprise current Honzon without the benefit card bur with
nctwork banking. Further detail is provided 2t appendix C to'section 3.

» Rarher than consided possible charging- mcdels in depth, we have modelled a ﬂat revenue
Stream Starting from rPe beginning of rollour ;

» Eoth inflation and th deﬂanonary pressure on technology co:ts are xgnored
B A 10-year contract is fxssumed '

u {: is assumed that the service is being purchased usa manabed service. However, we have not
assumed PFi-type ns{: transfer either i the costings or in the requxred IRR. :

" ® Some pl‘OVlSlOll hasi been made for ongoing enhanccmcnt of the system but there is no

geovision for major T chnology refresh.

It should be smessed thux the esnmates of cosr bear-a- ‘very hxgn margm of error smce no detaxlcd
system requirement yet q\ust:. :

Tris aseful to note that d]e principal cost drivers emergmg from the modellxng cxerclsc were:

® T@npOWer Costs - prbjects of this size frequently involve large numbers of contract sraff with
annual costs in exces$ of £100,000;

u capital cost of implt:mentation, paricularly the cost of counter eqﬁipmcnt; . b
= operati’onal’ costs, parficularly systems management, support (1st to 4th linc) and maintenance.
Note that the costs presented below exclude VAT.

¢ m——awe
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Coust of ban[ung technal‘rgy -LINK clmrge.s (bath options 2 and 3)

Connection 10 the LINL network is a porentjully amractive option for the lmplementdnon of
. network banking, althoul,h the agreemeny of LINK to such & proposirion is by no means certain

(3.2.23 refers)

Forihe purposes of cosén we have assumed such a LINK connection, On the basis of informal

i
!
o

19.

discussions with LINK, fve wou[d e\pect the following charges to be incurred:

. POL00028638
16-10-88 “18:31 FROM=. . . ' 3 168 PNE FT24

-— 5 HHTI:usury
EEE;’ G- ! Benefits 4 grncyll’wl U//‘te Counters Limted antomanion project .

‘ b , Working Draft - 16 October 1993

|-

Scenario 4 ! , . | ) :

Irem : Vo 2 3 i 5 &6 7 8 % 10

andquamrs Funcmns ! 4 % 4 4 4 3 3 3 3 3

Dgsign & Development N AN & AR 8 3 5 5 3 5 5

Injtia: Implementation 30 10 91- "~ 9% v 0 0 0 0 0 (V]

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

Tqual .67 51 135 13 5% 54 S 81 45 35
AvumedRevenweexelVAT] 0 0 10 10 110 10 n0 10 U0 10

Cash Flow £7 51 25 .28 S6 S6 56 59 65 65

IRR 15% »

Scerario B : »

Item _ 1 2 3 45 6 7 & 9 10

Headauaners Funcrions S SR | 11 ! 1 1 1 U

Desiga & Development - : 6 6 4 3 2 2 2 2 2. 2

Ininat Implementauon *20 11 18 26 0 0 0 6 0 0

Optrstion & Support ! 8 100 15 20 25 26 25 2% 20 20

Torat ' 44 28 124 S0 29 28 28 27 23 23

AsunedRevenueesdl VAT, 0 0 67 @1 &1 61 67 61 61 6

Cush Flow 44 28 87 17 38 39 30 40 44 43

IRR 15% ' ’ ' ‘

Scenario C- . :
~ ltem . 1 2 3 4 s 6 7 8 9 10
HpdquanersFunctions | -2 .0 02 2 2 20 2 2 22 2

Desiga & Development 9 8 6 4 3 3, 3 3 2 2

-laytiaf Implementation '3 12 155 34 0 0 0 0 0 0

Operanion & Support i 8 u 16 20 26 26 26 .24 2 2

Totul' - i 49 33 159 6 31 31 .31 .29 25 251

Assumed Revenue excl VAT 0 0 ® B W B M WM W B

Cash Flow 49 33 80 29 48 48 48 50 54, 5%

IRR ' 15% R
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= ajoining fee payable on entry 10 the nerwork - £230,000 approx - amount is at the discrétion of
the LINK board; . , o

n a LINK switch connection fee is payable fer new members connecting directly 1o the LINK
ceatral switch - £80,000 approx depending on the complexity of the technology used by the
connecting financial institution,

® & fixed monthly menjbership fee, varies according 1o size of the instution and is sert av the
duscrerion of the LINK board - £1,000 - £2,500 depending on the size of the members ATM
- nurwork (more expensive the fewer ATMs th: member has) - assume £1,000 for POCL;

K a momhly processor f%_e":s payable by those members whose system is connected directly 10 the
LINK switch - £1,000 flat fee for connection, £750 comms charge and £100 per ATM 10 2
maximum ot £8,000; » . o

m 2 swirch fee is paid tqlx LINK by the card issuer for every transaction that crosses the switch,
with significant discounts for volume - 7.13 pence 1o 0.49 pence sliding scale banded rates
based on number of wknsactions processed. These terms will novnecessarily: affect POCL since
POCL will not be & chrd issuer. However, this charging regime underlines the fact thar POCL
waoyld be charing new territory in joining LINK -~ - .

324 . Cansolidated costs for option 3

This section consolidatesithe costs for the implementation of simple debit terminals followed by a
“full-function Horizon repjacement. It assumes the following: '

® Scenario C for cost ofiHorizon replacement »
® Debit terminals rolledjout over the course of year 1989/2000 to 2000/1.

x Rollout of Horizon f placement - and hence payment of flat rate - starts in Jahuary, 2003.In ..
200273, therefore, 25% of flat charge is incurred and 10% of banking mansactions go thraugh
Horizon replaccmcm:.i ' ‘ o C :

= Rullour completes April 2004. In 200_3/4,60% of banking transactions go through Horizon

seplacement. . :

o ! 0 : )

& POCL costs of procurément and management of Horizon replacement not included.
. ] 1 . R

® - Debit rerminal transaction costs take account of phasing of migration 10 ACT,

[}

.All cosis in £A7 ! 3 & y . :
Item 99/2000 2000/01 20012 20023 20033 2004/5 2005/6 2006/7 2007/8 2008/9 2009/10
Debit Termingl - ‘ !. !

- . Setup of Debif TeTunal nel VAT 9 9 a :
Fixed Running Casts el VAT 5 15 0 18 -8 0 0 0 0 0 0
Trunsuction Cpsiw incl, VAT - 2916 5832 5336 - 0 . 0 -0 0 0 o
Horizon Replgcenicnt | , ‘ F
Honzon Replyccmuent Cost ex VAT 1975, 79 79 79 79 79 % M ‘79
VAT on Honzon Xeplacement . : -345625 13825 13.825 13.825 13.825 13.825. 13.825 13.325 13.823
LINK Conncetivn Fees inc VAT S 0.38775 o J .
LINK Runaing Costs inet VAT 0 0152 0152 wuls2 0152 0152 0152 0452 0152
Tatal fncl VAT - 14 - 2% 4651 116808 106323 92977 92977 92977 92977 92.977 92977

20
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3.3.1
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3.4

'Banking profits

Benefits Agency/Post Ufice Cuunters Lunited automation project
iforking Draft - 16 Octaber 1998

KE‘; | : ¢ . ‘ ’ 2t Hleemurv

- POC:. have estimated fq!urc income from banking wuh reference to consultancy prowded by .

McKinsey and 1o some of their own, limited, research. The drivers of total income are the amounts
banks are willing to pay, :lmd the number of customers and wansacuions PQCL are able 1o artracr.

! ;
Payment from banks : ,
PQCL. based thelr calcul’auons on an income pcr account per annum of £"5 (which 'I‘reasury
revised downward to £20 in the Working Group Report) However this 1s value is based on .
discussions which MeKingsey held with banks rearding how much they would be prepared to pay.
for thewr customers 10 bg able 10 use POCL for banking transacrions should the bank wish. 10
reduce the size of its netwmk 10 achieve cost savings.- . , <

Our discussions with b Ls indicared that payment on a *per transaction’ basjs wo;x!d be more
likely and around SOp Op 1s a frequently quored range. We asked POCL 1o assume 50p per

‘Trapsietion in their revised modelling.

|
Key DSS assumption;s
.

Costs of ACT : ,
DSS administrative savings estimates include the cost of wansferving cash by AC’I‘ into beneﬁt
recipicnts’ bank accounts.! However, in addition to this cost there will be a cost 1o the banks of -
custoriers withdrawing cath from their accounts which is esnmated 1o lie in the range of 50p-90p
(dependent on whether thé withdrawal is through an ATM or over the counter and the exrent to
which fixed costs of the branch nerwork are included in the calculation). In the case of the
“unbeaked” a provision hqs been made in the estimares of £32 million per annum payment by DSS
10 the banks for them to take on this business without charging their customers for cash '
withdrawals. - i

Discussions with the banks held by both DSS and KPMG have not indicated that banks would seek
to cha:pe for such service§ und indeed there is considerable interast in arracting new customers
even t1ough they are benefir recipienrs There is some concern about large additional numbers of
customers using their branch network ar a time when bunks are seeking to transfer cash

- withdrawals 1o ATMs. However, this illustrates the porential for the Post Office to develop i its

banki:g business alongsidg the move to. ACT.

In the case of the “banked}, DSS have assumed that banks would not seek to recover any
addutiunal costs. There is g number of possible justificarions for this,

¥ parks would obtain addinional money flowing into bank accounts, the mrerest on which would

heip offset any addirional costs,

® individuals would manage their uccounts and their partern of cash withdrawals in such 2 way :

thes they do not incur npdmonal charges.

Whilsr this might appear to be a somewhat extreme a>sumpnon in the course of our (hmxted)
interviews with the banks fhis hus not been seen as an issue. Qur judgement, therefore, is thati in
view ef the existing provision for possible costs of the unbanked which appesrs 1 be quite
prudest, there is not the need 10 make any additioaal provision for this sum. Indeed, the

———— e s 2o s @ o
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recipients may be a usetul tigger for the banks to consider
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4 S'ummﬁary.of fin anci'él're‘sults_;

41 'Deﬁdition of options!
|

4.1.1 Oprm al: C'onlmue with fraject

Opricn 1 involves continying the pro;cct including the benefits payment card but wnh amendments
to the comract, in pamculpr extension of 1ts durasion

This ‘oprion has baen s;bject 1o refinement as a resulr of the work bem° undertaken by the
‘[ndepandent Advisor, whq is facilitaning dlscu»wn berween the parties 10 see whether

4‘ n sansfactory commercxpl terms can be agreed Yor continuing the project; .
* ® outstanding dlfference}s on the metable can bie resolved;
8 acredible programme: for full :mplemenrarzon can be agreed. -

For tae purpose of estabhshmg a fixed position m the time available 1o complete our consu!tancy,
we will define option I dccording 10 the assumptions in the core case (30 Seprember) and in the
Independent Adviser's prpposal (11 Ocrober). ;

Yeur snded Mar ~ too 00 01 02 03 04 05 06 07 08 ‘09 ‘10
Roll uut of system: : - |
-spns | N

-comélcrcd . N

PQCL inmoduces
bapking services:

- limited facilities . A | _
- fll Zeilities - : Y |
BA movesto ACT : v ¥ W

BA ficor payment 10 g ¢ ' N V.
PQOCk. ends Cf

ICL vonwact ends with: i ’ -

-Ba 3 | - o
pOCL . ' RS N
Additional details of option 1 are as follows: ‘

m ACT migration rure o; 20:40.40 over "006-” 008

x POCL to accepr rcfrcsh costs

m Cancel 3% pa pnce n?ducnon from 9006 onwards

- FOCL to agree to banlxmv business guaranrees ata level consxstcnt w:th reasonably achxevable
targets : ,
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‘m Scme increase in volurime guarantees from BA to POCL

Optioa 2: Continuation of Horizon without the Senefits puyment card

POL00028638
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. ‘ : " HM Treasury
Benefits AgencylPost Office Cuunters Limited automanon project
. Working Draﬁ_- 16 Ociober 1998

4.12
Opuioa 2 involves rcsrrucq'uring of the project without the benefit payments card (BPC ) 1o allow an
earlier move 10 ACT ang parallel provision of banking services in post offices. BA withdraws
from all contracts with IGL for the development of the ‘BPC on the grounds of failure to perform,
and FOCL works with IC}. to implement Honizon technology
i - ,
YearendedMar . 19 00 07 02 03 ‘04 05 06 07 ‘08 ‘09 10
"Roll .1t of system ' ' =, !
- stans N
- completed v
PQCL. wmmoduces
bankiug services: 4
- limitad facilines v
- full tacilities ! N
BAamoves 1o ACT s vov o v o
BA floor payment 10 » \E
| POCL ends _i i B
1CL conmact ends with: !
' A
-BA : IN
-ROCL & -y
413 Option 3: Horizon cancélled

 Oprion 3 involves cancelling the whole project (on the
reed timetable) and POCL commissions an i
to oficr-banking services

10 meet agre

basis of ICL’s breach of contract for failure
ntegrated technology platform 1o enable it

ias saon as possible.

Year ended Mar

POCL wroduces
banking services:

- basic technology
- full banking services
BA movesto ACT

RA floor payment 1o .
POCL ends

ICL contracs ends

v

[99 ‘00 ‘01 02 ‘03 04 05 06 ‘07 ‘08 09 ‘IO

v ,
g
NoAd N
|
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42  Fipaacial results I '
1
42.1  Finaccial resalts: floar payment from BA 10 POCL ends wlxen ACT migrarion compleee
NPV ofthe optxons dlscowued a1 6% 10 9009/10
Nate NPV figures for opt fons 2 and 3 assume no com pensmon 1s paid either to orbylCL
. . - —
£billion l Option 1 Opuion 2 Option3 | Opuon 3V
DSS administrative savings 0.4 10} 1.1 1.0
‘| DSS programme savings 0.9 | 0.8 0.8 08
Netimpecron DSS | 13 1.8 1.9 18
Net inpact on POCL 0.2 -0.4° -0.9 -0.8
Overull NPV savings 1.5 .14 1.0 1.0
422 Fmamml results: floor gaymenz fram Baw POCL ends wl:en ACT ngranon begins

NPV of the oprions dlscounted at 6% 10 2009/10 7
Note NPV figures for opﬂlons 2and3 assumc_: nc compensation s paid either 1o or by ICL

, i

£hillion : Oprion 1 Option 2 Option 3 Oprion 3V
DSS administrative savirigs 13 1.3 1.3
D8S programme savings 0.8 0.8 0.8

I
Ner :mpact on DSS i 21 2.1 2.1
Netampacton POCL | 0.6 -0.8 081
Overall NPV savings ' ne |’ 13 1.3 ' 13|

!

i

|

I

i

i

|

|

1

!

i

i

‘

|
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HORIZON: SUM MARY OF CENTRAL OI'TIONS DA FLOOR PAYMENT TO POCL ENDS \WHEN ACT MIGRATION COMPLETE . ' a7 ?'
. o
¢ : 9 Bid ¢
199899 1999-0D 2000-08  2001-02 2002-03 2003-04 2004-05 2005-06 2006»07 200708 2008-09 - 2009-40 NFV @ 6% NPV @6% gk

©2010 - 102005

2 Confinuation of Horizon without BPC, move o ACT {compulsory from 2001/02), floor paid tintil 2003704 , 7 fr
%of claimants paid by ACT % 30% A% S3% 0%  88%  J00%  100%  100%  100%  100%  100% =3
% of tmnsactions made by ACT 13% 4%  22% % 5% 7%  96% 99%  100%  100%  100%  100% g S
DSS ne1 administrative savings (£m) .10 -15 -35 - -15 25 5. 120 435 435 435 435 - 435 1,306 87 ;og;
contingency .10 220 . -10 -10 -10 -10 -10 -10 .10 .10 -10 .10 -84 86 T
DSS programme savings ({m) -0 5 90 130 135 135 135 135 135 135 135 135 847 469
Payment to banksPOCL for “unbanked" 0 -8 -20 -30 -33 -32 -32 .32 -32 320 32 -32 -205 g1

........... Total DSSsavings {fm) — v —oocmmar20o 2B 28 LTS 118 168 213 528 58 528 528 - 528 1864 385 '~
first sound impact on POCL profits m o 5 10 20 30 40 -32 -163 -198 183 168 - 181 -427 58 :
compensaion 10 subposimasters o 0 0 0 0 0 0 -94 94 94 -94 <94 ..263 0 o
cost of banking fcchnology for POCL 0. -3 -33 -N -51 - =51 51 - =31 <21 -1 -] -1 T .228 . -195 .
profits for POCL from banking £m () 0 o 11 -, 38 78 104 116 n? . 19 . 120 120 ° - 493 161 (3
Total impact on POCL 0 2 e -40 ‘17 67 21 . M -196 2159 143 126 46 - B
impacton PO network  ural 0 0 o S 0 0  -200  -400° - -600  -BOO  -1,000 , , g+ S

urhan 0 0. .0 0. 0 0 0 -1,200 2400  -3,600, --4,800 6,000 :
total 0 0 <0 c. ¢ 0 0 <1400 2,800 . 4200 -5600  -7,000 | )
| ) NET IMPACT ON PUBLIC SECTOR 1438 ae .

3 1lorizon cancelled: ACT compulsory for all claimanis from 2001/02, flaor ends 2003/04 B o ;E
% of cloimants puid by ACT 30%  30%  A2% 53%  70% 8%  100%  100%  100%  100%  100%  100% {
% of transactions made by ACT 13% - M% 2% 3% 53% B% %% 09%  100%  100%  100%  100% B
DSS net administrative savings (£m) - S T RS Y. I L ) [5  25 7 120 435 435 435 435 35 1306 g7 7
‘contingency ’ ' -10 .10 <10 -10 -10 -10 .10 -10 -10 -0 .10 .10 0 -84 36
DSS programme savings (£m) ' S0 5 % 130 135 135 135 135 135° 135 135 . 135 g47 . 49
Payment {0 banks/POCL for "unbanked" ¢ - -8 -20 -30 -3 -32 -32 32 =32 32 -32 .32 . 205 K3 D
Totnl DSS savings (fm) 20 28 25 75 18 168 213 528 528. 528 518 528 - 1864 385
first round impact on POCL profits <m 0 5 10 20 30 4 . 0 .136 \137- -138 .13 a3, - a0 L1 3
compensation o subpostmasters 0 -108.  .108 -108 -108 -108 0 o .. 0 0 0 0 -429 . 29 S
cost of banking technology for POCL 0 Te14 -24 -6 - -117 06 .93 <03 -93 .93 93 93 554 -293 _o“-
profits for POCL fiom banking £m 0 0 .0 -7 -22 76 100 1ne . 17 18 119 1200 428 - 98 o
Total impacl on POCL 6. -1 122 -141 217 98 7 -113 13 .13 -109 <107 856 . 545 =1
impact on PO networh  rural 0 800 1,200 -1,800 -2,400 -3000 3,000 -3,000 -3000 3000 3000 | -3000° . e ol

uiban 0 ' -1400, -2,800 4200 -5600 -7,000 ~-7,000 . .7,000  .7,000 27,000 -7,000 - -7,000 . 2}
fotal - 0 2200 -4000 -6000 -8000 -10000 -10,000 -10,000 -)0,000° -10,000 10,000 -10,000 S

" NETIMPACTONFUBLICSECTOR - - 1,008 -160

(R

HORIZ_DT.XLS - 16108 AR , 203’
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'HORIZON: SUMMARY OF CENTRAL OPTIONS- B4 FLOOR PAYMENT TO POCLENDS WIER ACTMIGRA'I‘ION COMFLETE ‘ - LY
. L~ g
f [
199899 199900 2000-01 200102 2002-03 2003-04 200405  2005-06 2006-07 2007-08 2008-09 2009-10 NPV @6% NPV @6% ~ .

X : 02010 102005 '}

. Baseline : - b, ! ~ / ! : ok
%of claimants paid by ACT 30%  32%  33% 8%  36% - 38% 3% - A41% 4% 4d% 0 Ak A% =3
% of transactions made by ACT .13% 15% 16% 8% 19% 21% . 2% . 4%  25%  21%  28% 30% A
DSS administeative costs - 530 530 525 525 525 520 520 515 515 510 510 505 B
CAPS costs 100 20 20 20 20 . 20 20. . 2 2 . 20 . 20 20 5
" total administrative costs mc CAPs 630 550 545 . 545 . 545 540 540 535 ¢ 535 530 . 530 525 5
DSS programme savings (ESNS) 70 » 70 0 . 50 50 ' 50 50 50 - 50 .50 50 50 4
o ___POCL profits fm ] 30 25 . - 20 10 0 - 10 20 . .50 -5 60 .60 .70 b
POCL network - ml - 0000 880 8600 8400 8200 . 8000 7800 7,600"__’},263""7,200 5000 6800 - i e
' urban 10000 10,000 10,000 10,000 10,000  J0,000 = 10,000° 10,000 10,000 10,600 10000 10,000 'y

ol 19,000 18800 18600 18400 - 18200 18000 17,800 17600 17400 17200 17,000 16,800 '

l'Conlinne\\llh project: Acrmigmran 2005/06 lo20!l7iﬂ8,ﬂoorunﬂl 2007/08 (per GC 11/10/98) , ’ - ke
9oof claimants paid by ACT 0% 32% 3% 3% 3%  38% - 39%  45%  64%  BB%  100%  JOD% ; Y " ¥
% of transactionsmade by ACT 1B3% . 15% - 16% 18% 19% 21% 2% 2% . - 52%  Ti% - 100% 100% . i
DSS net udminisiralive savags (Lury Ce25 -3¢ 60 20 AQ S 60 T 40 a0 40 400 400 420 -49 ‘ g
conlingency 0 0 c - 0o 0 o 0 0 -10 0 [ RS [ .10 o .22 o {
DSS programme s.nvmgs (fm) 0 5 110 135 135 138 135 135 135 135 135 135 868 490 ¢, i
payment for "unbanked" 0 o .0 0 0 o 0 0 o 0 0 0 0 o | j
Total DSS savings (£m) _ -25 75 0 50 115 175 195 195 175 155 165 525 528 12722 e
fist round impact on POCL profits {m 0 5 10 . 20 30 40 50 80 k7] 69 -205  -204 11 13 %)
compensation 10 subpostmasiels 0 0 o . 0. O / 0 0 -31 3] .0 0 0 -38 : 0 3
cost of banking technology for POCL 0 3 -3 -l -1 S N R 1 -1 -1 1 -1t 8
profits for POCL from banking £m 0. 0 0 3 -5 M 23 a5 74 107 123 123 289 - 31 i
Totalimpact on POCL, 0 2 7 22 - M 53 ' 93 7 175 . 83 82 251 136 3
impact on PO network:  rural 0 0 0 8 . 0 0 ‘0 0 0 0 0 0 .4
urhan 0 0 0 0 0 0 0  -500  -1,000 3,000 -)000 -1,000 iy

tolal 0 0 0 © 0 0 - 0 500 1,000 1000 -1000 -1,000 CO&R

: . NETIMPACTON PUBLIC SECTOR ' . 1,523 516 8

=4
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HORIZON: SUMMARY OF CENTRAL OYPTIONS - BA FLOOR YAYMENT TO YOCL ENDS\WHEN ACT MIGRATION COMPLETE . § :
 1998-99 199900 200001 - 2001-02 2002-03 200304 200405 2005-G6 2006-07 | J007.08 200809 200910 NPV @6% RPV @6% s
' : . ’ 102010 - (02005 - p
3V Variant - Yorizon eancelled; ACT compulsory for a1l daimanis from 2003/04, Toor ends 2005706 ' @
% of ¢laimants paid by ACT - 30% 30% 42% 53% 0% 88%  100% 100% 100% - 1U0% W - 100% = ‘
% of transaciions made by ACT - 13% 14% 2% - M% - 3% 73% 96% 99% 100% 100% 100% 100%’
. DSS nef administrative savings (£m) -5 -10 -50 -20 20 70 120 435 435 435 435 435 1,291 B 3
conlingency 3 ‘ -10 -10 -10 -10 -10 -10 -10 -10 -10 .10 -10 -10 -84 _-56 T,
DSS programme savings (£m) ' e . 5 9 - 130 135 - 135 © 135 135 135 135 135 135 847 469
Payment 1o banks/POCL fos "unbanked" 0. -8 20 =30 33 32 - -32 -32 320 0 32 .32 -32 - =206 16 !
— —— TOIAYDSS $aVIOgS{Em) . o .=15 22318 .__.70 __ 112 163 213 528 528 . 528 518 - 528 1,849 369 ’
" first round impact on POCL profits m 0 5 10 20 30 40 50 80 134 136 -135 134 130 . 113
~ compensation 10 subpostmastcis 0 -108.- . -108 -108 -108 " -J08 0 -0 0 ¢ 0 0 -429 -429
cost of banking technology' for POCL * 0 14 24 <46 -117 -106 93 =~ .93 .93 93 .93 93 554 <293
profits for POCL from banking {m - 0. 0 0 6 5 20 36 76 - 1000 116 (F) 2 } 13 . 334, 42
Tointimpaci on POCL 0 -117"° -122 -134 _ -190 -154 -1 63 =127 13’ -11] -109 -T79 -568
impacton POnetwork  wural 0 .00  -1,200 1,800 .2400  -3000  -3,000  -3,000 .3,000 ~-3000 3000 3,000 § ‘
: urban 0 . -1,400 -2,800 -4,200 -5,{:00 7,000 7,000 -7,000 .-7,000 -7,000 -7,000 -7,000 'y
1otal ¢ 2200 -4.0007' . -6,000  -R0ND 10000 -10,000  -30.000 -10,000 -10,000 ~ -10,000 10,000 ‘
, ’ ‘ NETIMPACT ON PUBLIC SECTOR 1,069 -198
Nofes : ‘ - — :
1 A ncgative saving means an addition fo costs ;
2 Bascline assumes "business as usual” with no Horl2on
3 Each opfion is expressed as a change relative to the baseline P
4 NPV figures for option 2and 3 assume that no compensation is puid cither by or to ICL. E : a
§ VAT is included in payments 1o Pathwoy by both BA and POCL, and 1s included in the cost of new banking technology in option 3 By
T
:".v
‘ 2
-
L
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HORIZON: SUMMARY OF CENTRAL OPTIONS - BA FLOOR I‘AYMENT TO POCL ENDS WHEN COMPULSORY ACT MIGRATION BEGINS . .‘.': ."3
@
1998-99 1999-00 2000-05 2001-02 200203 2003-04 2004-05 2005-06 2006-07 2007-08 2008.03 2009-10 NPV @6% NPV @6% = ‘
. 102030 102008 o
2 Continuation of Hotizon without BPC, move 10 ACT (compulsory from 2001702}, fioor atd unf 200102 i had 3
% of cismants paid by ACT ' 30% 30% 2% 53% 70% 88% 100% 100% 100% 100% 100% 100% :_.:
% of transacfions made by ACT 13% 14% 22% 34% 53% 3% 96% 99% 100% 100% 100% 100% m
. o
DSS net administrative savings (<m) -10 .15 -40 10 95 190 290 435 A35 435 . 435 435 1,508 349 Tl
contingency ' -10 -10 -10 -10 30 . <10 -10 10 -10 -10 .10 -10 -84 <56 - p
DSS programme savings ({m) 0 5 90 130 135 135 133 135 135 135 135 135 847 469 %
Payment to banks/POCL for “unbanked 0 -8 220 -30 -33 <32 - +32 232 -32 -32 232 -32 206 . <116
Tt Tt T formt PSSwavings&my 20" _"28"" -e=2g*-——100— — —1§7—" —283-— — *383— -—-52@-~ -- 528+ —B52F— =528 - 5280 e 23025 0. i ae =686 .. -
first round ympact on POCL profits {m 0 5 10 9 30 4] .52 -213 -198 -183 -188 -155 -603 -4 ,
compensation (o subpostmasiers 0 0. 0 0 0 .0 0 - <94 -94 <94 -9 <263 .0 "
~ cost of banking 1echnology for POCL 0 3 <33 Y} .51 -51 -51 -3] <21 ool -1 -) -228 o =195
profits for POCL from banking £m 0 Q 0 n’ 36 8 103 116 117 119 120 120 490 159 T
Total impact on POCL 1] 2 23 -1 45 .14 (1] 222 -196 =159 -163 -130: 404 109 t
impaci on PO network wral 0 0 0 0 0 0 0 200 -400 600 -800 1,000 ' '"
: wban | 0 0 0 0 0 0 0  -5,2000 2,400  -3,600 4,800 0,000
fotel ¢ 0 a ] 0 K] 0 -1400 -2800 -4,200 5,600  -2,0n0 .
NET IMPACT ON PUBLIC SECTOR 1,521 537
"3 Jtavizon cantelled: ACT (omnuko ¢ for all claimants from: 2001402, floos ends 2001702
% of clmmanis paid by ACT ' . 30% 30% 42% 53% 0% 88% 100% 100% 100% 100% 100% 100%
% of transactions made by ACT L 13% 14% . 22%. 34% 53% 3% 96% 99% 100% 100%  100% 100% j‘
_DSS el administrative savings ({m) 10 45 40 10 95 190 290 435 435 435 435 435 1,508 349 2
contingeacy -10 -10 -10 -10 -10 ‘-0 . -10 -10 -10 -10 -10 -10 -84 <56 ‘
DSS programme savings {({m) 0 5. 90 130 135 135 135 . 135 135 135 135 135 847 169
Payment 1o banksPOCL for "unbanked 0 .8 .. 220 -30 -33 32 32 -32 -32 32 .32 -32 =206 . -116
Total DSS savings (£m) -20 -28 20 100 187 263 383 528 528 528 528 528 2,125 646 i
first round impact on POCL profits {m .0 5 10 45 s 27 0 -138 -137 136 135 -134 -288 9
compensation (o subpostmasters 0 -108 -108 .108 .. -108-  --108 0 0 0 0 0 1} -429 <429 :i_'
cost of banking technology for POCL 0 14 . 24 -46 -n7 -106 =93 93 -93 -93 - 93 . -93 <554 -293 b
puofits for POCL from banking {m 0 0. 0 -6 .21 7 100 16 N7 18 119 120 430 100 _
Total impaci on POCL o. -7 a2 15 211 -l 7 NS5 .3 11 o109 -107 <841 520 =
impacton PO neiwork smal » 0 800  -1200 -1,800 | -2,400 -3,000 -3000 -3,000 -3000 -3,0N0. -3,000  -3,000 § 4
urban, - (V] 1,400 2800 4,200 -5600 -2,000 -7,000 -7,000 -7,000 -7,000 -7,000 ("-7,000 a f
fotal .0 2200 4,000 -6000 -8,000 -10,000 -10,000 -10,000 -10,000 -10,000 -10,000 -10,000 . o !
‘ ' * NETIMPACT ONFUBLICSECTOR 1285 o B2
HORIZ_DT.XLS - 161096 203 ' T (o
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NORIZON: SUM MAR\' or CBNTRAL OPTIONS BA FLOOR PAYMIZNT'IOPOCL ENDSWIEN COMPULSOR\' ACTM !GRA‘I’] ONBEGINS E:
. .

1998.99 1999-00 200001 2001-02 2002-03 2003-04 2004-05 2005-05 2006-07 2007-0B 2008-09 2009-]0 NPV @ 6% NPV @6% ,:T:

: - , | 02050 402005 =
3V Variani - Horizon cancelled: ACT compulsory for all claimants from 2003/04, lonr ends 20V3N14 @ ,'.:‘
% of claimants paid by ACT 30% 30% 2% 53% - Wh 88%  100%  100%  100%  100% - 100% . 100% : T

% of transnctions made by ACT 13% 14% 22% 34% 3% 13% 9%% ~ 99%  100%  100%  100% 100% ' - ;‘
DSS nel administiative savings ({m) -5 210 .50 10 90 190 29 435 435 435 435 435 1,565 346 T
contingency -10 -10 -10 -10 -10 -10 -10 .10 -10 - .10 -10 -10 -84 56 C
DSS programme savmgs {{m) 0 5 920 130 135 135 135 . 135 135 135 135 135 - 842 469 8,
Payment (0 banks/POCL for '_'y&nkcd 0 -8 <20 -30 -33 =32 =32 -32 =32 <32 0 232 32 <206 <116 g
Total DSS savings (£m) tem g ¢ et = 0" * =82 -—"~283— = 3§3———518+ --—-2B--- - -628- -—-528 - S HlB [ T g
firss round impact on POCL profits fm - 0 LR 10 20 s . 713 . 50 6 e134 7 -136 2935 -134 205 136, 4
compeasalion fo subposimasiers 0 =108 -108 -108 -108 -108 0 0 -0 0 o . 0 -429 -439 A
cos! of banking fechnology fos POCL 0 -14 24 -46 <117 -106 93 93 93 93 93 93 -554 2293 . ,«i
profits for POCL from banking £m ¢ 0 0 6 .5 20 36 100 116 17 ng 334 . 42 R
Totalimpact on POCL ; ¢ -7 -122 134 -150 ~123 <2 -93 -127 <113 -113 -109 - -854 <545 4
impacton PO network ~ qural 0 800 -1200 -1,800 -2400  -3,000 -3,000 ° 23,000 -3,000 - -3,000 -3,000' -3,000 ' d i
urban 0 -1400 -2800 4200 -5600 -7,000 7000 7,000 .7,000 -2,000 " -7,000 2,000 %
10188 0 ‘

23,200 4,000 6000 -RO00 anoon . 10,000 -10.000 -10,000 -10,000 ' -10,000 -10,000 :

' NET IMPACT ONTUBLIC SECTOR 1,268 99 FERY
Nofes ' ¢ :
1 A negative savmg means an addxllon 10 costs .
2 Bascline assumes “business as usual™ with no Hornzon - C : ' . o .
3 Gach option 1s expiessed as a change 1elative fo the bascline : B d j . 1
4 NPV figures for option 2 and 3 assume that no compensation is paid cither by o1 10 ICL & ‘ e ‘ K
5 VAT is included 1n paymenis 10 Pathiway by both BA and POCl,,and isancluded in lhc cos! of new banking iochnology inopliond o . . ' - 4
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EEJL’ bj | . E - gl PR Benefits Agency/Post Office Connters Limited au!om}:::‘o:?;rao‘;::l. - o g ‘
' 3 : Working Diaft - 16 October 1998 .
4.4 Susnmary of key éssumpﬁons 3.
44.) . ‘ ’ ’g"
Assumpfions underlying financial resul(s for options - where the floor payment from BA 1o POCL ends when migration {o6 ACT is complete : €
. , Option1 i Option 2 , /| Option3 - ’v‘ o {
R — .%.J.Eféﬁrialﬁs}mﬁs}zé?_...--.j- T R R e T ./A_ e e R S e TMUREY , ;‘. :
Underlying 1ate 15% ' ., 1.5% Y, 1.5% ' _ ' 'I
BA moves to ACT _ 2005/06- 2007/08 = 2001/02 - 2003/04 - ° .7 | 2001/02 - 2003104 .:
Rate of migsation when ‘compulsory’ | 20:40:40 34:33:33 343333 -
% of transactions paid by ACT ' | '
Lag between migration of customers | Periodicity mix: curient average Pertodicity mix: curient averape | Periodicity mix: curien( average
and transaction penoducity of paperbased > ACT | periodicity of paperbased > ACT | periodicity of papeibased > AC1
DSS net administrative savings ) E k 1‘
BA floos paymentto POCL ends | 2007/08 2003/04 o 2003/04
lncrcmcnmi investment in CAPs Yes - for interface with Horizon - | 1-
Cominlgcncy ; | ‘
ACTcosts ¢10% of ACT costs ¢10% of ACT costs ¢10% of ACT costs
Cos! of wilhdfawing cashbythe « : . . . R %
“banked”, when moving to ACT ' - - - : é
DSS progranme savings o
Benefit cncashment fraud sn\-ings - | €90% of estimated fraud - accrues | ¢90% of estimated fraud - acerues | c90% of estimated fr.?md - accrues g'
(inctemental to savings fiom ESNS) with BPC (then ACT) | with ACT ' with ACT "’1.‘;
1 b
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HM Treasuny

Bencfits Agency/Post Office Connters Lumfted antomation project
Workmg Draft - 16 October 1998

Assutiiptions underlying financia? resulis for options - where dlie Nloor payment from BA o POCL ends when migration to ACT is compcte

Chan&cs 1o periodicity

Option {

Opfion 2

Option 3

Payment for the “unbanked”

‘Incentivise banks (eg remuneratc for

Upfront £10/account + on-going

'Upﬁonl £10/account + on-gomng

Upfront £10/account -+ on-going

loss of nearest PO (est 70-80p/visit)

| cosls of Jow value cash withdiawals)_ _|_120pa for hnlf of ihe *unbanked’. __| £20pa for half.of the "'unbanked?”. .| £20pa for half of the "unbanked” _|
First round unpact on POCL profus | ' : : ' v ' ' e
. Miérafioii of non-BA business from * | 60% 60% 60% - SO \
closed PO 10 other PO ) . A ‘
Retail custom dependant on PO~ | 27-36% 27-36% - 27-36%
footfall _ » ;
PO vicien® new services included i Banking only Banking ouly Banking only
modclling
Acccssibility value to customersof | Excluded Excluded

Exgiudcd |

Conpensation to subpostmasiers

26 months remuneration duc on
fncremental closure of POs

Level of remuncration’

Paid whether compulsory or
voluntary closure.

Variable subpostinaster .
remuneration = midpoint of before

| Pard whether compulsory or

voluntary closure

Variable subpostmastes
remuneration = midpomt of before

Paid whether compulsory or * -
voluntary closure ‘

Variable' subpostmaster
remunetration = midpoint of

and afier migrates to ACT and afler migrates 10 ACT before and aficr migrates to ACT
| Costing of banking techiology for ' '
ProcrL - . ‘
Technology - Horizon Honizon + POCL remunerates ICL | Debit terminals initsally, then full
'y ‘ for ‘reduced maigin’ re BPC functionality system procured
2
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B | . | i ' HM Treasury 3
‘ ' o Dencefi IxAgenq'/I’auOﬂicc Counters Linnted automanon project Sl
\ : . ’ ’ ] orxmg Draft - 16 October 1998 i ¥
| Assumptions unilerlying Hnancial resulis for opﬂons shiere the floor payment from BA 16 POCL cnds w}wnlnggmlmn 10 AC’T is comp]ctc 5.
Option } b o , Opfion 2 - : ' Option 3 ' :
Profiis for POCL from banking : | : 8/
Revenue ) 50p per iransaction : SOp per fransaction 50p per transaction
Transactions per customer per annum - | 30 |30 J ' 36 . e
PSS S - —---tMarker shareof bemefit Tustonters ™ ©*71"2001702 10%,2002/03°15%; ™" = " 2001702 40%'2002/03‘50%7 """" 20017027 30%; 200203 40%; ~ , .’
‘ nngralmg 10 ACT 2003/04 35%; 2004/05 50%; 2003/04 65% -| 2003/04 50%
' 2005/06 65% ‘ 585 S |
Matket shnrc of other cash withdrawal | Jucreasing10 7.5% ‘| Increasing107.5% - Incicasing to 7 5%
Impact on PO nenwork _ v 7
Closures Managed ' : Managed Avoid loss of confiol
-’
I
3 :
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% I i i ' HM Tramly

: KbMél ! e efits Agm:.;v/Pau Office Countees Limued automation project

I Workmg Orafi  i6 October 1998

© AppendixA; List of documentation made available to the review

Benef’ ts Agency / Post-Office Coumers Automanon Project - a note by the ane

Minister’s Pohcy Unit and the Treasury
Review of the penef its Agency / Posi Office Counters Automanon PmJect - Worl\una

 Group Report - 'rluly 1998

BA 7/ POCL Automanon Programme Review - chon of the Independent Panel - July

. 1998

Post Office Co;mtcrs Limited - ICL Pathway Techmcal Architecture Srudy “Pontis
Consulting Scptf:mber 1998

POCL Strategy- Integrated Economics - Post Office Counters Limited Presentauon to
HM Treasury A‘:gust 1998

Horizon Bankmg Infrastructure - ICL Pathway Ltd - version 1.1 - Szh August 1998
POCL Banking Fosr: (m 1scellaneous faxes) - HM Treasury and POCI.

: _Oprion 3 analys|> (Jonathan Evans, POCL 10 Adam Sharplea, Treasury, 2998 and

4.9.98) .

Depamnental vlew ot‘ Benefit Payment Opnons PrOposal for increased use of ACT
DSS, Septembe 1998

Cememn = —— et et a0 00t s0es s cue
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Appehdix B:%Banking funcrional assumptioné

In addition to rfxe core “manned ATM” services assessed in 2.2.1 above, a number of
have been discussed by POCL, which have not been reflected in the
viability assessment. These are listed below, together with the rationale for excluding

further services

them from the srvice scope

Bevefits AgencylPost Uffice Counters Limued automatioa peoject

T-469- P.05/08 F-726

HM Treasury

- Working Drafi « 16 October 1998

= |
Service d

Comments

Information of banks’ fidancial
products

Service would require careful negoriation with
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 derails).

small

Corporare  bagking for

business users ;
i

Bepresents a distinct service area, which may. have
different marker requirements. Extension into this
area may also be resisted by banks.

Passhook withdfawals
1

This raises logistical issues, particularly given The
different passhook printer standards and practices for
different institutions.

Opening and cldsing accounts

Banks are likely 1o want 10 retain full contol of
account openings and closures. Assume thar POCL
will provide no more than a form-ﬁl@g service here.
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