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TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date
E(80) 68 11/07/80
E(80) 69 14/07/80
E(80) 70 14/07/80
E(80) 25" Meeting, Item 2 16/07/80
E(80) 85 : 01/08/80
E(80) 90 05/08/80
LCA - E(80) 31* Meeting, Minutes, Item 1 07/08/80
E(80) 123 31/10/80
E(80) 124 31/10/80
E(80) 39" Meeting 05/11/80
E(81) 5" Meeting, Item 2 03/02/81

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES

Signed majiw Date_ [/ Marth L 0l(
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SECRET

10 DOWNING STREET

From the Private Secretary 9 March 1981

The Prime Minister held a further meeting this evening to
discuss the future of ICL. In addition to your Secretary of
State, the Lord President, the Chief Secretary, Mr. Kenneth Baker,
Sir Robert Armstrong, Mr. Ibbs and Lord Benson of the Bank of
kngland were present.

Referring to the discussion that had taken place earlier
that day, the Prime Minister said she was afraid that the partner-
ship arrangement which ICL were hoping for would fail to materialise.
In that case, if the Governmeant were to provide a loan guarantee on
the basis proposed in Sir Keith Joseph's minute of 6 March, there
would be the all too likely prospect of it having to provide further
support in due course. It was partly for this reason that she had
asked that the alternative option of providing advance payments on
computer purchases and R&D should be considered. In response,
Lord Benson said that the partnership prospects were not altogether
bleak. Mr. David Scholey of Warburgs had been negotiating over the
weekend with NCR, who had expressed interest in a complete takeover
of the company. Univac and CDC also seemed seriously interested in
buying a stake in the company.

As regards the £100 million guarantee facility that had been
proposed, this had not yet been discussed with any of ICL's creditors.
The clearing banks had outstanding loan facilities with the company of
£112 million, of which about £70 million was firmly committed; these
facilities were secured against the company's assets. In addition,
other London banks had provided facilities of £50 million and foreign
banks £55 million. ICL's cash deficit was forecast to peak at £175
million at end-August. The proposed guarantee was intended to enable
the clearers to increase their facilities in the event of the other
London banks and the foreign banks withdrawing their support. If the
company subsequently failed, the Government would repay them their
loans over and above their existing secured facilities.

As regards the option mentioned by the Prime Minister of
providing support by way of advance payments, he did not think the

amounts would be large enough; and they would not provide a
permanent solution.

/The Lord President
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The Lord President said that the CCTA were expecting to make
payments to ICL in 1980/81 and 1981/82 of about £40 million in total.
This amount could, in principle, be advanced to the company now.
However, it was unlikely that the company would not have already
taken into account the receipt of at least some of this money in the
near future; consequently, the benefit to the company of advance
payments would be less than on the face of it appeared. Furthermore,
there were serious objections of principle to this course: first,
the CCTA's contracts would require amendment and this would be
criticised by the PAC; and secondly, the pressure on ICL to deliver on
time would be considerably reduced. In addition, in so far as it might
be said that the Government was providing financial assistance to
enable the company to continue trading, the Government might feel
bound - because of the implications of Section 332 of the Companies'
Act - to meet the company's debts in the event of its being wound up.

In discussion it was generally agreed that the advance payment
option was not worth pursuing. As for the guarantee proposal, it was
argued that - if the guarantee was to be provided - it should be
accompanied by conditions. The objective must be to ensure that a
partnership was achieved and that the company should be self-supporting
once again. Otherwise, the Government would find itself having to
provide further support. It was suggested that one condition should be
to ensure that the guaranteed funding should not be used to finance
unnecessarily generous redundancy terms for the 5-8,000 employees whom
the company were apparently planning to make redundant. If generous
redundancy payments were to be made, there was a risk that a potential
partner would require a "dowry'" from the Government. Secondly, the

Government should obtain an assurance that there would be changes in
ICL's top management.

In further discussion, it was suggested that it would be unwise
to tell the ICL Board that the Government was prepared to provide the
guarantee until Ministers were quite clear on the terms and conditions
that they wished to attach to it. It should be possible to work out a
form of words - to the effect that the Government was looking urgently
at the ICL problem - which would persuade them not to call in the
Receiver the following day. It was further suggested that the Board
should be told that the Government would like Mr. David Scholey to
undertake all of the negotiations with potential partners. He should
be given a free hand to negotiate the best deal available to the com-
pany; for rather than lay down conditions in advance, it would be
better for the Government to consider the terms of any partnership
arrangement when it had been successfully negotiated and before it was
implemented. As for changes in ICL's top management, it was argued
that it would be unwise to insist on the Chairman's resignation the
following day,; he was expected to go, but his immediate resignation
might cause more problems than it would solve, Turthermore, it might
be wiser not to change the Chief Executive until a new partner was
found. In both of these cases, and in respect of other management
changes, the Government would be in a position to insist on whatever
it wished. But in doing so, it should bear in mind not only the
question of timing, but also the fact that confidence in the company
would be even more damaged if too many changes were made. Sir William
Barlow was mentioned as a possible non-executive Chairman in succession
to Mr. Philip Chappell, and Mr. Morgan of GEC as a possible new Chief
Lxecutive,

/Summing up,
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X, Summing up, the Prime Minister said that they were agreed that
the Government should provide the £100 million guarantee proposed by
Sir Keith Joseph. But this would have to be on terms and conditions
.that would minimise the damage to the Government and offer the best
prospect of the company finding a partner. Mr. Baker, in consultation
with Treasury Ministers, the Attorney General and Lord Benson, should
urgently work out the terms and conditions that should be set. In
addition, they should prepare a form of words which, while falling
short of offering the guarantee, would ensure that the ICL Board
did not call in the Receiver the following day. This would give a
little longer for the terms and conditions of the guarantee to be
finalised.

I am sending copies of this letter to Jim Buckley (Lord
President's Office), Terry Mathews (Chief Secretary's Office,
H.M. Treasury), Jonathan Hudson (Mr. Baker's Office, Department of
Industry), Gerry Spence (CPRS) and David Wright (Cabinet Office).

« LB LANEES_T%F;

I. K. C. Ellison, Esq.,
Department of Industry.
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From the Private Secretary 9 March”1981

Qre.dy/

As you know, the Prime Minister held a meeting this
morning to ‘discuss the future of ICL. In addition to your
Secretary of State, the following were present: Chancellor of
the Exchequer, Chancellor of the Duchy, Lord President, Mr. Kenneth
Baker, Sir Robert Armstrong, Mr. Ibbs and Mr. Atkinson from your
Department. They had before them your Secretary of State's
minute of 6 March, the Lord President's minute of 5 March and
also Mr. Ibbs' minute of 6 March.

Sir Keith Joseph said that he had concluded, for the reasons
set out in his minute, that the Government should provide ICL's
clearing bank creditors with a loan guarantee amounting to
£100 million. This was the minimum amount that the Bank of
England considered necessary to ensure that the banks ' continued
to support the company and to prevent it from going into
receivership. The guarantee wauld require an Affirmative Order
under Section 8 of the Industry Act. Its purpose would be to
tide ICL over until they were able to complete negotiations for
a partnership arrangement with some other company. Mr. Baker
added that it was quite clear - and had been for some time - that
ICL could not survive without a partner. ICL management had been
far too dilatory in seeking a partner. Discussions were now taking
place with several companies as indicated in Sir Keith's minute.
There had been one further development over the weekend: the US
company CDC, had telexed to say that they were very interested in
taking a minority stake in ICL's UK business and a majority stake
in their overseas business. This would be similar to the proposal
put forward by Univac, which had so far looked the most likely
prospect.

The Prime Minister said she was appalled that ICL's financial
situation had deteriorated so fast without their management
apparently being aware of what was happening. If the company
were to survive she hoped that their top management would be made
publicly to take the blame and be replaced. But she was also
dismayed at the lack of financial information on which Ministers
were being asked to take a decision. She would have liked to have
seen a much fuller analysis of the reasons for ICL's deteriorating

position, and it was for this reason that she had asked to see
their latest management accounts.

/ The Prime Minister
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The Prime Minister went on to say that she accepted Sir Keith's
conclusion that the company could not be allowed to go into
receivership. But she questioned whether as much as £100 million
in guarantees was necessary; more importantly, she wondered whether
providing guarantees was the best option available. The object must
be to avoid receivership at minimal damage to the Government.

With the guarantee approach, there would be a risk that no
acceptable partnership could be negotiated within the few months
breathing space which it would provide; and if this happened,

it would then be hard for the Government to disengage. It would
also have the disadvantage in terms of publicity, and possible
difficulty in Parliament, of involving the Affirmative Resolution
procedure. She wondered whether a better approach might be for the
Government to make advance payments for purchases and possibly
maintenance of computers and to make advance payments on R & D.
ICL's other customers might also be asked to help.

In discussion, it was generally agreed that the receivership
option had to be ruled out. But it was argued that it was highly
undesirable that the issue should have reached Ministers at such a
late stage and without more thorough preparation. As regards the
advance payment approach mentioned by the Prime Minister, it was
suggested that payments of between £50 and £75 million might be
possible. But it was doubtful whether this would be sufficient
to hold off receivership. In any case, there were also substantial
disadvantages in making a cash payment at a time when the public
expenditure situation overall was so tight; moreover, there might
be problems for the Government from the point of view of its role
as a purchaser. This would need to be considered before a decision
was taken to go down this route. In addition, whereas advance
paymentswould not be require an Affirmative Order, they would still
necessarily become public and they would have to be capable of
justification to the PAC.

In conclusion, the Prime Minister said that Ministers would
need to reconvene at a further meeting later in the day to which
Lord Benson, the Bank of England's adviser on ICL, would be invited.
Before that meeting, Departments should urgently examine other
options for preventing ICL from going into receivership, and in
particulgr the possibility of advance payments for computers and
for R & D, :

I am sending a copy of this letter to John Wiégzns Treasury),
Dav;%,ﬁé&hoe (Chancellor of the Duchy's Office), Jim.Blickley
(Lo President's Office), Jonatfian Hudson (Mr. Baker's Office,
Department of Industry), David MWright (Cabinet Office)
and Gerrg,ﬁpence (CPRS).

¥ .

o

Ian Ell;ébn, Esq.,
Department of Industry.

- SECRET




CONFIDENTIAL
COMMERCIAL IN CONFIDENCE

ICL MANAGEMENT ACCOUNTS

These are supplied to the Department of Industry under the
terms of the 1974 Agreement which governed the payment of
£40 million of support to ICL for the development of the
2900 series of computers. Although payments to ICL under
the Agreement ceased in 1976, the monitoring arrangements
remain in force until the repayment obligation (via a profit
formula) lapses in 1983/4.

2 Management accounts in this form nermally appear some
six weeks after the end of the month in question - ie the
printed accounts for January 1981 have not yet been received.
However, informal accounting information is available to ICL
management far earlier, via the company's own internal
computer systems, and it was on this basis that the approach
was made to the Department in mid-January to warn of the
impending cash crisis and thesproblems ICL faced in trying
to overcome it unaided.

% The annual budget is normally revised with updated

forecasts each quarter. The January revision was the point
at which the full extent of the problem was revealed.

The December 1980 printed management accounts still show the
original budget, though the cash forecast (flagged) is grim.

Department of Industry
9 March 1981
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FUTURE OF ICL: ADVANCE PAYMENTS T

-—

(Note by the Civil Service Department)

It was suggested this morming that ICL might be given financial
help by means of advance payments for computer eguipment and
services currently on order for Government Departments.

CCTA expects to pay ICL for eguipment and services about

£3 million before the end of 1980/81 (that is, almost at once)
and a further £23 million before the end of 1981/82.

addition payments for maintenance and hire of eguipmen
(including software licences) amounting to about £13 million
will be due in 1981/82.

Thus nearly £40 million could be advanced to the Company from
this year's or next year's estimates; these figures have been
agsessed hurriedly and may not be wholly accurate.

But it is likely that the Company, in meking its own financial
calculations, will already have taken into account the receipt
of the money due this financial year, and in the early part of
1981/82; thus the benefit to the Company of advance payments
may be much less than appears.

There are serious objections to this course:

g. CCTA pays 50% on delivery of equipment and a further
50% on its acceptance; to make these payments ahead of
delivery would involve amending the contracts and is
likely to be seriously criticised by the Public Accounts
Committee.

b, It would also remove all pressure on ICL to deliver
their machines in time; in the past CCTA have found the
financial discipline necessary to ensure an adequate
service.,

The legal implications of this course are set out in the Annex
provided by the Treasury Solicitor.

9 March 1981

CONFIDENTIAL AND COMMERCIAL IN CONFIDENCE
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ANNEX

Given that a pessimistic view is taken of the Company's
position, in making advence payments to it, the Government
might be regarded as providing it with uncovenanted financial
assistance to enable it to continue trading and to obtain
further credit from its creditors.

In this case, if the Company were subsequently wound up and the
creditors were not met in full, the Government might be
prejudiced by the application by analogy of Section 332 of the
Companies Act 1948. The Law Officers have advised that ‘the
Crown should behave as if it were bound by this Section although
this is not strictly so.

At worst, this would mean that the Government might have to meet
the Company's creditors in full., To avoid this difficulty, it
is desirable to give assistance in these circumstances only if
it is reasonably clear that by virtue of it the Company will be
enabled to continue trading with a reasonable prospect of meet-
ing its creditors in full. This would be the case either if

the advence payments would in themselves tide the Company over
a temporary cash flow problem, or if they were designed to
cover the position temporarily until the result of an approach
to its bankers was known.

CONFIDENTIAL & COMMERCIAL IN CONFIDENCE
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ICL LIMITED

Statement by the Chairman, Mr. E. P. Chappell, C.B.E., at the Annual General
Meeting held in London on 3rd February 1981.

Last December, we announced our results for the year to 30th September 1980. They revealed a sharp
drop in profit in the second half of that year, as well as the expectation that adverse trading conditions
would continue well into the current year.

These trading conditions have certainly not abated in the first quarter. In its overseas markets ICL is
still faced with the problem of the continued strength of sterling; and the economic scene in our
principal market, the U.K., has deteriorated to such an extent that Britain is now in far deeper recession
than the other major industrial countries.

Such circumstances mean that regretfully the ICL Group is currently trading at a loss. Due to phasing
of deliveries, profitability in our first quarter in any year is usually low and indeed the first quarter of
the current year was budgeted to be a loss. A particularly low volume of despatches has caused the
loss to exceed budget and our unaudited management accounts show a Group pretax loss in excess of
£20 million for the first quarter. Substantial measures have been taken to reduce costs and to increase
deliveries, and | must emphasise that this is not the running rate of loss for the year.

In the present economic climate it would be imprudent to attempt a detailed forecast, but given no
further deterioration in demand and maintained confidence in the present excellence of your Company’s
products, we would expect to reduce the loss rate in the second quarter. In the second half of the year
we plan to achieve an overall result approaching break-even, so that the loss for the full year will be
restricted to about the same level as that of the half year.
!

The outcome for the ensuing year 1981/82 is difficult to predict. In our business, a relatively small
down-turn in orders means a sharp reverse in profitability ; equally, a relatively small up-turn in demand
can bring with it a sharp improvement. Therefore, given a revival in worldwide markets, and especially
in the U.K. market, we would expect a significant improvement in the profitability of our operations.

So far as funding is concerned, it is normal for us to have a cash outflow in the first quarter of each year;
but management action to conserve cash resources has meant that the increase in our borrowings in
the first quarter of the current year was no more than in the equivalent period last year. We have
considerable unused facilities available at present from our bankers. In this connection, our principal
bankers have been kept fully informed as a matter of course about our trading position and future plans.

Our order-take in the first quarter showed a modest improvement for our overseas business compared
with last year ; our total orders received overall for the first quarter were, in fact, ahead of last year, but
a slightly higher proportion than normal of those orders in the U.K. is for delivery in later years.

We have taken and are still taking very determined actions to reduce our overall costs :—

Cash In present conditions, the control and conservation of cash is our first priority. Our drive to
reduce demands on working capital is being fully maintained and intensified wherever possible.
Expenditure in all parts of the Group-is subject to rigorous contral.

People We have already announced our proposal last November to reduce our manpower by
2,500 people, and this is now being implemented. Those elements of the total costs which relate
to the closure of the Winsford factory will be treated as an extraordinary item in our 1981 accounts.

Pay The 1981 annual pay negotiations in ICL began in January with the hourly-paid employees.
ICL has responded to their claim by stating that we cannot afford a general increase in pay during
1981. '

Production We are continually reviewing our manufacturing programme in the light of our
trading position.

Premises Since the middle of 1980 we have, in the U.K. alone, disposed of or contracted to
dispose of almost 14 per cent. of our total U.K. spaceholding. Further premises disposals are being
considered.

The other main element of our present policy is to sustain as far as possible the levels of investment
in the key areas of our business, so that we can remain competitive and be in a position to respond

C{nl—- [@2 ar g"‘j : /PQ..




when demand resumes. This will bring benefit to our shareholders, our customers and our employees ’
and, we believe, to the nation. We therefore look to our shareholders, our customers and our employees
to express their confidence in ICL by supporting us fully in carrying through the policy | have outlined.

Recent Press comment has linked ICL with companies in the oil industry; ICL has had no such
discussions. It has also been suggested that ICL has asked H.M. Government for financial support.
We do of course maintain very close relations with the Department of Industry. They are fully aware
of the difficult short-term problems facing us and of our plans to surmount them.

In difficult times we rely on the strengths of the Company and it would be as well for me to reiterate
the more important of these :—

Turnover We have succeeded in growing our turnover at over 18 per cent. per annum over
the last decade. This has been done through volume increase with little or no price inflation and
against strenuous competition,

Overseas Our business overseas has also increased consistently, and in 1980 overseas turnover
exceeded £300 million for the first time. Not many businesses have grown their overseas turnover
from £46 million to £312 million in a decade.

R & D Spend We have been increasing our research and development expenditure at a rate of
nearly 20 per cent. per annum.

Product Range Our whole product range has been fundamentally changed during the 1970s.
We have successfully accomplished the transition from the 1900 Series to the 2900 Series with
its modern architecture designed to cope with customers’ needs in the ever-changing world of
computing. We are proud of the scale and quality of that achievement.

We have recently introduced some outstandingly successful new products including the ME29, the
2955 and the 2966. Over 750 orders for the ME29 have now been taken. There are more excellent
new products in the pipeline, of both an enhancement and an innovative nature, with particular
emphasis on mini-computer products.

Our operating software is mature; it has become accepted as highly versatile, efficient and cost-
effective. Our Information Processing Architecture is recognised as a very effective means of
providing our business users with the best flow of information needed to run their businesses
efficiently. !

We have never before had such a competitive range of products. This product excellence has come at
a time of economic recession. But it enables us to offer hard-pressed businesses a most effective
means of control and of being able to react swiftly to the changing environment.

Customer Base The value of ICL's customer base is well over £2,000 million in 80 countries.
Apart from our largest rival, we have the biggest customer base outside America and Japan of any
computer manufacturer.

Services We have increased our business in software and other computer-based services very
considerably in recent years. In Dataskil we possess one of the largest software houses in Europe.
We also have a worldwide reputation for producing applications software which will stand up to
competition anywhere. We have extensive international computing bureau operations and education
and training facilities. The whole services business is a fast-growing element of the information
technology industry, and ICL is well placed to succeed in this highly important market of the future.

Employees [CL has highly-skilled, dedicated and very hard-working employees throughout its
business. In them we possess skills, experience and loyalty which are second to none.

ICL has real assets: an excellent product range, a sound and extensive customer base, and our
employees. The market for our products will revive as the U.K. and world economies recover. With that
revival will come fresh opportunities for ICL's business to grow profitably. Your Board is determined
that ICL will play a leading part in the dynamic growth of the information processing industry.

Greenaways London RS 30341
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PRIME MINISTER

FUTURE OF ICL
Since Kenneth Baker reported to you on 6 February, the banks
(led by the Bank of England) have finished investigating ICL's

financial position and prospects. ICL's senior management have

discussed possible partnership with four overseas companies.
RECENT DEVELOPMENTS

2 None of the companies approached have expressed interest

in an outright bid. Two US multinationals (Univac and CDC) seem

genuinely interested in the prospect of a major stake in ICL

and have followed up initial contacts quickly. The initial

reaction of the Japanese (Fujitsu) has been disappointing, but
exploratory discussions continue. There has also been preliminary
contact with St Gobain. NCR, which has not been approached by
ICL, has also expressed interest. ICL management seem to have
entered into the discussions whole-heartedly and to have overcome
their earlier reluctance to contemplabte the loss of their

independence.

3 It is clear that all prospective partners are approsaching
a possible deal cautiously; they will need time to assess both
the cost of investing in ICL and the practical and financial

implications of subsequent rationalisation. Negotiations on
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partnership seem likely to take three to six months (but

Heads of Agreement might be achieved on a shorter timescale).

4 TICL's financial situation has continued to deteriorate.
Although the banks' investigations have not revealed any new
factors which would call in question the earlier forecasts of
loss and overdraft, the level of new orders which will produce

——

revenue in the current company year has been falling below

ey

forecast. The main reason for this is uncertainty about the

————————

company's future, which causes prospective customers to hold off

e .

from commitments. As a result, the loss for the year to end

September could now be £50 million rather then £35 million,

—_— -
reducing net worth in the new balance sheet to as little as

£80 million (currently &£141 million) and with total borrowings

L it 1

of £240 million.

5 The Bank of England considers that the clearing banks are

on the point of deciding that in this situation they cannot

prudently stay with the company. Their current exposure is

“about £20 million and they believe they could recover this in a
——————

liquidation. If they stay with ICL, their exposure is expected

—

to grow rapidly as ICL moves towards the forecast peak overdraft
levels in May and August (around £175 million). In addition, if

— cm—

any of ICL's other borrowing facilities (£120 million divided

between UK and overseas' sources) are withdrawn, ICL would need

to seek to increase its drawings from the clearers in order to

T

offset this reduction.
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& The ICL Board are monitoring very carefully their position

under Section 332 of the Companies Act. As the attached letter
e

from the Chairman (Annex A) makes clear, the Directors will

consider at the Board meeting on 10 March whether to cease

trading, if there is no indication that support is available to

T . A
tide them over until the partnership discussions are completed.

THE OPTIONS BEFORE US
7 The Government needs to decide its attitude to ICL's future.
There are only two options: do’nothing thereby letting ICL go

e gy
into receivership, or to participate in temporary support measures

to get the company through its immediate difficulties until a

partnership is established.

8 My first inclination is to favour receivershiﬁ; that is the

appropriate market response and it could be expected that others

would be willing to acquire the profitable parts of ICL's business.

I am satisfied, however, that receivership would be destructive and

expensive to the taxpayer. The Bank of England have concluded

that the special nature of ICL's trading would make it most unlikely
that much of value could be saved from the rump of the business.
Receivership would involve the break-up of the company despite

3 n—
the fact that it has a credible product range (there is evidence
that, even in the current recession, ICL would be making significant

sales if its stability as a company was assured). Receivership

dmm—
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would also dissipate the customer base, which is ICL's main

attraction to any potential partner. The expense arises because

users, especially Government users, would incur the heavy
conversion and transfer costs mentioned in the Lord President's
ninute of 9 February and there is a risk of them being unable

to secure even basic maintenance. Also there would be no way of
recovering more than a fraction of ECGD's current exposure on

ICL's business (about £120 million).

9 Receivership would in addition affect a number of overseas
customers (notably the EEC, the European Space Agency and the

Abu Dhabi National 0il Corporation) and many public and private
sector organisations in the UK which either supply ICL or which
rely on ICL equipment to provide services to others. Damage
would be done to the United Kingdom's international reputation
in the supply of major equipment. (A note of the main Government

operations relying on ICL computers is at Annex B.)

10 Three considerations appear to justify Government participating
in temporary support measures. As users, we have an interest

in the company's future; until the end of last year we gave

preference to ICL in major public sector computer contracts‘znd

central Government remains the single biggest user of ICL compﬁ%ers.

égg-survival of ICL will help protect the significant investméag

we have made. Our policy on information technology seeks to

persuade manufacturers, users and backers to make significant

investments in new and untried technologies; many of those
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concerned will judge the seriousness of our intentions by our

treatment of %EE in the current crisis. As previous shareholders

in the company, we have something of a moral commitment; the NEB
disposed of its shares in December 1979 at a profit of £25 million
on its investment énd, if a merchant bank had done the same,

current developments might well meke it feel obliged to repurchase

the shares. We could not in any circumstances escape criticism
e —— e, .

p— e

for selling our shares so soon before a collapse (even though the

Egilapse is entirely unexpected).

11 We cannot ignore public sentiment. I do not recommend that

we should support ICL for reasons of national prestige; Concorde
and Rolls Royce provide sufficient warnings. But we must remember
that ICL is seen at home and abroad as a significant national
asset in which all can take pride; receivership would be a blow

to public morale. On the other hand assistance to ICL, following
on the heels of our assistance to BL, British Steel and the NCB,
would be seen as evidence of a weakening of our resoclve not to
rescue lame ducks. A decision to aid ICL might be widely

misunderstood.

12 Against this background I consider that eon balance we should

join the banks in providing ICL with sufficient support toprevent
G we il

__iEE_EEEEEBEe and to see the company through to partnership with

a major company. I do not make this recommendation lightly and
I would intend our support to be the minimum consistent with

ICL's survival, for the shortest practicable period, in a form
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which imposed the least burden on public expenditure and to be
given in a way whichappeared to minimise the Governemment's role

while maximising that of the banks.

1% The Bank of England have advised that we might best assist
by providing the clearing banks with a guarantee to cover any
potential additional exposure that might result from a loss of
confidence in the company by uncommitted lenders before a
partnership deal was concluded. I am advised that an "identified
term loan facility" of £100 million might meet this requirement
and I have powers to offer spch a guarantee under Section 8 of
the Industry Act. I am normally advised on the use of these
powers by the Department of Industry's Industrial Development
Advisory Board (IDAB) and the offer, which could omnly be made
after an Affirmative Resolution, would have to be approved by

the Furopean Commission.

14 The merit of a guarantee is that the expenditure would fall

on the banks and there. would be no cost to the Excheguwer except

in the event of the guarantee being called (which would
not occur for some time). Presentationally a guarantee is clearly
preferable to direct financial assistance since the Government
would not be in the lead. In order to further minimise the
Government's apparent role, I intend to approach a few major users
of ICL equipment, and some of ICL's suppliers, all of whom stand

to lose from a receivership, to see if they would join in offering
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support; if they agree our role would be reduced to being one in

a "elub" of supporters.

15 A decision to assist ICL would alsc have to be presented
carefully to avoid any implication that the aim was simply to

buy time for negotiating a partnership. Any such hint would
cause ICL's prospective customers to cease ordering until a
partnership was in place, which could precipitate the financial
collapse we seek to avoid. On the other hand, properly presented,
the announcement of support would engender confidence and reduce

the risk that a guarantee would be called in practice.
16 The Department and the Bank of England agree that our support
would have to be accompanied by immediate changes at ICL, certainly

involving the Chairman and possibly also the Managing Director.

17 If we extend a guarantee I believe we would be well placed to

ensure that ICL's negotiations for a partnership reach an outcome

which meets our interests. Under the kerms of the support given
to ICL in 1972/76 for the 2900 series of computers, I have
responsibility for judging whether a foreign partnership would
agsure "the maintenance and further development of é capability in
the computer systems industry" in this country. I have the right
to reclaim £40 million paid earlier to ICL, with interest, tow
some £70 million in total) if I am not satisfied. This would

give the chance to influence the future level and direction of
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R & D work undertaken by the partnership so as to ensure that
current Government users of ICL computers obtain either continuity
of development or an orderly and economic transition to another
manufacturer's machines. I would also expect to continue support
for worfhwhile ICL projects under existing legislative arrangements
and within existing financial provisions. I would hope that any
partnership package would include an agreement for continued

R & D support for major new projects identified by ICL.

18 I therefore recommend that we should agree in principle to

exténd a guarantee to ICL's bankers on the lines I have described.

Precise details will need to be settled with the Treasury and the
Lord President will need to be kept in close touch with developments.
Immediate steps will need to be taken to inform the Bank of
England so that it in turn can take the necessary steps to prevent
the Board of ICL taking any irrevocable action at its meeting on
10 March. I shall also need to obtain formal advice from IDAB
which is also meeting on 10 March. Early steps will need to be
taken to make a public announcement and to consider how we should
approach the House to obtain approvel for the guaranteg but the
precise steps will need careful preparation in view of the twin
risks of damage to ICL's prospects of survival and of criticism

from our supporters.

19 I am copying this minute to the Chancellor of the Exchequer,
the Lord President, the Chancellor of the Duchy, the Chief Secretary,
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the Minister of State in the Civil Service Department,

Sir Robert Armstrong.

4
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ANNEX A

. ICL Public Limited Company ICL House, Putney, London SW15 1SW
Telephone 01-788 7272

. Telex 22971
From the Chairman

E P Chappell CBE

Sir Peter Carey, KCB _ ol Commercial in Confidence
Permanent Secretary, ;

Department of Industry,

A shdown House,

123 Victoria Street,

London SW1E 6RB 1987 | % 5th March, 1981
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Our various discussions over the latter half of 1980 and, more particularly,
the two proposals we made to you in January and February of this year, will
have made your Department fully aware of the severe effect that the deterioration
in our business environment in the latter half of 1980 and so far this year has
had on ICL's business. In financial terms, our present forecasts indicate that
by 30th September, 1981, sharcholders' funds will be reduced to about

£80 million and total borrowings will increase to about £240 million (including
ECGD Finance of £104 million). We have a peak bank borrowing position in
August, 1981 of £175 million. Our fully committed bank facilities in August
would, on present assessments, amount to only £110 million: and, in any
event, projected borrowing figures are unacceptably high in relation to share-
holders' funds.

Asg you are already aware, the Board has already concluded that it was not
practical to envisage ICL continuing alone and that the creation of a new partner-
ship arrangement (of a pattern to be agreed) was essential to long-term survival
and could offer major potential henefits. We are aware that approaches had
been made by you to certain U, K, companies without success. The Board has
also carefully assessed which overseas companies might be most interested in
ICL and discussions are already in progress with five overseas companies
namely, in alphabetical order, Control Data Corporation, Fujitsu, NCR, Saint-
Gobain and Sperry.

It has always been understood between us that a period of some months may well
be required if any of these discussions are to be transformed first into serious
negotiations and then for the negotiations to be completed. There are other
potential partners who might have an interest in ICL to whom approaches would
be made subsequently if circumstances permit.

Continued

Registered Office: ICL House, Putney, London SW15 1SW
Registered in England No. 142200
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The evident deterioration in ICL's financial position is also now a cause of
increasing concern, both to its bankers and to existing and potential
customers, It is above all true in the computer industry that customers

need to be convinced that following the purchase of equipment they will receive
the continued long-term support from the provision of hardware enhancements,
software and proper service and maintenance implied or expressed in the
supplier's commitment to the customer. At the moment our order position,
and consequent revenue, is being adversely affected by continuing uncertainty
and a reassuring public statement is needed.

Intensive discussions, under the co-ordinating role of the Bank of England,
have been held with ICL's principal U, K. banks who have been asked whether
they would substantially increase the bank facilities which they make available
to ICL. These banks have not felt able to give an assurance of the increased
facilities which appear necessary to enable the Company to continue to trade
pending the completion of the negotiations. Cash flow projections suggest
that existing facilities will only meet cash requirements up to May at best and,
at worst, would be exhausted by early April.

Consideration has been given to the possibility of obtaining additional funds
from our shareholders and the two largest, the Post Office Pension Fund and
the Prudential, are being approached. ICL's financial advisers, Morgan
Grenfell and S.G. Warburg have advised the Company that shareholders,
however, will not be able to provide funds on the scale and within the time
required. Our financial advisers have discussed with your Department the
possibility of obtaining support from major users: this route would require
positive commitment and leadership from HMG, being by far and away the
largest user.

Following your discussions yesterday with Lord Benson, Mr. Mackworth-Young
and Mr. Scholey, you will be aware that the executive Directors of ICL have
concluded that in these circumstances, unless they are satisfied that sufficient
additional facilities will be committed quickly so that a reassuring public
statement can be made, there seems no alternative but to request the appointment
of a receiver: and this will be considered at a Board meeting on Tuesday,

10th March.

ICL and its financial advisers have concluded that in the timescale available

Her Majesty's Government is the only practical source of the necessary financial
support which will enable these needs to be met so that the Company can continue
trading and the partnership discussions can be continued.

e s by
PL;;_’; CL‘TI“'L[

E P Chappell




THE DEPENIENCY OF GOVERNMENT OPERATIONS ON ICL COMPUTERS

Because the policy of successive Governments has been to procure predominantly
ICL computers there is now a heavy dependence on their continuing operation in order
to maintain large scale administrative tasks in Government. The following

examples illustrate the breadth and scale of these operations.

CUSTOMS AND EXCISE DEPARTMENT

The processing of VAT receipts average some £45m per day.

PAYMASTER GENERAL'S OFFICE
Acts as clearing bank for all Government payable orders and pays public service

pensions. )

DEPARTMENT OF NATIONAL SAVINGS 3
The National Savings Bank; ' Premium Bonds; Government Stocks; and National Savings

Certificates, all of which contribute to Government funding.

DVIC
This handles the issue of driver and vehicle licences, as well as providing a

direct service to the police.

MINISTRY OF DEFENCE
The department relies heavily on ICL machines for a wide variety of operations
including stores and supplies to the armed forces, intelligence and security

work, payment of suppliers' bills, and scientific tasks.

DHSS
The handling of unemployment benefits; pensions records and payments; and various

Social Security benefits.

MAFF
Grants and subsidy payments including import/export levies as required by the EEC.

INLAND REVENUE
PAYE assessment (for Scotland), PAYE collection, Corporation Tax assessment and

collection,.
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To: MR LANKESTER

From: J R IBBS

Future of ICL

155 In his minute to the Prime Minister, the Secretary of State for
Industry explains why, in the special circumstances of ICL, there is a
case for the Government to buy time for the company by guaranteeing £100m,

of its borrowings rather than to allow the company to go into an immediate

receivership, The only commercial justification for providing this guarantee

T —————————— %
is that it gives the company time to secure a reasonable partnership with

another computer manufacturer,

25 On balance we believe the Secretary of State is right in rec¢ommending

R —
that the company should be Erevented from going into immediate receivership,

The grounds for this are:

-~ that, because of its heavy dependence on ICL equipment, the public

sector is extremely vulnerable to a major disruption of essential

business if receivership occurs;

s

—~ that if we are to be taken seriously as an international force

in Information Technology, we must preserve a substantial home-

based computer manufacturing capacity;

~ that, with a receivership, there would be no certainty that such a

capacity would be retained.

3. We must point out that there is a risk that any attempt to prevent
receivership may lead to a greater liability than the guarantee of £100m,

There is some possibility, which has to be accepted, that no acceptable
partnership could be negotiated by the end of the few months' breathing
space and that we shall again be faced with a choice between receivership
and a further guarantee. Moreover, oncé it has embarked on support, the
Government may find it difficult to disengage without meeting obligations

——
going wider than its immediate guarantee (even if the guarantee itself is

carefully worded to avoid this),

1
CONFIDENTTAL
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b, If a partnership is to be the outcome, it is important that the

choice of partner and the terms of partnership should be as satisfactory
as possible from the Government's point of view, To ensure this, it may

well be necessary for the Government to give clear guidance to ICL.

Be The best partnership from the Government's point of view might not
necesgarily be the most attractive to ICL, The Department of Industry

has prepared its list of desirable criteria, and the CPRS urges that thi s

should be used in guiding ICL towards an appropriate partner. Fortunately,

the Government should have some leverage on the choice of partner through

its right to withdraw the £70m, of development support mentioned in para-

graph 17 of the Secretary of State's minute.

6. In the CPRS's view an important characteristic of a partner would

be that it should have a secure future in its own right as a computer

— & wai s

manufacturer and should be willing to retain a substantial manufacturing
e —————rma—
capability in the UK and source components from there. In the case of

some of the prospective partners, we have doubts on these points,

7 I am sending a copy of this minute to the Private Secretaries to

the Secretary of State for Industry, the Chancellor of the Exchequer, the
Lord President, the Chancellor of the Duchy of Lancaster, the Chief Secretary,
the Minister of State in the Civil Service Department, and to Sir Robert
Armstrong,

W
el

J

6 March 1981




Ref: AO4L40O9

PRIME MINISTER

Tuture of ICL

At your meeting at 11.15 am on Monday 9 March you are to discuss the minutes
——

to you of 6 March from the Secretary of State for Industry and of 5 March

from the Lord President of the Council. The Chancellor of the Exchequer, the

Chancellor of the Duchy of Lancaster, Mr Kenneth Baker and Mr Ibhs will also
S —————

be attending.

2, The immediate issue is set out in paragraphs 5 and 6 of the Secretary of
State for Industry's minute. The Bank of England - Lord Benson is leading
for them on this - judge that the clearing banks are on the point of withdrawing

support from the company: their exposure is likely to rise from £20 million
——-—-ﬁ_*
Jhrrently to peaks of £175 million in May and August, The ICL Board will meet
'ﬂ_ﬁ
on 10 March to consider their position under Section 332 of the Companies Act
and whether to appoint a receiver, if by then there is no indication that

support is available to tide them over until their discussions with prospective

partners are completed - see, in particular, the last two paragraphs of the

letter of 5 March from the Chairman of the Company which is annexed to the
e |

Secretary of State's minute,

3. The main case for Government action to avert collapse and break up of the

Company rests on the fact that public sector bodies are major customers,

dependent on ICL for maintenance of systems and for new systems now on order,
w—
Quite apart from the 200 ICL computers in Central Government, the National Health

Service, the nationalised industries and the local auth;;}ties are all major

- ——

users. The problems are set out more fully in the minute to you of 9 February
#

from the Lord President, in the letter from DHSS to Mr Lankester of 3 February

g el
and in Annex B of the Secretary of State for Industry's present minute. The
Lord President has estimated that conversion costs alone could cost Central
Government £150-200 million quite apart from the costs of delays in new systems
g ety

and of maintenance problems,

%,  The other main reasons why it is in the Govermment's interests to avoid

disorderly collapse of ICL are -

1 overseas users, who were encouraged by the Government to buy from
ICL, would also be hit at cost to the general reputation of United Kingdom

exporters;




ii. failure to support ICL could undermine current efforts to promote

information technology (paragraph 10 of the Secretary of State's
minute of & March);

iii. when the NEB sold their shareholding in December 1979 the price

was equivalent to %Egz.conpared with 39p today and those who bought the

shares could well be critical of the Govermment if it now stood back.

TN N TN NPT T T N e e e

5. Against this background the Secretary of State for Industry reluctantly
recommends (his paragraph 13) that the Government should guarantee an
"identified term loan facility" of £100 million by the clearing banks, In
effect this would be a Government guaranteed bridging loan available until a

(= long term partnership could be negotiated. It would be designed to make clear

that the Government's guarantee was limited to a specific loan facility and

did not extend to underwriting the liabilities of the company as a whole. It

would be given under Section 8 of the Industry Act and, therefore, would need
]

to be preceded by the formal advice of the Industrial Development Advisory Board,

an Affirmative Resolution, and the approval of the Furopean Commission. No

public expenditure would be inveolved unless the guaréntee, or part of it, were

called. It is possible that the amount for which the Government was obligated

——— e

could be reduced if other major customers and suppliers could be persuaded to
D —

join the Government in making the guarantee (paragraph 14 of the minute).

6. In return for the guarantee the intention would be to ensure -

i.  the replacement of the Chairman and possibly the Managing Director

——
———

(paragraph 16);
ii. a positive role for the Government in ensuring that ICL's negotiations
for a partnership recognised the public sector's interest as customer
(paragraph 17).
Paragraphs 2 and 3 explain that so far there has not been any substantial
progress in negotiations for partnership and that it would take from three to

gix months to clinch a deal, e

7.  The Lord President of the Council strongly advises in his minute of

5 March that, to avoid a collapse of many of the Government's computer systems,

the Secretary of State's proposals should be accepted. He warns, however, that

it will now be necessary to look very carefully at any proposals to place new

orders with ICL. o

SECRET
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8. Since the Government would not be taking a stake in the ownership of

the company or itself lending the company money, and the guarantée would be

made under ezggfing legislation, T think that you could justify the proposed
guarantee in relation to what you said to Brian Walden in your Weekend World
interview on 1 February (see the attached extract from the transcript). But
I suppose we cannot exclude the possibility that part of the price of any

partnership deal will be that the new owner should be relieved of some part

RSSO T U R A e T
of ICL's liahilitz.

HANDLING

9. After the Secretary of State for Industry has introduced his paper you
will wish to hear the advice of the Lord President of the Counecil who.ig, in

effect, representing the public sector customers. The Chancellor of the

Exchequer will want to comment on the financial aspects and the Chancellor of
the Duchy of Lancaster on the timing and tactics of the Affirmative Resolution,

10. If you accept that it is essential to avoid the costs and disruption to

public sector services of an abrupt break up of ICL, you will then wish to
consider what action the Government should take. It might be argued that
receivership could be justified on the grounds that the receiver might well be

able to safeguard the interests of customers and, moreover, would wish to do so
in the longer term interests of the company. The Secretary of State for Industry,
however, advises in his paragraph 8 that receivership would lead to the break up
2{ the company; and this appears to be the view of the Bank of England too.

You might wali_zouclude, theretore, that while receivership might preserve

customer interests, it is just not worth the risk.

11. 1If so, you will wish to turn to the proposals for the guaranteed loan in
paragraph 13. A possible difficulty is that it should not be taken for granted
—
that the clearing banks will co-operate by making the proposed loan facility
e —
available, even under guarantee. Their attitude might be influenced by the

Budget. If you decide in principle that the Government should be willing to
give some bridging support, it will be prudent, therefore, not to rule out the

need to look at alternative methods if necessary,




®

12, You will also wish to decide whether you want the Secretary of State for
Industry to pursue the idea in his paragraph 14 of involving other major

customers and suppliers in the guarantee. While this is attractive in

principle, you will wish to be satisfied that it would not run the risk of

leaks which would further sap customer confidence. e

CONCLUSTONS

13. In the light of the discussion you'will wish to give the Secretary of
State for Industry authority for the action which he may take before the
ICL Board meeting on 10 March. If the proposed guarantee of a bridging loan

is acceptable, you will wish to record any qualifications to the Secretary of

m
State's approach and, perhaps, to leave open the poseibility that the proposal

might have to be modified in the light of the clearing banks' reactions. You
will also wish to reach a provisional view on the timing of the Affirmative
Resolution although this will turn in part on the outcome of the Board meeting
and of the banks' reaction to the proposals.

14, Finally you may wish to ask the Secretary of State for Industry to inform
the Cabinet or the Ministerial Committee on Economic Strategy, in a brief oral

statement, on 12 March of the position then reached.

ROBERT ARMSTRONG

6 March 1981




expand in those areas there shall be help for them. You've
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fg) ebive halp, Lot me give you an exumple .....

- i

LEIAR A,

Whew ol oo Talbot or ICL then? Suppésing they come élnng,

arc you poing to give them selective help?

MARGAPITY THATGIDR 1t |

1£ 1liey're slap right in the Midlands or if they're
slan right in a non-development area, they do not

qualify under existing legislation.

BRIAN WALDEN:

Aud they won't get it?

MARGARET THATCHER MP:

!

Aud they won't get it. If in fact they're in the development
areas they already qualify for helpi. ..

BRTAN WALDEN:

Of course.

MARGARET THATCHER MP: .

under existing legislation. Just let me give you an

example. I also was very worried about Bowaters when they
.'newsprint right out. Now there were things that we could
have done and that we offered to deo, well within Sovernment
and nationalised industrieslpower to help well within the
legislation. One of the things was that if they expanded
there and really moderniscd they would have got help under

existing Industry Acte within éxisting budgets, Now this

“is why 1'm meking it clear, somne people say well that

government help. It was help in fact. uander existing budgets,




Well, I'm trying always, as yott know, to be candid with yo&
4 ¥ . A
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T know that. DBut I emell something of real importance thire.

MATGARET THATCUER MP:

o, 1 don't

BRILN WALDEN:

So can you firmly pledge that ICL, Talbot, anybody else who
comes along with the begging bowl, you're not in fact going
to put a lot of money into it.

HARGARET THATCHER MP:

I'm not going to take on,as Britich Leyland was taken omu,

another.....you see we're 95% owner of British Leyland.
I just can't take that onm....
BIRIAR WALDEN:

And you're not going to do that again?

MARGARLT THATCHER MP:

‘Ko, no, no we've done it and I just, we can help sometimes,

you can do selective help, but never, never, necver take on

‘the ownership.

BBIAN JALDEN:

Ah, I'm a bit worried about selective help, How nmch does
selective help cost as cbposcd Lte what Leyland has cost?

MARGANET THATCHER MP:

Fell I think you're recding more into what I'm saying then
¥ g

I intend. You've gui companics in the develorroent ereis.
x L
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PRIME MINISTER

ICL

I gather that there is a strong chance of ICL going into
Receivership on Tuesday if the Government takes no action.
We are going to discuss Sir Keith Joseph's proposals for
support on Monday.

I drew attention to our vital dependence on ICL in my minute
to you of 9 February. By far the most important part of
this is the need to keep our present machines going. If the
Company goes into Receivership theres ts Tmo certainty that
this will be possible; at best there is likely to be a break
in maintenance cover, and this could mean some machines
stopping work within hours, and almost all within days. My
colleagues will be best able to Jjudge what effect this would
have on their operations.

I am driven unwillingly but remorselessly to the conclusion
that it is essential to prevent the Company from collapse in
order to avoid this situation, and therefore hope colleagues
will support Keith Joseph's proposal to do so. Even so,
uncertainties about the nature of the future partnership,
which it is still wvital for the Company to seek, will make it
necessary to look very carefully at any proposals to place new
orders. SRl 2% e

I'Egﬁggfying this to Geoffrey Howe, Keith Joseph, Francis Pym,
Kenneth Baker and to Sir Robert Armstrong.

%

SOAMES

5 March 1981




SECRET ‘ - ot
Sie A, Sty (»)

%u M-//\{ds( /‘ ,é.mu
A& Ho. WA Frare. /7 vianw of e sens: ~
ﬁfnh &h(ﬁ' &faédp/iq,:mﬂ
fh)k:f Han é:“,?“f i XK. ﬂlgfgv
ce: i‘lir ibbgh ; y A /"Mnc_ mu/./- '1;&7'«9 /{Y
r Le Cheminan ; ‘ 4“ ﬂh A “wwj
i ﬂfm/fa. Al ‘){ms/ g

bl AL

ICL: E Committee %

S,
The Secretary of State for Industry wishes the Ministerial Committee on 4.

Economic Strategy to discuss ICL on Monday 9 March,

Following a meeting between ICL, their banks and the Bank of England on
e

Tuesday the Finance Director of ICL and at least one of the non-executive

directors are apparently talking in terms of fraudulent trading and, therefore,
‘EEE-HEEHhio go urgently into receivership, The next meeting with the banks
and the Bank is on Tuesday 10 March - hence the need for a meeting on 9 March

to establish the Government's line.

The Secretary of State for Industry will circulate tomorrow morning a
memorandum — probably jointly with the Lord President of the Council -
seeking authority for a Government guarantee of some bank lending te ICL

pending further studies and work on possible collaborative deals. This

would be given under Section 8 of the Industry Act and would require

Affirmative Resolution. It -would be presented in terms of the Government

acting in its role of a principal customer concerned to protect its own

services,

If it is agreed to hold a meeting of E as proposed I recommend that, in view
of the Budget on the following day, the Chancellor of the Exchequer should,
if he wishes, be allowed to ask the Chief Secretary to act for him, In view
of the need to preserve strict comme;:;;I—;;;?EE;htiality, and to ease the

task of setting up a large meeting quickly, an alternative would be a meeting




confined to the Prime Minister, a Treasury Minister, the Secretary of State
= —_—

for Industry, the Lord Presldent and, probably, the Chancellor of the Duchy.

Either way, the Secretarycf State for Industry would wish to bring

Mr Kenneth Baker with him.

L e

D J L MOORE
O ey
.‘.s/ o \

5 March 1981
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S March 19881
MR LANKESTER

am invited to the ICL discussion at 4.15pm on
nday. In fact, I don't think it is necessary for
me to be present. I have no special knowledge of
the ICL situation beyond what I passed to the
Prime Minister in my note last night. And the
problem is one of business judgment and industrial
policy rather than IT products and markets.

I propose to work at home (in Suffolk) on a first
shot at the Central Council speech, which Ronnie
and I are due to talk to the Prime Minister about
on Friday, 13 March.

I would like a copy of.any papers from CPﬁS,

Robert/ﬂimstrong, Dol on ICL.
i Ls

JOHN BOSEYNS
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Kéﬁ Baker rang me today to give me advanced warning of ICL
developments. The position is as follows:

There are three potential biddefs, in order of likelihood and
suitability: Sperry Univac, Control Data Corporation, Fujitsu.

ICL Directors are a bit jittery, have been taking advice about
their personal positions. There is a lack of confidence in the

City for obvious reasons.

Total overdrafts are about £110m, but only about £10m of this is
with the home clearers. Thé main exposure of £100m is overseas
and ranks lower down in the debt queue.

The clearers would help with financial support provided there are
Government guarantees. Industry has been talking to the Treasury
about Government guarantees to the extent of about £50-£100m,
callable in 1984. Total cash requirements, which would be covered
by such support, will increase from the present £100m to about
£180m between now and the end of ICL's financial year at the end
of September this year.

If the company went down the tubes,there would be serious problems
for the customer base, including all Government installations using
“ICL equipment; the UK clearers would, as already mentioned, only
lose about £10m, but there would be about £100m overseas; ECGD
would lose about £120m.

It is likely that ICL will be approaching the Government for
bridging guarantees on these lines within the next day or two.

JOHN HOSKYNS
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10 DOWNING STREET

From the Principal Private Secretary 11 February 1981

A Y

Future of ICL

The Prime Minister has seen and taken note of the Lord
President's minute of 9 February 1981 about the likely con-
sequences for the Government's computing if an orderly

solution is not found to ICL's problems.

I am sending copies of this letter to Private Secretaries
to other members of Cabinet and to David Wright (Cabinet

Office).

9B
WP e

Jim Buckley, Esq.,

Lord President's Office.
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PRIME MINISTER

FUTURE OF ICL

In the light of the discussion on Tuesday at E Committee, I
think our colleagues should be aware of the likely consequences
for the Government's computing, if an orderly solution is not
found to ICL's problems. —

Largely as a result of the procurement policy, the Government
has some 200 ICL computers; some 70% of the Government's large
computers come from the company and almost all our major
computer systems, for example in DHSS, Inland Revenue, Customs
and Excise and the Ministry of Defence, use them and they are
an integral part of the operations they support.

ICL are responsible for the maintenance of the hardware and
software of these machines; if this breaks down large areas of
Government business will be in severe Jjeopardy. The maintenance
operation is large (it costs.us almost £9 million a year) and
specialised; there are some small firms specialising in maintaining
computers made by other firms, but they could not quickly absorb
what ICL now does.

Our computer needs are constantly increasing; and we frequently
need enhancements and new computers to expand existing systems.
They have to be compatible with what we have; and this means they
must come from ICL. For example extra computers are on order

from ICL to cope with the taxation of unemployment benefits;
without them we shall not be able to begin taxation and DHSS could
have some problems in coping with the payment of benefits if the
number of unemployed grows as is forecast. There will be other
problems of the same sort.

We have some 24 large computers (excluding a further 47 for PAYE)
at present on orader from ICL; most of them are to replace existing
machines at the end of their lives. CCTA are examining urgently
with departments what the consequences of non-delivery might be.
At best we should have to face the increasing unreliability of
aging machines, but there may well be more serious problems.

Finally we are putting up some new systems on ICL computers;
PAYE, and Camelot are examples. We shall face serious delay

(including in staff savings) if we have to redesign the systems
to run on other machines.

1.

CONFIDENTTAL




CONFIDENTTAL

However ICL's problems are solved, we seem likely to face
some of these difficulties. I Jjudge it likely that ICL's
large 2900 range will not survive and this will face us with
large conversion costs (perhaps some £150 to £200 million)
and delays in new systems. But most essential is to secure
the maintenance of our existing computers for at least long
enough for an orderly transition - perhaps 5 to 10 years -
and the delivery of at least the most urgent of those machines
already on order. We shall also need to look carefully at
any question of new orders to ICL (of which fortunately none
seems essential before the end of March) until the situation
is clearer.

I am copying this to all our Cabinet colleagues and
Sir Robert Armstrong.

SOAMES
f5 February 1981

2.
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PRIME MINISTER

FUTURE OF ICL

In wy minute of,zfﬁebruary I outlined to you the recent

deterioration of ICL's financial position, the discussions

I had held with the management of the couwpany and the position
of Government and other users should the situation deteriorate
to the point of ICL's collapse. I reported further, at the
meeting of E Committee on 3 February, on the outcome of ICL's
Annual General Meeting earlier that day, at which the cowmpany"s

borrowing limit had been raiseda

2 I held a further meeting with ICL on the morning of 4 February,
at which the Chairman, the Managing Director and the Finance
Director explained their view of the immediate financial prospects
in the light of the AGM. There were one or two encouraging signs;
in particular, the AGM itself had gone well. However, the

roots of the financial problem had still to be tackled and
confidence in the company remained low. The share price had
fallen sharply and there were signs that large customers were

holding off from firm commitment to new orders on ICL. I was

left in no doubt that the Board and the management team understood
they had to end the current uncertainty and speculation with all

speed.

3 In particular, the Finance Director emphasised that, although
the newly increased borrowing powers gave plentyof theoretical

head room for the rest of the company year (ending 30 September),

/there ees
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there were still doubts about the readiness of their bankers to
extend facilities in order to cover their foreseen borrowing needs.
Like the company, the banks could see that the combination of
expected losses and closure costs would so reduce the net worth
again in the next year's balance sheet that the level of likely
borrowing would seem totally disproportionate, in spite of

the increased powers. The banks were therefore likely to be
reluctant to embark on such a course without a clear view of

the longer term future of ICL, but it was very hard for the company
to give such a view now that the Board had concluded that a
partnership or joint venture was essential. Indeed, the question
for the company would become not so much whether the banks would
go on lending but how far the company should be willing to go on
borrowing. However, he did not expect the Board to have to

face that question before the end of the month.

4  We agreed that in these circumstances the first priority must
be for the company to estaﬁlish firmly with their bankers what

borrowing facilities would be available to cover the needs of the

) . 'ﬁ -
coming months, keeping Lord Benson fully informed of progress and

reporting back to me when the position was clearer. In the

light of our discussion the Chairman decided against submitting

the proposal, of which we had had prior warning, for Government
h
R and D assistance of £70 million. Both he and the Finance

Director stressed, however, that they were still concerned about

S
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the likely absence of any element of direct inflow to the profit
and loss account in what the banks could provide, without which

an erosion of the company's net worth could not be prevented.

5 In parallel, ICL would be opening confidential negotiations

with prospective partners. They are to have further discussions

with Univac in London on Monday. The Chairman wanted us to be
s s ey W
in ng doubt, however, that the ICL Board would see a direct link

between the length of time available for negotiations, which would
R ———

depend on the availability of financial cover, and the exten%

to which UK interests - including those of Government users -

M——..—

could be secured in the negotiations. If it proved impossible
¥ i —— =

to obtain a satisfactory financial package soon enough to keep

the business running in accordance with accounting prudence, ICL
would have to seek an immediate takeover in which those interests

could not be guaranteed. I acknowledged the force of the point
Yt et

but said that in any case I yas glre TCL would have to _move

fast to avoid rumours and. leaks. They should aim to secure

[—

]
Heads of Agreement with a suitable partner within months. AL,

agreed that advice would be provided on the way we would wish
to see user and other national interests treated within a

partnership or joint wventure.

6 Later the same day Sir Peter Carey discussed the financial
position of ICL with Lord Benson, who confirmed that there was

an urgent need to act in order to prevent loss of confidence and

a further rapid deterioration. As a result, the Bank of England

CONFIDENTIAL JBAV.E arete
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have now agreed to take the lead in calling together ICL's

bankers for an uféént assessment of the company's immediate

needs and the ways they might be met, in the context of the
clear intention to seek a partnerhsip to secure the longer term
future. ICL have been briefed on what is happenirg and will
of course be directly involved. Officials here will keep

in close touch with the progress of the assessment and will
work together with the Central Computer and Telecommunications
Agency in providing technical support and ensuring that the
interests of the Government users are given full weight. I

will report further to E Committee when the picture is clearer.
7 I am sending copies of this minute to other members of

E Committee, to Patrick Jenkin, Mark Carlisle, Sir Robert Armstrong

and to Mr Ibbs.

6 February 1981
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CABINET OFFICE

70 Whitehall, London swia 2as  Telephone o1-233 8319

From the Secretary of the Cabinet: Sir Robert Armstrong kcs, cvo h

P

Ref: A04202 6th February 1981

Your 7, b

Ministerial Committee on Economic Strategy:
International Computers Limited

tehuad
Cabinex D?@u I enclose a Most Confidential Record of the

22\a(s  discussion on ICL at Tuesday's meeting of the Economic
Strategy Committee. There are only three copies of
this record: in addition to the one enclosed with this
letter one is being held here in Sir Robert Armstrong's
office, and I am sending the third copy (together with a
copy of this letter) to Ian Ellison (Industry). No
further copies are to be taken of this MCR,

.
4«3&/@9

‘CVJ"’(

T.P., Lankester, Esq
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PRIME MINISTER

Future of International Computers Limited

BACKGROUND

You asked for a preliminary discussion at the meeting of E this
afternoon of the minute of 2nd February from the Minister of State, Department
of Industry to you about the future of ICL,

2. The position seems to be that, unless ICL can muster sufficient short=-

term financial support by mid=February, they could be forced to make a quick

sale to an overseas company or to go into receivership. If, however, they

could secure a credible package to tide them over, they would then over the
coming months try to negotiate a joint venture; I understand that Sperry Univac
and either Hitachi or Fujitsu of Japan are the front runners. The ICL Board
has already formally accepted‘that the company cannot continue in the computer
business in its present independent form,

3. Speculation on the future of the company will increase after the Annual
General Meeting this afternoon at which the Chairman will announce a
substantial trading loss for the first half of the year, The share price has now

e ——
fallen to 45p from a peak of 196p in 1980, The deterioration in prospects

emerged around the middle of 1980, when the collapse of ICL's export market

was followed by a sharp fall in business in the United Kingdom (and the latter

represents only 50 per cent of total business but 90 per cent of profits), The
Financial Times - page 6 today - are already commenting on the problems and
on the possibility of Government aid.

4, In the meantime ICL are talking with the Bank of England and with their
own bankers = Midland, Barclays, National Westminster and Citibank, The
shareholdings are now widely dispersed, and I understand that the institutions
collectively hold not more than around 10 per cent. It does not, therefore,
seem likely that they will be a source of support,

5. Itis argued that the banks' assistance will be limited by the fact that ICL
are already near to their maximum borrowing levels and that the company

might need £70 million over two years from the Government, of which

-l=

CONFIDENTIAL




CONFIDENTIAL

£50 million would have to be put in before September 1981, It would be given
under the powers of the 1968 Science and Technology Act and in support of
research and development under the Department of Industry's Process and
Product Development Scheme (PPDS). ICL already get around £3 million a
year under this scheme and since it would not be a new form of aid it should not
be necessary to get clearance from the European Commission, If it were to be
given in this form, I think that you could justify it in relation to what you said
to Brian Walden in your Weekend World interview on Sunday (see the attached
extract from the transcript). The Government would not be taking a stake in
the owirership of the company; and the selective assistance would be under

existing legislation, although not under the powers relevant to development areas.

% 6.  Because of the size of the proposed sum it is almost certain that a claim
o

n the Contingency Resevye would be necessary. !

7. The Government has not had any stake in the ownership of the company
since the NEB sold its holding m December 1979 (there could be some -
unjustified = criticism that the NEB were sharp in selling at 120p a share before
the price collapsed to the present 45p), The case for intervention by the
Government would be:=

(i) Thanks to the computer preference policy, a number of
Departments and other public sector users are now heavily

dependent on ICL, and would be faced with substantial

conversion costs if there were to be precipitate sale to a new
supplier - see paragraph 4 of Mr. Baker's note,
Overseas users, who were encouraged by the Government to buy
from ICL, would also be hit at a cost to the general reputation
of United Kingdom exporters = Mr. Baker's paragraph 5.
Some support is necessary to buy time and to secure the orderly
sale of what ought to be a good business - it has about
£2 billion of its equipment around the world and its sales
outlets ought to be highly attractive to prospective purchasers.
8. It is proposed that, if further assistance ts to be given by the banks and/or
by the Government, urgent changes in ICL's top management are necessary.
The present Chairman is Philip Chappell, formerly of Morgan Grenfell, and
appointed in December 1979 despite the doubts of the Secretary of State for

Industry and the outgoing Chairman, Dol officials regard him: as a disaster.

AT ——
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HANDLING
9.  You will wish to invite Mr, Baker to speak to his note and to report on the

reaction to today's Annual General Meeting, The Secretary of State for Industry

will wish to comment, although he will not be fully up~to-date with developments

during his visit to Germany. The Chancellor of the Exchequer will wish to give

his provisional views on the case for financial support and the further

discussions which must follow. The Lord President of the Council can explain

the acute difficulties which will be faced by Government Departments using and

currently ordering ICL equipment if there were to be a precipitate collapse.

The Secretary of State for Employment might want to comment on employment

implications = ICL employ about 23, 000 people in the United Kingdom.

10, More work and negotiations are necessary before the case fo!r action by
the Government can be fully evaluated, and I suggest that the Committee should

treat this as a '""'second reading' discussion and should not come to anv firm
g c iy

decision today, either for or against support,

[ S—

11, If the provisional judgment is that the consequences of sudden collapse

would be so damaging to both public sector and other interests that some form
of support is essential, you will need to consider what points should be taken in
the further discussions. In particular:=
(i)  You will wish to be satisfied that it is indeed the case that the
banks cannot deal with the problem without Government
assistance.
(id) If there is to be Government assistance, consideration should
be given to looking for some return in due course by way of,
for example, a levy on future profits, But this arrangement
was made for £40 million of R & D assistance given in 1972-73
and, even before the present crisis, the PAC had been informed
that ICL's profits were too low for the expected levies to be paid,
(iii)  Should it be for the banks rather than the Government to take the

lead in bringing about the necessary top management changes?

The more the Government is involved, the more it will be
vulnerable to criticism of getting back into the driving seat of this
company.
w3
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12,. You will also need to consider the next immediate steps, The

negotiations will have to be strictly confidential and conducted by the

Department of Industry, the Treasury and probably the Civil Service Department,
— [ ———
in consultation with the Bank of England, The Secretary of State for Industry

will then have to report back as soon as necessary, and the Committee might
need to consider the matter urgently very soon.

13, In the meantime you will wish to impress on the Committee the
importance of not saying anything which could further undermine confidence in
the company, If it becomes known that the Committee had discussed ICL today,
it should be played down as a short general discussion in the light of the
situation revealed by the Annual General Meeting,

CONCLUSIONS
14, You will probably wish to sum up by inviting the Secretary craf State for
Industry:= A

(i) to arrange for officials of his Department, the Treasury and
the Civil Service Department to consult urgently with the Bank
of England and the company on the next steps and, in doing so,
to take account of the general points made in the Committee's
discussion;
to report as soon as necessary on the outcome;
in the longer term, and in consultation with the Lord President
of the Council, to consider the implications of the takeover of

ICL by an overseas company for the Government's computer

—

procurement policy.

s TR

Robert Armstrong

3rd February 1981
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D4 VALDER:
T know that. But I emell something of real importance there.
You said you mever went to take oﬁ'anything like Leyland
again. .. :
MALGARET THATCHER MP:

Ko, 1 don't

BI:T AN WALDEN:

So can you firmly pledge that ICL, Talbot, anybody clse who
comes along with the begging bowl, you're not in fact-goiug 
to put a lot of money into it.

FMALGARET THATCIER MP:

I'm not going to take on,as Britich Leyland was taken on,
another you see we're 95% owner of British Leyland.
I just can't take that on....

BRTAR WALDEN:

And you're not going to do that again?

MARGARET THATCHER MP:

-No, no, no we've done it and I just, we can help sometimes,

you czan do selective help, but never, never, never take on

“the ownership,

BRIAR WALDEN:

Ah, I'm a bit worried about selective help. How nuch does

selective help cost as cpposed tc what Leyland has cost?

NARGARET THATCHER NP:

Well I think you're reading more into what I'm saying than

I intend. You've goi companies in the developrment arecs,




eaay pot o budpet for that, Chat's vwhat 1 mean by
ctive help.,  Let me give you an example .4 5

LREIAR VALDEN:

Whee aloug Talbot or ICL then? Suppésing they come hlong,

arc you going to give_ghem selective help?

4P
V£ they're slap right in the Midlands or if they're
slap right in a non-development area, they do not

qualify under existing legislation.

BRIAN WALDEN:

And they won't get it?

MARGARET THATCHER WMP:

Aud they won't get it, 1If in fact they're in the development
areas they already qualify for help ....

BRIAN WALDEN:

Of course,

MARGARLT THATCHER MP: .

under existing 1egislationr Just let me give you an

example, I also was very woriied about Bowaters when they put
"newsprint right out. Now there were things that we could

have done and that we offered to do, well within gvernment

and nationalised industrieslpower to help well within the
legislation. One of the things was that if they expanded

there and really modernisecd they would have got help under

existing Industry Acts within existing budgets, Now this

ig why 1'm making it clear, some people say well that was

government help. It was help in fact ; under existing budgets,
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ICL

Ken Baker rang me today to give me advanced warning of ICL
developments. The position is as follows:

There are three potential bidders, in order of likelihood and

—————
suitability: Sperry Univac,)|Control Data Corporation] Fujitsu.

ICL Directors are a bit jittery, have been taking advice about
their personal positions. There is a lack of confidence in the

City for obvious reasons.

Total overdrafts are about £110m, but only about £10m of this is

———
with the home clearers. The main exposure of £100m is overseas

and ranké_lower down in the debt queue.

The clearers would help with financial support provided there are
Government guarantees. Industry has been talking to the Treasury
about Government guarantees to the extent of about £50-£100m,
callable in 1984. Total cash requirements, which would be covered
by such support, will increase from the present £100m to about
£180m between now and the end of ICL's financial year at the end
of September this year.

If the company went down the tubes, there would be serious problems
for the customer base, including all Government installations using
ICL equipment; the UK clearers would, as already mentioned, only
lose about £10m, but there would be about £100m overseas; ECGD
would lose about £120m.

It is likely that ICL will be approaching the Government for
bridging guarantees on these lines within the next day or two.

JOHN HOSKYNS
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INTERNATIONAL COMPUTERS LIMITED

This is to be raised orally at E. Before we can think about whether
to help ICL, we need more background information:

(1) How much of the problem is due to the exchange rate? What
would their cash position have been if the pound had
followed a different path over the past year? (I understand
that the exchange rate started to bite in the first half of
1980 and that approximately half their sales volume is

exports. )

How much of the problem is due to sudden collapse of demand?
(I understand the UK market suddenly went flat in the middle
of 1980, for the first time since 1972. I know frpm
experience that collapse of demand in the computer industry
can be very sudden, when it does happen.)

Ken Baker says that the ICL Board accepts that the company
does not have an independent future. To what extent is this
the result of long-term strategic appraisal (market develop-
ment, international competition, technological change etc)
and how much of it is the result of the cash crisis? (Many
have said that ICL's product and market strategy is wrong,
for some years; but I understand that only the cash crisis
focussed their minds.) :

Is there any analogous experience, here or perhaps in the
States, about the likely problems for customers, whether
rental or purchase, where a computer supply collapses? (I
think in the past, for example in the case of RCA, the buyer
has picked up the customer rental base as part of the deal.
He can afford to since, with no further technical development
of that hardware, the rental base becomes a 'cash cow'"; and
he can't afford not to, because he wants those customers to
move to his own equipment in due course.) The scenario
painted by CSD (paragraph 4 of Ken Baker's minute) seems
unlikely except in the case of receivership. But in that




case continued servicing of existing customers might still

be possible.

ICL of course raises a more general guestion about intervention, on
which we do not have a properly thought out position. Ownership of
the shares - whether prudential, a pension fund, or HMG - is
irrelevant. If the Government is interventionist, then it should

help ICL. If it is not interventionist, it should not be helping

BL or BSC.
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DEPARTMENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SE1 6BY

Telephone 01-407 5522
From the Secretary of State for Social Services

3 February 1981

Tim Lankester Esq
Private Secretary
10 Dowvning Street
LONDON

SW1

I see from Jonathan Hudson's letter of 2 February that
the situation of ICL will be discussed at "E" Committee
today. As my Secretary of State will not be present he
felt it might be helpful to colleagues if we summarised
our interest. As the major government user of ICL
equipment (our departmental investment currently exceeds
£20 million) and because,of our responsibilities for the

NHS (where there is an investment in ICL equipment of
some £17 million) we have two obJjectives:

(i) +to ensure the provision of equipment needed
urgently for operational reasons, eg to enable
the rising unemployment register to be handled
and to facilitate the taxation of benefits for
the unemployed from April 1982; to implement
our CAMELOT project.

(ii) to maintain the operation of existing ICL
inetaltlations engaged on social security and
NHS work and engineer an orderly transition,
over a long time span, to a fture system.

For these reasons we see maintaining confidence in ICL as
an important step in the process of negotiating a deal
which would offer realistic prospects of future viability
and at the same time protect our essential interests.

I am copying this letter to the Private Secretaries of
the Members of "E", the Secretary of State for Defence,
Sir Robert Armstrong and to Jmathan Hudson.

Yor cov

D Brereton
Private Secretary
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FUTURE OF INTERNATIONAL COMPUTERS LIMITED

1 1In Keith Joseph's absence abroad I am writing to let you
know of a sharp deterioration in the situation of the Company,
the full extent of which has been revealed to this Department
by ICL during the past ten days. The matter is likely to become
the subject of increased Press speculation after the Annual
General Meeting of shareholders tomorrow at which the Chairman

will announce a substantial trading loss for the first half of

this Company's year and immediate prefit shortfall against

corporate plans. The forecasts are, in fact, for a pre-tax loss

of £25m - £35m for the year to %0 September 1981 and for a level
——

of borrowing which is in danger of exceeding firmly-available

facilities in peak months before end September.

2 This situation is attributable primarily to the worldwide

recession, the strength of sterling and increasing competition
———————

for computer products. But management acknowledges that it also

stems from their own failings, in particular to control the rise

s ————————
inccosts during the year. The Company is taking a range of

measures to help improve the situation - e.g further factory
closures; reduction of up to 2500 manufacturing and development
staff; no wage increase this year. These cannot bring relief
until after the end of the current Company year and some of these

measures will in fact contribute to the loss in this year.

CONFIDENTTAL
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% The ICL Board has now formally accepted that the Company cannot

continue in the computer business in its present independent

—

form. I have told the Chairman and Managing Director that it

must enter into some form of joint venture or partnership which

will inevitably involve a major change in the shareholder structure

and control. The Company recognises this. No British-owned

B

company has so far displayed any interest in such an arrangement

but the Company has had preliminary discussions with the US

company, Sperry Univac, and with the Japanese company, Hitachi,
—————— R T —

though I do not rule out other possible Japanese partners. It will

follow-up the necessarily confidential discussions urgently, but

estimates that it could take uﬁ to twelve months to negotiate a
N iy

deal which would offer realistic prospects of future viability
and at the same time protect the essential interests of the

existing customer base.

4 The Civil Service Department estimates that, if the Company
has to sell-out precipitately to an overseas' company without

adequate safeguards, or goes into receivership, the costs of

converting software and equipment to a new supplier could be between

S ———— —
£150m and £200m for central Government alone. This estimate excludes

the similar costs which would have to be borne by other public
sector users (e.g universities; NHS; local government;

nationalised industries).

CONFIDENTTAT,
COMMERCTAT, TN CONFIDENCE
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5 The effects on users outside the UK public sector would be
most damaging in sensitive areas like the FEuropean Community,
the European Space Agency and the oil states, where much
diplomatic effort has secured strategically important sales for

ICL.

6 There are solid arguments, therefore, for assisting the

Company to survive its present short-term difficulties so that

it can obtain the right sort of partner and secure the longer

term future for this important part of our information technology
et

industry. I have told ICL Qhat it must seek support from the

market. It is therefore in close touch with the Bank of England,

and with its own bankers, to see whether the banking community
is able to put together a credible short-term support package.

Present indications are that, even if the banks can put together

such a package, (and they, in common with the customer base and
e —————

other parts of the information technology industry do not want
h
to see ICL collapse) there will probably be a need for supplementary

support of some kind from Government. Until we have had further
consultation with the Bank of England this week the fam and extent
of such assistance cannot be determined. The company believes

that, in order to maintain its legal borrowing levels, some part
#‘ﬂ

of the support will have to flow into its profit and loss account
—
and that the banks' contribution will not include this essential

element. It puts this requirement at £70m over two years.

e

CONFIDENTIAL
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7 In the coming day or two ICL intend to propose specifically

that we should meet this need by contributing £70M (£50M in the

—

current company year) to the maintenance of the company's R and D,

product launch and market development programme in order to keep
T — et
up the essential impetus of new product introduction. This would

—

ensure that it was able to conduct confidential partnership

negotiations from a stronger position,which would offer the

prospect of securing customer and employee interests. It would
also help to maintain the confidence of banks and customers

through this vital transitional stage. :

8 My officials are in close touch with the Company on its handling
of (and statements to be made concerning) the AGM and on the way in

which it is determining and exploring the various options open to

it. They are also in close touch with the Bank of England, with

the Treasury and with-gﬂe CSD concerning the interests of the

1

#
Government users. I am convinced that it is absolutely fundamental

to any credible and viable solution that there must be changes in

the senior management of the present Company. This may take some

time to effect but my own view is that, as a condition precedent to

any financial support package by the banks, and possibly

—

Government, someone of stature must be appointed at once to the

Board specifically charged to drive forward the negotiations with
a prospective partner in a manner acceptable to us. A vital

corollary will be action to maintain the confidence of customers

in ICL and its products while negotiations are concluded. We
TE——, L ————————"

obviously have a role here.

/9 oe-
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9 ©No doubt you and other colleagues will wish to discuss this
matter after the Secretary of State's return when we know the
outcome of the Company's AGM and what the banks are likely to be
able to offer.

10 At this stage, I am copying this minute only to the Chancellor,
the Foreign Secretary, the Lord President and also to Sir Robert

Armstrong and to Mr Ibbs.

9. February 1981

Department of Industry
Ashdown House
123 Victoria Street
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212—=640
SWITCHBOARD 01-212 7676

Minister of State' g Of fice

Kenneth Baker MP

Tim Lankester Esq

Private Secretary to

The Prime Minister

10 Downing Street

London SW1 7 February 1981

/

Qi o T

INTERNATIONAL COMPUTERS LTD

I understand that the situation of ICL is to be discussed at
'E' Committee tommorrow. I therefore attach for those who
have not seen it, a copy of Mr Baker's minute of today's
date to the Prime Minister.

I am copying this to the private secretaries to the lMembers of
Ol R the Secretaries of State for Defence and Social Services,
Mr Ibbs and Sir Robert Armstrong.

JONATHAN HUDSON
PRIVATE SECRETARY




CODE 1577

Reference....

Ha R A Lingard
Ha IT 3

POSSIBLE ASSISTANCE T0 ICL

1 At our meeting on 26 January with Mr Stuart of ICL you asked me to
endeavour to egubstantiote the performence forecaats for ICL contained in the
Company 's note dated 13.1.81 with particular reference to the cach flow
forecest and bank borrowing requirements, I hed discnssions with Mr Stvart
and Mr Ellis (Deputy Mancging Directors) lr Bishop (Company Treasurer) cnd
membera of his staff. My findings ore as follows.

2 liy enquiries centred on the UK cash flow forecast ettached as fnnex 1
hereto vhich was supported by a number of schedules covering the assumptions
modo end bases vsed in forecasting end deteiled calculstions. I am sotisficd
that the information precented to me was the same as thet being presentsd to

menegement and that the Company's represeantatives were being entirely cpen

with no hint of duplicity. I concluded that the forecasts had been carefully
prepcred and, with the exception of seles revenue, there was little
potentisl for materisl variances from the forecast figures.

3 Totel eales are estinated at £740m to include equipment sales of £4201.
It is not considercd that sales revenue from meintenance and coftware are
likely to be the osubject of material variction but equipment sales might
romch a maximum attainable figure of £460m and a corresponding minimum
level of £300n. Additicns). salés would be delivered from ctock and would
not involve any additionsl cash outlsy at the manufacturing stege although
debtors could increase by poume £10me £40m additicnal turnover is thercfore
likely to lead to an additional cash generaticn of £30m. Conversely

a seles short fall of £40m is unlikely to save manufacturing or other cosh
outleys althovgh debtors could be reduced by, cay, £5m giving en edditionsal
cash requirement during the year of £35m, The recent adverse publicity

is likely to have reduced confidence of potential customers for ICL and

the 1600/81 out-turn for equipment sales is more likely to produce an
adverse varisnce against forecest than a favouwrable variance.

L The year end UK overdraft of £95.7m shown in Annex 1 assumes the
maxdmun utilisation of overseas borrowing facilities soes to give a year-
end overdraft vorld-wide of £138.2m.The same forecasting techniques
hovever indicete a pesk vorld-wide borrowing in mid August of £192nm.

The moximum world-wide overdraft requirement during 1980/81l, assuming

a £40n sales short-fall, is therefore of the order of £227m.

5 Inventories, particularly stocks of finighed producte, &re excessive.
A possibility of realising cash by stimulating sales with price reductions
has becn considered and implemented to some extent but the scope for
pursuing this policy is limited by & need to preserve the goodwill of
exicting customers. Inventory reduction throughisduced manufacturing
ectivity is also being implemented and ghould improve profitability

in 1981/82 but redundency costs prevent any cash flow benefits being
obtained in 1980/81.

6 I beve not examinod the 1981/82 csch flow forscest but it is thouzht
that the manufacturing progremms would by then have been brouvght into
line with salcs demand so ee to allow an inventory reduction gufficient
to reduce the cash out flow to much wore menageable proportions than
durirg 1980/81.

CONI'IDIRTIAL
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Reference.

7 At Annex 2 are chown the bank facilities currently aveilable to
ICL, fdditionelly the Company has facilities of £150m for the

"off belance cheet" financing of leases and £178n to finance export
pales under ECGD guarantees but these sources of finance have been
teken into account in arriving at the borrowing requirement discussed
above. The available facilities barely exceed the possible borrowing
requirement noted above and not only are many of the facilities
renevabtle as soon as March 1981 but also some are repayable on demand.
Any locs of confidence by bankers in ICL could lead to & withdrawel
of facilities leaving the Company with insufficient cover.

8 I undorstand, though have not been able to substantiste, that the
borrowing powers of ICL directors are limited to two times the share
capital end reserves as cshown by the latest publiched consolidated
balance sheet. I alco understand that a special resolution is to be
proposed on 3 Feobrusry next to increase borrowing powers from two times
to three times net worth. At 30/9/80 the Group's net worth was £141m
thus the directors borrowing powers are currently £282m and are expected
to become £42%m.The present limit is barely adequate to cover projected
borrowings including export finance and unredeemed debentures of £15m.

9 The profit and loss account projection for 1930/81 corresponding

to the cash flow forecast for that year is for a loss of £35m and for
1981/82 a further loss of £28m. Even if the borrowing powers are
increased to three times net worth and if the results are as forecast

the directors borrowing powers will be reduced to £318m when the X
1980/81 accovats are published snd to £234m one year later. It is to
prevent a reduction of borrowing powers consequent upon a reduction

of reserves that ICL are looking for a contribution to revenue in 1980/81.

10 If you require further comment or information rlease do not hesitate

to let me know.

J H VHITTILEY

ASD 1

Room 725 Millbank Tower
211 3239

30 January 1981
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NoTE:

MNEEX 2 to ASD minute
dated 30 Jenuary 19861

BANK AND LEaSInG LINES AVAILABLE

lo ICL As AT 31sT Decemeer, 1980

I - Bank Lines

CoMMITTED LINES

BarcLAYS 32,0
MIDLAND 42.0
C1T1BANK 24,5
NaTWEST *}919

Sue ToTaL

OTHER U.K., LINES

Overseas LiINEs

ToTAL LINES WORLDWIDE

CoMMITMENT :

- NATWEST TERMINATES 31ST MArcH 1981

- CITIBANK TERMINABLE AT ANY TIME IN AN AMOUNT OF £8,5M:
BALANCE 1S COMMITTED TO MARCH 19853,

- IIDLAND TERMINABLE AT ANY TIME IN AN AMOUNT oF £10M: A
FURTHER £10M TERMINABLE 10TH MARCH 1981: BALANCE IS
COMMITTED TO FEBRUARY 1982,

- BARCLAYS 1S COMMITTED TO 3RD FEBRUARY 1982 _ ;

- SoME £42M 1S PRESENTLY DRAWN FROM THE LONDON MONEY MARKET,
soME £15M OF THIS RUNS ouT IN MAY 1981: THE BALANCE
EXPIRES IN NoveMBER 1981, y :

- ALL OTHER LINES WORLDWIDE ARE ESSENTIALLY PAYABLE ON
DEMAND




3 January 1981
Policy Unit
PRIME MINISTER

INTERNAT IONAL COMPUTERS LIMITED . H‘D%"‘S

The first thing is to get some more background information:

(1) How many people does ICL employ and where? How big a cutback
has already taken place? In which areas of the business?

(2) How much of the problem is due to the exchange rate? What would
their cash position be, had the pound followed a different
trajectory?

How much of the problem is due to sudden collapse of UK demand?
From my own experience, computer industry demand can collapse
very suddenly as it did in 1972,

Ken Baker says .that the ICL Board accepts that the Government
does not have an independent future. Is this the conclusion

of ICL's own strategic planning? Or a panic reaction to the

cash crisis?

The CSD scenario (paragraph 4 of Ken Baker's minute) may be
alarmist unless there is precipitate receivership. If someone
buys ICL, the customer base is the ecrucial part of what he
buys. He wants its cash flow in the short term, its goodwill
for his own products in the long. Much depends on whether the
buyer's hardware/software is compatible with ICL's. Is this
the case with, for example, Sperry Univac and Hitachi?

ICL raises a more general question about Government involvement. All
Governments are forced to intervene in crisis situations from time to
time. We could have taken the position that we would never do so in
any circumstances, though I don't think that that would have been

right. In any case, that position is no longer tenable. What we do

need is a position of '"coherent pragmatism'. Given limited funds, to
which industries do we provide terminal care because they don't have
a future? Which growth industries should we favour (as on PAYE for
ICL) and help in real emergency? Regardless of who owns the shares,
it seems to me very difficult to let ICL go, for want of £70m, after
the help we have given to BL and BSC.

JOHN HOSKYNS




RESTRICTED

Caxton House Tothill Street London SW1H 9NA

Telephone Direct Line 01-213._ . 6}! gpf oyt
Switchboard 01-213 3000

GTN 213

The Rt Hon Lord Soames GCMG GCVO CRBE Iz;_ 8
Lord President of the Council l
Civil Service Department

Whitehall %

London SW1 B December 1980

Vot e

I have seen a copy of your letter of 12 December to Geoffrey Howe
about the PAYE and Customs and Excise contracts.

I agree that both these contracts®should be signed with ICL before
the end of the year. In my view the safeguards which have been
achieved in the case of the PAYE contract (and which

the CCTA hope to secure for the Customs and Excise contract) are
more than we could reasonably have eXpected.

I am copying this letter to the recipients of yours.




01-405 7641 Ext.
Communications on this subject should ATTORNEY GENERAL'S CHAMBERS,
be addressed

Io

ThE LEGAL SECRETARY LAwW OFFICERS' DEPARTMENT,
ATTORNEY GENERAL'S CHAMBERS
ROYAL COURTS OF JUSTICE,
LoNDON, W.C.2.

22nd December 1980

A J Wiggins Esq

Private Secretary to the Chancellor
of the Exchequer

H M Treasury

Treasury Chambers

Parliament Street -

LONDON SW1P 3AG

(E)au kLiSLs

With regard to the first sentence of paragrapll two of
the Chancellor of the Exchequer's letter of 1
December, I should like to record that the Attorney
General regards himself as having advised only on

the question whether the proposed contract is satis-
factory with regard to the United Kingdom's
obligationsunder the EEC Supplies Directives. Whether
the terms are otherwise acceptable is a question of
policy for Ministers.

PAYE COMPUTER CONTRACT g/

Copies of this letter go to private secretaries to
the Prime Minister, Members of E Committee, the
Secretary of State for Defence, Robin Ibbs (CPRS) and
Sir Robert Armstrong. 3

Yours sincerely,

Aﬂﬂ~ <D’ /i4&:

A D PRESTON




Civil Service Department
Whitehall London SW1A 2AZ

01-273 4400

The Rt Hon Sir Geoffrey Howe, QC, MP

Chancellor of the Excheguer

HM Treasury

Parliament Street

LIONDON SW1P 3AG 9 December 1980

L _ S
M@W%, | A

I am rather surprised by the tone of your letter of December.
If colleagues decide that we must negotiate and sign a ma jor
contract such as this within a matter of weeks is it surprising -
that there are still question marks? I don't get the

impression your letter invited me to comment on the detailed
points which you raised but I want to make it clear that I
believe that my people have done & superhuman job in covering

as much ground as they have in the time available. I could

not have asked for more,

I am copying this to recipients of your letter.

L e




ROYAL COURTS OF JUSTICE
LONDON, WC2A 2LL

01-405 7641 Extn

|8 December 1980

The Rt Hon Lord Soames GCMG
Lord President of the Council
Civil Service Department
Whitehall

LONDON SW1

L CLM-W—#.

After receiving your letter of 12 December seeking agreement to the

signing of the PAYE and C & E contracts, I advised that certain

provisions of the Break Clause in the PAYE contract (other than
those referred to in your letter) were unsatisfactory from the

EEC point of view and advised how in my view they might suitably

be amended. I am now informed that agreement has been reached with
ICL on this and a number of other minor amendments and I can now

say that I see no legal objection to this contract being signed.
I have not seen the C & E contracts but I am told that the CCTA have
been advised of the dangers from the EEC point of view of building

too much flexibility into these contracts.

I am sending copies of this letter to the recipients of yours.
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Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000 I% December 1980

The Rt Hon The Lord Soames GCMG GCVO CBE

Lord President Of the Counecil

Civil Service Department FALRS
Whitehall Tl
LONDON SW1l ‘ l‘-’l (L

ﬂ/L\,’VLwM»-«

Your letter of December asked me and colleagues to
let you know early this week whether we agree that the
PAYE and Customs and Excise contracts should be signed
with ICL before the end of the year on the basis you
outlined. '

If the Attorney General is content with the contractual
safeguards written into the Agreement than I am prepared

to accept your advice that the contract with ICL should
be concluded before the end of this year, but I still
have some serious concerns., For example, I cannot say
that I am very happy with a draft Agreement which specifies
hardware and software costs but which refers to other
costs or services which may or may not be incurred without
putting figures to them. I understand from my people

that chargeable support, testing proposals and facilities
and the like could add another million pounds to the

cost over the implementation period. Nevertheless, if

it is your judgement that these charges are reasonable

and acceptable, then I concur.

More serious are the continuing technical reservations.
No one has had a chance to make any detailed evaluation
of ICL's formal technical response to the Revenue's
Operational Requirement and yet even without that you
tell us that the CC1A view is that the delay to the project
likely because of ICL's technical shortcomings will now
be more than 6 months and could be up to a year. As you
know, the cost in terms of staff savings foregone is £50
million a year. My fear is still that the technical
weakness of the ICL offering may damn the project to
technical instability during implementation. The very
serious reservations you express in your letter give me
little confidence in taking ICL's promises on trust.

/Moreover, assuming
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Moreover, assuming that we shall want to continue with the
computerisation of PAYE until the whole process is complete,
the contract locks us in with ICL over what may prove to

be the best part of 10 years, even if their performance

is in the event less than satisfactory but falls short of
completely falling down on the job., Equally, we shall

be prevented from taking advantage of significant technical
advances made by ICL's competitors so that we may have to

go on putting in obsolete machinery to work an obsolete
system. I do not view that prospect with any favour.

However, we have been over all this ground before. The
risks to the project from committing to ICL remain
substantial, even though my people tell me that they
expect that in time the ICL solution should be made to
work satisfactorily. I see no alternative to going ahead
but I warn colleagues that the timetable for the completion
of the computerisation project must remain uncertain: for
some time to come. The draft Agreement with ICL provides
no indemnity against that. Not the least because of this
and the very heavy costs that delay imposes, if ICL fail
in the demonstration that must be the end of the matter.

So far as Customs and Excise is concerned, as I said in
my letter of 12 December to you, which seems to have crossed
with yours, I am content to go to Single Tender.

I am copying this to the Prime Minister, members of E
Committee, the Secretary of State for Defence, the Attorney
General, Robin Ibbs (CPRS), and Sir Robert Armstrong.

GEOFFREY HOWE
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Civil Service Department
Whitehall London SW1A 2AZ

01-273 4400

The Rt Hon Sir Geoffrey Howe, QC, MP

Chancellor of the Exchequer

HM Treasury

Parliament Street

TONDON SW1P 3AG [ 2_ December 1980

MM
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I was invited (E(8 1st, item 1) to negotiate toughly with ICL
to secure the prompt and effieient performance, and the best
possible value for the taxpayers' money in meeting the PAYE
requirement. I was also asked to ensure that the contract was
signed before the end of the year.

The CCTA have been negotiating intensively with the company who
have co—-operated well. The contract itself is complex and
detailed, and this letter can only draw attention to some of the
main points. Most contractual details have been settled. In
particular we have secured:

a. the right to terminate the contract if ICL fail

to complete a successful demonstration by 31 March 1982
(ICL propose. to make their first attempt before the end
of 1981); -

Bis arrangements whereby ICL will have an unlimited
liebility to make good at their expense any deficiencies
arising from poor serviceability or reliability and to
bear any directly consequential capital or running costs
such as buildings or staff;

Cia a formula under which if performance falls short of
their claims they will provide extra equipment free of
charge on the same terms as (b) above; and under which,
if their equipment is more powerful, we can reduce our
order without penalty.

1
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an the definition of specifications and standards
which will allow other manufacturers' equipment or
new technological developments to be introduced (but
the practical costs and difficulties of this in some
respects should not be underestimated) ;

e. a call-up arrangement whereby we are committed
initially to the egquipment for the Development Centre

and for the first regional sub-centre, and subsequently
to equipment for regions only as we need it (but this
will not allow us to change suppliers unless ICL default).

There is however one area where the position is not
satisfactory.

Technical problems

Because of the limited time available it has not been possible
for ICL to complete, or CCTA to examine, a full technical
proposal and we cannot be certain that it will not differ

from the drafts which CCTA have seen. This means that,'although
there have been considerable discussions, a lot of ICL's
technical claims have to he taken on trust. In particular:

a. There are a number of items of software,
particularly those concerned with communications

and recovery, which are not yet developed. CCTA
have not yet been able to examine the feasibility of
ICL's plans to produce these to time, and there can
be no guarantee that the development will run
smoothly.

b. The technical characteristics of the way in
which the local office systems will be linked up to
the main frames have not been wholly defined and are
unlikely to be proven until early 1982. This will
delay the placing of orders for local office
equipment, and may delay the Inland Revenue's
programme by some months.

c. Some errors have been found in our preliminary
examination of ICL's calculations of the amount of
equipment needed to do the job. The contract will
safeguard us against extra costs if these or other
errors reveal the need for extra equipment, but in
this event there might be operating problems for
Inland Revenue.

Generally the situation on the technical side is that there

are large areas of ICL's proposals which CCTA have not been
able to examine properly and where we cannot confirm that

2
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they meet the requirement. In the case of such shortcomings
as have been identified CCTA has agreed with ICL, wherever
possible, dates on which they will be remedied. Our position
has been safeguarded contractually so far as possible. This
means that, where the shortcomings can be remedied by
additional eguipment ICL will have to provide it free and
meet our directly consequential costs, such as for buildings
or extra staff, but the Inland Revenue will have to bear any
extra costs of delay.

CCTA cannot be confident that they have yet identified all

the technical shortcomings in ICL's proposals, but their
examination so far has reinforced their view (expressed in
E(80)124) that ICL's technical problems will lead to & delay
of '"Bbout six months"; they now believe it is likely to be

at least six months and could be up to a year. The cost of
delay to the Inland Revenue is £50m a year in manpower savings

they will be unable to achieve.
Price

Negotiations on price have gone very well. In total COTA

have secured discounts amounting to £22m (27%). This has
brought the ICL price (over a 10 year life) down to £617m,

about the same level as CCTA consider we should (after
discounts) be likely to pay to IBM for a similar system. It

is still some £6m above the likely cost of the equipment from
the supplier likely to offer the lowest price. All things
considered I consider this price fair and, in the circumstances,
satisfactory.

Other contracts

In my minute of 1 December 1980 to the Prime Minister I
undertook to attempt to place eight further contracts before
the end of the year if colleagues so wished; work to this end
has been continuing pending colleagues' replies and is up to
timetable. '

In the case of the computers for the Devonport, Rosyth and
Chatham dockyards, and the telecommunications for CRISP and
Bicester we have been through all our normal contractual
processes and there is no additional risk in completing
contracts this year; the same is true of HMS Centurion even
though work has been completed very quickly.

The situation in the Customs and Excise cases is less
satisfactory. The requirement is far less complex than that
for PAYE, but, because it has only just become available,
less work to clarify the situation has been possible. CCTA
will have no opportunity to examine ICL's technical proposals

3
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before letting a contract. The main danger of this is that
the wrong gquantities of equipment may be ordered; it is
possible that other problems may emerge when ICL's proposals
are examined, but there is no reason at present to expect
them to be of major importance. CCTA will seek contractual
arrangements to enable subsequent adjustments or remedies

to be negotiated without penalty and, so far as practicable,
the other contracting safeguards secured in the PAYE case.

I am not yet in a position to make an assessment of any
likely extra costs of hurrying the contractual process but
CCTA expect to secure similar safeguards as for" PAYE, There
should be no significant delays in the dellvery of the ICL
equipment.

Conclusion

As time is short, I invite my colleagues to let me know early
.next week whether they agree that the PAYE and C&E contracts
should be slgned with ICL before the end of the year, on the
basis outlined in this letter.

I am copying this to the Prime Minister, members of E Committee,
the Secretary of State for Defence, the Attorney General,
Robin Ibbs (CPRS), and Sir Robert Armstrong.

m'uh[w
4 ko b b
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Privy CounciL OFFICEB
WHITEHALL, LONDON SWIA 2AT

25 November 1980

Jim Buckley Esq
Private Secretary to the

Lord President of the Council
Civil Service Department
Whitehall
IONDON SWI1A 2AZ

r ;
\.J RAa /
COMPUTERISATION OF PAYE

Thank you for your letter o November which the
Paymaster General has seen. The Minister has asked me to
say that one of the main points made in his letter of
4 Novenber was the problem of the use of unestablished
equipment. The fact that most of these early computers
proved deficient in performaiice merely reinforces that
point and indicates the likely problems to be encountered
with equipment that is not going to be ready to test for
another year.

However, as you say,the point is academic now that
decisions have been taken. I am copying, therefore, only
to the Private Secretaries to the¥Prime Minister, the
Home Secretary, the Chancellor of the Exchequer, and

Sir Robert Armstrong. \?‘w Mt%

R E S PRESCOIT
PRIVATE SECRETARY




COMMERCIAL IN CONFIDENCE

Civil Service Department
Whitehall London SW1A 2AZ

01-273 4400

21 November 1980

Richard Prescott

Private Secretary to the Paymaster General
Privy Council Office

68 Whitehall

IONDON SW1A 2AT

i

IR e

COMPUTERISATION OF PAYE

. | i
The Paymaster General wrote to the Lord President on {,Ndﬁg;;;;

about the problems your office at Crawley is experiencing using
established ICL equipment.

Although it will be of academic interest only, now that
decisions on the computerisation of PAYE have been taken, I
think we should set the record right on one point. The ICL 2300
computer systems for the Paymaster General's 0ffice were among
the first procured by Government. MNMost of these early computers
proved deficient in performance. The problems you have
experienced recently cean therefore reasonably be attributed
directly to the use of unestablished equipment.

I am copying this to the Private Secretaries to Members of E
and to Jim Nursaw in the Attorney General's Office.

J BUCKLEY

COMMERCTAL IN CONFIDENCE
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Civil Service Departimient
Whitehall London SW1A 2AZ

01-273 4400

I

The Rt Hon Sir Keith Joseph, Bt, MP

Ashdown House
123 Victoria Street

LONDON SW1E 6RB |¥ November 1980

secretary of State for Industry IL-

jm'%‘h; ) o

COMPUTERISATION OF PAYE

Thank you for your letter of 4 November. Bearing in mind our
respective responsibilities in this area I am deeply disturbed
that the advice which you and I are receiving is so much at odds.

For example in your letter you eompare ICL's discounted price

for the PAYE computer with the undiscounted price of other
manufacturers and conclude that there is virtually no price
difference. I am assured this is wholly misleading. Volume
discounts and commutation arrangements for software charges are
not unique to ICL. We shall certainly expect to benefit from
them in the price we eventually pay to ICL; but if we went single
tender to another company - and more so if we were to go open
tender — we would expect similar and even larger discounts. Thus
the price differences to which I draw attention would remain,
like with 1like.

There is no point in trying to disguise the difference from
ourselves. ICL themselves have admitted to CCTA that they are,

at this stage, pricing their S3 computer about 30% above a
computer of similar performance of IBM's in the United Kingdom;
they are doing thie for legitimate commercial reasons to safeguard
their rental base of smaller machines. This fact corroborates

the calculations of the difference which CCTA made and suggests
that they reflect the real situation.

May I also take up another point which was recorded in the E
Committee minutes? It is that the evidence of the unreliability

of ICL's machines is only anecdotal. This could not be more
untrue. CCTA have carefully gathered statistics over a long period
which are agreed by the company, and are well known to your
officials. The company are well aware of the unreliability
problem of their larger machines and are mounting a major programme

1
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to improve it. But, even with the improvements which they

have achieved and which are in prospect, the levels of
reliability fall well below those of other large manufacturers.
CCTA and the company have higher hopes of the S3, but these
have yet to be proved in operation. We are particularly aware
of this problem at present since it has just been the subject
of a major reference from the Comptroller and Auditor General,
and may feature in his report shortly. Your people have

seen both the reference and our reply.

In view of the fact that we seem so far apart in our
understandings on these points, on which (certainly in my
case) we rely heavily on officials, would you not agree that
it would be useful for us both to instruct our officials to
get together and put to us an agreed summary. I see it as
farcical and bad government that you and I should be arguing
about these things.

Finally, I cannot allow to go unchallenged your comments

about officials defending decisions before the PAC. Officials
have had a good deal of trouble with the PAC and experience
teaches them that they are in for more difficulty in squaring
our decisions on the computerisation of PAYE with existing
procurement policy. As I said in my letter of 28 October,
this is a matter on which we will have both to take and defend
our own decision. Can I take it you agree?

I am copying this letter to the Prime Minister, our colleagues
on E Committee, Sir Robert Armstrong and Robin Ibbs.

1
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10 DOWNING STREET Cc 1M |

From the Private Secretary 11 November 1980

L Voo i

The Prime Minister has asked me to thank you and your
colleagues for taking the trouble to write to her on 17 October
about the Inland Revenue computer project.

The ideas you put forward are interesting, but not new. It
is, of course, an old adage that 95% of the complexity of any
system is needed for only 5% of the cases, although in practice
the proportions tend to work out a bit differently. The computer
system proposed by the Inland Revenue is intended to deal with
the simpler cases within the personal tax system, those coming
within PAYE, and the day to day work on those cases will be carried
out by clerical staff and their supervisors through terminals in
the local offices.

Most people looking at the PAYE project for the first time
tend to think in terms of distributed processing using mini or
micro processors, but once they grasp the full significance of
both the batch processing dimension and the accommodation con-
straints on putting computerequipment in local offices, the
picture begins to change. The plans prepared over the last two
years by the Inland Revenue, guided from the outset by substantial
external consultancy support, have been considered by two independent
reviews. In both cases, members were drawn from the systems and
software industry. They also considered the implications of
distributed processing on the lines you suggest but after detailed
consideration endorsed the preferred approach, that is, for an on
line system based on terminals in local offices linked to computer
centres where the bulk batch processes would be undertaken.

|
I hope that from this necessarily very brief account, you
will be reassured that the current proposals for computerisation
of PAYE are the result of detailed analysis and review and not just
a matter of accepting ''the proposals of the entrenched interests'.

PUAS )M“Mﬁﬁ
st il

D.L. Cutts, Esq.




PRIME MINISTER

You expressed interest in the heretical
approach on the Inland Revenue computer issue
set out in the attached letter.

Here is a note from the Treasury
explaining why they think the correspondents

are wrong.

If you are satisfied with this, I will

reply as the Treasury have suggested.

10 November 1980 . g~
—




Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

7th November 1980

M.A. Pattison Esg.
Private Secretary
10 Downing Street
LONDON

SW1

Qjﬂ,lnﬁud

You asked in your letter of 22 October for a draft Pnrivate
Secretary reply to this letter from Mr D.L., Cutts and
others about the computerisation of PAYE and indicated
that the Prime Minister was interested in the thoughts
expressed.

The two main points made are:

a) that 95 per cent of the complexity of the tax
system is needed for only 5 per cent of the cases,
so that —_

b) a simpler computer system, based on small
machines and computer files in local offices, should
be devised to deal with the simple 95 per cent of
cases, leaving skilled Inspectors to handle the rest
manually.

It is an attractive idea and one that is_of aised, but
it is miggonceived. The computer system is being devised
to deal with PAYE, where the bulk of simpler cases in the
personal tax fTeld are to be found, buE—%EEre are 27
million of them. The day to day work on those cases will
be carried out by clerical staff and their supervisors,
through terminals at the local offices, and not by the
highly skilled Inspectors.

Like most people who have looked only superficially at

the PAYE requirement, the authors are attracted to the idea
of distributed processing, with small machines in each local
office and the computer files held there instead of at

large centres. But the economies of scale achieved through
some centralisation of the big bulk tasks (inecluding printing)
which arise in PAYE throughout the year argue convincingly

for mainframe machines in computer centres rather than

minis or micros in local offices. It 1s the centralisation

— —

/of these




of these processes which give rise to a large proportion

of the savings we expect to achieve through the computerisation
of PAYE. All the reviews of this project, whether carried

out by the CCTA or by experts from the computer software
industry, have come to similar conclusions. The most

cost effective solution of PAYE automation within a balance
between cost, speed of implementation, flexibility and risk,

is one tending towards a smaller number of large sites

rather than in the opposite direction.

I attach a draft reply.

Yourt oo,

L‘dm'fuum 4
/‘
R.I. TOLKIEN
Private Secretary




Dréift Private Secretary Reply to Mr D,L.Cutts and others.

The Prime Minister has asked me to thank you and your colleagues for taking
the trouble to write to her on 17th Dctober about the Inland. Revenue computer
project.

The ideas you put forward are interesting, but not nag/” It is, of course, an

old adage that 95% of the complexity of any system ;éfnaeded for only 5% of

the cases, although in practice the proportions tend to work out a bit
differently.The computer system proposed by thafinland Revenue is intended to
deal with the simpler cases within the personai tax system, those coming
within PAYE, and the day to day work on thpéa cases will be carried out

by clerical staff and their supervisors tﬁrough terminals in thg local
/
/

J

Most people looking at the PAYE project for the first time tend to think in

terms of distributed processing using mini or micgo processors, but once they

offices.

grasp the full significance of both the batch processing dimension and

the accomodation constraints uﬁ putting computer equipment in local offices,
the picture begins to changp; The plans prepared over the last two years
by the Inland Revenus, gui&éd from the outset by substantial external
consultancy suppnrt) mpetitive-selection-from—the-softuare
induebryy have been copsidered by two independent reviews. In both cases,
members were drawn frgm the systems and software industry. They also
considered the implications of distributed processing on the lines you
suggest but after detailed consideration endorsed the preferred approach,
that is, for an on line system based on tarminals in local offices linked

to computer centres where the bulk batch processss would be undsrtaken,

I hope that fyom this necessarily very brief account, you will be reassured
that the curgfent nroposals for the computerisation of PAYE are the result
of detailed analysis and review and not just : a matter of accepting "the
proposalg of the entrenched interests.,"

(AR R ]




T o
.INLAND REVENUE

MANAGEMENT DIVISION
SOMERSET HOUSE

6 November 1980

PS/Chancellor of the Ekcheqﬁer"

COMPUTERISATLION OF PAYE : ' PRIME MINISTER'S QUESTION TIME

I sent you briefing yesterday for PM Quéqtipn Time on the
assumption (valid then) that the Auswers to Mr Van Straubenzee
and Mr Kaufman would be negative. Since, as you told me,
Number 10 decided that the Answers should promise a statement
shortly, rather different‘briefing for PM's Question Time

will be needed.

I therefore attach two lots of briefing, one on the assumption
that the Chancellor will be making a statement in the next few
days, the other on the assumption that the Prime Minister herself
might make the announcement this afternoon, in the terms of the
draft Answer already suggested_to You for the Chancellor'!s -— =——-—
arranged Question. The latter possibility is perhaps unlikely,

but you had better have a form of words to hand in casé it is

sz A

needed,

STEVE MATHESON

cc PS/Chief Secretary : Sir Lawrence Airey
P5/Minister of State (Lords) Mr Boyd
Mr Battishill - : Mr Matheson
Mr Ridley : Mr Lewis - Press Offid

”/jhrspringthorpe

CONFIDENTIAL
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: : *CONFIDENTIAL -
imcuncement: to ber made by o e
,he Chancellor, On :
Fr@y 7 or Monday 1 s
10 Wovember. : " COMPUTERISATION OF PAYE : PRIME MINISTER'S
: \ QUESTION TIME :

LINE TO TAXE: The Government have been

considering revised proposals from the
Inland Revenue for the computerisation of
PAYE. JThe Chancellor of ‘the Exchequer will

be making an anﬁouncement very shortly.

SUPPLEMENTARIES

1. Will the business be given to ICL under

the existing preference policy?

The anﬁouncement, when it comes,“will.deal_

with that.

The Chancellor made clear in his statement on
8 August, that the Government continues to
place importance on the maximum feasible
involvement of UK companies and on ensuring
a_high UK content in the system.

o Does the Prime Miﬁister agree with the Bow

Group that the PAYE system should be

computerised through using very small machines

rather than big computer centres?

That is a familiar view but it overlooks the
7 I 3
significance of the batch processing

dimension and the accommodatidn/constraints

0




B e
“on putting computer equipment into local

tax offices. ..

3. Would not small machines in local offices

be a lot cheaper than using big machines?

¥

No. The economies of scale achieved through
some ceﬁtralisé#ion of the big pulk tasks
(including prihéing) which arise in PAYE
throughout the year argue convincingly for

mainframe machines in computer centres rather
y : ‘::
than small machines in local offices. ~ .

L, Does not the present proposal/going to

ICL imply further/unacceptable constraints on

Ministerial flexibility/policy options for

fiscal change? (The IBM point - Nixon's lette

of 30 October to:'Sir Robert Armstrong).

No. The more gradual implementation now
proposed should mean that it would be easier
than before to interrupt the process of
computerisation (if the delay and cost were
thought justifiable) i@,order o make interim

changes.

Opportunites to make wlajor changes (eg
self-assessment) must, as before, wait until

computerisation is complete.

|




-

fime Minister makes - -the:

announcement (on 6 November). i
; 'COMPUTERIL SATION OF PAYE *PRIME MINT STER'S

CONFIDENTIAL,

QUESTION TIME

‘

Draft Statement

"The Government have decided to Pproceed with

the computerlsatlon of PAYE on the basis of

a 51mpler, scalgd down version of the .original |
scheme and employing a more gradual method of
{mplementa;ion. We consider that this
approach will reduce the risks assocxated with
the project, which previously gave rise to
concern. On the qﬁestioﬁ of procurement, the
Civil Service Department has been instructed
to investigate whether terms suitable for

single tender can be negotiated, with ICL "

SUPPLEMENTARIES

L L Why does the Government not have

sufflclent information already from ICL to

conclude a contract now?

.

The aﬁard-of a contractyor contracts under the
preference policy depénﬁs upon satisfactory
agreement in terms off price, performance and
delivery. Negotzatlon on these matters cannof:
and should not be rushed. Detalled
discussions with the compaﬁy have already
commenced and an ;nnouncement will be made as'

soon as podsible.




2.  Does the Prime Minister accept that ICL

has the experience and know how to do this job

successfully?

The detailed discussions now under way would
not be taking place unless the company had the

_confidence and support of the Government.

ﬂi

3. Why is the Government committing itself

vet again to a big, monolithic system using

large computers'when it would be cheapeﬁ%and

quicker to computerise PAYE through' using

desk-top business machines? (The Bow Group
proposal). I

We are convinﬁéd that it would be neithér
quicker'nor cheaper to proceed in the way
suggesfed. The Bow Group put in some sound
and detailed analysis but they overlook the
vital significance of the batch processing
dimension to the PAYE requirement and the
'practical'accommodation constraints on putting
computer equipment of the kind speﬁified into

many of our local tax offices.

I Why is the Government prepaféd to freeze

Ehé fiscal system for many years ahead by

committing to ICL this vast project?

! £
We are not yet committed. As I have already

explained, we are discﬁsaing wi%h the c;mpany
. i




wvhether sgtisfactéry terms for a éont}act unde

ithe.single_tende} arrangements can be
negotiated There is no question of free21ng
the flscal system.  The Qhancellor will remain
free to make normai annual fiscalh;hanges.
More fundamental changes to the personal tax
system will need to walt untll the
computerlsathpéof PAYE is complete. In the
meantime, the more gradual implementation now
bropased shouid'mean that it would be easier
than before to interrupt the Process of 2N
computerisation (irf thé delay and césts'%éfe
thought justifiable) in order to make interim

'
changes.




Ref: A03449

CONFIDENTIAL

PRIME MINISTER

Computerisation of Pay-as-You=Earn

(E(80) 123 and E(80) 124)

BACKGROUND

When the Committee last considered this issue (E(%&)) 3lst Meeting, Item 1),
you concluded that although there was doubt whether ICL could comply with the
specification proposed at that time, a less complex system might be adequate for

the job, and the specification easier for ICL to meet. Moreover, the centralised

system proposed was both more complex, and more vulnerable to industrial action,
than was desirable. You invited the Chancellor of the Exchequer to arrange for
the design of the computer to be reviewed in time for decisions on Eendering to
be taken by the end of the year.

2., In E(80) 123 the Chancellor reports that a new scheme has now been

devised on the lines suggested by E. He still has doubts about giving the project

to ICL on grounds of cost, delay and of technical inferiovity., He concludes that

""speaking in my Departmental capacity' he could not recommend that we go ahead
on that basis. If, nevertheless, a decision is taken to go to ICL on single tender,

it will need 'to be defended on the broadest grounds of industrial policy''.

3. The Lord President's paper (E(80) 124) points to the Attorney General's
advice (Annex C of his paper) that, because the procurement of computers will be

subject to new EC and GATJrules from the beginning of next year, we shall face

grave risks of being frustrated by litigation if we do not complete the contract

before the end of this year. Negotiations with ICL would, on this basis, mean

a very hurried negotiation, with the risk that the resulting contract does not
“

sufficiently protect the interest of the taxpayer. He presumes that colleagues

will, nevertheless, wish ICL to get the contract. If this is the case (and it was
the thrust of discussion at the last meeting) the Lord President asked colleagues
to note and accept the higher costs and risks inherent in the decision and to

authorise a public statement on the lines set out in page 10 of his paper.

CONFIDENTIAL
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HANDLING

4. You will wish to ask the Chancellor and the Lord President to introduce
their papers and then hear the views of the Secretary of State for Industry and
the Secretary of State for Employment.
CONCLUSION

5. You will wish to record conclusions on:-

' whether the computerisation of PAYE should now be carried
out on the basis of the proposed new system;

whether the attempt should be made to negotiate a contract

with ICL by way of single tender before the end of the year;
ﬁ

what should be said publicly, when, and by whom?

(Robert Armstrong)

4th November 1980

CONFIDENTIAL
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Qa 05172

To: MR LANKESTER

From: J R IBBS

Computerisation of PAYE

15 The revised scheme set out in the Chancellor's paper (E(80)123) is
und;ﬁbtedly much less risky for an ICL contract than the previous scheme.
The CCTA assessment (attached as Annex A to the Lord President's paper

E(80)124) supports the view that the project, as revised, is within ICL's

technical competence. Because of the more gradual take-on of work and

functions, it is probably in any case, regardless of supplier, to be

preferred to the earlier scheme.
!

s Even with this scheme I?L is likely to cost more than the lowest

acceptable tender made in open competition, but one should not put Too

ﬁ;;h weight on the estimated differences between ICL's and alternative
suppliers' prices (Annex B of E(80)124). 1In the absence of a formal open
tender they cannot be established with certainty. Once it is decided that
ICL should have the contract the important thing is to get the best possible

deal from them,

3. There are difficulties in concluding a contract by the end of the year.
But these should be surmountable. The pressures on ICL in the negotiations,
if the Government plays its hand properly and does not let ICL regard the

contract as a certainty, should be no less, and arguably greater, than those

on the Government.

4, Moreover, the fact that a contract with ICL has to be signed by the
end of the year does not mean thal effective checks and disciplines cannot

be exercised subsequently. These should include:

(a) Making it clear to ICL (both in the contract and otheryise) that

a change of supplier would be considered if it were to fail to prove

its competence either at the 1981 demonstration of performance, or

-

1
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during the initial contract (worth around £2 million) for the test

centre and "vanguard" region, or at any time during the subsequent
extension of the system (when other manufacturers! terminal and

peripheral equipment may in any case be used).

(b) Requiring ICL to design and build the system to international

standards; this would simplify the substitution of another manu-
fEZEE;E;T; hardware and software for ICL's making it possible to
convert at a cost which,jﬁﬂﬁradded to another supplier's equipment
price, could still be below that charged by ICL to finish th; job.

(¢) Ensuring that an experienced and competent software house is
effectively included in the development team to supplement ICL's

and the Revenue's own resources.

5. We understand that the Revenue and CCTA intend to provide checks
on these lines. It is important that they should be effective. If so,

they should go a long way to protect the Government's interests and to
avert the risk that ICL, having secured the project, might be tempted to

exploit its favoured position, e.g. by inereasing prices unreasonably or

by diverting its most capable people away from the. projecte—

—

6. I am sending a copy of this minute to Sir Robert Armstrong,

A
4

v

4 November 1980

2
CONFIDENTIAL




. T£98-€€Z-10 Quoydofa],

LVZ VIMS UOpuoT [[eya3Iyp 89
TVHENHD YHISVINAVA
3} JO WO

syuowidwoo ym




& |

l

COMMERCIAL IN CONFIDENCE

Privy CounciIL OFFICE

WHITEHALL, LONDON SWIA 2AT
4 November 1980

The Rt Hon ILord Soames GCMG, GCVO, (H, (BE
ILord President of the Council

Civil Service Department

Old Admiralty Building

Whitehall

LONDON SW1A 2A7Z

‘bﬁl\‘,x %M/ﬁ;‘((‘”" J

COMPUTERISATION OF PAYE

I have seen your memorandum E(80)124 on the computerisation of
PAYE together with the approach set out by the Chancellor of the
Exchequer in E(80)123. r

I am concerned about the t ical assessment carried out by
the CCTA as outlined in Annex A to your memorandum. Great reliance
is being placed on theoretical calculations carried out by ICL which
cannot be confirmed fully until Batisfactory completion of demonstrations
at the end of 1981. I feel I must draw to colleagues' attention the
problems my own office at ley is experiencing using established
ICL equipment as a warning of possible problems to come with

undeveloped equipment.

In November 1979 I was advised that problems were being experienced
with my ICL 2900 computers. The original plan was to put in two
ICL 2970 But before delivery of the second machine it became obvious
that the first machine was not producing the power which ICL anticipated.
After negotiations with ICL the second machine was upgraded to a
29‘)'_@ (Model 14).

Additional equipment has had to be installed to cope with the
shortfall, Negotiations are still continuing with ICL to rectify the
problem and apportion cost.

It must be remerﬂ)ered that these problems arose with established
equipment with a su ed known ity. My experience shows that
one must treat with some scepticism the estimated output of as yet

undeveloped eguipment.

I am copying this to other members of E Committee and to the
Attorney General.

Z/CW‘/-’ Ll

(.




CONTTDENTIAL

DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 %30

SWITCHBOARD 01-212 7676
Secretary of State for industiy

4 Wovenber 1980

The Rt Hon Lord Soames, GCMG, GCVO,
CH, CBE,

Lord Presgident of the Council

Civil Service Department

Whitehall

LONDON

SW1A 247

COMPUTERTSATTON OF PAYE .

Thank you for your lebtter of 28 October. I note the points you
meke and I see that they are reflected in your paper for E
Committee., We will discuss them furbther when we meet on Wednes-
day, but T cannot help remerking now that the picture you present,
of officials being unaeble to defend a procurement decision unless
it is for wholly proven equipment without any price differential,
seems completely at odds with the way the ICL procurement policy
has been implemented in practice, under successive administrations,
gince 1971,

2% I understand that there have been remarkebly few references
to Ministers over that period and that officials have indeed taken
- and defended before the PAC - many individual decisions which
required an interpretation of what was "satisfactory", even if less
than the best available, in terms of price, performance or delivery.
If officials in a major pucchasing Department are now interpreting
the openly declared policy of preference for a UK compuber supplier
80 narrowly that they feel the need for Ministerial endorsement

at every point, it must raise questions about how they expect to
carry through effectively the more broadly based and less formal
policies we agreed in February for using public procurement in
support of UK industry.

% That said, I accept entirely that the issues raised by

the PAYE computerisation case are ones on which Ministers should
decide, not least because of the size and public prominence of

the system. I think it is, therefore, all the more important
that we should all have a clear and common understanding of the
facts before us. There has been far closer collaboration between
Depertments in the last month or two than there had been before

/o0 e,
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our previous discussions in E Committee and this is generally
reflected in the papers which you and Geoffrey Howe have
prepered - though I must note that Geoffrey's current view of
ICL's technical gbilities seems far more pessimistic than that
taken by your own computer experts. On the important issue of
price, however,, I am not sure that the mctusl offer made by ICL
has been adequately presented in your paper and I should like
colleagues to be aware of this point before we meetb.,

4, My understanding is that ICL have not offered a price

of &42 million with a special 20% discount, as might be assumed
from your paper, but have proposed an actual price of &£33%.6 million
which represents a standard sbatement for a volume order for 5
computers. In addition, they have proposed a standard approach

- previously accepted by Government - to the purchase of software
(commuting) which would reduce the 10 year cost attributed to

themn. ICL calculate that this latter reduction would ampimt to
£5.1 million. On this basis (explained in more detail in the
annex to this letter), we would actually be payiag ICL a total
"life cost", over the 10 years, of £568.3 million, as against the
&£81.8 million you have used as the starting point in your comparisons.
We should surely focus on this figure in our discussions.

5. It does, of course, give an entirely different slant to
your comparison with what other manufacturers might offer. That
comparison must itself be more of an indicator than a firm guide,
given the work CSD officials have had to undertake to adjust to

a more realistic level the very low quotations put forward by the
multinationals. I understand that in the case of IBM it is
likely to be on firmest ground, since changes have been made to
the assumed IBM offering to take account of the increased power
now available from ICL's S3 machine. It is far from clear whether
the assumptions for Burroughs, Honeywell and Univac have been
adjusted accordingly. - However, the different presentation out-
lined above would put ICL effectively on a par with the costs
assumed for IBM and that too seems a major point for us to focus
on. .

6. I think we should also treat with great caution the idea
implicit in your paper, that we could gain further substantial
discounts from the multinationals by going to open tender. T
have no doubt that they would bend every effort to buy this
business in open tender, given its international importance, but
that is no reason why we should seek to undermine the position of
our own major computer manufacturer when, on both performance

and cost grounds, ICL now seems to be able to offer a satisfactory
solution to the Inland Revenue's requirement.

P These aspects of comparative costs seem to me so crucial
to our discussion - and to your and Geoffrey's view of
whether ICL's proposal is acceptablé - that I felt it right to set

/outr..
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out my understanding of the position al some length before we
meet. I will of course be commenting further on the industrisl
policy aspects of our decision in Committee on Wednesday.

8. I am sending copies of this letter to the Prime Minisber,
members of E Committee and Sir Robert Armstrong.

A~

-~

Al
U i
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ICL will be announcing their S% computer (on which their
proposal is based) in the course of next week and at the same
time they will be revealing both a basic list price and a
range of lower unit prices for volume purchases, on a sliding
scale. These prices were notified to officials last week,
together with a downward revision of the number of computers
required (from 50 to 47), to take account of the higher
performance now being achieved by the E£3. It is on that
basis that ICL have proposed a price of £3%.6 million for the
hardware to meet Inland Revenue's requirement, showing a
reduction of 20% as appropriate to an order for 40 or more S3s.
But in the price comparison in the Lord President's paper this
has been gcaled up by 20%, to £42 million, as if the actual '
ICL price of £3%%.2 million were a special discount of the kind
the multinationals might offer in order to gain this contract.
The use, in this comparison, of the price ICL are actually
offering would reduce the suggested initial price differential
over IBM To zero and the life costs, as presented in Annex B
to the paper, to £6.8 million - or 10%.

Even this differential in 1life costs would be reduced or
eliminated if the pricing of software were presented in the
manner actually proposed by ICL. ICL offers all customers

the option of commuting monthly software charges by a single
payment on delivery, with greatly reduced charges thereafter.
Government users have taken advantage of this arrangement in
the past and ICL have proposed it for the PAYE project.

They calculate that it would reduce their discounted software
costs by £5.1 million over a ten year period, but this
reduction does not appear in Annex B to the paper, possibly
because not all the other companies offer a similar arrangement.
If ICL's calculation on software costs is correct it would

give a life cost, with the new hardware price, of £8.3% million -
or only £1.7 million (less than 3%) more than that assumed for
IBM. e

Department of Industry
% November 1280




T, P, Lankester,

CABINET OFFICE

With the compliments of

Sir Rol;ert Armstrong KCB, CVO
Secretary of the Cabinet

70 Whitehall, London SW1A 2AS
Telephone: 01-233 8319
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CABINET OFFICE
70 Whitehall, London swia 2as  Telephone o1-233 8319

From the Secretary of the Cabinet : Sir Robert Armsirong Kce.cvo

Ref. A03432 3rd November, 1980

Inland Revenue Computer

The Chairman and Chief Executive of IBM United Kingdom Ltd. has
written to me about the current examination of the various options for a new
computer system for the Inland Revenue. You will recall that thls question is
to be discussed in E on Wednesday, 5th November.

I enclose a copy of Nixon's letter and of my reply. As you will see, I
have said that although I cannot enter into any discussion of the points at issue,
I will arrange for them to be drawn to the attention of the Ministers concerned.
Copies of the correspondence go, therefore, to all Permanent Secretaries of
Departments whose Ministers are members of the Economic Strategy
Committee (Brian Cubbon, Teddy Youde - in Michael Palliser's absence,
Douglas Wass, Peter Carey, Ken Barnes, Brian Hayes, John Garlick,

Ken Clucas and Donald Maitland), and also to Jim Nursaw in the Law Officers'
Department, since the Attorney General will be attending Wednesday's E
discussion, and to Tim Lankester at No. 10.

ROBERT ARMSTROINC

Sir Ian Bancroft, GCB

G Onae st AL
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IBMN Unired Kingdom Limited ’e . PO Box 41
LINET OFFICE North Harbour
l'ortsmouth

]
Sir Robert Armstrong KCB CVO n 02 | Hampshire
Secretary of the Cabinet . 7 O'l ';ﬂfpiﬁe Cosham 321212

4 2 Joomp OCTIESD - (STD Code 0705 )
The Ca.bme{- Office | 310CTI500 | Telex: 86741 (1BM Norhar Pmih)
70 Whitehall FILING INSTRUCTIONS | Telegrams: Inbusmac Porismouth

London SWI1A 2AS | FILE No. 30 October 1980
1\& o CC'M'? ! .

You will forgive me, | hope, for writing to you direct. | do so with diffidence and
with as much detachment as | can muster. You will be able to judge after reading
this letter whether | have succeeded in eliminating all bias. | write because | am
concemed about the Inland Revenue Computer Project, although | am conscious that
| must be seen as someone with more than a passing interest in the outcome.

The main issue as | see it is to strike the right balance between a system which meets

the real requirements of the user and providing support for the UK owned manufacturer

of computer mainframes. | firmly believe that the single most important criteria by which
a successful Data Processing system is judged is the flexible and cost/effective way in
which the benefits are obtained. In the particular case of the Inland Revenue, these
benefits are:

- The removal of Inland Revenue workload constraints on tax changes.

The ability to give the Cabinet policy options on major changes to the tax
system and structure.

Savings in staff and costs whilst maintaining the level of service to taxpayers
and their employers.

All of these benefits must be achieved in a politically acceptable timescale with a
minimum transition period during which the Chancellor of the Exchequer is inhibited
from making any but the most modest changes.

It is of very great importance that the Inland Revenue has the ability to choose the best
available products to meet these objectives. To suggest otherwise is to remove the
discipline of accountability for the results from the Department.

| recognise, and indeed applaud, the Government's wish to maintain a British presence
in the important and growing Information Industry of which the computer industry is an
integral part. However, | have consistently argued that this objective is better met by
Government sponsorship of research and development rather than by preferential procure-
ment which has such potentially damaging consequences.

You may feel that | have said more than enough but if you would like to discuss the
matter further, | would welcome that opportunity.

Yours sincerely

- =3
/"‘,/
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E R Nixon
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CABINET OFFICE
70 Whitehall. London swia 2as  Telephone o1-233 8319

From the Secretary of the Cabinet: Sir Robert Armstrong KcB,cvo

Ref. A03431 3rd November, 1980

Thank you for your letter of 30th October about’
the Inland Revenue computer,

You will hardly expect me to enter into any
discussion of the points raised in your letter, but I can
and will arrange for them to be drawn to the attention of
the Ministers concerned.

E.R. Nixon, Esq.




CONFIDENTTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

3 November 1980

T. Lankester, Esq.,
No.1l0, Downing Street

&&U'TM!

Ministers will have seen the references in today!s

press to the commentary by the Bow Group on the

plans for the computerisation of PAYE. Some Ministers
may not have seen the pamphlet itself and the Chancellor
thought that members of E Committee, to whose private
secretaries I am copying this letter, might find it
useful before Wednesday's meeting to see the pamphlet
and the note attached which deals with some of the
issues raised. — =

The authors of the pamphlet have clearly done a good
[ deal of solid research and some of the points they
make reflect those in the minds of Ministers during
the last discussion at E Committee of the computerisation
of PAYE. Indeed, those led in part to the present
revised approach. On the other hand, some of the
pamphlet's statements and surmises are pretty wide of
l the mark, as can be seen from the commentary attached.

Yours ave,
{uwdﬂaw'u -
H—:‘

R.I. TOLKIEN




THE BOW GROUP PAMPHLET : THE BIG STEAL

COMMENTARY

Introduction

The pamphlet makes some constructive céntributions

to the debate about the planniné and implementation of
large Government computer projectq. If suggests that
the plan for the automation of PAYE is too risky but
some of its assumptions are misguided and }n several.
respects the present proposals for the computerisation
of PAYE are ;uch nearer to the pamphlet“Sideas than the

authors could be expected to know.

The original Inland Revenue proposals were for 12
computer centres, each of which would be responsible
for a large network of local offices. The pianned

pilot region'would itself have been a very large project

involving some 2000 terminals and about 2 million
e

taxpayers. Ministers recognised the dangers in what
the pamphlet describes as the '"Big Bang" approach and
as the Chancellor's statement of 8 August made clear,

instructed the Inland Revenue to seek a less complex

J— e

solution. As a result, the revised approach will be to
implement the computer system in a more gradual, less
risky way and the pilot scheme will cover a much smaller

group of local offices.




What' the pamphlet does not make clear, howevér, is

the degree of preparatory work which has gone into

the present plans for computerising PAYE and the
very extensive, relevant earlier praciical experience

of automation.




Bacltrround to the deveiqpment of the PAYE proposal

&, In January 1978 the Inland Revenue, in accordance
with standard government practice, undertook a
detailed study of the present requirements. Its

P

main objectives were:-

to.analyse and define the user requirement for]

PAYE; : 7

to identify means, if any, by which this
requirement could be met using computers;-
to cost justify any alternative solutions and

to identify the most cost effective; and

to produce an operational requirement for the

most suitable solution for issue to the trade.

The department recagniséd that the scope and
complexity of this project required technical
expertise additional to that available from witﬁin
the department and supplemented internal resources
throughout the exercise by substantial external

consultnncy support secured by competitive selecti

from the software industry.




In late 19?8/éar1y 1979, following dbtpiled
definition of the User Requirewment, the trade was
approached on a broad front; mainframe, miﬁi and
micro manufacturers wvere invited to make pr0posélsj
for- systems to meet the PAYZ reruirement. Somec

L6 companies expresscd interest and 20 presented
proposals. 'The information in these proposals was
taken into consideration in the later stages of
the detailed studf. Further input from the conput
industry was sought in 1979 vhen twe independent
reviews vere commissioned by CSD and Iﬁland Revenu
.Members of both reviews were drawn fromlthe system
and software industry. Whilst offerihg constructi
sugzestions on various aspects of the Revenue's
approach, both reviews endorscd the preferred
approach for an on-line system centred on about

12 regionai centres. Comments raised by these
reviews were taken into account in the final repor

of the feasibility study, which was presenied earl

in 1980 after two years of detailed work.

The report recommended an on-line system fof local
offices based on 12 regional computer centres, ea:
being responsible for holding the data for the tax
offices in a particular region. Regional computer
centres were to bhe connecteq on-line in a national
inter-regional network (not, as the pamphlet claim
a single national database accessed by all rcgions
That plan seemed fo offer the most cost-effective

solution for the computerisation of PAYE within a
balance between cost, speed of implementation,

flexibility and rislk,




Revised Proposals

ifie The original proposals for PAYE have been revised

at the request of Ministers to reduce technical and
implementation riék further. The revised approach will
involve a number of independént computer systems, each
dealing on-line with a small number of districts. This
comes mucﬂ closer to the Bow Group concept than the
earlier proposals. The computers may be geographically
co-located in 12 or more buildings but need not otherwisc
be interconnected. PAYE functions will be introduced

more gradually.

The Bow Group Pamphlet's Proposals

8.

The suggestion is that the Inland Revenue should create
a.MARK I version of the PAYE application through the
interaction of two independent groups with the staff of
two PAYE districts. The authors of the pamphlet have a
strong preference for small business machines with a
minimum of wmainframes, in what they call 'a distributed

solution'. There would be one computer per site, from

a very small machine at an isolated district office
through larger machines fitted to the sizes of the
various conurbations of offices up to a very large
machine for the existing concentrations at Bootle and
Centre 1. It is claimed that this would reduce the need
for purpose—ﬁuilt accommodation, except that the need
for a large central index facility for taxpayer tracing

is recognised.




Aﬁalysis of Proposals

9. The proposal to create an initial PAYE computer system

Ithrough a 'trial and error' method is highly risky B

and of questionable value. Even aft;r the inter-regional!
network and the more complex on-line functions have beenf
removed, PAYE remains a comﬁlex application.. The notionif
of establishing even the most straightforward view of th!
application in 3 months and then documenting and creatin ﬁ;
a system in another six is much too optimistic. Even I
allowing for the possibility of developing a first systen.
within such a time frame, the writers ignore the problemeﬁ
of devising clerical procedures and setting u; a
supporting organisation and wholly under-estimate the
problems of training staff to use the system. The

Inland Revenue has responsibility to the public to

ensure that the assessment and calculation of tax is
carried out as accurately and as expeditiously as
possible. The trial and error method has‘within'it

the seeds of catastrophe, where a sloppy, hastily
constructed system miscalculatesltaxes on a widespread

basis. This would be unacceptable both to government

and the public.

Previous Experience

10. The proposal for a trial and error approach appears
to stem from the authors | conviction that the Revenue

has little idea of what it wants from a PAYE system.




In fact the PAYE operational requireﬁent repreéents

a logical fblldwﬁup to a series of successful system
developments over several years. These have provided
valuable experierice for the present study. Since 1968
' the Department has been operafing a éomplete automation
of PAYE functions at East Kilbride; this is a batch
processing system dealing with about 2.1 million
taxpayvers, 1In 1977 a pilot, on-line system for PAYE,
named PLANET, was launched in six District offices -
covering about 250,000 taxpayers. It providéd tax
officers with some experience in the use of VDUs for
basic PAYE functions and conclusively demonstrated the
feasibility and desirability of installing an augmented
on-line system throughout the tax service. Although
‘the pamphlet's authors make no reference to PLANET,
much of what is to be achieved by their proposed MARK I
has already been achieved in PLANET, which has provided
over the last three years invaluable information in
specifying the‘requirement of a national system.

Comparison with other systems

11, The authors recommend the LACES and CADC computer projects
as examples of successful systems. It is noteworthy
that neither system was developed using the trial and
error method advocated in the paper for PAYE. Indeed
government was able to do what is marked as impossible
in the pamphlet: to construct a system requirement in
detail and proceed to implement it in a gradual manner.
The Inland Revenue has adopted the system design




methodology and documentation which proved so effective ,
!
in the development of the LACES system, and has retained!

the se;vices of a number of the consultants who were

peréonally involved in the LACES project.

Summary

12. The pamphlet identifies a number of different solutions:

One computer per district
One computer per site
One computer per group of sites
r

A regional solution with 12 computer centres

A national network linking the 12 regional centres.

The pamphlet's authors prefer ii. The Revenue's
original proposal was v, although it has been amended

to v,

The claims of the pamphlet's preferred approach, one
computer ﬁer site, are impressive and look attractive

at first sight, but they do not hold up under analysisi—




It is technically simpler, The authors have failed to grasp
the batch processing dimension. To achieve economies of
scale and be fully cost effective this needs to be organised
on a large basis, Batch and on-line work could theoretically
be decoupled but the maintenance of two data bases would be
complex and time-consuming. Batch processing is likely to
become more and not less important as a result of possible
future changes in the tax system. [

It reduces the communications requirement. Yes, but less

than supposed because of the situation described above.

Links between the computer centres in the current: Revenue
approach will be through a simple, off-line process, The
pamphlet criticises the concept of 20,000 terminals linked
on-line to a single database, but that was never intended.

The terminals in the 12 or so Districts linked to a computer
will be on-line only to the data base served by that computer.

It uses existing accommodation. The assumptions are wrong. -
Most tax districts are short of space with no room 'for the
machinery required and could not provide the sort of
environment the computers would require.

Maintenance. The pamphlet acknowledges that it would be
unwise not to have any trained operating staff at the
computer site. The number of sites proposed would increase
the need for such staff and exacerbate maintenance problems.

It would allow a computerised system to be implemented much
more quickly. The authors claim the system could be fully
operational by March 1984. This timescale is unrealistic
and risky. The proposed timetable is longer because it
includes time to design the full system, program and test it
before live operation. The gradual implementation proposed
is intended to ensure each Stage is working satisfactorily
before the next begins.

It is cheaper. The biggest fallacy of all. Distributed
processing to the level envisaged would be more expensive
than the Revenue proposals.
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SUMMARY AND RECOMMENDATIONS:

Dackground:

Underneath all the fuss as to who should get what equipment orders there
is a growing feeling of unease in the Computer Industry that the stage

is being set for another Swansea (the Vehicle Licensing Centre Fiasco);
equipment and suppliers will eventually be blamed for the result of
decisions taken by a naive and inexperienced user more interested in what
is politic (in departmental terms) than in what is practicable.

The Inland Revenue officials involved appear to have been more concerned to
seek an alibi against responsibility for failure than to consider what it

is practicable to implement in a reasonable time-scale with a limited
number of low grade computer staff. After sharp criticism from parts of
the British Software Industry, they called in expensive American consultants
to back up an unnecessarily complex and grandiose proposal. The consequence
was a tender requirement written to dictate an unprecedentedly complex,
risky and oversized on-line, networking, database system at considerably
greater equipment cost, and many times more accommodation, communications
and systems cost, than a basic, reliable mixed system using the experience
gained from existing British systems. i

Despite the officials eagerness to avoid a subsequent Public Accounts
Committee enquiry by taking American advice, they have ignored the lessons
of the 175 Reports to Congress by the Comptroller General of the United
States, some of which detail wastage and incompetence on a scale which makes
Swansea look cost-effective and efficient.

They have also ignored the lessons of the Italian attempt to computerise
their tax assessment, using American equipment and expertise, which finally
collapsed four years after the start of implementation and had to be
rescued by an Italian software house using largely Jananese equipment.

Problems:

The processing requirement is, in computing terms, very straightforward
and could actually be met, quite adequately, using anything from 1930's
punched card equipment to a few thousand cheap 'home' computers. The

fundamental problems are all todowith people.

*  The high turnover-of Civil Service systems staff under
a career and salary structure that values technical or
managerial competence below political sophistication.

Political inconsistency of the type which halted PAYE
computerisation in the mid 1970's because of the possible
change to tax credits, subsequently dropped, and may yet
cause major changes at short notice.

The probable inability of the Property Services Agency to
construct new accommodation, at short notice, even in the
middle of a slump in the Construction Industry.

The frequent inability of The Post Office (now British
Telecoms) to commission new communications links at
reasonable notice, whether to new or existing buildings
and the questionable reliability of many links they do
commission.




The British parancia over their tax affairs which will
require far higher standards of privacy for this system
than, for instance, manually held medical records.,

Staff opposition to a system which will be perceived,
probably wrongly, to threaten their livelihood.

Recommendations:

The key to successful implementation and development is to get a simple
Mark | system working in a couple of tax offices as soon as possible,
"iron the bugs out'" and implement it throughout the country. Then, with
the basic data on computer file, and the experience gained from using the
system operationally, it will be possible to develop a more sophisticated
Mark 2 system to cater for whatever, hopefully more rational, personal
tax system the government changes to in its second term of office. The
attempt to jump straight to a sophisticated system entails unacceptable
risks, given the staff and experience currently available,

The system should be:

*  Capable of being installed in existing buildings using
existing communications facilities or those available
at 6 months notice from British Telecoms. '

Capable of being operated by existing staff with minimum
change or retraining.

At least as secure, rapid and reliable as existing manual
systems.

Capable of easy change at no more than 3 months notice
for rates and/or allowances or 18 months for a fundamental
change, e.g. Tax Credits.

Capable of subsequent evolution into either a decentralised or
a centralised network if either proves cost-effective.

All existing staff should receive guarantees of no compulsory redundancy
but establishment numbers should not be guaranteed., Staff found surplus
to requirements after implementation should be retrained to enable them

to move voluntarily to better jobs. The scope for early staff reduction
should not be exaggerated, since experience shows that the correction of
the many long standing errors and anomalies uncovered when a manual system
is computerised can be very labour intensive.

The target dates should be:

1. March 1981 for trial (staff demonstration & evaluation)
system(s) working in several tax offices using links to
existing government computer installations as necessary.

September 1981 trial system(s) to have been amended, in

the light of live experience of use for coding and amending
returns and assessment for the year 1980/81, and to be
ready for wider implementation and trial.




July 1982 mark | system documented and stabilised
for nationwide implementation. Commence study for
Mark 2 system in parallel with implementation of Mark 1.

March 1984 complete nationwide implementation of Mark |
system, Issue discussion documents and cost benefit
analyses for Mark 2 options.




1. INTRODUCTION : Complex, over-sized and over-sold

198 The Salesman's Bonanza:

The concept of 20,000 terminals linked to twelve regional
centres has every hardware salesman salivating. The concept

of 20,000 terminals communicating on-line with a single database
transparently networked over twelve centres has every software
guru drooling. Each hastens to assure the officials that he
too can do it. No-one questions whether the requirement is
necessary or which parts of it (if any) are cost effective.
No-one points out that there are few working examples of cost-
effective, efficient, large scale, on-line databases, or of
large efficient and reliable transparent decentralised networks,
let alone of both integrated together, anywhere in the world.

If anyonewere to do so, and thus by implication question the
judgment of the officials, he might well be condemned as naive,
backward and uninformed and ruled out of serious consideration
for the contract. Suppliers point to small scale applicatioms,
limited experiments or simulations and claim that the working
reality presents no difficulty. It's like demonstrating a

10 megawatt Nuclear Power Station and saying there will be no
difficulty scaling it up to 500 megawatts and installing adozen,
and coupling them tightly together.

Every new bell and whistle added to the system is eagerly praised
by the salesmen as they mentally translate it into Order bonus.
Unused to the high pressure sales techniques of the multi-
national computer companies the officials watch, spellbound, as
the complexity and scale of the proposals grows in parallel with
the praises for their perceptiveness in grasping the potential

of this wonderful new tool. Meanwhile ICL, too scared of losing
the order to mention that the Emperor has no clothes, is reduced
to saying that it too can do just as well, knowing from its past
experience at Swansea and elsewhere that, if it gets the order,
it will have to pick up the pieces and probably be covered in
calumny, while if it doesn't, its reputation in the big systems
market will be shredded anyway: '"'the British Government wouldn't
even buy from them a straightforward application like tax

assessment so why should you, Mr, Customer.....'.




The American Experience:

In March 1977 the Comptroller General of the United States
summarised the results of 175 studies in a report to Congress
on "Problems found with Government Acquisition and use of
Computers from November 1965 to December 1976". The prime
problem area was the "Acquisition of data processing equipment
without adequate determination of needs", usually leading to
the acquisition of unnecessary capacity through:-—

inadequate determination of the scope of the work the
computer system was to perform

failure to make cost/benefit analyses of alternative
methods

failure to consider utilisation of current excess
capacity

Examples ranged from the advance purchase of millions of dollars
of equipment for a system that had not been demonstrated to

work and was ultimately cancelled after 9 years at a cost of

$250 million, (1), to a completely unjustified $500 million
proposal (2). This was followed by a special project which
reported to President Carter in April 1979 that "The Federal
Government is, in general, mismanaging its information technology
resources and has not developed a plan for exploiting the
opportunities of the future with respect to investment, service
delivery, protection of citizens, or national security .......
apparent unwillingness to exercise managerial control over
information technology.....abdication,....of responsibility for
managing information technology as a mission-oriented resource...'.
That project report contained the information that over 407 of

US government procurements were single tender, largely because
competitive tender exercise cost more than they saved for contracts
of under $300,000, and tended to lead to protracted delays on
major contracts.

More recent Comptroller-General studies have included one on
a$1000 million on-line system which

i Is not responsive to national or local level requirements

Is not reliable

Lacks economic and effective growth potential

- Cannot transfer data and information effectively " (3)

and a Social Security system which makes erroneous, untraceable,
uncontrollable payments of millions of dollars. (4). The
titles of two other recent reports say much that is relevant to
the PAYE order:-—

(1) United States Air Force Logistics System
(2) Department of Agriculture Bureaux Service
(3) Worldwide Military Command & Control System
(4) Federal Supplemental Security System




"Data Base Management Systems - Without Careful
Planning There Can Be Problems"

"Conversion: A Costly, Disruptive Process that
must be considered when buying Computers"

The former study was undertaken after a number of "Database"
systems had proved less cost-effective than the conventional
systems they replaced.

The latter study showed that, on average, conversion costs
were under—estimated by a factor of ten when they were
considered at all, and that, with hindsight, over half the
conversions would not have been undertaken.

Before priding ourselves that, with our mature sophisticated
software industry and civil service, we manage things better
here, we should study the American experience. There are

so many parallels in the way we behave that it is clear that
the only reason our central government computer blunders

have been on a smaller scale is that single-tender procurement
has, until recently, protected our commercially inexperienced
civil servants who, like their American counterparts, take
most computer procurement decisions from high-pressure sales-
manship. I1f the present situation is to end we should read,
mark, learn and inwardly digest the Comptroller General's
Reports because, pagé the PAC on Swansea: ''You ain't seen
nuthin' yet baby".

In particular:

* Why does the Inland Revenue want to use a data base
management system when US Federal experience, let
alone British private sector experience, shows that
the claimed benefits are rarely achieved in practice?

Why are they seriously considering buying US equipment
which is incompatible with the Tax Collection Systems,
the DHSS Social Security Systems and the Department

of Employment Systems, let alone the one existing
Assessment Centre with which this new system should
mesh? U.S. Federal experience is that the over-
coming of incompatibility problems can be very
expensive, \ '

What are the incremental advantages of the proposed
on-line network which outweigh the cost and risk (to
privacy and security as well as of disruption), let
alone the installation delay that such a complex mesh
of communications links will entail and where is the
cost/benefit analysis of alternative methods?




The Actual Requirement:

The Inland Revenue employs around 35,000 staff on PAYE ASsessment.
Each year some 7,000 of these send out and subsequently

process 8 million tax returns. (5). The other 16 million
PAYE tax payers have their codes calculated using information
supplied by employers or gathered in previous years. Allowing
for duplicates, the dead and those not currently liable to

tax, some 27 million PAYE records are maintained. At the

year end about 4} million adjustments to tax paid in the course
of the year are necessary, and these result in about 3} million
formal assessments, In total the coding process involves

some 15,000 staff covering 580 tax districts located in a
couple of hundred office buildings. However, many of these
staff are concentrated in only a handful of big clerical
"factories" such as E. Kilbride (handling 2,] million tax-
payers), Bootle (handling 1.2 million) or Finsbury Square

(with 30 districts on one switchboard).

The system is currently structured not according to where the
taxpayer lives, nor even according to where he works, but
according to where the Inland Revenue staff who handle the

tax affairs of his employer are based. Thus a Londoner
working in London for a national company whose headquarters

are in London may have his PAYE handled in Sunderland. If

he then moves job less than a hundred yards to join another
London-based national company his tax records may move over

a hundred miles to Salford. If the Revenue then decides on

a re—allocation of work, without him changing home, job,
offices or anything, his tax records may then move a couple of
hundred miles to Livingston. Meanwhile, his wife, employed

by a small company, may be lucky enough to have all her affairs
handled by an office in the local suburban high street. Thus
even though the vast majority of the population is geographically
very immobile, and rarely moves house or job more than 20
miles, their tax records can regularly move hundredsof miles
from one centre of high unemployment to another, resulting

in many millions of "inter-regional" enquiries for information.
This, questionably necessary, exchange and movement of
information appears to account for around 257 of the current
workload and was a prime reason for the IR to request an
integrated computer network linking all the offices. However,
with currently planned rationalisation of procedures it should
fall to under 157 and with a return to the geographic organisation
of records according to the geographic location of the employer
it could almost vanish, except for the occasional exchange of
information between adjacent offices covering adjacent districts.

Leaving aside the exchange of information, the average PAYE
assessment card is consulted or amended six times a year, with
the peak workload in May when as many as 18 transactions per
hour per 2,000 records may be reached, compared to the annual
average of around half that.

Thus a clerical "factory" like Bootle would generate an average
of 4,200 transactions per hour with a peak of 10,400. This
may sound an enormous workload to cope with, but is no more
than large on-line Public Utility billing systems currently
handle on a routine basis. For example, one such utility

(5) PAYE - Possible Future Developments March 1979




8.

with abasic customer record over six times the size of that
proposed for PAYE (4,000 characters v. 600) recently logged
one of its two ICL 2900 processors averaging well over 4,200
transactions per hour one working afternoon (average response
time .64 seconds, no delay over 5 seconds). At the other
extreme, the peak load of an office handling a single small
to medium size district could easily be handled by a small
business computer with half a dozen visual displays and a
couple of disc drives costing barely £40,000 in all and
taking up no more room than is needed for a desk and, perhaps,
a wall-mounted air conditioning unit.

After computerisation the amendments caused by budget,
national insurance or building society interest rate changes
will be automatically produced by batch computer runs, leaving
staff to vet the output and intervene with an overriding
terminal transaction only rarely. While it should be
possible for a large proportion of the employer-supplied
information to be collected on magnetic tape or floppy discs,
this pattern may be slow to build up and the entry of
deduction card data supplied by employers will initially
provide as big a work load as the entry of data from tax
returns. The codes would be automatically computed and
displayed after such entry and in only a minority of cases
would clerical intervention and override be necessary. The
time freed would allow more attention to be paid to Assessment,
which currently accounts for barely 107 of transactions, and
the many miscellaneous transactions such as unemployment
repayments or wife's earning elections which account for under

5% of transactions but for most of the public complaints
about mistakes and delays.




The Range of Solutions:

There are many ways to tackle the underlying requirement
ranging from a totally centralised system on a single site

to a micro-computer on every desk, The five main solutions
(given that a single site would be administratively unworkable
and a machine on every desk is unnecessary), are:-

* One Micro-computer per Administrative Unit:

Instead of having a bank of filing cards containing
the details of about 2,000 taxpayers,each allocation
officer and his assistants would have a micro-computer
with a screen, a 2 - 5 million character fixed disc
(holding the records), a printer and a "floppy disc
drive" (for reading or writing data discs for record
transfer, archiving, etc,)

The equipment, mounted on a small trolley for plugging
into a wall socket adjacent to the desk of whoever is
using it, would cost under £5,000 in the volume
required so that, adding the cost of a central index-
computer (containing information as to which unit
currently handles which tax payers), the national cost
would be under £60 million.

Except for the central index machine (probably a
"Contents Addressable File Store (CAFS) computer,

like that being tested by the Post Office for Directory
Enquiries), the only accommodation cost would be to
check the fuses and earthing of the electricity mains
in each office lest any power surge burn out the
equipment. Data transfer (including copies to update
the central index) would be handled by an overnight
mail service for floppy discs, while inter-site
enquiries would be handled by a call to the index
centre, where the operator would use a screen to
interrogate the file to identify where the record is
held, followed by a call to the site holding the record.

Tax tables, code changes, programme changes etc. would
be distributed on "floppy discs'", produced centrally,
as for commercial micro-computers or word processors.

Implementation could be very rapid, with no delays
for constructions, communications line laying,
exchange installation, complex network testing etc.

One Computer Per Site:

There are a couple of hundred sites housing anything
from a single tax district for a few thousand tax-
payers to several dozen for a million, A modern
British designed and built small business system,
like the ICL ME29 Burroughs B90 or Redifon 8000, could
support anything from half a dozen screens and ten
million characters of storage (for a small, isolated




district) to a hundred screens and a few hundred
million characters of storage (for a medium to
large site with 50 - 100 thousand taxpayers).
Only the handful of big centres, like Bootle or
E. Kilbride, would require larger computers with
expensive purpose-built accommodation.

Equipment costs would range from under £40,000 for
the small office up to £250,000 for the medium to
large office, and, allowing for the big centres,

one of which would also house the CAFS central index,
the total cost would be a little under £50 million.

The main accommodation cost would be wall-mounted dust
extraction and air conditioning for sites using
exchangeable disc drives (perhaps £10,000 per site),
and wiring to connect screens and work stations to

the "computer room'", which would normally be a
conversion of a small office.

The advantages over the '"Micro" option are primarily.
in eliminating the need to pass ''data discs' between
adjacent districts in the same building or cluster

of buildings, and the ability to analyse or manipulate
all the records held on the site at one operation
(e.g. revising codingnotices after a budget change).
Though small business systems are normally designed
to run without full-time operating staff, it is
usually unwise to have no such trained staff available
and consequently wait for system support if anything
unusual needs to be done.

While there would be cost and organisational advantages
in having equipment standardisation, it is not essential,
For example, Peterborough Data Processing, whose Unipay
system is used to pay | in 5 of the working population
of Britain, annually alter the systems run on hundreds

of their customers' ICL, IBM,Univac and Honeywell
computers at only 1 to 2 months notice when tax, national
insurance or pension legislation changes with the budget.
That operation is much more complex than is likely for
PAYE since, while the UNIPAY system is standard, any
given manufacturer may have a variety of ranges and some
manufacturers have a variety of different operating
systems on the same range, each of which can require
variations on the UNIPAY programs.

As with the "Micro" solution, implementation could be
rapid since only limited accommodation work would be
necessary and the systems could be quite straightforward.

One Computer Per Group of Sites:

Frequently, a number of small offices are clustered in
the suburbs of a city with a large site handling a number
of districts in the centre. Sometimes the offices may
be only a few hundreds yards from each other. However,
the communications facilities available from the Post




Office (now British Telecoms) vary widely from place

to place. In some cities the network is reliable and
efficient and high capacity lines are available at short
notice, In other cities the exchanges are overloaded
and traffic vibration has collapsed chambers and
concertinaed cables so that it can take years to install
a new line and weeks to access an existing line, for
repair.

Thus, while it may be theoretically cheaper and more
efficient to group adjacent offices, such grouping should
be dictated more by the services available in practice
from British Telecoms rather than distance. Such grouping
would save several million pounds over the previous option
and would often remove the need to physically transfer
data between offices serving neighbouring towns or suburbs.
Implementation would be delayed by as long a delay in line
availability as is deemed acceptable rather than have an
additional computer. The additional accommodation work
for communications equipment is, by comparison, negligible.

Regional Centres:

Theoretically, the cheapest solution, at a cost' of around
£36 million,is to provide 12 centres servicing one work-
station per 2,000 tax records, sited in local tax offices
for on-line entry and validation of data and enquiry
purposes. However, at least as much expense again is
likely to be required for the construction of purpose-
built accommodation, since only rarely is existing
accommodation likely to be adequate.

The delay while communications links are installed could
be considerable in four of the cities being considered
for such centres, while the subsequent vulnerability to
disruption also needs consideration.

Moreover, some regions have little geographic cohesion

and any attempt to centralise, for example, Eastern Counties
on Peterborough, could prove as problematical as the
attempt to centralise the computing of the Anglian Water
Authority on Huntingdon.

A National Network:

This is the salesman-favoured option with communications
processors and many more workstations added to the regional
centres of the last option. Its main advantage is the
easy transfer of data anywhere in the country. Its
disadvantages spring from its complexity and consequent
vulnerability. Reliable implementation cannot be tested
until the last site is commissioned since traffic on a
decentralised network rises exponentially with the number
of sites linked and a network adequate for 11 sites could
be swamped by the 12th. Therefore, it is easily the
longest to implement and the most vulnerable to
construction or communications delay.




(A centrally controlled network would be easier to
implement but subsequently more vulnerable to disruption).

The vulnerability to illicit access will dictate rigorous
security which will, in the nature of security systems,
inhibit, delay and increase the cost of legitimate access.

It is also likely to be the most expensive since, in
addition to the £30 million for the centres and £30 million
for the network concentrators and workstations must be
added the purpose-built accommodation and high capacity
landlines on a greater scale than for the stand-alone
regional centres.




THE REAL PROBLEMS:

Technically, none of the possible solutions is more complex than a
number of existing UK Public Sector systems already running on
British Equipment. There are even multi-centre national networks,
though the additional cost and effort of linking the centres has
rarely been justified in practice, and at least one is likely to be
scrapped in the near future (along with the centralisation plans of
its late management). The main problems are managerial, given a
user with a salary and career structure which inhibits the retention
of skilled computer staff and frequently rewards according to seniority
or the number of subordinates rather than the job done. Lesser
problems, significant according to the chosen technical solution, are
to do with communications and security.

2.1 Staff Competence:

Discussion to date has largely been a one-direction mud-slinging
match against one supplier. Belatedly, the competence of the
mud-slingers is also coming into question as the stories of the
Italian Tax Computerisation, the US Social Security System, the
USAF Logistics System, WWMCCS, the St. Louis Federal Computer
Bureau, etc., emerge to dwarf the Swansea fiasco.

However, as Swansea showed, the most critical factor is the
competence of the staff who are to assess, implement, maintain
and administer the chosen system, By comparison, the competence
of the supplier is almost irrelevant. :

The suppliers did not program the computer systems of the UK banks
or of the Airlines. They did not supply most of the networking
software or expertise. They do not even maintain many of the
most critical items of equipment.

The banks trained their own staff over long periods of time,

they retained consultants (sometimes on permanent contract), they
poached staff from the Post Office, they bought staff on the

open market, Maintenance, and rapid repair, is more important
than the original design and installation. The competence and
integrity of -the staff who maintain the networks is critical to
the profitability of the organisation. The staff are rewarded
accordingly. Some are paid more than the top of the Permanent
Secretary's scale. :

It is folly to plan for a system which is critically dependent on
this type of staff without recognising that to recruit and retain
them is incompatible with the current civil service hierarchy and
salary structure. The civil service is chronically short of
competent computer staff of all kinds and union pressure blocks
the use of contract staff except for short duration projects of

a nature where permanent staffing on location is clearly
inappropriate.

"You can't get there from here". The staff necessary to run the
type of network envisaged cannot be hired from outside on current
civil service salaries. They cannot be trained from inside in
the time available and, even if they could, would more than
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double their earnings on leaving. On a project of this size
and visibility the civil service unions would firmly oppose
the use of contract staff on other than a temporary basis,

In the long term the answer to the staff problem lies in changing
the status of computer staff within the civil service hierarchy
so that two-year assignments on programming and system analysis
(non-consecutive) are part of the career progression of every
Administrative/HEQ Trainee, The integration of computing into
the mainstream of the service would break the log-jam on the
other changes needed. Though barely a handful of programmers
would carry a Permanent Secretary's baton in their knapsack, the
possibility of promotion to the Administrative Grade would
greatly change attitudes.

In the timescale of this project, however, the effective options
are far more limited. Either:

% Limit aspirations to what can be achieved with the .
current, largely low-grade, high-turnover computer staff.

Subcontract not only system development but also operations

and maintenance, as with the highly successful LACES

(London Airport Cargo Documentation) or CADC (Computer Aided

Design Centre) operations.
If the operation is to be based on Regional Centres, with or
without a national network, there is no hope of developing the
necessary in-house expertise to operate and maintain the system
in the timescale available. If the Police National Computer
Centre rates of pay are inadequate to hold the expert staff
necessary to restore service rapidly after, or to prevent, periodic
network crashes, then the Inland Revenue does not stand a chance
and should not try.

Subcontracting is not cheap, It will cause problems with the
civil service unions whose own members are denied the higher
rates of pay. But is is the only way to make a centralised
system work.

The alternative is to limit aspirations to a simpler, distributed
system, The skills necessary to program or operate small
business computers serving a single site arewell within the grasp
of most of the Inland Revenue's. current staff, given adequate
training. Not only can existing computer staff handle such
equipment but their ranks can also be readily topped up with staff
found surplus to requirements in the course of the implementation
who are also found to have an aptitude for, and interest in, this
type of work.

Moreover, the initial development of a system for such equipment
can be very much more simple and rapid and the installation of

such equipment and implementation of systems is very much simpler.
It is the kind of task that the major computing companies :
frequently give to their second-year graduate trainess.




Redundancies:

The highly ambitious proposal for a sophisticated computer

network has been said to have originated in the desire to put
implementation off until the current recession is over and thus
avoid widespread staff opposition. Certainly, the Inland

Revenue staff association is determined in its opposition to any
cut in establishment, let alone redundancies. That many of the
jobs they wish to keep are dispiriting and soul-destroying, fit
only for automata, appears to be of less importance. One suspects
that the motivation for the campaign comes more from the management,
with headcount related pay, and the union organisers, with an eye
on subscription income, rather than from the rank and file, more
interested in a "no compulsory redundancy" guarantee for themselves
and a better life for their children.

A distributed solution with early implementation on pilot sites
and thus early visible redundancies could result in massive union
opposition to standardisation on the chosen system. However,

that opposition is likely to come anyway, whether forewarned by
pilot schemes or not. Far better to pre-empt it with 'no
compulsory redundancy" guarantees as the Post Office has done
with System 'X', and a selection of pilot sites for smooth
implementation in areas where liigh turnover makes staff retention
the problem. In the areas of low unemployment, staff wastage
will allow rapid savings and any remaining staff can be upgraded
in reward for their co-operation and increased productivity
without increasing costs. Such visible rewards and improved
working conditions should serve to sweeten the reception elsewhere
even though the lack of staff savings in areas of high unemployment
could make improved working conditions the only tangible reward.

The risks and cost of labour disruption also make this a key area
for a first attempt to introduce a policy of "no strike' guarantees
in return for protected conditions.




Communications:

With distributed processing systems the problem is to keep the
various systems in step. With regional centres or a national
network the problem is to maintain the communications links.

Theory favours the latter; experience frequently favours the
former. One of the reasons for the discrepancy is that traffic,
particularly heavy lorries, is shaking apart the underground
telecommunications transmission system in many of our city centres.
In parts of West London where the access chambers have collapsed

it can take two weeks of digging to get to a simple fault that
should have been a two hour job from callout to clearance. In
one major city, the access chambers and ducts have been maintained,
at considerable expense, but adjacent gas mains have fractured

and extractor fans may have to be run for 24 to 48 hours before

it is safe to send down staff with equipment that might cause a
spark, Under one-way road systems older cables "creep" with the
vibration, stretching at one end, concertina-ing up into the access
chambers at the other end. Thus when faults develop in the
stretched section the road may have to be dug up to correct them
and the cable relaid.

In short, while the Post Office is worrying about possible job-
loss in the future when it gets round to replacing its antiquated
exchanges, road traffic may be smashing up the transmission
system which serves them, creating a massive backlog of work to
be done now.

The consequence for many computer installations hoping to make
extensive use of communications facilities, is that unless they
are sited where the Post Office can serve them with overhead
facilities (including microwave), or with underground facilities
beneath lightly used or well constructed roads, connection delays
can be considerable and subsequent reliability questionable, even
if the exchange lines are available.

This situation dictates that, if PAYE is to be computerised over

a relatively short space of time, the less reliance placed on
Telecommunicatims facilities the better. The inability of the
Post Office to expand its own packet-switching service to meet
existing demand from existing customers, let alone add new
customers, is yet another example of the problem. Whether it

is solved by satellite communications and roof-top aerials or

by making heavy lorries pay for the damage they cause with '
realistic licence fees, the problem will be with us for many years.

A common, private enterprise solution is to hire a Post Office
engineer with a knowledge of the network round the proposed
installation and extensive personal contacts so that planning

can take place on a realistic basis and the bureaucratic hierarchy
can be bypassed. Thus, instead of being told by a senior
administrator that the delay on PABX extensions in North London
is 18 months when you request another 100 lines, the maintenance
engineer on his "weekly visit" may be able to remove a resistor

or two to link in the 100 spare lines that were included when the
installation was first put in, and arrange the necessary paperwork
to follow. The key is to know what questions to ask, of whom,




so that early planning - e.g. siting the switchboard on this
or that side of the main road on a split site, can be done in
full co-operation and that, subsequently, realistic levels of
service are agreed and maintained.

For the civil service the cost and the precedents of poaching

a couple of practicing Post Office engineers per region and then
arranging a service via the back door may well not be practicable.
If so, the built-in bureaucractic delays or working through the
official channels could well add 18 months to 2 years to the
provision of any given facility plus additional expense at all
levels.




2.4

Securitz:

In Britain, even more than in other countries, we are paranoid
about the privacy of our tax affairs. Computer systems can,

at the same time, greatly improve and greatly threaten that
privacy. Without password and user number it is almost impossible
to extract information from a modern computer system while a man

in a doctor's white coat or engineer's overalls with an easily
forged identity card can usually gain access to most manually

held files in any large organisation from hospital to factory.
However, many clerks write their passwords in diaries or on labels
stuck to their workstations and rarely change them, Thus it

is often easy for a casual visitor to note and remember the password
for subsequent use, from a terminal tapped into a private line or
even (in the case of a $12 million dollar bank fraud) from a
telephone kiosk. : '

This would present little problem in the case of a computer system
accessible only from within a single building, or group of
buildings, with terminals locked when not in use. - However, when
outside terminals are in use over dial-up lines, or even over
private tie-lines, the problems can be enormous. Unless the
terminal identification and password are encrypted, the eavesdropper
tapping the links to the regional centre can subsequently call in
with his terminal even though all the clerical staff adhered to
strict privacy rules while, without total encryption of traffic,

he could tap all transmissions.

To guard against such eavesdropping by use of on-line encryption
would increase the costs of the local workstations quite sharply
while the risk of lax security over passwords is likely to be
insurmountable in practice. Thus, if security is seen as
particularly important, restriction of the access points by
restriction of the transmission and communications network is
essential.




3. IMPLEMENTATION & DEVELOPMENT : IT'S NEVER RIGHT FIRST TIME:

3.1

The Recommended Approach:

Given the prime objective of the successful implementation in a
reasonable timescale, of a cost-effective system capable of
subsequently facilitating radical changes to the tax system, the
key to a practicable approach is flexibility. The system must
use existing staff, buildings and communications as much as
possible while retaining the capability of subsequent growth into
either a centralised or a decentralised network as changes in
Organlsatlon, tax structure, communications facilities or
technology make this economic and/or desirable.

Therefore we recommend a solution based primarily on small business
computers for each site using shared larger wachines only where
existing accommodation and reliable communications links make
installation in .a short timescale relatively easy.

This also reduces the vulnerability of the operation to disruption
from whatever cause.

]
We also recommend that the initial system be straightforward
and robust enough for currently available computer staff to
develop and implement nationally, and user staff to learn to
operate, before the end of this government's first term of office.
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There are three main approaches to system design and implementation:-

Big-bang ~ Rebuild the Universe

Delayed Big-bang - Plan very carefully for four or five
years then rebuild the Universe to a
precise specification

Evolution Piecemeal step by step improvement within
an overall strategy but without total
initial commitment

The "Big-bang' approach has led to too many expensive fiascos to retain
any credibility. Most computer companies have switched to an
evolutionary process for their internal computer systems and for package
or operating system development, but do not recommend it to their
customers because it gives little opportunity for spectacular, promotion-
earning sales campaigns. Thus we have the popularity of "Delayed Big-
bang"; also known as "Bay of Pigs'" because the CIA spent many years
planning that operation in meticulous, secretive detail before going
ahead. This approach gives many opportunities for lucrative consultancy
business and evaluation exercises with much enjoyable intellectual
exercise and wining and dining plus the near certainty that the,K "high-
flyers" will have flown on before implementation is due and the chickens
come home to roost.

"Delayed Big-bang'" is based on the false premise that, given enough
study, one can design a fully workable and stable system to meet user
requirements in a cost-effective manner. The reality is that hardly

any users know what they want in sufficient detail to do a sensible
specification and, if they do, wouldn't have wanted it at the resulting
cost. However, presented with trial systems and a responsive computer
department, most users can quickly sort out, from the options offered,
what they don't want, what they can afford, and what they are prepared to
pay for. After a few months of use their views will have changed,

some functions will be redundant, others would be useful. Usually, the
useful ones are cheap to provide while the "nice but not really necessary"
are often prohibitively expensive (though the salesman loves them and
always tried to sell them to the Board). After a year or so the system
can be "stabilised", re-written for more efficient use of computer
resources and easier maintenance and documented. This process is
"Evolution", Usually the computer department has a clear strategy as

to how the system is to be developed but each stage is cost justified
with full user acceptance before the next one is committed.

Under this approach,documentation, testing and training procedures are
not commonly drawn up until after the system has been frozen. Since
these are much the most time consuming and labour intensive activities
in system development, it is commonplace for the trial systems to be up
and running within ten to twelve weeks of the assignment of staff.

Given the lack of practical computer experience that most Inland Revenue
users will have, it is almost certain that the first system to be developed
will contain many flaws. It is also unlikely that the second will be
perfect. Most public utilities have gone through three or four billing
systems making fewer mistakes each time. Therefore, it is particularly
important for the Inland Revenue to follow the evolutionary path rather
than the expensive delay, and possibly disastrous future commitment, of

the consultancy-studied '"Delayed Big-bang'.




Trial and Error:

The first step should be to set up two or more development teams.
Each team should consist of a couple of user staff, a couple of
systems analysts and a couple of programmers. Using either
terminal facilities to existing computer installations or rapidly
installed small business systems, each team would be allocated a
district of around 10,000 taxpayers with the objective of having

a system operational for March 1981, The districts selected
should be fairly straightforward, without major staff problems, and
include at least one rural and one urban location. Which functions
the systems handle and how they handle them would be up to the
teams and the local tax office staff with whom they deal. It
would be up to the teams how much use they chose to make of
manufacturers or consultancies services, within a budget of no more
than £50,000 per team. It would be up to the teams whether they
chose to collaborate or compete in the period to March 1981.

Given the amount of prior study and preparation that has already

been done, a rapid decision could allow this timescale to be
shortened. However, given that this approach is new to most
Central Government computer staff, it is unlikely that the commercial
standard of 3 elapsed months from assignment to working trial

system can be improved on. It should also be made cleat that this
this approach relies on documentation and specification being done
after the system is stabilised.

From March 1981 to September 1981 the teams should exchange
experiences and develop their systems, using experience gained in
the coding of returns and preparation of assessments in the 1981
"tax season" from March to June, Over this period preliminary
assessments of the various approaches could be made and additional
equipment installed to expand or duplicate some of the more
promising systems.

From September 1981 to July 1982 the amended systems, less any

shown to have no future, should undergo a full operational trial.
Development would be permissible in this period since the trial
would be of the cost-effective service to the users and a system
which could sustain this while simultaneously being developed would
be demonstrating an admirable evolutionary capability and robustness.

In the course of this trial the plans for phased installation of
equipment to support any of the systems under trial would be
prepared and orders placed. Evaluation would take place throughout
the trial together with the cross-fertilisation of facilities
between the systems under trial so that by July 1982 all would be
ready for implementation nationwide to take place. It could be
that different systems are found suitable for different types of
office. It could be that equipment from different manufacturers

is found suitable for different environments. So long as
information can be cost-effectively transferred between districts
without a clash of formats and standards which leads to expensive
delay or confusion, standardisation need not be paramount. British
Caledonian uses computers from ICL, Univac, Itel (an IBM compatible
supplier), Raytheon, Wang, Data General and Jacquard, and is not
thought to be markedly inefficient,though such a plethora of
suppliers is unusual and American government experience would place
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a greater value on compatability and continuity from a single
supplier than the often illusory advantages of competition.

Therefore, while the development teams need not necessarily use
identical equipment for their trial systems, they should use
compatible equipment. The added cost and complexity of developing
machine-portable facilities could inhibit the cross-fertilisation
which is such an important feature of this approach, so that there
are further advantages in an early decision on equipment or
manufacturer standardisation.




Phased Implementation:

From July 1982 onwards geographically based teams should help

each site in turn to install its equipment and then each district,
in turn, to switch from manual to on-line working. Until
implementation is complete each computerised district may need

to transfer or receive data on paper, as opposed to computer media,
when dealing with non-computerised sites.

Where a single computer is to support a number of districts in

the same building and a number of districts in other buildings,
linked by telephone lines, one team should handle the equipment
installation, beginning centrally and then working round the
outlying offices, while a second team should follow, instructing

in the use of the system, training, and providing an advice and
guidance service to the users for up to a year after implementation.

The implementation teams will have been selected and trained in
the parallel with the one year operational trial, probably from
staff involved in that trial, including staff from the development
teams. Assuming that by July 1982 the trial system(s) are
operational on a dozen sites serving two dozen tax districts that
will leave around 550 districts on a couple of hundred sites still
to be converted, The equipment installation is unlikely to
require more than a fortnight from a 2 or 3 man team to check
wiring and installation on most sites, to supervise the local staff
for their first week of operation, and provide a back-up service
for three months. The 3 to 4 man "instruction'" teams, by contrast,
may need up to three months to train the allocation officers and
clerical assistants in the use of the new system and to supervise/
assist the initial loading of data and early use of facilities.
Thus only half-a-dozen equipment installation teams but perhaps

50 "instruction' teams are likely to be needed. Since the
implementation teams will need to have a full understanding of the
operations of the tax system and 150 - 200 staff is a lot to spare,
it is particularly important that the early trial systems are
installed in areas where alternative employment prospects create
high morale and thus surplus staff will accept assignment to the
implementation teams and the prospects of mobility and a markedly
more varied career path thereafter.




Flexible Evolution:

The simpler the trial systems the easier their implementation.
However, implementation of the Mark | systems should only be the
first step on the path to a more equitable tax system. Even
while implementation is proceeding, the teams involved should be
considering the practicability of the possible radical changes in
organisation and principle that computerisation should make
possible. If the initial system is based on local sites using
communications facilities where readily available, but not waiting
if they are not, and certainly not waiting for cumbersome networks
or major construction works, a far greater degree of flexibility
will be available much sconer.

Whether that flexibility is used to introduce local Income Tax,
Tax Credits, Wealth Tax or merely to identify and remove
inequitable and uneconomic discriminations cannot be reasonably
predicted in advance. In consequence any attempt to build
detailed assumptions into the Mark | system for "structured
flexibility" is likely to be doomed. The fallacy that better
planning will allow for the unpredictable, which is at the heart
of the database myth, should not be allowed to delay the
achievement of that flexibility. The greatest planning exercise
of modern times, the Invasion of Normandy, was thrown away on
Day 2 when a storm wrecked the beach-head. But by then it had
achieved the objective and the men and materials were available,
even though the elaborate follow through timetables, on which

so much time had been lavished, were so much waste paper.

Once the staff are relieved of laborious manual manipulations,
whether the files are on one computer or two hundred, the way is
open for change. Change on two hundred semi-independent systems
can be easier to manage than on one interlinked network since,
while it is harder to keep them in step, it is nowhere near as
necessary to do so. Thus, while a tax credit system or local
income tax system would need to come into force overnight, the
preparation for that system could be more easily phased over a

few months with a decentralised computer organisation, Similarly,
the heart of the ability of the "Payroll' service companies to
change the programs run on hundreds of computers with a 1 - 2 month
window at budget time is based on neither communications networks
nor database systems, but on "Securicor and structured programming'.
Both in use for over 20 years and still more reliable.

A centralised, or at least centrally co-ordinated, network should
not be ruled out as a future possibility. However, by the time
the telecommunications network of Britain is capable of supporting
a comprehensive, nationwide "star" network of the type currently
envisaged, the availability of microwave or satellite based "ring"
networking facilities will probably provide a much cheaper
alternative. Therefore, the possibility of a future network,
overlaying the equipment installed for the '"Mark 1" solution,
should not delay or dictate the shape of the interim solution.




4. ACTION PLAN

4.1 Immediate:

Set up two or more development teams with the objective of
demonstrating working on-line systems serving named tax
districts in March 1981,

Order enhancements to existing computer equipment and/or two
or more small business systems for delivery by December 1980
to support the above demonstration(s).

Christmas 1980:

Order a dozen small business systems and/or enhancements to
existing computer mainframes for delivery July to September 1981
for expansion and full trial of the development systems.

Order a large mainframe, capable of supporting a central CAFS
style index service and/or a major centre (e.g. Finsbury Square
or Bootle) with or without communications links to outside
sites. .

Commence a study of communications facilities currently
available from British Telecoms to determine which existing
sites, if any, can be used to support terminal networks in
outlying offices over lines and links likely to be available
over the period to December 1983. This study should include
the dates facilities could be made available to any given site
to enable implementation scheduling.

Place outline orders/letters of intent for sufficient small
business systems processors, mainframe processors, work stations
and disc storage to support systems in those sites that are
almost certain to require them. These orders should include
outline schedules of delivery. bulk discounts for phased
deliverv over a long period., and penalty clauses for major
variations,

Place outline orders for work stations for those sites where it
is not immediately clear whether terminal links or local
processors will provide the service.

March 1981:

Commence evaluation of trial systems.
Complete study of communications facilities.
Nominate sites and districts for the September 1981 to July 1982

operational trials, commence any site preparation, commence
appointment of operational trial teams.




By September 1981:

- Consolidate and document trial system(s), using pooled
experience, for operational trial.

Install equipment for operational trials.
Appoint operational trial teams.

Confirm which sites are to have processors and which to be
served by communications links.

Confirm schedule of communications requirements to British
Telecoms.

Place outline orders for processors, enhancements and discs
where requirements had previously been uncertain.

Commence confirmation of the details of previous outline
orders. :

Commence installation of "Index'" centre.

&

4.5 By July 1982:

- Consolidate Mark | system.
- Appoint and Train Implementation and Instruction Teams.
- Confirm details of all equipment orders and schedules.

By Christmas 1983:

- All processors to be installed, final round of implementations
under way.

- Cost benefit analysis for Mark 2 system options under way.
By March 1984:

- Mark 1 system fully operational nationwide.

- Cost benefit analyses and discussion papers for Mark 2 system
issued. :
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Problems Found With Government Acquisition and Use of Computers from
November 1965 to December 1976.

FGMSD-77-14 March 15th, 1977.

Federal Data Processing Reorganisation Project.

Summary : : PB-294-543 April 1979
Acquisition Team Report PB-283-757 June 1978

Flaws in Controls Over the Supplemental Security Income Computerised System
Cause Millions in Erroneous Payments.

HRD-79-104 August 9th, 1979

The W.W.M.C.& C.S. - Major Changes Needed in Its Automated Data Processing
Management and Direction.

LCD-80-82 December 14th, 1979

Data Base Management Systems - Without Careful Planning There Can Be
Problems.

FGMSD-79-35 June 29th, 1979

Conversion: A Costly Disruptive Process That Must Be Considered When
Buying Computers.

FGMSD-80-35 June 3rd, 1980

PAYE - Possible Future Developments.

Somerset House March 1979

London Telephone Directory
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cc: Chief Secretary
Financial Secretary
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Mr Dixon
Mr Unwin
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PS/Inland Revenue 01-233 3000
A& October 1980

The Rt. Hon. James Prior, M.P.,
Secretary of State for Employment
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COMPUTERISATION OF PAYE

Thank you for your letter of 7 October, on which John Nott
and Christopher Soames have commented and to which the
Prime Minister has also reacted.

I understand your concern that all the work on the review
set in motion by E Committee on 7 August should be completed
in good time for a decision and for conclusion of single
tender arrangements by the end of this year and I note what
you and colleagues say about deciding in favour of ICL. As
Christopher said in his letter of 13 October, however, there
are still some difficult matters to resolve before that
decision can be taken. He is about to circulate a paper for

E Committee (to be taken on 5 November) deali i the
EEC/GATT problem and with the difficulty fHaT EEE ICL
proposals are likely to be significantly more expensive than

those o major competitors. ———

My own concern is not limited to the fact that we will be
paying a lot more money to buy an inferior system which
will show smaller savings, important though these
considerations are. I have in addition particular reservations
about the potential difficulty and delay during the
development and implementation of the system. My paper for
E Committee will describe the way in which the plans for
the PAYE project have been revised to ensure that we could
have greater CONTIO®nce In ICLTs ability to do the job than
we had under the original proposals and will say that,
subject to the agreement of colleagues that the current
reservations are not sufficient to preclude a single tender
decision, we sha do our best to make an ICL solution work.
But the timetable will be uncertain.

Under the original ICL proposals, we were worried about the
possible prolongation of . the design and development period
required for the system, with additional costs and deferred
savings; by the prospect of the developme.t of hardware
and software continuing into the pericd when the computer
system was being designed; and by the unguantifiable risk

/of excessive
CONFIDENTIAL
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COMPUTERISATION OF PAYE
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Thank you for your letter of 7 October, on which John Nott
and Christopher Soames have commented and to which the
Prime Minister has also reacted,

I understand your concern that all the work on the review
set in motion by E Committee on 7 August should be completed
in good time for a decision and for conclusion of single
tender arrangements by the end of this year and I note what
you and colleagues say about deciding in favour of ICL. As
Chrlstopher said in his letter of 13 October, however, there
are still some difficult matters to resolve before that
decision can be taken. He is about to circulate a paper for

E Committee (to be taken on 5 November) d?%i%ng;ﬂ;;h_phe
EEC/GATT problem and with the difficultv £ the ICL
yToposals are likely toO be signifi ly more expensive than
M%mmﬁ%ﬁ s

My own concern is not limited to the fact that we will be
paylng a lot more money to buy an inferior system which
will show smaller savings, 1mportant though these
considerations are. T have in addition particular reservations
about the potential difficulty and delay during the
development and implementation of the system. My paper for
E Committee will describe the way in which the plans for

the PAYE project have been revised to ensure that we could
have'@?ﬁﬁ%@?’ﬁﬁﬂTﬁU@nce in ICL's ability to do the job than
we had under the origlnal proposals and will say that,
subject to the agreement of colleagues that the current
reservations are not sufficient to preclude a single tender
decision, we shall d best to make an ICL solution work.
But the timetable will be uncertain.

-

Under the original ICL proposals, we were worried about the
possible prolongation of the design and development period
requlred for the system, with additional costs and deferred
savings; by the prospect of the developme.t of hardware
and software continuing into the pericd when the computer
system was being designed; and by the unguantifiable risk

/of excessive
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of excessive systems failures if the new equipment proved

to be unrefliable. Prima facie those fears are lessened if
the technical requirement is made less complex in order to
fit ICL's capacity, but they are not removed. The development
of the combined on-line and batch computer system for PAYE
remains a considerable task and the basic equipment proposed

by ICL to do the job, its S3 computer, has not Eg; completed
its development or been tested in relation to e other

equipment proposed by ICL to meet the PAYE requirement. We
do not yet know how big a workload it can reasonably sustain
or how reliable their solution will prove in practice. While
we can insist on very comprehensive demonstrations next year,
before the final contractual details are agreed, the
reliability of the new system will not be demonstrable

until it is subjected to the stress of live operations.

There is much that could go wrong, and the potential for
delay remains high.

In planning the revised approach and in calculating costs

and savings we have assumed a start on a more limited
approach by the end of 1983 with completion of that phase
nationwide by the epd of jﬁﬂ. The CCTA's advice in

relation to the original project was that a single tender
commitment to ICL could add at least a year to the development
timetable. Under the more evolutionaP?y approach now proposed
they take the view that implementation should be more
manageable and that the danger of such delay should be
reduced but would not be removed. We just do not know.

There must erefore be se reservations about any firm
commitment to dates for start or finish of the project if

we proceed by single tender. The Revenue and CCTA team will
need to liaise very closely indeed with ICL in order to
monitor performance in development and provide us with
progress reports, possibly on a quarterly basis, as the
project proceeds. They may well require extra resources

to cope with that.

GEOFFREY HOWE

CONFIDENTIAL
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COMPUTERISATION OF PAYE

Y ’ W
Thank you for your letter of 21 October. As you say, we shall
return to these questions in E Committee. E

But I must make one point now. You say that it must be possible
for officials to find a way of implementing a decision to give
the contract to ICL under our current procurement policy without
real risk of legal challenge or PAC criticism.

I must tell you straight away that I think this is highly unlikely.
We can look to them to give us the most accurate facts and figures
they can, but it will be essentially for Ministers both to_take

tge decision and defend it. The current policy stipulatés that
1 sha receive major contracts subjegz_zg_ggiiaiggipry price,
performance ana QEEivef?T"KE'?egards price, L am told that

there is likely to be a very considerable discrepancy, with ICL
being uncomfortabl¥ higher than competitors. Then they are
proposing to meet the requirement with a new computer whose
performance has not yet been demonstrated.

It is open to us to decide that we should incur a certain price
differential and contract to buy unproven equipment. We may do
so. But if so, we must then also decide how we wish to present

the decision. What we should not do, especially in the light of
the assurances which have been given to the Public Accounts
Committee, is to leave it to Qffigials to defend such decisions

as fu11¥ consistent with the existing policy. It is not for them
to say that an excess ol a particular percentage is a satisfactory
outcome; how could they? As I say, these are matters on which

we will have both to take and defend our own decisions.

. Copies of this letter go to the recipients of yours.

it sk
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Whitehall,
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With the Compliments
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Lord President of the Council




Civil Service Department
Whitehall London SW1A 2AZ

01-273 4400

po PR
The Rt Hon Michael Heseltine, MNP

Secretary of State for the Environment v///
2 Marsham Street ‘)_:" October 1980 Y Y

LONDON SW1P 3EB

n

ed

DW ZVV\:V(/\JJ\.A/( : n4 G‘Tf'___g) .’,,‘”O(q’n_j.j_l

VAKX

0 .
T have seen your letter of 26 September to John Biffen and his
reply of 7 October.

T have already written about the PAYE project (my letter of

13 October to Geoffrey Howe). This letter concerns the question
of computer accommodation for my own department at Chessington.
As you will know from Paul Channon's letter of 25 September, we
were glad to see that provision had been made for this in the
programme for new starts in 1081-82. Tt is a small (£200,000)
but very important project which is vital to the programme for
replacing the Chessington computer, on which the pay of 100,000
civil servants depends, as does the development of the standard
payroll system for use by other Departments.

In order to keep to the replacement timetable we must be in a
position to make & contractual commitment to ICL very soon but
clearly this cannot be done unless it is certain that the necessary
modifications to the computer sccommodation will be made in time
for it to receive new eguipment. I would be glad therefore to

have your reassurance that provision for this small but essential
project will remain in your modified programme for 1981-82.

More generally, Paul Channon has already expressed serious concern
to you and Geoffrey Howe about the effect of cuts in PSA
expenditure on schemes 1o reduce overcrowding and improve working
conditions. These are not designed to pamper civil servants but
to improve deplorable conditions in local offices. Sir Derek
Rayner has commented strongly on the poor conditions in which some
staff work at local level and on the adverse effects that these
conditions have on the loyalty, efficiency and morale of staff,

as well as the wasteful costs that they engender. Meany of the




improvements are already long overdue and I am becoming
very concerned about the effect that further delays will
have on staff morale. I must press for the retention of
as many of the schemes as possible in the 1981-82 0GA

programme.

Copies of this letter go to other members of the Cabinet
including the Minister of Transport and to Sir Robert
Armstrong.

sy
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22 October 1980

¢

The Prime Minister is interested [ 77 1080
in the thoughts about the Inland Revenue
computer set out in the enclosed letter:

I should be grateful if you could

let me have a draft Private Secretary
repliy by 5 November,

M A PATTISON

Richard P6lkien, Esq.,
HM ury
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COMPUTERTISATION OF PAYE
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I have read with interest the recent éorrespondence on this
topic, 1ncludlng the letter of 13 October which recorded the
Prime Minister's views on the way we should proceed.

——
2. I am sure it must be possible for officials to find a
way of implementing a decision to give the contract to ICL,
under our current procorement policy, without courting re
risks of either 1nternat10nal legal challenge or PAC criticism.
On the international Tront, we Should ajopt a robus approach,
as we agreed when we con81dered our general public procure-
ment initiative in E Committee in TFebruary. The EEC and GATT
codes seem to be concerned much more with tendering procedures

tM%g niceties of contr%ﬁmg and, if we have decided
what we wan Lo do, an ave Parliament an e 1ndustry,
then see e real prgspec anyone challenging us even
if the formal contract ig st1ll 1n an early stage on 1 January.
Within Europe, it is most unlikely that the EEC Commission
would inibiate any action against us for placing an order with
CL which those responsible for industrial matters in the
ommission will almost certainly see as the best outcome for
Europe. I doubt whether the foreign multinationals, who are
preparing for a new relationship with UK Government purchasers
as the present procurement policy is phased out, will want to
seek a confrontation with us at a eritical moment in that
process.

515 I accept that, on the domestic front, both the evaluation
of ICL's proposals and - as I hope - the subsequent action to
place the contract with them will have to be undertaken with due
regard to financial propriety as well as to the need for urgent
action. Here again, however, I see mo real practical difficulty
if the will is there and if all those concerned adopt a firm and
realistic approach to their task. This will be particularly

/important...




importent in the final weeks of evaluation. Although I believe
the multinationals wi accept, 1n practice, our decision to

give the business to ICL, I would expect them to fight hard

until that decision has been apnounced and to use Gl Re methods

4U their dispoBSal, especially artirically low—priced alternative
EW_T&B-,_L'E?undermine ‘ICL's case for a single tender.

As to ICL's own attitude, I would expect that we would want to
communicate our decision to the lManaging Director bg%gre making
any ennouncement to Parliament and that he would be “left in no
doubt that Ministers would expect ICL to act realistically in
the subsequent contractual negotiations. e e ——

4, We shall return to these questions when we meet in E
Committee in a few weeks time but I wanted to set out my views.

now, not least because the same international and domestic con-
siderations will presumably apply to a wider range of central
Government computer procurement cases currently under consideration.
It would be a serious matter if late doubts sbout ability to
complete contract action were to 'rob ICL of the considerable '

volume of other business for which They could properly expect to
qualify under the current procurement policy between now and the

end of the year. I will, therefore, be asgking officials to take

up the progress on these other cases separately with the CTTA and
the Treasury as a matter or urgency, so that we can, if necessary,
review them when we meet next on the PAYE case.

He I am sending copies of this letter to the: Prime Minister,
members of E Committee, the Attorney-General, the Treasury
Solicitor and Sir Robert Armstrong.
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I attach a letter from four computer

professionals within the Inland Revenue.

The writefé believe that computerisation of

the Revenue is being approached from the
-

wrong angle.

—

On the face of it, their approach is
well worthy of study. Would you like us to

ask the Treasury to comment on the questions Vh‘

raised, so that we can send a reply from here?

"\

/Y

20 October 1980




56, The Crescent,
Milton,

Weston Super Mare,
Avon

17th October, 1980

The Prime Minister,
10, Dowming Street,
London

SW1 / ¢

O
Dear Mrs. Thatcher, (}“

INLAND REVENUE COMPUTER - SAVINGS

We, the undersigned, are computer professionals
and are deeply disturbed by press reports that HMG intends
to "computerise'" the Inland Revenue at a guessed cost of
£150M.

It is our contention that a course based upon
large "mainframes", terminal networks and Civil Service
software development is not only fit for the epithet 'old-
fashioned', but worse is a recipe for a wasteful, expensive
disaster, providing little if any staff saving and rendering
the tax structure inflexible and error prone.

Fortunately, the requirements of the tax system
both here and abroad are in essence easy to envisage (and
immediately felt by many), though self-indulgently complex
in part. It is this fact, that 95% of the complexity is
needed for 5% of the cases, which allows you to dispense with
the traditiGnalist proposals.

Why not let the skilled Inspectors of Taxes ferret
around with the 5% difficult cases, by hand? What is then left
are the 95% of easy, standard cases which can be handled by
rule-governed staff. And since these cases are easy and repetitive,
let computers do the bulk of the work, thus releasing many staff
(half?, two-thirds?) for more rewarding work.

But what of the costs of computers and their software?
Well, their task is now one of lots of simple problems instead
of one enormous one - this is idideal for microcomputers, and a
microcomputer each for the remaining tax clerks would be much
cheaper than the giant systems proposed! The microcomputer and
its file could be in local tax offices instead of bomb-proof
bunkers a trunk call away, yet would offer real advantages over
the present system when files need moving.

/continued




17th October, 1980

As to software, it could be so simple (for the
95% of cases to which it applied) that, provided it were
not 'developed' by Civil Service staff, it ecould be published
in the newspapers or on Prestel in the same way that computer
games are. It could best be written in a computer language
rightly called BASIC, which is understood by schoolchildren,
and could lead to self-assessment even easier than in America.

For fiscal flexibility and for enormous cost savings
now and in the future, we beg you to reject the proposals of
the entrenched interests, and to open the system to truly
competitive ideas.

Yours faithfully,

D> T

P.S. Davis

!J.G. Mosley

Mr. J. Callaghan M.P. House of Commons
Mr. D. Steel, M.P. House of Commons




10 DOWNING STREET

From the Private Secretary 13 October 1980

yd"-/ Jh:-(
The Prime Minister has seen the Lord President's letter of

26 September about the computerisation of PAYE. She has also
read Mr. Prior's letter of 7 October.

The Prime Minister has asked me to say that she is most con-
cerned about the reported risk that we may not be able to meet
the 1 January deadline for single tendering. She agrees with
Mr, Prior that the contract must go to ICL, and that the necessary
work must be completed in order to allow this to happen. '

I am sending copies of this letter to the Private Secretaries
to members of E, the Attorney-General, the Treasury Solicitor and
to David Wright (Cabinet Office). °

Jim Buckley, Esq.,
Lord President's Office.
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Whitehall,
¥, London, SW1A 2AZ

With the Compliments
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Lord President of the Council
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COMPUTERISATION OF PAYE
qgiober. !

Jim Prior sent me a copy of his letter to you of 7

While you will be able to assure him that no time has been lost
since the E Committee meeting, and that the Inland Revenue, in
consultation with the CCTA, has been pressing ahead with all
speed to carry out the decision we then reached, I must make it
clear that we are not yet in a position to take the decision he
recommends. We must satisfy ourselves first that it is feasible
and worthwhile to go ahead with a project which has been revised
in the way we wanted. This involves producing a new Operational
Requirement, a large task which I understand is nearing
completion. It also involves examining what the revised project
would cost and what benefits it would produce over what period
of time, another large task on which there is still much work to
do, and which depends on the adequacy of information not yet
provided by ICL. In short, we must decide whether the revised
project represents a good investment before we can decide on a
supplier for the equipment. If all goes well, I understand that
we may be in a position to reach decisions on these matters by
about the end of October. But that is the very earliest feasible
date.

If we then decide both that the project should go ahead and that
we wish to go by single tender to ICL, we shall also have to form
a view on the risks involved in trying to rush through a
difficult and complicated negotiation in a very short space of
time. The essence of the problem here is that once ICL know that
they are to have the business, we shall be in a poor position to
insist on contractual conditions which provide proper safeguards
for the taxpayer and the Inland Revenue alike in what will be a
very large contract indeed. I shall advise colleagues on this in
due course, but I do not think the question will be an easy one.

1
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I have also seen the recent exchange between John Biffen
and Michael Heseltine about expenditure cuts., If the
project is to go ahead, it will of course be necessary

to ensure that there is money in the PSA programme for its
accommodation needs. It would be no good entering into any
commitment to buy computers unless we know that there will

be buildings to put them in,

Copies of this letter go to Jim Prior and the other
recipients of his letter.

2
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Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer
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COMPUTERISATION OF PAYE _ Fl—
F;L‘sﬁrﬂl have seen copies of Christopher Soames' letter to you of 23 Septeﬁgér
and the Attorney General's of 1 @ctober. '

I must say that I found Christopher's letter disquieting. Two months
after we considered this question in E Committee we are told that
after all we may be forced by pressure of i to put this contract
out to open tender, wi e strong implication that we shall then

be unable to prevent its going to IBM. ’

I do not want to repeat here all the industrial and political argu-
ments in favour of the single~tender system “n this case: I will
simply say that I agree that they are "overwhelming", as Keith Joseph
put it at the meeting of E on 16 July. I respect the reservations
about this course of action which were put to us then on 7 August.
But in essence they are arguments against our having a publiec
purchasing policy at all. The existence of such a policy necessarily
means that we must at times like this take a longer-term view and

be prepared if necessary to sacrifice a short-term advantage -
although, as pointed out at our last meeting and by the CPRS in their
paper (E(80)90),the IEM equipment by no means guarantees such an
advantage. N -

I strongly believe that we should now proceed on the basis that this
contract will be awarded by single tender, and that in view of all the
legal and other complications to which Christopher has drawn attention
we should agree to beat the 31 December deadline by concluding a
contract with ICL before then. This should impose the condition on
them that they must demonstrate the feasibility of their proposals

by mid-1981, or whenever is judged a reasonable date. I believe this

would fully respect the spirit of the conclusions we reached at E

on 7 August.




* ‘CONFIDENTTIAL

If we were to allow the contract to go to IBM we would run the risk
of uniting all shades of opinion in the Commons and the country against
us. I hope therefore that we can agree in correspondence to proceed
on the basis I have suggested. But if not I strongly recommend that
we should consider this question again at a very early meeting of .

E Committee.

I am sending copies of this letter to the Prime Minister, other
members of E and the Attorney General, and also to the Treasury

Solicitor and Sir Robert Armstrong.
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ROYAL COURTS OF JUSTICE
LONDON, WC2A 2LL

01-405 7641 Extn

% st October 1980
. ; o
The Rt Hon Lord Soames CH, PC, GCNG GCVO, CBE
Lord President of the Council : '
Civil Service Department
Wnitehall i, i 45
LONDON SW1

Ders Clondepho-,

.COﬁPUTERIZATION OF PAYE

I have received a copy of your letter dated 26th September
to Geoffrey Howe. With reference-to thé third paragraph
I would like to point out that we have not been consulted
by anyone on this matter although I understand we will be
instructed by tﬁe Treasury Solicitor on behalf of the
Treasury in this matter. Once we have received all the

. relevant papers then we will be in. a p031t10n to give
‘advice on the legal implications of the EEC rules 1n this
matter._ I

825 ks

 'I amféending;copies of this lattefito'the Prime Minister,
" members of E Committee, the Treasury Solicitor and Sir.

Robert Armstrong.
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The Rt Hon Sir Geoffrey Howe, QC, MP

Chancellor of the Exchequer
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Dean  Clan cadler, Y

COMPUTERISATION OF PAYE

When we last discussed the computerisation of PAYE at E
Committee in early August, I doubt we were all aware of the
full extent to which the new GATT and EC rules on public
procurement will 1imit the Government's room for manoceuvre
after 1 January 1981. For example, when we had a word about
it after the meeting, you felt that if the reappraisal was
not completed in time to let a contract before the end of

the year, we could probably find some way of evading the
effect of the new rules, if we decided to go to ICL by single
tender. My officials have been investigating this further
with the Treasury Solicitor's Department and it may be helpful
if I summarise the position as I now understand it. :

The new rules prescribe open tender for the procurement of
computers. They provide for certain very limited exceptions,
but I am advised that none of these can plausibly be used to
cover the PAYE project. Single tender action with ICL after
1 January would be contrary to the new rules and risk legal
action against us either by a rival manufecturer or by the
Commission itself,

I am advised that once proceedings had been started, be it by
another manufacturer or the Commission, the Law Officers would
be likely to advise strongly against letting a contract until
they were completed. Action by a rival manufacturer would
break much new ground and it is difficult to forecast clearly
?hat might happen. But in either case we should very probably
lose. :
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The questions which then arise are:—

(a) If we decide to take single tender action with
ICL, how far would this process have to be
taken before the end of 1980 in order to avoid
the risk of legal action?

(b) Is it practicable to take it so far in the time
available?

On (a), the Treasury originally took the view that it should
be sufficient to issue the operational requirement and

receive ICL's response before the end of the year. But your
officials will now have seen the advice from the Treasury
Solicitor's Department that, when - the possibility of pre—
emptive action in the courts is taken into account, we must
reckon on being at serious risk unless we have concluded a
contractual arrangement (at least a Heads of Agreement) before
the new rules come into force. If moreover we wanted to
ensure that the whole system was provided by ICL, the contract
would have to cover the whole (albeit with break clauses),
since a small initial order could not under the rules be used
to justify further follow-up orders by single tender.

This has two serious consequences for (b). First, the time
available for the reappraisel of the project is very short
indeed. T agree that the Inland Revenue approach which you
approved offers the best prospect of making an early decision
possible. But there is still a formidable emount of work to
complete in the time available and any slippage will make it
virtually impossible to keep open the single tender option.
My people will do everything possible to help, but they will
need to satisfy themselves that the revised pro ject which
emerges is sound; this is essential to avoid serious problems
later,

Secondly, very large risks are involved in trying to complete
the contract negotiations for so large and complex a system
in a few weeks against a deadline with a contractor who knows
he has the business; we do not want to end up with a contract
which does not control adequately what ICL is to supply, the
standards it must meet, or the price to be paid. We need to
look at these risks in the light, among other things, of the
assurances we have given to the Public Accounts Committee
about the protection of public funds in such contracts.

2
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We cannot, as I see it, teke any decisions about this
until the further work has been done and we are clear

we have found the most sensible way forward. I know the
Inland Revenue and the CCTA are pushing this work ahead
as fast as possible and we should be able to have a
further discussion of the project in E Committee towards
the end of next month. But meanwhile, I want to warn
colleagues that our room for manoeuvre looks like being
tightly constricted,unless others see any scope for
widening it.

I am sending copies of this letter to the Prime Minister,
members of E Committee, the Attorney General, the Treasury
Solicitor and Sir Robert Armstrong.

e mimmaty
S

(Bvnte Jremetnly)




Treasury Chambers, Parliament Street, SWIP 3AG

? August 1980
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COMPUTERISATION OF PAYE

I attach a copy of the Treasury Press Notice being issued
today in connection with the Chancellor's announcement,
together with the Notes for Editors and the briefing to
be used in the Treasury Press Office.

I am copying this to Jim Buckley (CSD), Ian Ellison
(Industry) and David Edmonds (Environment).

Yo
N V BROTHERTON
Private Secretary

T P Lankester Esq
No 10, Downing Street




H. M. TREASURY

Parliament Street, London SWI1P 3AG, Press Office: 01-233-3415
Telex 262405

8.8.80

COMPUTERISATION OF PAYE

The Chancellor of the Exchequer, the Rt Hon Sir Geoffrey Howe, QC IMP,
told the House of Commons today that the Government have decided to
undertake further studies before proceeding with the computerisation
of PAYE.

Tn -2 Written Answer to a Parliamentary Question by Mr Eric Cockeram-
(Cons: Iudlow), who wanted to know if the Government had yet reached
a decision on the matter, the Chancellor said:

"As hon Members will know, a study of the full scale computerisation
of PAYE was put in hand in 1978. These studies had reached an
advanced stage when the present Government took office. The‘
scheme produced after consultation with the computer industry
involved the centralisation of computing capacity of a highly
complex nature in 12 centres handling an average of more than
2 million taxpayers each.

"Despite the possible advantages of such an approach, experience
shows that it carries with it a high risk of unforeseen problems,
so that the expected savings and benefits are often not achieved.

"While they recognise the benefits which computerisation should ..
bring,the Government feel that the basis on which it is to be

done requires further consideration. The Government have therefore
put in hand as a matter of urgency a study of alternative
approaches which would diminish these risks and offer a greater
opportunity of satisfactory development as the system evolves.

"The Government continues to recognise the importance of the maximum
feasible involvement of UK companies and of ensuring a high UK
content in the system."

PRESS OFFICE
A M TREASURY
PARTIAMENT STREET




NOTE FOR EDITORS

PAYE is the largest component in the Inland Revenue's workload.

At present it is almost wholly manual. The exceptions are the PAYE

of employees in Scotland which, since 1968, has been dealt with by

a batch-processing computer system at Centre 1 at East Kilbride,

involving the concentration of all PAYE staff for Scottish employees,

in a single office; and an experimental ‘on-line'! system in six local

tax offices in the West Midlands and the North West which has been

running since the autumn of 1977 and in which staff deal with their

daily casework through Visual Display Units (VDU's) on their desks,
linked to a small central computer.

In 1978 the Department commissioned a study in conjunction with the
Central Computer and Telecommunications Agency to test the feasibility
of full-scale computerisation of all the main PAYE processes in a

combined batch-processing and on-line system.

The proposal was to set up 12 Regional Processing Centres (RPC's)
which would house a central computer system to handle the records

for an average of more than 2 million tax payers each. Each Centre
would also control a complex communication system linking its own
operations with the other Centres as well as with individual tax offic
This network would be responsible, amongst other things, for
transferring information between tax offices and regions on such
matters as a change of job by the taxpayer. Staff in the 580 or so
local tax offices handling PAYE would be equipped with VDU's on their
desks linked directly to the Regional Processing Centres.
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Sugzested defensive points for Treasury and Inland Revenue
Press Offices

a. General line on guestions probing reasons for not
proceeding with feasibility study proposals. Nothing of
substance to add to the Answer. The proposals were for

a project involving full scale computerisation achieved

in one step throughout the country. There was the prospect...
of large benefits at the end of it, but inevitably, with
considerable risks of technical difficulties and delay, as
experience with other such projects has shown. Full :
benefits were not expected to accrue till the end of the
decade, though the project itself was expected to be Fompleted
by 1987. Having weighed up the possible risks and benefits
in light of such considerations,Ministers decided that
alternative lower risk possibilities should be further
explored, which involve less of a "big bang" approachi

b. Procurement/ICL: Detailed questions on preference
policy etc for Civil Service Department. But the central
point is the decision not to go ahead with this particular
'project for the general reasons given in the Answer. These

are not related to“questions of procurement policy or a
particular company's products.

c. Buildings. Work in its early stages at Telford on
the first Regional Processing Centre (and Development Centre
for the project) - questions should be directed to the PSA.




de Will revised project involve a commitment to ICL?

Does the Chancellor's answer rule out a role for the US
multinationals? Nothing to add to last sentence of Answer:

"The Government recognise the importance of ensuring a
high UK content in the system and the maximum feasible

involvement of the UK companies'.

€. Government has abandoned computerisation of PAYE?

No. Remains committed to it. .Decision is merely to look
for a different way of carrying it out.

f. - More detailed enquiries should be directed to Inland -
Revenue Press Office. ' : !
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Ps /.S‘aara:ary of State for Industry

R I Tolkien Esq

Private Secretary to the
Chancellor of the Exchequer
Treasury Chambers

Parliament Street
Sw1 [ l
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DRAFT ANSWER BY THE CHANCELIOR ON PAYE COMPUTERISATION

Thank you for your letter of 7 August. This is to record
my telephone conversation with ‘you earlier this evening
when I said that my Secretary of State is content with the
daft answer proposed in your letter of 7 August subjed to
revigion of the final gentence as- follows:

The Government recognise the importance of the
maximum feagible involvement of UK companies and
of ensuring a high UK content in the system.

2 T am copying thig letter to Jim Buckley and Tim
Lankegter.

Y .

éf\j e /)r

CATHERINE BELL
Private Secretary




Civil Service Department,
Whitehall,
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With the Compliments
of the
Private Secretary
to the
Lord President of the Council
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From the Private Secretary
7 August 1980

Richard Tolkien Esq
Private Secretary to the Chancellor of

the Exchequer
HM Treasury o
Parliament Street LA
LONDON SW1P 3AG ,ﬁmd (W90
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Thank you for your letter of 7 August enclosing a copy of
the Chancellor's proposed statement tomorrow on PAYE. May
I confirm some amendments which we would like inserted and
about which Gerald Watson spoke to you earlier?

a. Delete second sentence; this raises the embarrassﬁng
guestion of what Treasury Ministers have been up to
for the last 15 months.

Third sentence: insert "managerial" before
"complexity". The scheme is not technically

complex, Earlier in the same sentence "centralisation"
is a hostage to fortune since it is by no means
certain that a much less centralised solution will
emerge from the study.

Fourth sentence; delete all after "approach" and
insert "it carries with it a high risk of unforeseen
problems and that the expected benefits and savings
will not be achieved in the planned timescale."

If this is not acceptable, we must insist as a
minimum on the insertion after "experience",of the
words, "generally, as well as in Government".

d. Fifth sentence; delete "would", insert "should".

I am copying this to Ian Ellison and Tim Lankester.
i’@-m Mmg .e.,
J

<:jikv_ Eﬂ»xJﬁLe¢L,

J BUCKLEY
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01-233 3000

7th August 1980

J. Buckley, Esq..,
Private Secretary to
The Lord President of the Council

\J»f'i:" !

Following the discussion at E this morning, we

have been trying our hand at an Answer to the
inspired PQ in which the Chancellor is to report

to the House the Government's thinking on the
principle of and procurement for the computerisation
of PAYE.

I now attach a copy of the draft Answer which T
hope the Lord President and the Secretary of State
for Industry will think fairly reflects the
decisions taken this morning. I should be grateful
if you and other recipients of this letter would
indicate their Department's agreement to this draft
by close of play this evening.

I am copying this letter to Ian Ellison and, for
information, to Tim Lankester,

mmﬂ ]

fﬂkwdv
—

R.I. TOLKIEN
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DRAFT ANSWER BY CHANCELLOR

As hon Members will know a full scale study of'computerisation

of PAYE was put in hand in 1978, These studies wene largely

completed when the present Government took office. f%@;e—aahama.
_produced—afber—exteSIVe consultation with the computer INAUStTY

8T Centrallsation of computing capacily

. €sp
Egkperience shows that too often such projects have given rise to
great and unforeseen problems and the expected savings and

benefits have not been achieved. Whisre=tiroy rreopgnge=—them ~
~ i ‘ Lewe
i ] er on w e Government ; el
CCTRAG O e IHJR%oq G
that the basis on which jthds-mironhima=adene requires further’
JE?nmen?

considerationL The Go ‘afttherefore puttsimeg in hand

mediadad study of Elzer afdve approaches which would g &
PR ‘EEE 2 Jta&f r oo ds e

risksfand offer a-greater opportunity of

19
satisfactory development as thétgystem evolved. The Government
recognise the importance of ensuring a high UK content in the
system and of the maximum feasible involvement of UK companies.

o by
Lo-bw-c_mm» )?_MH%
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Sir Keith Joseph

Secretary of State for Industry

Department of Industry

123 Victoria Street ;

London SW1 6 August 1980

e

As you say your letter was written in the hope of simplifying
the discussion on Thursday. I think I must respond to it,
however briefly, although in the ordinary way I would havé
felt it more appropriate to have dealt with these matters at
the meeting. .

As the papers by the CPRS and Christopher Soames suggest,

now we have the CCTA's technical assessment we do not need
further detailed probing of ICL's propecsals in order to provide
a better basis for a decision. That assessment shows that
ICL's proposals do not meet the criteria for single tender.
Hence it follows that it would not be acceptable to proceed

by single tender, and we should now proceed to open tender,

as I have previously proposed.

I should point out that the CCTA's assessment gives us no
firm grounds for believing -that ICL's standard of performance
will meet the PAYE iequirement in the future. I must stress
this because the CPnS paper says in its annex that the Revenue
accept ICL can do the job "subject to the risk of some short-
comings in performance". The Inland Revenue have never held
that view, and do not now. Indeed Sir Lawrence Airey has
made it clear that he would require an instruction, as
Accounting Officer, to go ahead on the basis of the proposed
ICL system. Nor can shortcomings in performance be llgntly
dismissed, since it is that problem,in the final count, which
cannot be accepted in so important a project.

The reason for computerising PAYE is to have a more efficient
tax system, not to provide a testing ground for industrial
development. A policy of enlightened purchasing does not

mean that the purpose of any contract in guesticn should be
subordinated to consideration of industrial policy. The prime
‘eonsideration for all of us must be to meet the Revenue's needs,

CONFIDENTIAL
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and, that done, to accommodate our industrial priorities to
that requirement as best we can. So I cannot agree with
your letter, which suggests doing the opposite.

I am sending copies of this letter to the Prime Minister,
to our E Committee colleagues and to Robin Ibbs in CPRS.

L/_/

——

GEOFFREY HOWE

CONFIDENTIAL
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Ref, A02830

PRIME MINISTER

Computerisation of Pay As You Earn

(E(80) 85 and 90)

BACKGROUND
The Lord President of the Council was asked at the meeting of E on
16th July to arrange for the Central Computer and Telecommunications Agency
(CCTA) to prepare a further technical assessment of ICL's proposals; and to
consider the possibility of commissioning an urgent independent assessment
(E(80)@5th Meeting, Item 2).
2; The technical assessment is annexed to the Lord President's paper,

sl oy —
E(80) 85. He advises against commissioning an independent assessment. This
————

__--__-—‘
would take several months to complete. The probable outcome is that it would

confirm the CGTA's view that a firm judgment on the feasibility of ICL's proposals
cannot be formed until well into 1981 when they will have completed further work.
S Subject to the outcome of further work and demonstrations by ICL over the

next year, the Lord President concludes that they ''can probably just about do the

job', But:-

(i) The Inland Revenue would probably have considerable teething problems

—

and might have to accept a solution which did not meet their full require-
L T —

ments,
-..—-'_I-
(ii) ICL would probably take at least a year longer than would other
——
manufacturers; and although the CCTA have not had the same detailed
discussions with the latter, they believe that a number of them are likely
to be able to meet the requirement in full with proven products.

(iii) (A new point): ICL have revised their cost estimates from £33.5 million
———

R to £42.5 million and this is likely to be at least £10 million higher than

P e
IBM and others,

4, If ICL were chosen the Lord President advises that:-

(i) There should be no commitment under the contract until they have

demonstrated the feasibility of this system, in about September 1981.

ey

Lo
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(ii) A consortium with Logica would be desirable but that would not avoid the
delays or do much to reduce the problems as currently foreseen.

B The overall project control could probably be given to a British consultancy
or systems company, This would be a boost to the company concerned but would
probably increase only marginally the United Kingdom content of the project. (See
9.2 of the technical assessment..) It could be a stipulation of open tender that all
suppliers had to include a minimum British content; but the effect of this will be
limited if the chosen manufacturer understandably wants to use proven products,

6. The CPRS's memorandum (E(80) 90) covers a useful checklist of the

arguments for and against a single tender. They agree that there is no point in

—

commissioning further detailed work, and they recommend that a decision should
be reached now.

s In his letter of 5th August to the Lord President, the Secretary of State for
Industry continues to press his case for ICL. He acknowledges that __theremight be

extra risks and costs in going for them, “but he argues that these should be
accepted as implicit in the Goveriiment's public purchasing policy for supporting
United Kingdom firms. He accepts that any decision in favour of ICL should be
conditional pending their further demonstration in the middle of 1981. He believes
that ICL, together with Logica, could provide a satisfactory solution. In his
paragraph 7 he questions the price differential that has now been quoted and
suggests that this results from tactical moves by IBM and the other multinationals.
8. The pressure that ICL has been putting on Ministers means that their own

activities have raised the stakes: it is more difficult for the Government not to

award the contract to ICL, because the decisimn has in effect been turned into an
issue of confidence, But Ministers have to weigh in the balance against that
consideration not only the operational and financial risks and penalties of choosing
ICL, but also the potential damage to the commercial reputation of ICL and the
British software industry which would result from what would no doubt be well-

publicised inadequacies of performance by an ICL system,
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HANDLING
9. After the Lord President has introduced his paper the Chancellor of the

Exchequer and the Secretary of State for Industry will each want to comment,

10. In discussion you will wish to cover the following main questions:=

(i) Should a decision be taken now or deferred either to allow for an

independent assessment or for further talks with ICL? In view of the

Lord President's advice the Committee may feel that an independent
assessment would take too long and would serve no useful purpose.

(ii) If a decision is to be taken now, should it be for ICL or for open tender ?

(iii) If it is for ICL, what conditions should be imposed? The main proposals

are that the order should not be finally confirmed until 1981 when ICL
——— ——

have satisfactorily demonstrated their proposals; and that Logica should

be involved. You might ask what provision would there be in the con-

tract for cost penalties on ICL related to additional costs to the Inland

Revenue attributable to the ICL part of the system.

(iv) If the decision is for open tender, what conditions should there be? The

main proposals are that the project should be managed by a British
systems or consultancy company; and that, in so far as it is practicable,
there should be conditions in the contract for a minimum British content.

(v) What should be the terms and timing of the announcement? In view of the

intense Press and Parliamentary interest in this the Committee will
presumably wish any decision to be announced before the Recess, As the

Chancellor of the Exchequer is the Minister responsible for the customer

Department it is presumably for him to make it, but thatis a point which

the Committee will wish to decide specifically, If the decision is for

open tender the announcement will have to be in terms which minimise -
e e

the damage to ICL's reputation. This will require some care in drafting

in order to strike the right balance between explaining why the
Government has taken a decision which will be unpalatable to many and

n not knocking ICL too hard, "
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CONFIDENTIAL

CONCLUSIONS
13 In the light of the discussion you will wish to record conclusions:-
(i) commissioning an independent study, or other further work,

or

(ii) deciding between ICL and open tender, and noting the conditions attached
to either course,

and

(iii) on who should make the announcement, when, and in what terms.

ROBERT ARMSTRONG

6th Aupust, 1980

CONFIDENTIAL
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To: MR LANKESTER

From: J R IBBS

Computerisation of PAYE

15 The CPRS has put in a short collective brief which up-dates its

previous listing of the main arguments, This points out that the factors
to be balanced on either side are difficult to quantify and suggests that
they are unlikely to be significantly clarified within reasonable time by

further investigation.

2% My view on the issue itselt is that however much the limitations of
ICL are re-assessed, ICL will remain clearly a second best supplier. My
experience tells me that it is wunwise on a complex high technology project

to choose a supplier who is not among the leaders and who does not have
actual experience of succeaafully.producing and commissioning the equipment
and system. It is not sensible to be the victim of a supplier's 'first time'
unless there is an associated chance that if he is successful he and you will
have leapt ahead of the competition. There is no potential bonus of this
kind in this instance. Indeed, at best there would still be some operational

penalty compared with what open tender should provide.

3. I am not even convinced that it is necessarily right for ICL to attempt
this project, but I realise that many would disagree with me on this. However,
if their competitors have established a wide lead with experience of projects
of this kind it may be that ICL should be seeking other application sectors

in the broad and rapidly growing market for computer equipment where they
(either alone or with software associates) can gain a lead and hence the
rewards that this can give. Even with the PAYE project ICL would not

actually catch up with the competitors although the gap should be narrowed.

k. I realise that all these arguments which are summed up in a short
sentence in paragraph 2 of the CPRS note have to be weighed against those

relating to procurement policy and the political implications. However, I

can say that the technical and commercial arguments against going to ICL

look strong to me.

1
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D4 It seems clear that the choice of ICL, even without subsequent
unforeseen problems, would involve a substantial financial penalty due to
delayed savings, a higher purchase price and some lower level of operating
efficiency. The total cannot be precisely assessed but the cost of a
year's delay alone has been put at £40 million. Such a sum is large in
the context of steps now being taken to keep down public sector spending.

If there is in effect a willingness to envisage 'subsidising' ICL by bearing

an extra cost of this magnitude, surely there must be alternative ways in
which the Company could be given substantial help and without spending so

much.,

6. The damage done to ICL if they are not preferred would depend
considerably on how the decision was presented. I would have thought that
much could have been done to mitigate this if full play were made of the

need to conserve public funds and to avoid delay in introducing important

administrative and tax improvements, particularly if it were accompanied

by postiive support for ICL in some other way.

7. I am sending a copy of this minute to Sir Robert Armstrong.

6 August 1980

2
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The Rt Hon Sir Keith Joseph, MP
Secretary of State for Industry
Ashdown House

123 Victoria Street

LONDON SW1E 6RB

AM«I’(M’{E_)

COMPUTERISATION OF PAYE
Thank you for your letter of 5 August.

I still think that the computer procurement policy points
clearly to competitive tender in this case. It is of course
open to us to decide to set the policy aside for special
reasons. But we shall only obscure the issue if we distort
the meaning of the words.

I agree of course that if ICL's offering were always the
best, there would have been no need for the policy. It does
not have to be the best; it simply has to be satisfactory.

As regards price, my paper deliberately pitched the difference
on the low side, partly to take account of the kind of point
you have made. On the present figures, the ICL bid costs

over 60% more than IBM's. The figures may change to some
extent, but I see no way in which the difference will fall
below 30% and it may be more. That is a difference we could
decide to incur, but I could not call it "satisfactory".

As regards performance, the question is one of the size of

the risk the Government takes at the moment it takes its
decision. I do not want to make too much of this point, but

the risk is there that the ICL equipment will not perform
satisfactorily, and we must take it into account. We have

run into serious trouble before now by hoping that ICL's product
will be all right on the night. Bureau West, RAF Innsworth

and the Inland Revenue Accounts Offices are notable examples.

1
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As regards delivery, I take the simple-minded view that
"satisfactory" means that the equipment will be there and
working at the time the user requires it. Hardware is
useless unless the software is there to drive it properly.

Copies of this letter go to the recipients of yours.

|

Norr—> LNA~—

& ARV E

2
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
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TELEPHONE DIRECT LINE 01-212 570

. SWITCHBOARD 01-212 7676
Secretary of State for Industry

FS August 1980

Lord Soames PC GCMG GCVO CBE
Lord President of the Council
Privy Council Office
Waitehall

SW1
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COMPUTERISATION OF PAYE i

In your covering paper to the CCTA's revised technical assessment
(E(80)85), you conclude that ICL's proposal does not meet any of
the criteria of the procurement policy and that in principle, we
should therefore proceed to open tender with the contract

to computerise PAYE, This is such an important conclusion that

I think I should record, in advance of our meeting on Thursday,
my disagreement with it, and with the way it has been reached.

2 The procurement policy which has been in force since 1971 is
baged on our giving contracts for computers in this power range

to ICL by single tender "subject to satigfactory price, performance
and delivery". There is no gpecific definition of what is
"satisfactory", though there are clearly some commonsense rules.
For instance, if ICL's offerings were glways cheaper, better in
performance, more proven and faster in delivery than any other
company's, there would be no need for a preferential policy; some
extra cost or shortfall in perfiormance or delivery can therefore

be "satisfactory". On the other hand, if ICL are manifestly unable
to do a job for a reasonable price it would make no sense to entrust
them with it - and, indeed, they presumably would not want to do
it, since they must be supposed to have a reasonable view of their
own capabilities. Between the extremes lies the area of Jjudgement,
vhere risks and advantages have to be balanced. That is what we
will be called on to do when we meet on Thursday - and indeed, what
both we and officials will have to do time and time again over the
coming years if the policy of enlightened public purchasing which
we agreed in E Committee in February is to have any reality.

%3 It is also important to remember that in a case of this kind
the judgements are about a future gtandard of performance againsgt
a requirement. For instance, my understanding is that the test of
gatisfactory performance under the procurement policy has always
been applied in terms of the performance ICL can reasonably be
expected toachieve at the time the application derands it, rather

than' 4 .-
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than what can be achieved gt the point of decigion.

4 My view of your conclusions - and indeed of the CCTA's
agsessment on which they are based - ig reached against this
background and in the light of bthe discussions between officials
since we lasglt dealt with the PAYE project at E Committee. I
will deal geparately with price, but I think I can summarise the
pointg about performance and delivery which have most weighed
with me, ag follows:-

a it now appears to be agreed that with one or two minor
exceptlong ICL will have completed all their formal
development work on hardware and goftware for the
PAYFE project by the time of the demongtration.

CCTA have accepted that the reviged demonstration
propogal is sufficient to prove the company's
capacity to provide a feasible gygstem for PAYE

and That it should be carried out by the middle of
1981 (i.e some gix months before Inland Revenue
begin their own development work). ,

The doubtg that will remain after the demongtration
about ICL's achievement of the full requirement and
about the poggibility of a year's delay in implementing
the full PAYE gygtem will stem essentially from the
fact that ICL have less experience of large transaction—
Procegsing systems than gome of their major competitors.

Thoge remaining doubts would be reduced if ICL's proposed
association with Togica were implemented (as both
companies intend).

Some at leagt of the detailed concerns about the ICL
proposal (e.g the operaticn:l agpects) seem to be .

of the kind which user and supplier could well resolve
together once a procurement decigion was made.

2 Against the performance criteria of the procurement policy

I think the above interpretatim of the CCTA agsessment could be as
eagily argued to point to the likelihood of a "satisfactory"
outcome with ICL and Logica as to your own conclusion. As you
suggest, 1t might be necessary to make a conditional decision,
dependent on the final proof in the demonstration, but that too
would seem consistent with the spirit of the procurement policy.
As to the delivery criteria, I understand that its usmal application
is to the delivery date of equipment, about which there is no
problem in this case. Interpreting it more widely (as referring
also to the date of final implementation), I can understand

Inland Revenue's concern at refercnces to the rigk (not the
certainty, as in your conclusions) of at least a year's delay.

/Whether ...

CONIFIDENTLAT,
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Whether that risk might still make what the UK congortium had

to offer "gatisfactory" must depend on the judgement we reach

on the off-gebting advantages of giving them the experience other
companies have already been given by pioneering customers - and
we must take that jndgement in the knowledge that the CSD has
already pointed to the possgibility of a slippage of up to two
vyears in completion of the project, irrespective of the choice

of contractor.

6 On neither of thege criteria, therefore, can I agree with you
that ICL fail to meet the test. Indeed, I am strengthened in

that conclusion by the further information which my officials

have obtained (and have passed to your officials) about the status
of development work on ICL's "switch to standby" system, which
affects reliability (paragraphs 5.4 and 5.7) and about the other
ICL customers who will be making live use of the same gelb of
goftware as Inland Revenue in the course of 1981, which affects
the view of likely delays during the development of applications
software (paragraph 7.3 in particular).

7 It is perhaps on the question of price, however, that I would
wish to challenge most directly what you say in your paper.’ I
recall very well “hat at the first of our meetings in hig office
on this topic, the Chancellorsmade it clear that he did not think
the equipment price was an issue which need detain us, given the
cost of the total project. Now we are told very firmly that ICL's
revised proposal "is likely to cost at least 30% more" than one
from IBM. The evidence for this seems to be slim in the extreme
and I am not at all sure the comparison is a fair one. ICL have
based their revised figure on a thorough and close knowledge of
the operational requirement, uging their latest and most
competitively-priced computers. I gather that IBM, having apparently
quoted a budgetary estimate of £79.% million in February - very
close to ICL's revised bid - put forward a far lower price within
the lagt two or three weeks, while the public debate about our
decigion wag at its height. But that new price (£24.8 million)
assumes that only one very large computer is used at each regional
centre and I understand that even the CCTA's adjustment to the
comparigon, referred to in paragraph 5 of your paper, would leave
the majority of regional centres dependent on a single machine,

in a system requiring the highest reliability. There is at leasgt
one current case in the UK private sector where IBM took business
from ICL on the basis of claiming that a single large machine of
this kind could do the work and where additional equipment is
still being added. We should be on our guard against such claims
especially vhen the stakes are so high for the multinationals.

8 I have set out uy views at some length in thig way in the hope

of simpliyfing the discussion when we meet on Thursday. We may
well find ourselves concluding that some extra risk and cost is

/unavoidable ...
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unavoidable if we gupport the UK firmg through this procurement.
That should neither surprise nor fiighten ug, since it is
implicit in the public purchasing policy we have adopted. But
we should not overstate the rigk or the cost and we should keep
well in mind the industrial bensfits and risks which I outlined
vhen we lagt met and which I still consider to outweigh any
disadvantages from entrusting thig contract to UK industry.

9 I am gending copies of this letter to the Prime Minister,
to our E Committee colleagues and bto Robin Ibbs in CPRS.

CONFIDENTIAL,
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01212 5%()4

- SWITCHBOARD 01-212 7676
Secratary of State for Indusiry

"(F August 1980

The Rt Hon The Iord = Soames GCMG GCVO CBE CH
Lord President of the Council 'TL iy
Civil Service Department

Whitehall SW1A 2AZ :

{.}c{i,\,, ﬁ‘!-!vf“’i’l’-‘* .

Thank you for gending me a copy of your letlbter of 29 July to
Geoffrey Howe, in which you gave your reactions to my lettdr
of 22 July and Geoffrey Howe's letter of 25 July.

o

Iy (g

I think we are now all aﬂreed that we should accn1ether1m
caﬂ revolve LhL procur ement igsue when we meeb a
i s I v, in the ligat of the CCTA'g updated

caossmenu. Tno work officialg have undertaken together in
the lagt day or go ghould .certainly provide us with a fuller.
statement of the faclts and a better focus on the key technical
igsues, though I agree with Geoffrey's view that we may still
draw very different conclusiong from that material about the
level of rigk implied in giving ICL the contract.

As to the possibility of an independent assessment, my objection
was not to the idea as such but to the propesal that CSC could
properly provide it. I think we might still want to keep the
option of an independent. review in mind when we meet next week ,
thougn it would clearly have implications for the timing of a
final decision, asg well as raising some difficult presentational
problems for ICL. I wag interested to note Geoffrey's reference
to Pactel in this context. They are just the kind of UK
congultants to whom we might turn if we choge to take such a
route after all.

Finally, T really mugt take up your contention that when we

come to congider the balance of advantage we will have firm and
guantified information about the effects on the user but not

about the effects on indugtry. In advising on ICL's ability

to meet thc requirement and on the likelihood of delay to Inland
Revenue's timstable, CCTA officials are making a judgement about
future events, gome of them five Jears or more ‘away, not a precise
calculation from known data. But in considering the effect on

ICL of denying them this contract we are dealing wit the

/immediate ...
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ilmmediate commercial realities of damage to customer confidence
and the rigk to specific orders in other markets at a time when,
like so much of UK industry, the company is under great
competitive pregsure at home and gbroad. I hope no-one will

be geeking to understate the real industrisl significance of
our decigion when we resume our discussion next weck.

I am gending copies of this letber to the Prime Minigter,
Geoffrey Howe and Robin Ibbs of CPRS.,

CONFIDENTTAT
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10 DOWNING STREET

4 August 1980

Dear Anthony

Thank you for your letter of 23 July enclosing a letter from
your constituent, Mrs. I. B. Stowas, of 19 Juxon Close, Chichester,
ﬁnd your reply to her, on the subject of the proposed computerisa-
tion of the PAYE system.

No firm decisions have yet been taken as to whether we should
go ahead with the computerisation of PAYE. It is a very complex
problem and major issues are involved. Once that matter has been
resolved we shall of course consider carefully what would be the
appropriate method of procurement.

Of course I understand the point Mrs. Stowas has made. The
Government is fully aware of the importance of this project for the
UK computer industry. There has been frequent contact throughout
the planning stage between ICL and officials in the Central Computer
and Telecommunications Agency and the Inland Revenue. The Chairman
and Managihg Director of the Company have put their views ,
personally to the Senior Ministers involved. ;

The Government are giving this matter very careful considera-
tion and will take into account all the arguments which have been
put forward when the final decisions are made. ;

Anthony Nelson, Esq., M.P.




10 DOWNING STREET

1 August 1980

Dear Bowen,
Thank you for your letter of 10 July enclosing ICL's submission

and plea to be awarded the PAYE contract.

~No firm decisions have yet been taken as to whether we should go
ahead with the computerisation of PAYE. It is a very complex problem
and major issues are involved. Once that matter has been resolved
we shall of course consider carefully what would be the appropriate

method of procurement.

I am, of course, aware of the points which Mr Murphy has made.
The Government is fully aware of the importance cf this project for
the UK computer industry. There has been frequent contact fhroughout
the planning stage between ICL and offiecials in the Central Computer
and Telecommunications Agency and the Inland Revenue. The Chairman
and Managing Director of the company have put their v.iews personally
to the Senior Ministers involved.

The points made then, and in ICL's submission, are being given
very careful consideration. They will be taken fully iuto account
'when the final decisions on the procurement for the proposed system are

made.

. . Yours ever
(Sgd) = Margaret

Bowen Wells, Esq., MP




Civil Service Department,
Whitehall,
. London, SW1A 2AZ

With the Compliments
of the
Lord President of the Council
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Civil Service Department
Whitehall London SW1A 2AZ

01-273 4400
7_9 July 1980

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer

H M Treasury

Parliament Street

LONDON SW1P 3HE

Yoo Gelfe

1CL: INDEPENDENT -ASSESSMENT
Thank you for your letter of 25 July.

T don't at all like the idea of going to any outgide consultant
other than Computer Sciences., For they would (a) have to start
from the beginning and (b) therefore need many months for the
work and (c) even then it is highly questionable whether they
could help us significantly more than CCTA with the core of the
decision we need to take - which must at the end of the day be a
matter of judgment.

So when I circulate CCTA's updated assessment to E Committee, I
will recommend accordingly.

The guestions we should address at E are:

a. Whether ICL are capable of doing the Job, given time;

b If so, how much longer than the timetable you have set
are they likely to need?

¢ If the answer to (a) is an unequivocal yes, then whether
we should accept this delay (which can be quantified), or
risk damage to ICL (which cannot) for not getting the order.

CCTA can give their answers on (a) and (b); only we and our
colleagues can decide (c). We ought to get on and resolve this
before the Recess.

T am copying this letter to the Prime Minister, Keith Joseph and
Robin Ibbs of CPRS.

y S

ar ik
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01 283 3000

" J6 July 1980

The Rt. Hon. The Lord Soames, GCMG, GCVO, CBE,
Lord President of the Council

LM

ICL : INDEPENDENT ASSESSMENT

You sent me a copy of your letter of 21 July to
Keith Joseph and I have now seen Keith's-reply.
L

I am bound to say that I can see little prospect of
the CCTA's revised technical assessment securing a
significantly greater measure of agreement than the
original though I think it would be helpful if it set
out the technical considerations in somewhat greater
detail. Neither my people, reor, I think, yours,
consider that ICL has provided further hard evidence
since the recent round of intensive discussions to
affect matters greatly.

In that event while an independent assessment of the
suitability of the Company's proposed system to meet
the PAYE requirement would not necessarily of itself
settle the question conclusively, I agree with you
that it seems to offer the best prospect of clearing:
the ground and achleVlng the maximum agreement on the
purely technical issues involved before the matter
goes back to colleagues. I accept reluctantly that
it would involve some further del S erhanice it
unllkely that even il undertaken by a company like CSC
with some knowledge of the project we could expect a
useful report in less than say, three months - but
that is an argument for putting preparations in hand
right away.

I understand Keith's reservatlons about involving Computexr
801enGES, as suggested in E Committee, because of their
involvement to date and their parent company s non-UK
provenance. On the other hand I would have thought

with you that we could rely on the objectivity of their
assessment., And as you say they would be likely to
provide the speediest report.

/If tha




If the presentational arguments against using them
are regarded as overriding one alternative would be
Pactel, a UK company who have one employee - on
Operational Research - in the Revenue team and there-
fore some knowledge of the project.

I am copying this letter to the Prime Minister,
Keith Joseph and Robin Ibbs at the CPRS.

GEOFFREY HOWE
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
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Mr Atkinson b
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London SW1A 2A7
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Thank you for your letbter of 29/ July about muazumposed independent
aasegsament of the options for meeting the Inland Revenue's !
requirement for PAYE computerisation.

2 My understanding of the Prime Minister's suggestion at E
Committee was that she felt it might be helpful to supplement the
revised technical assessment by CCOTA officials with a thoroughly
impartial view, from a third party, on the rigk of encountering
gserious problems or delays if we entrusted the project to ICL.
She saw the possible need for this as stemming from the radically
different interpretations whih members of the Committee were
putting on the technical advice then gvailable to them.

2 BSeen in thig light, your proposgal that the independent view
should be commissioned from Q%gpgﬁgg_ﬂgignggg_ggzng:aﬁipn (csec)
really does not seem to meet the requirement. They can hardly

be described as a third party, since as you say, they have been
working directly with Inland Revenue on this project for two.
years and it is they who played a key role in drawing up the
Operational Requirement. I gather the CSC members of the Inland
Revenue team also participated very actively in the series of
meetings between officials and ICL late in June, on which the
CCA's original technical assessment was based. It is therefore
no slur on their professional impartiality to suggest that in

this case CSC could not provide us with the kind of indepenident
view which I believe the Prime Minister felt might be of assistance
to the Committee. I would also see difficulty, as you suggest,

in entrusting the task to the subsidiary of a US company when the
matter in question is so closely bound up with ICL's future and
its competitive position against the US multinationals and when
several highly reputable UK consultancy companies would be capabdble
of giving us a truly independent opinion.




R : ‘1 think we have to
be able to give ICL a reasonable agsurance that they have been
fairly treated in thig important matlter, whatever its outcome.
I do not believe we could do so if we commissioned CSC to carry
out the gupplementary review of options.

4 I quite accept that any consulbtants not already. intimately
linked with the Inland Revenue project might well take up to

three months to provide us with their view. Indeced., I imagine

the same would apply to CSC if they were precluded from having

any access to thoge congultants directly engaged in the Inland
Revenue's team. I think it is still too early to conclude that

a lengthier independent gtudy of that kind will be needed. It
depends on how far we are from being able to get a fair measure

of agreement between officials on the facts which underpin the
Judgement we must make on risk. AL present I am of the opinion
that if my officials and the CPRS play an active part, with Inland
Revenue, in helping CCTA to draw up their revised te ical :
agssessment in the next few days, then we shou ave a far firmer
basls for our discussion when we meet again on this topic in E
Comuittee. This seems to be what we are required to do, as a

firsgt task, in the conclusions of our last meeting. I understand
that Reay Atkinsgon hag already proposed to the CCTA the points

on which their earlier assessment seems in need of expansion or
updating and that he and hig people are standing by to join in
detailed discussions. I trust the CCTA will now be able to draw
theminto their work, together with CPRS and Inland Revenue officials,
as g matter of great urgency, Lo cover also the points made by

the Chancellor in hig letter to me of 15 July. I believe we should
then turn our minds to the pogsible need for a consultancy study,q
when we have the results of officials' further work befure us. pe¢

5 I am sending copies of thig letter to the Prime Minister, the
Chancellor of the Exchequer and Robin Ibbs at the CPRS.




COVERING COMMERCIAL IN CONFIDENCE

LOCATION AND ACTIVITY OF COMPUTER MANUFACTURERS IN UK

Location

The attached tables set out the location of the UK computer
mamfacturing and development sites™OF ICDL and or THe frve main
US multinationals (IBM, Burroughs, Univac, Honeywell and NCR),
together with known details of activities, employment and date of
establishment. Assisted area status is also indicated.

2 Where a plant manufactures: both computer industry equipment
and equipment intended for another related market (eg banking or
office automation) the activity has been classified on the
computer industry side. Separate plants devoted wholly or mainly
to related markets (eg Burroughs' plants at Livingston and
Croydon) have been identifTed separately. Activities in entirely
different markets under different operating companies (eg Sperry '
activities other than Univac; Honeywell Controls) have been
excluded. s

3 It should be recalled that ICL was formed in 1968 by the
merger of ICT and English Electric Computers and inherrted the
plants of B3Th compaETEET‘“THE‘EETTEHT‘?EEE@rn of ICL activities

reflects the subsequent rationalisation of that inheritance. The
software development centre at Dalkeith was set up following
consultation with the Scottish Office in 1970 on whether a new
factory or a software centre was more attractive in economic terms;
the latter was preferred by the Scottish Office because it would
give employment to more graduates.

4 Since ICL is the only one of these companies which manufactures.:
its full mainline product range in this country, it is not possible

to predict accurately from the attached information to what extent

one of the multinationals would be able to meet the Inland Revenue
PAYE requirement from UK production if the contract went to open
tender and was won by one of them. This would depend on the equip=—
ment selected.

Contribution to Balance of Trade

5 The computer industry is characterised by international
production and trading. All the major US multinationals have plants
in other countries, often as second sourcesof production for both
strategic and economic reasons. In addition, there is a thriving
trade in computer peripherals and terminals, some of it being
intertrading within the multinationals, some the result of separate
contracts on specialist suppliers. The interpretation of balance

of trade figures in the computer sector is therefore particularly
difficult, since a given system is frequently delivered as a series
of sub-units from UK and non-UK sources for final assembly and




testing here. Until very recently it has also been extremely hard
for Government to obtain firm information on the contribution of

the multinationals to the balance of trade, even in confidence.

6 The overall figures show a worsening deficit in UK trade in
computer equipment, from £28M in 1 to £180M in 1979. The two
main components of the defIcit are thought To be EEezihport of
mindcomputers, peripherals and terminals (for which demand greatly
outstrips UK supply at present) and the intertrading of certain of
the major US multinationals whose exports from the UK lag well behind
imports.

7 A separate note is attached to illustrate the known contriw
bution of ICL and the fiye US companies to the UK balance of trade
in computer equipment. In the EEEE'BT'ICL the main items imported
are perigherals which ICL do not manufacture) and certain terminals
made by 8 US factory in Utica, New York State (acquired as part
of the Singer takeover in 1976). The importing of microelectronic
components for the manufacture of this equipment in the UK by ICL
and the other five companies is not included in these balance of

trade figures; exports of microelectronic components are similarly
excluded., .

Department of Industry

21 July 1980
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COMMERCIAL IN CONFIDENCE
(as indicated)

CONTRIBUTION TO UK BALANCE OF TRADE IN COMPUTER EQUIPMENT

ICL

Made a net positive contribution of £53 million in 1979 (an increase
on the figure of £40 million in 1978). This figure has been quoted
by ICL in the context of the PAYE case.

TBM

Revealed last week to the Parliamentary Computer Forum, for the
first time in public, that it made a positive contribution of i
£8 million last year. IBM is thought to aim for a broadly neutral
contribution in all the countries — outside the US = in which it
manufactures.

Burrouggs

Revealed in confidence to the Department a positive contribution
of £7 million Iast year. Has been in deficit in recent past years.

Honexﬁell

No figure revealed to the Department. Informal indications suggest
Honeywell is currently in deficit.

NCR

No figure revealed to the Department. Believed to be currently in
deficit.

Univac

Department a substantial annual deficit in computer equipment of

Has no manufacturing plant in UK. Hevealed in confidence to the \
the order of £50 million p.a.




COMMERCIAL IN CONFIDENCE

DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET U

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 5501

SWITCHBOARD 01-212 7676
PS / Secretary of State for Industry

Tim Lankester Esq 2' July 1980

Private Secretary to the =
Prime Minister Fhmﬁs{LcaoL
10 Downing Street

London SW1 TL¢ | ot Mt
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PAYE COMPUTERISATION: INDUST ACTIVITIES'“"?

I understand that you asked, on the telephone M "
earlier today for information on the proportion IK'l,
of the activities of the main computer manufacturers
in the UK which is conducted in Assi Areas,

and broad analysis of the contribution made by

the individual companies to the balance of trade.,hl

—

2 I enclose the material requested; +this contains
the fullest information we have to hand, or have
been able to obtain in the time availabile. i
hope this meets your request.

L/O urs Sunce

CATHERINE BELL
Private Secretary
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Civil Service Department
Whitehall London SW1A 2AZ

01-273 4400

21 July 1980

PVl s 5™
The Rt Hon Sir Keith Joseph Bt, MP

Secretary of State for Industry _ ' :

Ashdown House CWM M
123 Victoria Street x ;4 7
LONDON SW1E 6RB C. ket ‘
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I have been giving some thought to the Prime Minister's
suggestion at E Committee last Wednesday that we might seek
urgently an independent assessment of the options for

Inland Revenue from Conl1r;g;jﬂ;igngga_lnjg;gg&igggl, now
Computer Sciences Corporation. _

As you know CSC have been closely involved with Inland
Revenue in the full study for the project and in drawing

up the Operational Requirement®for the last two years. Thus
they have an intimeate knowledge of the project unequalled
outside Inland Revenue and CCTA. They have also co—operated
with ICL in a number of successful (but much smaller)
compufer applications with characteristics similar to those
of the PAYE project.

If we are to seek an independent opinion urgently it can

only come from CSC; anybody else will need some months to
get to grips with %he requirement and the capacity of ICL
sufficiently to give us an appraisal.

I can see that it can be objected that they will not come to
the project afresh, and that they are the subsidiary of an
American company (and they may even want to bring over & senior
member of the American company to assist in the assessment) ;
against this they will be working with Inland Revenue on the
GESiﬁﬁ of the PAYE system to run on the chosen computers and
so _share a stirong vegted interest in gettines the answer right,
We can in any case take all 18 1nto account in assessing
what they say. I would have it in mind to make it plain to
them that we are hiring them to give us an independent and
disinterested assessment. —

e

RESTRICTED




My own view is that this is such a difficult decision that
we would find benefit in another assessment, to set beside
the updated CCTA assessment which I have set in hand. I
therefore favour seeking a view from CSC about the ability
of ICL to undertake the project successfully and to time.
The alternatives are no independent view, or a delay in
decision for up to three months. :

_—

I should be grateful to know your mind on this in the
course of the day.

I am sending copies of this letter to the Prime Minister,
the Chancellor of the Exchequer, and Robin Ibbs at the CPRS.
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CONFIDENTIAL

MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

From the Minister

16 July 1980

PRIME MINISTER

COMPUTERISATION OF PAYE: PROCUREMENT OF EQUIPMENT

As you know, I shall not be able to attend E Committee today.
Having read the three Memoranda which have been prepared on
this subject, I should like to say that I attach the greatest .
importance to the points in paragraph Qéh) of the paper by the
Secretary of State for Industry. The multi-nationals have
themselves had a long period of preference in their own country
and it is only through similar “treatment on our part in respect
of projects of this nature that we can ever hope to see our own
industry secure a sound base.

21y My own Department - and of course others - have a large
investment in ICL mainframe machines and we are wholly dependent
on them for much of our work. Continued support for ICL is a
safeguard for this investment.

3. I also support the CPRS view that we should take all
practicable steps to minimise the risks in taking single tender
action with ICL, ——— —_—

— L e
4, I am copying this minute to members of E Committee, the
head of CPRS and Sir Robert Armstrong.

—~

pRb

PETER WALKER

CONFIDENTIAL




Ref: A02632

CONFIDENTIAL

PRIME MINISTER

Pay as you Earn Computers
(E(80) 68, 69 and 70)

BACKGROUND

The Inland Revenue's present largely manual PAYE system is to be

replaced by a computer system by April 1987, Under the present computer

procurement policy, which operates only to the end of this year, £30 million

of computers and associated equipment could be procured by single tender

from ICL provided that they could give satisfactory assurances on time, quality

and price. The total cost of the project, including terminals and software and

buildings, is in the order of £150 million, ’
2, In their memorandum E(80) 68, the Chancellor of the Exchequer and

the Lord President of the Council say that they are not persuaded that ICL

can give the assurances necessary to justify single tender. Their judgment

is based on technical advice from the Inland Revenue, assisted by consultants,

and the Civil Service Department's Central Computer and Telecommunications
Agency (CCTA). They argue that ICL, in contrast to the multi-nationals, are

offering an unproven system. This could well lead to delays, at a cost of

£40 million a year mainly because of deferred staff savings. Major changes
in tax policy could be held up; and 1 million employers and 27 million
employees affected if ther-e were major problems with the new system. They
reluctantly recommend open tender and point out that some of the multi~nationals
have substantial manufacturing capacity in the United Kingdom.

3. In E(80) 69, the Secretary of State for Industry argues forcefully for
going to ICL by single tender; and he attaches the letter of 4th July to you from
the Chairman of I(;I:-._-The Secretary of State is persuaded that ICL could deal

ﬁ 4 .
with the risks. He points out that if they were not to get this contract there

would be considerable damage to their international standing and their future
prospects from, effectively, a vote of no confidence in them by Her Majesty's
Government. He further points out that an adverse decision could call in
question the credibility of the Government's new public purchasing policy.

=
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4. The CPRS' paper, E(80) 70, offers a summary of the arguments on
either side, with a useful tabulation in the Annex. They suggest some further
points which might be pursued before a final decision is taken, namely:=

(i) if single tender were approved, ICL should be required to work
closely with one of the leading United Kingdom software and
system companies (such as Logica) with a view to getting the best
results both for the Revenue and the United Kingdom information
technology industry (their paragraph 8(a));
if the decision were for open tender, the industrial damage might
be mitigated if arrangements were made for United Kingdom
software and systems companies to participate in the design and
development work, or even in the management of the project
(paragraph 8(b));

either way, the terms of the tender should ensure that the lead

company could not limit the opportunity for United Kingdom

—
suppliers to compete effectively for the subsequent contracts for

terminals, and network, hardware and software,

HANDLING

5. The Chancellor of the Exchequer and the Lord President, the Secretary

of State for Industry and Mr. Ibbs will each wish to speak to their papers.
Other Ministers will then wish to comment on the alternatives and to put

questions.

6. I understand that you will not wish to reach a final decision at this

meeting. The discussion might therefore centre on commissioning the further
work which may be necessary before a final decision can be taken, I suggest
that, in view of the considerable Parliamentary and Press interest generated by
this project and of the need to make progress with the contract, you might aim
to take decisions in time for a statement before the Recess. This points to
further discussion by E in the week beginning 28th July. The further points

which Ministers might wish to explore are:~

P
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(i) What are the employment consequences of the alternatives ?

I understand that the direct employment consequences are
relatively insignificant since the computer orders would be spread
over a number of years. However, the Secretary of State for
Industry can advise colleagues on this; and he will no doubt want
to stress that it is the indirect and longer term consequences of
losing this order which matter for ICL. Even so, if the decision
were for open tender, the Committee may well wish to insist that
the company concerned should manufacture as much as possible

in the United Kingdom.

(ii) What further conditions should there be if there is to be single

tender to ICL?

Here Ministers will wish to consider the CPRS' proposal, in
paragraph 8(a) of their paper, that one of the leading United
Kingdom software and system companies should beinvolved.
You might also question to what extent the contract would
provide for penalties on ICL if they were to be responsible for
delays,

(iii)  What should be the conditions if Ministers were to favour open

tender ?

The Committee will wish to consider the points in paragraphs 8(b)
and 9 of the CPRS paper on the participation of United Kingdom
software and systems companies and on the scope for ensuring
that the successful company (whether ICL or a multi=national)
would give opportunities for United Kingdom suppliers to compete
effectively for subsequent contracts for ancillary equipment,

CONCLUSIONS

7. On the assumption that the Committee will not reach a final decision,

you will wish to invite the Lord President of the Council to arrange for officials

of the Central Computer and Telecommunications Agency, in consultation with
the Department of Industry, the Inland Revenue and the CPRS, to report

further on:-

)
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(i)  the proposals in paragraphs 8(a) and (b) and 9 of the CPRS
paper (E(80) 70);

any further questions raised in discussion; and in time for

discussion by E in the week beginning 28th July with a view

to a statement before the Recess,

(Robert Armstrong)

15th July 1980
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15 July 1980
Policy Unit
. PRIME MINISTER : ce Mr Wolfson

INLAND REVENUE COMPUTER

We think you should try to establish at an early stage whether the
committee agrees that on industrial policy grounds - and political
grounds - we would prefer the contract to go to ICL and the British
software industry, if the risks and dbﬁig are not too great. To put
it another way, are we - as Keith has often said we are - attempting

If there is no general view that it would be preferable to buy British

unless the penalties are really serious, then there is not much more
to discuss except the presentation of a decision to go to open tender.

to operate a publiec purchasing policy?

But if the committee agrees that in principle some penalty can' be
accepted as the price-of helping the British industry to acquire new

experience, attention should focus on the size of the technological
gap that ICL has to jump, the risk that it will fail, and the cost
penalties. These cannot be thrashed out in E Committee on the basis
of evidencé available.

The CCTA assessment is that ICL can probably do the job. Logica's
involvement in the consortium makes this more likely and spreads the
national benefits more widely. So things have improved since the CCTA
assessment was made. They thought the penalty was twofold:

Al y a risk of a delay of one year;

(2) a comparatively '"inelegant'" system.

We think these two penalties ought to be more precisely analysed before
a decision is made. If this was done by an inde~endent third party, it
would help the Government to sell the final decision, whichever way it

went. At present, we do not know how likely the one-year delay is, nor

how serious or unavoidable the "inelegance' 'is.

David has suggested the third party idea to Mr Watson of the CCTA.
He saw its merits and thought that Computer Sciences International
might be well-placed to undertake the evaluation. It should be
possible in my view to do this in a few weeks.

o { :,.;_.': -.' ; 3 L . 3




Suggested Agenda

In summary, the meeting should answer the following questions:

(1) Do we in principle want ICL/Logica to get the contract, though
not at any price?

Do we agree on the need to know the size of the gap ICL/Logica
has to jump, the risk that they won't make it, and the cost
of the consequences?

Should we obtain a third papty view (eg from Computer Sciences
International or similar) to analyse the gap/risk/penalty as
a basis for decision and presentation?

I have copied this minute to Robert Armstrong and Robin Ibbs.

(

JOHN HOSKYNS




o gk
E P~ |
(P fad)

Treasury Chambers, Parliament Street, SWI1P 3AG
i 01-233 3000

L

15July 1980

The Rt. Hon, Sir Keith Joseph, MP
Secretary of State for Industry

~

le.

ICL AND PAYE COMPUTERE?ATION

Thank you for your letter of 11 July in which you say
that no-one is suggesting that ICL will be unable to
provide an "adequate" system to support PAYE, given
time. :

I do not think that that reflects my view based on

the CCTA's technical assessment. The issue is not
simply one of giving ICL more time. We need to be as
Sure as we reasonably can not only that we minimise

the technical risks during implementation but that we
get a system which works satisfactorily, not just
adequately, once PAYE is computerised. That is surely
what the current preference policy in favour of ICL
requires when it specifies satisfactory price,
performance and delivery.

Paul Channon may wish to comment, but the CCTA technical
assessment, as I understand it, is that not only will
there be delay to the project before ICL can put together
the full equipment and software to let the Revenue carry
out the detailed design and development of the new system,
but even then the solution proposed is likely to be
operationally unattractive. There is the real risk that
such a system would be liable to breakdown requiring
intervention by computor operators to keep it going or to
delay in responses at the local office level. Frankly I
would not regard such a system as "adequate" for an operation
of the magnitude and importance of PAYE.

I am copying this to the Prime Minister and to Paul Channon.

1,.--"""—-—‘-—-.“_“
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TECHNICAL ASSESSMENT OF ICL PROPOSAL TO SATISEY INLAND REVENUE
(PAYE) REQUIREMENT
(Note by Head of Technical Services, CCTA)

There are two main questions:

a will the ICL proposal satisfy the Operational Requirement
in respect of performance, availability, operation and
timescale?

b are the company capable of demonstrating their proposal
successfully in their stated timescale (ie by end of March 1981)?

2 CCTA have now completed, during the last week, three days of
intensive discussions with ICL about their proposals; officials from
DI and Inlend Revenue were also present. Nevertheless there are no
clear black and white answers to either of the questions or to any
of their component parts but the following paragraphs deal briefly
with each.

3 Proposal

el Performance

In principle the company have®prepared an outline design which appears

to be € basis for a viable solution; but there is a potential shortfall
in performance. The company have admitted that they had (due to a
misunderstending) assessed theworkload based on one hour of peak ectivity
instead of 4 hours; moreover, during this peak period there is only a
10% contingency. They also acknowledge that the sizing did not include

a number of factors (eg batch, operations and network control overheads
and realistic inter- and intra- regional traffic). At best the
performance is likely to prove merginal in the larger regions to mees

the peak conditions as defined. In principle the shortfall could be
overcome by the addition of further equipment but this can only be
confirmed by completion of a detailed sizing which is likely to take

up to 3 months.

3.2 Availability/realisbility

ICL have quoted reliability figures for the S3 system on which their
proposal is based significantly above those previously notified by the
company to CCTA. Those already Khown to CCTA are consistent with those
being achieved by the smaller S range systems, and it would be unwise
to assume figures better than these. Because of the nature of the ICL
proposal, the Inland Revenue Requirement in this area will have to be
restated and it is currently unclear whether the ICL proposal will

meet it; the Revenue may need to review the acceptable level of
interruption of service to local offices. An additional unknown

factor relates to the effectiveness of the automatic detection and
“switch to stendby" system which has yet to receive detailed consideration
by the company.




B Operation

The detailed operational aspects of the proposal have not yet been
considered by either ICL or Inland Revenue. The solution, as proposed,
is not attractive and its manpower and performance overheads have yet

to be assessed. Inland Revenue have referred to these as likely to

be 'horrific' which contrasts with ICL's apparent lack of concern; the
truth will probably be between the two, but the operational implications
of an inelegant design cannot be ignored.

3.4 Timescale

The ICL proposal requires the use of much equipment and software which
has not been used previously in operational circumstances and much

which is still in development., There are also aspects of the outline
design,which, when examined more closely, are almost inevitably going

to reveal further problems. ICL have little previous experience with

co icati ter systems of this scale and it is common
knowledge that all other companies have had to overcome significant
difficulties in their first development and application for this environment
it is no criticism of ICL to expect that they will also meet problems.

3.5 Conclusion ; X

There is no reason in principle why the ICL proposal could not form

the basis of a successful solution to the Inland Revenue Requirement;

it is, however, cumbersome compared with the solutions which some other
companies might propose. This lack of elegance is the consequence

of limitations in their available product range and architectural

design concepts. There is a significant possibility that the amount

of equipment may have to be increased to satisfy the performance (and
perhaps availability) requirements unless the Revenue requirement can be
made less exacting; this will increase the complexity and cost.

Since the proposal is also based upon much new equipment, and software
not yet nsed operationally; since the design has not yet been developed
in detail; and since ICL have not yet much experience in the development
and setting to work of large communication based systems: the risk of
slippage to the Revenue timescale is probsbly in excess of a year.

4 Demonstration

4.1 Adegquacy

ICL have proposed a partial demonstration, composed of one sub-region
module with the standby module, which is intended to represent the full
workload of each module plus the interconnection arrangements; they
consider it unnecessary to build a whole region to demonstrate their
capacity to meet the whole Requirement. However, they have now

agreed to provide simulation of the load of the other sub-region
modules; but this may put at risk their end of March date for
demonstration. ICL will not have sufficient equipment available in
the timescale to mount a larger demonstration.

We believe the ICL demonstration proposals, enhanced to provide
simulation of missing sub-regions, would be sufficient to prove ICL's

2




capacity to carry through the Revenue Requirement, provided the total
loads are assessed carefully, since there is likely to be a §
performence shortfall. The company will also need to satisfy us
that, should there prove to be a performance shortfall, additional
equipment can be connected in an operationally viable manner to
overcome this.

4.2 Timing

There is undoubtedly confidence in the company in their capacity to
mount a demonstration successfully by end of March 1981, but they
recognise that availability of equipment (particularly S3 machines)
puts a tight constraint on the timescale. CCTA slso believe that the
enhancement to the work (ADNET) currently being performed under a

DI development contract may prove greater than ICL admit; but sgainst
this it has to be recognised that the ADNET teem are very familiar
with their tool.

There must therefore be significant risk to a demonstration date of
end of March 1981 for logistic and development reasons (plus the
potential impact of industrial action within ICL); but we would have
reasonable confidence that the delay should not exceed 2-=3 months.
But if the demonstration is based on ICL's present sizing there is
a significant risk of it failing to provide adequate performance
(see 3.1 above). This may not be serious provided that the company
can satisfy us that the configuration can be viably extended.

5 Summary

From the evidence available we conclude that there is a prima facie case
that ICL could provide, given time, a technically acceptable solution

to the Inland Revenue Requirement; however, there must be significant
risk to the proposed timescale of the project of at least one year
brought about by the use of much new equipment and software, by system
design problems yet to be properly appreciated, and by the company's
inexperience of such systems.

We also conclude that ICL would find it difficult to run an acceptable
demonstration by rMarch 1981, but that slippage should not exceed % months.
However, the demonstration would, on present evidence, be likely to

show a performance shortfall; this could probably be remedied (at

extra cost and complexity).

While, if delays are acceptable to the Inland Revenue, we would have
reasonable confidence that the ICL proposals represent a viable method
of meeting the Requirement in time and that this can be acceptably
demonstrated by mid-1981, they do not represent an attractive solution
to the Requirement, largely due to the intrinsic inelegance of the
design. More attractive solutions would undoubtedly be proposed by
other companies.

A

R A BALLARD
1 July 1980
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ADDENDUM TO TECHNICAL ASSESSMENT OF ICL PROPOSAL TO SATISFY
INLAND REVENUE (PAYE) REQUIREMENT,

(Note by Head of Technical Services, CCTA),

Since writing the Technical Assessment at 1 July 1980, there
have been further discussions with ICL to pursue some of the
aspects of concern, In particular, these have concerned other
Company projects for Transaction Processing Systems, Reliability
and Automatic "Switch-over to Standby" techniques,

We are now aware of a development for a similar application at
Barclay's Bank in South Africa; however, since the scale of the
project is very much less, its timescale similar to PAYE but
using different system software this experience is unlikely to
influence greatly ICL's competence to satisfy the Revenue
requirement timeously, Work has now been committed to enhance
the resilience of the software to improve the reliability of
the system; this work will not complete for some two years but
one can have rcasonable confidence that its targets will be
achieved, This reliability improvement is likely to be
insufficient to make unnecessary the Standby feature of the ICL
proposal and it is evident that effective asutomatic switchover
methods have not yet received detailed consideration by the
Company and their practical effectiveness remains in doubt.

These discussions have re-affirmed the view therefore that while
ICL should be able to meet the Inland Revenue requirement given
time, there is significant risk that the proposed Project
timetable is likely to slip bw at least one year,,

10 July 1980




Logica Holdings Limited 84 Newman Street Data processing , ' .
London W1A 4SE Communications software = =
England Data communications

PABH/HMB/H456 Systems engineering
telephone 01-637 9111 Management sciences

14 July 1980 telex 27200 Mathematical analysis

The Rt. Hon, Mrs. Margaret Thatcher, MP

]
10 Downing Street, HOOICG
London. SW1.

O

THE PROPOSED AUTOMATION OF PAYE FOR THE INLAND REVENUE

I understand that this week you and your colleagues are
to discuss the supply of equipment and associated
software for the proposed automation of PAYE. If the
Government decide to go single tender to ICL, then ICL
and Logica will form a consortium to bid for and

under take this project.

The formation of the consortium is for the moment
precluded by the Civil Service Department whilst the
procurement procedure is being decided upon. This is
because of my own personal association with the project
during the past two years, first as a member of the
Chairman's' Steering Committee and second, as a member
of the Review Team called for by the Chancellor of the
Exchequer.

I write to say that I am confident that together ICL
and Logica can meet the needs of the Inland Revenue on
this project. I say this fully aware of the task to be
undertaken, the capabilities and resources that are
needed, and the risks involved. Furthermore the
successful joining together of ICL and Logica in this
consortium would set a precedent with major potential
export benefits for the UK computer industry in the
fiercely competitive international market place.

s Sincerety,
"Pulip Hvgmes

Philip Hughes
Chairman
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10 DOWNING STREET

. From the Private Seccretary
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The Prime Minister has asked me>to '_ h'\nh vou 1‘01‘
your ‘letteriof 4 July. about the! proc uvcment 01‘ ccmrmfe‘rs
for the Inland Revenue's proposed PAYE project..  She
notes that you have put your views personzlly to the
senior Ministers involved in this question. The points
you made then, and in your lettar, are being given'very
careful consideration, and the Prime Minister does not
feel'thativa fhrthexr personal n-r-"e"inp; at th:& tarre would

: likely To.-'ad'ri tos thesvery Full undb“standlnfr thn ¢
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWI1E 6RB
TELEPHONE DIRECT LINE o01-212 2507

SWITCHBOARD 01-212 7676
Secretary of State for Industry

‘\ July 1980

Rt Hon 8ir Geoffrey Howe QC MP
Chancellor of the Exchequer

HM Mrasacuiry | I J ‘
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Ps|sec

Treasury Chambers
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ICL AND PAYE COMPUTERISATION VAR AuSiesbes )

] : MR AticenSonCon i le_)
1 I should like to enter this posteript to last Thursday's
meeting. '

2 DNo-one is suggesting that ICL will be unable to provide
an adequate system to support PAYE. The concern is over
delay. But whether, and if so to whet extent, selection of
ICL as opposed to another manufacturer will increase the risk
of delay is a matter of conjecture,not certainty. In this
connection I understand that the CCTA have pointed out that
the main risk of delay to the overall programme (which is
not scheduled for completion until 1987 at the earliest)
will lie in the work for which the Inland Revenue is
responsible - and not to possible delay attributable to ICL
in the very early stages of the project.

- 35 What is certainty, not conjecture, is that the loss of
this major contract (coming so soon after the decision on
the CAA radar) will strike a further extremely damaging blow
at the UK's electronics industry which hitherto has been one
of our success stories. This is not simply a question of jobs
or loss of morale among the skilled workforce of ICL - or even
of a reduction in immediate earnings. It putsat serious risk
what is generally acknowledged (even within the industry itself)
to be the key component in the UK's indigenous computer industry;
ICL has production plants and software design facilities ranking
with any in the world in terms of equipment, skills and quality
of product.

4 1 recognise of course that the Inland Revenue have not had
an altogether happy experience with ICL in th§ past and that
they have an understandable concern to reduce'as far as possible
the risks and problems which are inherent in any major computer
project. However the fact remains that ICL's new products have

/stabilised




stabilised significantly, and its general performance significantly
improved, over recent months.  This process will continue through-
out the quite considerable period which remains before the first
equipment is required next year. In this situation I am convinced
that a decision not to award the contract to ICL will generate
vociferous criticism of a kind which we will not effectively be
able to rebut by pointing to possible difficulties at a future

date.

5 My conclusion is thig: the choice is between a possible marginal
additional risk if we select ICL for this project, and the certainty
of severe damage to ICL if we try to protect ourselves from this
potential risk.

6 I am copying this letter to the Prime Minister and to Paul
Channon. -

A CYin i'
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000 /0July 1980

M Pattison Esq
Private Secretary
10 Downing Street

aAasiwdhb,

You wrote to me on .7 July enclosing a
copy of a letter of 4 July to the Prime
Minister from Mr Chappell, Chairman of
ICL, about procurement of the computers
for the Inland Revenue's proposed PAYE
project.

The Chancellor discussed this briefly
with the Prime Minister when he saw
her this morning and it was agreed that
she would not take up the Company's

request to see her personally, at least
at this stage.

I suggest the attached reply.

Voors «E\M‘Jj ;
Cideasd Gotansr -
R I TOLKIEN




DRAFT LETTER FROM THE PRIME MINISTER TO
E P CHAPPELL ESQ CBE, CHAIRMAN ICL

about the procurement of computers for the

Inland Revenue's proposed PAYE project,

The Prime Minister has asked me to thank

you for your lettquzrgﬁe notes that you

have put your views personally to the

senior Ministers involved in this question.
The points you made then,,ﬁhd in your letter,
are being given very gﬁféful consideratian
and the Prime Ministgf does not feel that
a further_personal/ﬁeeting at this stage
would be ﬂikely/fg add to the very full
understa/ding fhe Government now has of the
Company/s p¢sition with regard to this

project.




10 DOWNING STREET

From the Private Secretary 7 July 1980

I enclose a copy of a letter from ICL
to the Prime Minister about the Inland Revenue
PAYE computer project.

ICL's Chairman sets out the company's view
of the case for single tender procedure, and
asks for a meeting with the Prime Minister to
press their case.

I should be grateful for your advice as
to how the Prime Minister might respond.
It would be most helpful if this could reach
us by Friday, 11 July.

I am sending copies of this letter, and
its enclosure, to Catherine Bell (Department
of Industry) and to Jim Buckley (Lord President's
Office). '

\‘ ‘t"‘.\ k-\\ {)

Richard Tolkien, Esq.,
HM Treasury.




10 DOWNING STREET

From the Private Secretary 7 July 1980

I am writing on behalf of the Prime
Minister to acknowledge your letter of 4 July
about the Inland Revenue PAYE computer
project,

This is receiving attention and a reply
will be sent to you as soon as possible,

E.P, Chappell, Esq., CBE,




ICL Limited ICL House Putney London SW15 1SW

Telephone 01-788 7272 Telex 22971

The Rt. Hon. Margaret Thatcher MP.,
Prime Minister,
10, Downing Street,

London, SWI. hLi T;.b I980

PW Pfh:-.... NMM", L:

The forthcoming Inland Revenue PAYE Computer Project is a procurement
of critical importance to both ICL and the British computer industry.

The current procurement policy is designed to help strengthen the
British computer industry to compete effectively against the dominant
U.S. suppliers, who already hold a 70% share of the world market, and
85% of the EEC market.

A successful partnership exists between ICL and Her Majesty's Government.
It has been reflected in the availability of development support through
the mid 1970's, and the procurement policy for this high technological
industry. I't demonstrates that backing commercial winners by enlightened '
procurement does work. [ICL's management over the years has responded to
this opportunity and the U.K. now has a significant presence in the world
computer industry. - This national asset compares favourably with the
German and French industries which with much greater support have done

less well.

We have now had the opportunity of meeting your Ministers who are currently
deciding whether to proceed to single tender with ICL for the PAYE Project,
or to authorise open tendering when bids would also be invited from U.S.
suppliers. |f this happens it will, in our view, be seen as a public
expression of Her Majesty's Government's lack of confidence in the national
computer industry.

There can be no call for such a lack of confidence. | can assure you
that ICL has the human skills and the technology to carry out the job
successfully.  ICL's management is totally committed to that success.

The PAYE Project is attracting widespread attention and comment in
Parliament, the computer industry, and the international press. Speculation
that the order may go to open tender and not to ICL under the terms of the
present Government procurement policy is also arousing concern in the City.

ICL's 1979 positive contribution to the balance of payments of £53 millions

helped to contain the current annual deficit of nearly £200M created by
those U.S. suppliers who might expect to bid against ICL for this Project.

E P Chappell cse

Chairman

Registered office ICL House Putney London SW16 1SW Registered in England no 142200




Should the PAYE order go to open tender, then irrespective of the
outcome, ICL's competitive position at home and especially overseas
would undoubtedly be damaged as well as that of the other British
software and communication equipment companies who would be working
on the project with us. The wider strategic implications of this
order go beyond just the interests of ICL.

On the other hand, the award of this highly important order to ICL
will be seen everywhere as a signal mark of your Administration's
confidence in British industry, and in my Company.

| believe ICL deserves and has earned the full support of Her Majesty's
Government as a British company which by any standard is demonstrating
success and Britain's will to win, despite severe competition and
present economic uncertainties. Your approval for Her Majesty's
Goyernment to proceed to single tender with ICL under the terms of

the current U.K. procurement policy is therefore strongly urged.

ICL can meet the requirements of Inland Revenue, and the charge to do
so will be undertaken with dedication and the full resources of my
Company.

This is such an important national issue that | would request the
opportunity of yisiting you with Dr. C.M. Wilson, our Group Managing
Director, to secure your support,

Yours sincerely,

= LLT C.L7,f.,_((

E.P. Chappell
Chairman




Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

7th December, 1979

ﬁ4ﬂ”ﬁ;~,

I understand that the Prime Minister,
like the Chancellor, expressed some interest
in the Sunday Times piece on computerisation

of PAYE. I attach a copy Ol 0 THOCE. e

by Sir William Pile on the article, together
with a copy of the article itself.

I am copying this letter to
Sir William Pile's Private Secretary.

Y"”’ '

{fMa
i
B S Ee TOLKEEN

T. P. Lankester, Esq.,




THE BOARD ROOM
INLAND REVENUE
SOMERSET HOUSE

4 December 1979

CHANCELLOR OF THE EXCHEQUER
PUBLIC ACCOUNTS COMMITTEE : COMPUTERISATION OF PAYE

1. You may have seen the brief report in this week's

Sunday Times on what I said to the PAC on 19 November about
our PAYE computer project (copy attached). As the report
quotes some of my remarks rather out of context, I thought

' you might welcome a brief comment from me.

2. The PAC questioned me about the study which we published
last March (PAYE - Possible Future Developments) examining the
implications of computerisation for possible future changes

in tax policy. The answers I gave summarised the results

of our study; there was nothing new in what I said.

3% On short-term benefits, I made the comment that it was

still possible to introduce the taxation of benefits manually
: LI

before the computerisation project got fully under way. As

you know, we have been working towards introducing taxation
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of unemployment benefit by April 1982; this is a feasible -
————

though tight - timetable, but clearly there is little we can

say publicly about it at this stage.

4. I did say that we could not implement tax credits or
self-assessment until the system has been computerised. This
is not a case of computerisatioh preventing changes which
would otherwise be possible, as the Sunday Times implies; we
explained in our published study why neither of these changes
could be introduced satisfactorily without computers, and the
most practical road towards them - indeed, almost certainly,
the only road - is to start by computerising the present
system.

b Our study quoted expenditure tax, local income tax and

greater graduation of income tax as reforms which would be
helped along by computerisation but would still not fit easily
within the present PAYE system. For an expenditure tax, we
would have to look not only at the taxpayer's income but also
at his other receipts and his savings; for a local income tax,
we might have a multiplicity of local rates; and for a very
highly-graduated income tax, with no basic rate, deduction of
tax at source from many types of income would be much less
likely to produce the right answer automatically. So for all
these changes, we should probably have to make manv more end-
of-year assessments than we do now; and the precise coding
and cumulative deduction provided by the present PAYE system
would serve little purpose because an assessment would often
be needed at the end of the year anyway. The computer system
devised for PAYE (and possibly the underlying departmental
structure) could not, as they will stand, cope with these;
they would need to be adapted, probably fairly radically.
Selective quotation of my explanation of this to the PAC




makes it sound as if we are ruling out these options for all
" time, but I think that the transcript, when it is available,
will make the position clear.

6. The Sunday Times article also suggests that from 1983

to 1987 "any alteration to the tax system" will be virtually
impossible. In my evidence to the PAC, I made the point -
which will, of course, be familiar to you - that from 1983

to 1986, when our computer system is actually being introduced
by stages, it will not be possible to make structural changes

in the tax sfggem. But I made a point of saying to the PAC

‘that we expected to be able to cope with normal Budgetary

changes throughout that period.

7 I have considered a letter to the Sunday Times spelling
P//// matters out, but on the whole I doubt if this would be worth

while. I thought, however, that I ought to let you have a

note, in case the Press reports led you to think that we had
»/// altered our position. I believe that No.10 have also shown

an interest in the Sunday Times report, and you may like to
send them a copy of this note.

it A

William Pile
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' by Patience Wheatcroft

GOVERNMENT plans to tax
short-term benefits to strik :rs’
families may be delaved uniil
1987 unless decisions are taken
rapidly. Sir William File, head
of the Inland Revenue, has
warned MPs that any drastic
changes invelving the structure
of the tax system, such as a
switch to self-assessment or rax
credits, are virtually ruled out
before 1587. In cfect, any such
reforms must be decided within
the next three months.

Mrs Thatcher’'s wish to tax
strike pay and supplementary
benefits, which she believes pro-
long strikes, could be thwarted
for the life of this Parliament
unless the Revenue is given Arm
instructions soon. “Time is run-
ning out, and the window is
closing,” declares Sir William.

At the root.of the problem is
the invention which was sup-
posed to open daors rather than
close windows, the computer.
The Revenue has just completed
a 22-month feasibility study for
computerising the tax system.
Once it gets the government go-
ahead for the computerisation,
expected early next vear, any
alteration to e tax system will
be extremely costly and unwel-
come, and, from 1983 to 1987,
\rirtual]ﬁ impossible,

MPs heard of how their hands
would be t'ed on {uture taxation
policy wien Sir William ap-
peared before the Public
Accounts Commitree.

Asked what policy changes
might be implemented betore
1957, he replied: *Well, at a
push it is still possible to alter
the taxation of short-term bene-

fits manually. There is still a
window that is available to do
that . . . if the Government .. .
knew what they wanted to do
and acred quickly.”

Sir William made it clear,
however, that self-assessment or
tax credits would be impossible
to implement before the com-
puter system is fully opera.
tional in 1987. Other alterna.
tives to our pay-as-you earn
system are being excluded
bhecause of the computer system
likely to adopted.

“1 am fairly sure we could
not switch to an expenditure
tax and use that same system,”
said Sir William. “We could
not, I think, live with the intro-
duction of a local income tax.. ..
Ana I don’t think we could
switch to a verv highly gradu-
ated income tax.”

At current prices the com-
puter svstem is likelv to cost
around £130m. If Ministers give
the expected green light, the:
contractz for hardware should '
go out for tender early next;
vear and be awarded by early -
1981. Computerisation will be !
?ggged in between 1583 and

The Revenue argues that once
the system is fully computer-
ised, it will be far more
flexible. It insists that withour
the computer any switch 1o
tax credits or self-assessment
would be quite our of the ques-
tion. But for any Chancellor of
the Exchequer to be so limited
in taxation policy for such a
prolonged period must be un-
precedented.
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