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COMMERCIAL IN CONFIDENCE

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

Tim Flesher Esq
Private Secretary
10 Downing Street

2| Ap | 1911
ﬂaﬁ(\
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PROCUREMENT OF MAINFRAME COMPUTERS

Thank you for your letter of 7 April reporting the Prime Minister's
agreement to the proposals in.my Secretary of State's minute of

27 March. You indicated that the Prime Minister would wish to be
assured on a number of points.

My Secretary of State fully accepts the need to ensure both that
ICL provide a high standard of prompt service and that as much
as possible of his Department's computer requirements are put

to competitive tender.

We have already taken a number of steps to ensure that we get

full value from the Department's considerable investment, or
potential investment in ICL. Progress on the Department's wide
range of computer activities is reviewed at quarterly meetings

of the Social Security Management Board (SSMB), the main operational
control body for social security matters; the Managing Director of
ICL, Peter Bonfield, has been asked to attend these meetings. We
are also setting up regular review meetings with senior ICL officials
to ensure both that equipment and support services are up to
specification standards and that the company remains fully

committed to achieving our operational strategy. Any issues
unresolved at these meetings would automatically be raised at

the SSMB. We are confident that this mechanism will mean that
issues are resolved quickly.

We are currently negotiating a comprehensive agreement with ICL
for all DHSS's future dealings with the company. Its main aims
are to streamline procedures wherever possible without loss of
quality controls and to negotiate discount arrangements which
adequately reflect the large amount of business we do with ICL.
In this way we intend to ensure that a single tender decision
does not mean we lose the advantages which normally accompany
open competition.




E.R.

We also intend that as much as possible of our computer equipment
and service contracts are secured as a result of competitive
tendering. Your letter mentions the two major areas - computer
terminals and communications network - where contracts are to

be let over the next year or so. The contract for terminals is
to be let by the end of June and follows keen competition among
the three shortlisted companies (Wang, Honeywell and British Telecom)
who were themselves chosen from among a much longer list of
potential suppliers. The communications network contract will
not be let until next year but interest has already been
expressed by a wide range of potential bidders. We expect this
to be a highly competitive process and no options will have been
closed by the imminent decision on terminals. It is also our
policy to go out to competitive tender on programming or other
technical or consultancy services wherever practicable.

I am copying this letter to Private Secretaries to members of
E(A), Tony Galsworthy (FCO), Michael Saunders (Law Officer's
Department) and Michael Stark (Cabinet Office).

\7(/\/\/3 A~

i L

GILES DENHAM
Private Secretary







THE PRIME MINISTER

PROCUREMENT OF MAIN FRAME COMPUTERS

| have seen Norman Fowler's minute to you of 27th March, the response
from your office of 7th ‘April, Peter Brooke's minute to you and

Kenneth Baker's letter to Norman.

Procurement of computers on a single tender basis gives rise to complex
legal hazards. | discussed these in the letter annexed to my minute
to you dated 24 July 1985. | agree to the procedure suggested by
Norman Fowler but must stipulate that each proposed procurement be
individually cleared by his lawyers. If in any instance they remain
anxious on a legal point | shall of course be happy to advise. | would,

however, need full instructions.

Copies of this minute go to the members of E(A), Sir Geoffrey Howe

and Sir Robert Armstrong.

E?Lf A %a S LS

14 April 1986

Law Officers' Department.

CONFIDENTIAL
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FCS/86/096

SECRETARY OF STATE FOR SOCIAL SERVICES

Procurement of Mainframe Computers

1. Thank you for copying to me your minute of 27 March to the

Prime Minister. The potential conflict between our decision to
go for single tender and the requirements of the EC directive

on public procurement were fully weighed last year. There could
be some risk of legal challenge by one of ICL's competitors
given the value of the contract (£50 million) and the fact that
competitive tender for the related equipment (computer terminals,
communications networks etc) will make it impossible to disguise
the existence of the contracts from other major computer
manufacturers. But on the basis that nothing has changed since
last year to affect the Law Officers' advice that we would have
a reasonable prospect of defeating any legal challenge to the
single tender decision, I am content for you to go ahead as

you propose,

I am copying this letter to the Prime Minister, Members
of the E(A), Sir Michael Havers, Sir Patrick Mayhew and

Sir Robert Armstrong.

(GEOFFREY HOWE)

Foreign and Commonwealth Office
10 April 1986

CONFIDENTIAL







FROM: Minister of State

7 April 1986

PRIME MINISTER

PROCUREMENT OF MAINFRAME COMPUTERS

Norman Fowler minuted you on 27 “March proposing a framework for
the procurement of mainframe computers by DHSS in the 1light of
the decision by E(A) on 29 July 1985 that the mainframe computers

for his Local Office Project should be purchased by single tender
o TCL.

I am content with Norman Fowler's proposal that advance notice
should be given of each procurement decision, and that each of
the projects on the list enclosed with his minute should be the
subject of a single-tender approach to ICL, provided no unforeseen
cost or other difficulties emerge. I suggest that Norman's
officials discuss each project with Treasury officials in advance,
as part of the normal procedure for the approval of projects
which exceed the level of financial authority delegated to DHSS.
This would enable officials to identify any difficulties before

the project is brought to our attention.

I am also content that the Departmental Central Index procurement
which is due to begin next month should be by single tender to
£ ot EY There does not seem to be the same need to announce this
decision as in the case of the Local Office Project but, if any-
thing is contemplated, I should be grateful if Norman's officials
could discuss it in draft with mine and, I suggest, those of
the Solicitor General and the Secretary of State for Trade and

Industry.

I am copying this to members of E(A), Michael Havers, Patrick

Mayhew and to Sir Robert Armstrong.

PB.

PETER BROOKE







2 MARSHAM STREET
LONDON SWIP 3E
01-212 3434

My ref:

Your ref:

‘—7 April

PROCUREMENT OF MAINFRAME COMPUTERS

Thank you for copying to me your minute of 27éuafbh to the Prime
Minister in which you seek agreement to handling future mainframe
procurements without the need to involve the Cabinet Committee on
each occasion.

Qs
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The decision taken last year has already effectively
that the ICL will supply the main frame computers r
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content that you should now proceed as you

notice of each procurement decision tc the Chanc

Exchequer, the Solicitor General and the Secretary
Trade and Industry.
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I am copying this letter to the Prime Minister, Members of E(A),
Sir Geoffrey Howe, Sir Michael Havers, Sir Patrick Mayhew and tc
Sir Robert Armstrong.

s

KENNETH BAKER

The Rt Hon Norman Fowler MP







10 DOWNING STREET
7 April 1986

From the Private Secretary

."’\-

e

The Prime Minister has now seen your Secretary of
State's minute of 27 March about the procurement of main
frame computers. She has agreed to your Secretary of
State's proposal and in particular to the single tender
approach to ICL. She very much hopes however that your
Department will be making arrangements to ensure that ICL
deliver on time and to specification given the substantial
computer contracts over the next five years which they are
being guaranteed. Moreover, she further hopes that your
Department's undertaking to put as much of its’ computer
requirements as possible out to tender will be carried out.

The Prime Minister would wish to be assured that the
computer terminals, the communications network linking them

together and the software programmes will all go out to
competitive tender. Perhaps you could arrange for comments
on both these points to be provided as soon as is
appropriate.

I am sending copies of this letter to Private
Secretaries to members of E(A), Tony Galsworthy (Foreign and
Commonwealth Office), Michael Saunders (Law Officers'
Department) and to Michael Stark (Cabinet Office).

(TIM FLESHER)

Giles Denham, Esq.,
Department of Health and Social Security.
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PROCUREMENT OF MAIN FRAME COMPUTERS SusgAed \.3 il
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E(A) decided last July to buy main frame computers for the

—————————

Local Office Project (LOP) by single tender to ICL. The LOP

s tH o

covers the non-contributory means-tested benefits. Norman

—

Fowler now wants to procure replacement computers, totalling

about £50m, to handle the contributory benefits by single

—

tender to ICL as well. This is consistent with the E(A)

decision last July, and I recommend you agree.

But you may want to add two comments. First, a Government

ey

committed to free markets can never be entirely happy with

————————

single tenders. Norman Fowler must keep his promise to put as

much of his computer requirements as possible out to open

——

CAffyk/t;ender. He should be able to assure you that the terminals,
/

/ the communications network linking them together, and the

VA. software programs will all go out to competitive tender.

Secondly, the DHSS admitted in their paper last July that ICL

have a reputation for delivering equipment late and with

technical faults. ICL will be facing the juicy prospect of a

—

—

\\f’y lot of guaranteed computer contracts from the DHSS over the
W/

next 5 years. What arrangements will the Department be making

| —

to keep pressure on ICL to deliver properly working equipment

on time?
\_'/‘“

Dowd Wkkokke

DAVID WILLETTS
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PRIME MINISTER

PROCUREMENT OF MAINFRAME COMPUTERS

You will recall that after consultation with the Law Officers I
wrote to you and colleagues on E(A) Committee last July seeking
agreement to procuring mainframe computers for our Local Office
Project (LOP) by a single tender to ICL. This approach was
endorsed by E(A) at its meeting on 29 July and I announced the
decision, along with the go-ahead fbr a LOP prototype, on

11 September. The purpose of this minute is to seek your agreement
to a framework for handling future mainframe procurements so as to

————

avoid the need for detailed consideration in Cabinet Committee on

each occasion.

The principal reason for a single tender approach for LOP was that

our aim of a fully integrated computer system was only attainable
——

if all mainframe computers shared the same technical architecture.

R

This meant choosing one supplier for all strategy mainframes and

in view of my DepartﬁgHETg_;;I;ting investment in ICL equipment and
software it was essential that the supplier chosen be ICL. These
considerations apply to future mainframe procurements within our
Departmental Central Index (DCI); subsequently we shall need new

e —

mainframes to replace existing ICL systems where we will be
e e e

retaining (and enhancing) the ICL based software. We therefore

need to establish a clear basis for handling these procurements.

My officials have discussed the proposed procurement approach with
their counterparts in the Treasury, CCTA, DTI anr the Treasury
Solicitors. The way forward has been agreed and the projects

———

requiring a single-tender approach to ICL have been identified.

The attached list gives brief details. Unless you or colleagues
see any difficulty, I would propose simply to give advance notice

of each procurement decision to the Chancellor of the Exchequer,

the Solicitor General and the Secretary of State for Trade and




Industry. I would hope this minute could be regarded as serving

that purpose for the DCI procurement, which is due to start with

the issue of an Operational Requirement next month.

I would be grateful to know of any reservations about this approach

by 7 April.

I am copying this to members of E(A), Sir Geoffrey Howe,
Sir Michael Havers, Sir Patrick Mayhew and to Sir Robert Armstrong.

1\ March 1986




PROJECT/FUNCTION

Departmental Central Index (DCI)

Will provide an essential tracing service
for all social security computer systems.

Retirement Pensions

This project will replace the existing ICL
mainframe computers handling Retirement
pensions as they near the end of their lives.
The system will also be redesigned to bring

it in line with Operational Strategy standards
thus facilitating integration with LOP and
other systems.

National Unemployment Benefit Systems (NUBS)

This project inwolves the replacement of the Both
existing ICL mainframe computers and redesign

of the system to permit future integration

with the rest of the social security

computer network.

National Insurance Contributions

The ICL hardware serving the existing system Hardware
will be due for replacement towards the end

of the decade. The software will be

similtaneously enhanced to provide local

office staff and other computer systems

with direct access to records as a step

towards a fully integrated social security

system.

Six 2988 mainframes or
one 3900 series level
80/2 dual node Estriel

Mainframe camputers
(exact number still to
be determined)

Possibly 10 mainframe
computers

6 Mainframe camputers

Annual licence

£5.5 million.

£9 million

£28 million

£7 million

£250,000

ANNEX A

DATE FOR ISSUE OF OPERATIONAL .

April 1986

July 1986

1987-88




PROJECT/FUNCTICN HARDWARE OR SOFTWARE

DATE FOR ISSUE OF OPERATIONAL
TO BE PROCURED REQUIREMENT

Child Benefit

Like Retirement Pensions, this system will

Detailed mainframe
be redesigned in line with strategy standards requirements not yet £7.8 million
as the hardware nears the end of its life.

determined







2 MARSHAM STREET
LONDON SWIP 3EB

01-212 3434

Myref: J/PSO/15935/85

Your ref:

|, July 1985

RN
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LOCAL OFFICE PROJECT

of the 19 July about the proposal to procure mainframe computers
for the HSS Local Office Project on a single-tender basis
from ICL.

Thank yoféfbr copying to me your minute to the Prime Minister

The judgement is a difficult one in the light of the arguments
set out 1in the paper. However experience 1in my Department
certainly suggests that industry standards have not yet advanced
to the point where the equipment of different manufacturers
can be mixed without encountering technical risks,6 and possible
timing and other penalties. This is quite apart from the question
of providing support to ICL. For my part I am content with
the course of action proposed.

I am copying this letter to the Prime Minister, Members of
E(A), Sir Geoffrey Howe, Sir Michael Havers, Sir Patrick Mayhew
and to Sir Robert Armstrong.

\\/ NAA~ Q“*—'*—”"
N |
Ao

PATRICK JENKIN

C O, NeE.1 D E N

The Rt Hon Norman Fowler MP







PRIME MINISTER 26 July 1985

DHSS LOCAL OFFICE PROJECT: MAINFRAME COMPUTERS

The DHSS and DTI papers muddle up two different questions:
———

Should we go to open competitive tender?

ii. Should we eventually buy the ICL mainframes?
=/

The crucial question at this stage is the first one. We

believe you should have an open tender because:

>

A contract awarded to ICL on merit after fair open

competition does much more for the company than one won

—

by fixing the rules in their favour. The requirement

P

for intercommunication with other benefit computers can

——

. . /-7 L . . . .
legitimately be put into the contract specification.

If the case for ICL is as strong as Norman Fowler and
__———-'—“—f

Norman Tebbit believe, they can win the contract in

——— el

fair competition. If not, they shouldn't get it. And

e —————————————————

that is surely the implication of point iv. on page
of the Attorney General's letter: "It would not be
economic for any of ICL's competitors to supply the

el

computers for LOP on the basis that they would have

meet the consequential costs of thus adapting the

software and data Ease. It makes more technical and

financial sense to use ICL machines."




Serious risk of legal challenge. The Government does
not have an agreed policy of integrating the different
benefit systems quite as closely as Norman Fowler
claims. So the Law Officers' advice shows that they

| are increasingly nervous that we could be challenged in

the European Court.

iii. We have a clear preference for putting such contracts

out to open tender.

e ey

The papers are surprisingly light on arguments against open
—— e -

tendering, as distinct from arguments in favour of

eventually buying ICL. The only one I can find is buried in
N

paragraph 6.5 of the DHSS paper. They argue that going

straight to ICL will "bring forward by several months the
_h\*

time at which staff reductions can be achieved. This would

—

save some £8m a month, eventually". But:

———

A lengthy EEC court case might actually slow things up

e —

compared with a fair competitive tender.

Writing a detailed project specification is essential
anyway. It is a salutary discipline. The question is
whether the specification is then sent just to ICL or
to other companies at the same time. The Efficiency
Unit Report on Capital Projects shows that we pay

dearly for skimping at the early stages.




Getting ICL to compete should mean that we get a lower

price from them than otherwise.

We therefore recommend that you go for an open tender.

Qand. Wk

DAVID WILLETTS
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PRIME MINISTER

E(A) (85)16th MEETING AT 10.30 AM ON MONDAY, 29 JULY
DHSS LOCAL OFFICE PROJECT (LOP)

(Minute from the Secretary of State for Social Services of

A

G A 19 July; Minute from the Solicitor General of 24 July; FCAUL

Minute from the Secretary of State for Trade and Industry
F ARG € of 25 July)

BACKGKOUND

The Secretary of State for Social Services seeks agreement to purchase

the main frame computers for LOP (initial contract value about £30

million) from ICL by single tender. This would not be in accord with

———

normal Government policy of open tender, or with the EC or GATT rules.
Mr Fowler argues, however, that technical considerations justify this

course and should be sufficient to defeat a legal challenge if one

were mounted.
/‘
2 The Solicitor General had originally advised that the circumstances

Lo

of this case could justify exceptional single tender procurement under
——

EC and GATT rules. In his Minute of 24 July, however, he explains

that his advice was given upon certain premises about Government

Policy on the integration of all DHSS benefit systems which are now in

doubt. The Treasury are clear that the Government are not yet
committed to this integration. Although this may be the present DHSS
intention, each stage of further development will need to be properly

cost justified at the time.
MAIN ISSUE

3. It is unsatisfactory that DHS hould have brought this issue
forward without adeqﬁgﬁe consultation and with continuing dispute on

1
CONFIDENTIAL
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key elements in the argument. However, Mr Fowler is pressing for a

decision before the recess andyou will wish to see whether it is

possible to reach agreement in discussion on the propsal for single

P——

—

tender procurement from ICL.

———

e e e e———

The ¥DHSS Computer Strategy

4. The DHSS computerisation programme, which was outlined in the June

Social Security Green Paper, will stretch over 20 years, producing

—— E——

estimated savings of about £1800 million by the year 2000 for an invest-

e

ment of about £700 million. The aim is to facilitate wider, quicker

e el

and easier access to records on all aspects of the social security
system, and to make it possible for local office staff to deal with the
whole of an individual's business on the spot (the so called "whole

T —————
person approach'"). This approach, if followed to the 1limit, would

require full integration of the various DHSS computer systems, which is

DHSS' long-term strategic objective.

—

5. The LOP is one aspect of this strategy. It will provide compre-

—\ —

hensive automated assistance to the income support system which wil1l

replace Supplementary Benefit. It will require terminals in local

————————m

Sffigss, a communications network, and central mainframe computers.

——ee—y S

It is the procurement of these computers which is at issue. A number
of manufacturers would in principle be interested, including ICL, IBM,
Honeywell, and Sperry and Amdahl. Normal Government procurement policy
and the EC and GATT rules, requires open competition between manufact-

urers. But DHSS believe they should procure ICL equipment because:

(a) other DHSS systems, including unemployment benefit,

child benefit, retirement pensions, and National Insurance
Somamm— e . :

contribution records, are held on ICL equipment. Full

: : T .
integration of these could only be achieved if local offices
——

have equipment from the same manufacturer;
A —

(b) DHSS staff are trained in and use ICL software.
Operating different systems in parallel would stretch scarce

2

CONFIDENTIAL
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technical resources. Although it would be possible for DHSS
progressively to change to another computer supplier, starting
with the machines for the LOP, and so eventually build up a
compatible integrated network, the burden on the Department of
developing and acclimatising to an entirely different range of

software would be considerable;

(c) if DHSS know at the outset that ICL equipment will be used,

they can begin the detailed prepart10ﬁ§’ﬁaw Thqfarque that

with an open tender it would not be clear until the very last
stage what equ1pment would be used, so that detailed implement-
ation work would be delayed by 12 months, at a cost of £8 million

- ] 1 | b L4 \ 4
~ Fouftou —o lo~es - oo BAS WA

a month. N s .l = (

PP
6. The LOP contract would also have major com@gzgial significance to

ICL (which is why Mr Tebbit supports Mr Fowler's proposal), although
this is obviously nota point the Government could use to justify a

S PR RS R

decision to allow only ICL to tender.

= - -~

7. However, there are risks in going to ICL. Even as a subsidiary of

STC, it is small compared with IBM; and their latest products are less
— ——

a— ~ s . -
powerful than those of their competitors and as yet unproven. ICL have

a good reputation for well engineered and designed products, but have

often delivered late and with many software faults. It is not obvious

—

in any case that the best way to help ICL improve their performance is

to hand them this contract without competition. Moreover, an open
PE——— —

competition might produce a keener price for the taxpayer, and ICL might

still win it. DHSS argue that any saving from open competition would

be outweighed by the costs of the delay involved. But if a single

tender procedure were (as seems most likely) challenged by IBM or

others, the delay could be even longer.

———

The Legal Argument

8. The Solicitor General had advised that if it was settled Government

policy that all DHSS systems should be progressively linked, and thatit
—=

.
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was not technically possible to achieve full integration with existing

systems and software unless future machines were ICL, there would be
——0

sufficient grounds for the exemptions set out in the EC and GATT rules.

The key issue is whether the Government are actually committed to full
integration. The Solicitor General has, in his minute of 24 July,
qualified his advice to make it clear that if the Government's position
i1s only to keep open the possibility of integration if it proves cost
effective when the precise costs and benefits are clear (which the
Treasury asserts to be the case), this would not be a sufficient basis

for single tender action.

9. Given that DHSS computerisation is the biggest such project in
Europe there must be a serious risk of challenge in the courts by IBM
or another company, or by the Commission in the European Courts, if
DHSS proceed by single tender. IBM wish to be loved by European
Governments, but if ICL win this contract their position as sole
supplier to DHSS is assured. If legal proceedings were instituted

before a contract had been awarded, the Government would have to stay

its hand. But DHSS could continue system planning and design and not
too much time would be lost if the Government won the case. The key
issue, therefore, is not so much the risk that action might be started,

but that action might succeed.
HANDLING

10. You will wish to ask the Secretary of State for Social Services

to introduce his paper, and to address the issue of the extent to which
the Government is committed to the integration of the benefit systems
(I understand that he may send a further short minute on this over the

weekend). The Chancellor of the Exchequer or Chief Secretary will wish

to comment on this and also, as Ministers responsible for the CCTA and

for procurement procedures, on the technical arguments and the case
@

for departing from normal procurement procedures. The Solicitor General

will wish to speak on the legal issues and the Secretary of State for

Trade and Industry on the implications for ICL.

4
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.CON(ILLJSIOXS
11. You will wish to reach conclusions on:

(i) whether a defensible open tender could be held which ICL

would win;

(ii) if not, the degree to which the Government are committed

to full integration of all the DHSS benefit systems;

(iii) the risk that a successful court action might be launched

against the Government if it proceeds by single tender;

(iv) in the 1light of (i) and (ii), whether the proposal to

proceed by single tender action should be endorsed.

B

J B UNWIN /C"‘-';‘;D

PS Since the above was prepared Mr Fowler has sent you a further minute (26 July)
on the DHSS' future policy on full integration. He states that they have the 'firm
intention" of moving towards integration of all the major benefit systems. You will
P"’.—\ - - e b - - - - - -

wish to ask the Solicitor General whether in his view this satlgfig§~£hc legal
requirements. His original advice rested firmly on the premise that it was settled

Ministerial policy that all the DHSS computer systems will be progressively linked.

Cabinet Office
26 July 1985

5
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Prime Minister
DHSS LOCAL OFFICE PROJECT

I have seen the Solicitor General's minute of 24 July which seeks
further clarification before he can confirm the advice he had
previously given. The proposal for single tender has been the
subject of extensive consultation between my Department and the
Treasury, as well as with the Law Officers. The Solicitor General's
minute is based on a recent Treasury statement that our policy for

computerising social security is limited to keeping open the

possibility of integrating the benefit systems.

This is not really an adequate statement of my Department's policy.

We have the firm intention of moving towards the technical

integration of all the major benefit computer systems as quickly
as it is practical and economic to do so. This corresponds with

the objectives described in my Green Paper.

Treasury are of course right to point out that further integration
of the operational or policy aspects of benefit systems, or indeed
of benefits and PAYE taxation, will require step-by-step analysis

of the precise costs and benefits. But if we are to be able to
offer the public a more rational and comprehensible system of

social security (such as is at the heart of my Green Paper proposals)
it is essential that we take every opportunity to work towards
simpler and more effective operational arrangements. In order to
follow this path I require the computer systems to move as rapidly
-as is practical and economic to a situation where my Department

can take a clear and consistent view of an individual's or a family's
needs and entitlement across all benefits; where local office staff
will be able to deal with the whole of an individual's business on
the spot; and where we have the capability of restructuring benefit

programmes as policy develops.

CONFIDENTIAL




12.11. CONFIDENTIAL
gachieve these long-term objectives will require the flexibility
that can best come from a network of compatible computers. In the
future we must not be locked into established benefit systems or
administrative practices by our computers. Thus while we will
continue to cost-justify each computer project individually, as
the programme develops and as technology advances, we must do so

within the general strategy of compatibility and technical integration.

I thought I should circulate this clarification in advance of our

discussion on Monday. I am copying it to members of E(A),
Sir Geoffrey Howe, Michael Havers,Patrick Mayhew and Sir Robert Armstrong.

\ (S )\
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PRIME MINISTER

LOCAL OFFICE PROJECT

I strongly support Norman Fowler's recommendation in his note to
you of 19 Julythat the mainframe computers for DHSS's Local
Office Project (LOP) should be purchased by single tender from

ICL.

2 The most important consideration is that DHSS has a clear
operational requirement for all the mainframecomputers needed for
the Social Security Operational Strategy to be closely compatible.
This not only means that the computers for LOP need to be
compatible with DHSS's existing systems; but also that whichever
supplier is awarded the contract for LOP is virtually guaranteed
all the contracts for mainframe computers in the subsequent
phases of the strategy. DHSS's existing systems use ICL
computers and only ICL can offer machines compatible with them.
Even if it made sense for DHSS to scrap this investment in ICL
systems and skills and start again from scratch, I do not think
we should offer IBM or another of the US multinationals the

opportunity to monopolise the supply of computers to the social

security service, particularly when the contract is of major

importance to ICL's mainframe computer business.

3 I was therefore glad to see that the Solicitor General has
advised that there are good and defensible technical reasons for

single tender within the EC and GATT rules.
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4 Norman Fowler also mentioned a further consideration which I
believe could be important, namely the option to integrate the
tax and social security benefit systems at some future date.
This would be much easier to carry out if the computer systems
for administering PAYE and social security benefits were closely

compatible: the PAYE system is, of course, being implemented on

ICL equipment. There is a real danger that if non-ICL equipment

were chosen for LOP, integration might turn out to be

prohibitively difficult or expensive.

5 I am copying this minute to members of EA, Sir Geoffrey Howe,

A

Sir Michael Havers, Sir Patrick Mayhew and to Sir Robert

N

Armstrong.

July 1985

Department of Trade & Industry
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PRIME MINISTER

DHSS LOCAL OFFICE PROJECT

ke [ have advised on the justification for single tender procurement under

EEC and GATT rules. My advice was favourable. [ attach a copy at

Annex A. g

Zn Central to that advice was the premise, expressed at paragraph 4(ii),
that

"although the LOP computers will at first operate
independently of these other DHSS systems, it is
settled Ministerial policy that all the DHSS
computer systems (i.e. those listed above and LOP)
will be progressively linked, so that eventually an

entirely integrated data-base will be created and

the main frame machines will be capable of running

the software from other machines within the system".

—

The premise derived from my Instructions from DHSS, viz. 'The Department's

strategy is firmly committed to the convergence and integration of all benefit

systems in what has been described as the "whole person approach"', a

passage which now appears at paragraph 5.3 of Norman Fowler's paper to
E(A).

o [ have seen his minute to you dated 19 July covering his paper. At

page 3 it is stated that :

"it must be recognised that future plans for integration
are not as persuasive a justification as immediate

technical requirements."

CONFIDENTIAL




CONFIDENTIAL

- page two -

4. I have also seen a copy of a Treasury letter to DHSS dated 19 July

(Mr Watson to Dr Spackman) containing the following passage :

"I do not therefore believe that we can at this stage
say that it is Government policy to go to the level
of integration which your paper now appears to
envisage; we must limit ourselves to what is in fact
the position, that we wish to keep open this
possibility provided that it proves cost-effective when
we are clearer about the precise costs and benefits.
... It may well be that if the Law Officers have not
understood this point they will wish to consider

whether their legal opinion remains as stated to date."

5. [ must make it clear that my advice as to the prospects of bringing
ourselves (in the event of challenge) within the relevant exceptions contained

in Council Directive 77/62, so as to justify the use of a single tender procedure,
was given upon the premise to which I have referred. If the true position
as regards the Government's policy is as described in the Treasury letter the

prospects are very different. It is probable that we would fail.

6. It is difficult to envisage with precision any intermediate position between
"settled Ministerial policy" and "keeping open the possibility". If, however,
there is one, and we in fact occupy it, I would need to know what it is before

being able to assess the legal consequences.

vk I am copying this minute to Members of E(A), Sir Geoffrey Howe, Norman

Fowler and Sir Robert Armstrong.

rn.

24 July 1985

Law Officers' Department

CONFIDENTIAL
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36 6020 (GTN 2921)
1S TRAY PAX

Communications on this subject should ATTORNEY GENERAL'S C}iAI\jBERS,

be addressed to

THE LF(}@L'spc'&ETARY : LAW OFFICERS' DEPARTMENT,
ATTORNEY GENERAL'S CHAMBERS ROYAL COURTS GF JUSTICE'

LONDON, W.C.2.

Our Ref: 400/85/153
Your Ref: AB5/15L/JRJB

J R J Braggins Esq.

The Treasury Solicitor

Queen Anne's Chambers

28 Broadway

London SWIH 93S 10 July 1985

XGA/ \/z.unu}
PROPOSED LOP COMPUTER PROCUREMENT BY DHSS

1. The Solicitor General has seen your letters to Michael Saunders dated

18 and 19 June 1985 and your subsequent letter to me dated 3 July 1985.

He has also seen the letter from Dr Spackman of DHSS of 4 July 1985 enclosing
the latest draft of the paper for E(A). He has asked me to write setting

out his advice and views.

Ze Your letter of 18 June poses four specific questions which arise in the
context of a proposal by DHSS to purchase, by way of single tender, ICL main
frame computers for their Local Office Project (LOP). In general, they can be
summarised as asking whether use of a single tender procedure is justified by
virtue of the exceptions contained in Article 6(1)(b) or 6(1)(e) of Council
Directive 77/62, as amended by Counsel Directive B0/767 ("the Directive"), or
under Clauses V.I15(b) or V.15(d) of the GATT Procurement Agreement ("the

Agreement"), and what would be the consequences of any legal challenge to the

single tendering procedure.

Is the single tender procedure justified?

3. The Solicitor General wishes first to set out his understanding of what
appear to be the relevant facts in the light of which his advice is sought. The
proposed paper for E(A) contains a great deal of information about the current

state of computing within DHSS, the requirements of LOP and the overall
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operational strategy of the Department, but if the exceptions to the Directive

and the Agreement are to be invoked certain features have special relevancs.
4, These basic facts are as follows :

(i) DHSS already has ICL main frame computers running ICL software
to process the following benefit schemes, namely child benefit,
retirement pensions, insurance contributions, and disablement

benefits.

Although the LOP computers will at first operate independently

of these other DHSS systems, it is settled Ministerial policy that
all the DHSS computer systems (i.e. those listed above and LOP)
will be progressively linked, so that eventually an entirely
integrated data-base will be created and the main frame machines
will be capable of running the software from other machines

within the system.

It is not technically possible to achieve the degree of integration
and compatibility mentioned (ii) above unless all the main frames
and software are supplied by the same manufacturer. A mixed
system comprising in part ICL machines and in part other machines

could not schieve this.

As all the main frame computers currently operated by the DHSS
are ICL machines, to use any other machines in LOP would
necessitate changing all the existing machines and software if the
degree of integration and compatibility mentioned in (ii) above is
to be achieved. Such an operation is not cost-effective from

a DHSS point of view either in terms of cost or in terms of the
additional time that will be required to modify the software and
data-base. It would not be economic for any of ICL's
competitors to supply the computers for LOP on the basis that
they would have to meet the consequential costs of thus adapting

the software and data base. It makes more technical and financial

sense to use ICL machines.
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If ICL machines are used, further integration with the National
Unemployment Benefit System (which is operated by DHSS for the
DOE on ICL main frame computers) and the tax system will be

possible because they also utilise ICL main frames.

o The conclusion to be drawn from these facts is that unless the entire system

of DHSS computers is replaced (e.g. by IBM main frames), together with all the

appropriate conversion of the necessary software and the data-base, the only way

in which the Department's overall requirements can be met is by the provision of
ICL main frames for LOP.

6. The purpose of both the Directive and the Agreement is to ensure that
suppliers can compete for public supply contracts on equal terms. To this end,
they require that save in specified circumstancesall such contracts must be subject
to the tendering procedures laid down. There are exceptions but, because these
constitute exceptions from the general rule, it is likely that any court considering
them will construe them narrowly. It is to be noted that you have not been able
to find any cases decided by the European Court of Justice relating to any of the

exceptions contained in Article 6 of the Directive.

Exceptions based upon technical reasons or the protection of exclusive rights:

% The exception in Article 6(1)(b) is available where the goods can only be
manufacturered or delivered by a particular supplier, either for technical reasons

or for reasons connected with the protection of exclusive rights. The Solicitor
General considers that there are persuasive arguments in favour of both of these
exceptions in the circumstances of this case. It can be said that the requirement
to merge the appropriate DHSS data-bases to obtain an integrated system, and the
requirement to be able to run existing ICL software on the new machines, mean
that technically there is no other manufacturer which could manufacture or deliver
the equipment which is needed. Put in these terms, the requirement might even
meet the narrow construction test proposed in paragraph 8 of your letter to

Michael saunders of 1B June in the sense that only ICL can manufacture a computer
which is architecturally compatible with the existing computers and hence ultimately

able to form part of a common pool of computer resources. Another manufacturer
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seeking to provide an appropriate machine couldonly do so by infringing the
exclusive rights of ICL and such a consideration brings the case within the

second limb of Article 6(1)(b).

8. Furthermore, even if it were theoretically possible to acquire non-ICL

main frames for LOP, the requirements for ICL based software to be able to
run on the LOP computers and the objective of merging the data-bases would
mean that this could only be done with ICL software. Again, the use of the

exception could be supported by reason of the protection of exclusive rights.

2. The weakness in these arguments lies in the fact that, in reality, a
particular machine is being selected but there is no opportunity whatsoever

for a competitor to present a tender. The question, therefore, is whether it is
permissible to draw the specification in such a way that only one firm can meet
it. Article 7 of the Directive applies to all tendering procedures covered by
the Directive, including single tender (see Article 4). Article 7(2) prohibits

the specification containing technical specifications which have the effect of
favouring or eliminating certain undertakings or products. However, the require-
ments of this Article do not apply if such specifications "are justified by the
subject of the contract", and the argument here would be that the specific
requirement that the LOP system can be fully integrated with the existing
DHSS systems means that this provision can be invoked. This constitutes an
objective and proper reason both for drawing the tender in such a way that
only ICL are in fact able to meet it; but it is important that the Department
should be able to demonstrate that these requirements are genuine, and not
merely a method of ensuring that ICL are awarded the contract. The Solicitor

General understands from the papers he has seen that this is the case.

10. As for the exemption in Clause V.15(b) of the Agreement, although

this does not contain any reference to technical reasons (and in that sense

is narrower than the Directive) it is available "for reasons connected with the
protection of exclusive rights". As indicated in relation to the Directive,
there are arguments in favour of this exception being able to apply. In
addition, this Clause adds a further requirement to that in the Directive, namely
not only must the goods be able to be supplied by a particular supplier but that

"no reasonable alternative or substitute exists". The Solicitor General does not
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consider that this detracts from the strength of the available argument.

The exception based upon compatibility with an existing installation:

11.  The exception in Article 6(1)(e) is available where the goods are to be
delivered by the origiral supplier because they are a replacement or extension
of an existing installation, and to purchase elsewhere could lead to the purchase
of equipment with different technical characteristics resulting in incompatibility
or disproportionate technical difficulties in operation or maintenance. If this
exception is to apply here, it has to be es.ablished that the LOP main frames
constitute "an extension of an existing installation". This gives rise to two
questions: first, is the existing body of DHSS computers an installation; secondly,
is it intended as an extension when integration, although firm policy, is still

some little time in the future?

12, The Solicitor General thinks that this exception is less easy to rely on.
LOP is undoubtedly capable of operating as a free-standing project, and in the
light of the current organisation of DHSS and the way in which benefits are
distributed, it is a separate system. This means that whilst it is capable of
being integrated, and will be integrated in due course, arguably it is not being
purchased as a component of an overall system; it is an independent installation
which in due course will be merged with other DHSS installations. If the fact
that a computer drew information from other computers meant that it could
be regarded as an extension of such computers, this exception could become

unjustifiably wide.

1o, A further difficulty in regarding the existing DHSS main frames as an
installation is that they would at some point (i.e. when the Operational
Strategy was adopted) have changed their status from independent installations to
a system constituting one new installation. @ No other manufacturer would have
had any chance of tendering for any part of that system, and hence one of the

objectives of the Directive would have been avoided.

14, It is, however, possible to regard the LOP computers not as independent
installations but as part of a system which in due course would embrace all the

DHSS computers all of which, as indicated above, would have to be compatible
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with those installed in LOP. It seems that those adopting the Directive did

not have in mind the possibility that a number of similar computers could be
linked in the way here proposed to form a unified system. Although the
Solicitor General thinks that article 6(1)(b) of the Directive is wide enough to
embrace the current DHSS proposal, he thinks that had the Community legislators
contemplated something similar to the current proposals, they would have been
more likely to place it expressly within the scope of Article 6(1)(e). The

purpose of that Article is to avoid the necessity for the open tendering procedure

where the technical characteristics of the existing system make it practically

O

impossible to instal equipment manufacturered by any one othk2r than the original

supplier. It would be a perverse interpretation of Community legislation which
led to the result that purchasers were forced to scrap all their existing machines
and purchase an entirely new system. Assuming I;ea_r’e- is no evidence to the

contrary as to what the intentions of the legislators were in this connection, the

Solicitor General thinks there is an attractive and very respectable argument for

construing the exception in the light of the technological developments so as to
apply also to this kind of situation; such an argument might well find favour

with the European Court.

15.  As for the exemption in Clause V.15(d) of the Agreement, the qualifying

conditions are so close to those in the Directive that the same conclusion follows.

Effect of legal challenges:

16. However strong the case in favour of single tendering, it is still possible
that a competitor will himself take legal proceedings against the Department

or will complain to the Commission causing them to take proceedings under
Article 169 of the EEC treaty. The Solicitor General thinks it is very likely
that, if a competitor of ICL were minded to take proceedings on the basis that
the DHSS has failed to comply with the Directive, the European Court of
Justice would regard the Directive as being of direct effect. He thinks that the
fpourt would regard this as a case of vertical direct effect, given that a company
would be complaining about the disadvantage it had suffered as a result of the
failure of a Member State to carry out its Community obligations. That failure
is either the failure to legislate (which, the European Court would be likely to

hold, can be invoked as against the Government acting as a purchasing authority)
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or the failure to proceed by way of open tender. The fact that that might

have an effect upon a third party would not constitute a finding of horizontal
direct effect. It would merely be a consequence of the application of vertical
direct effect.

17. As to the remedy which the Court might be asked to provide, the

Solicitor General thi-nks that the most likely is a declaration. He doubts whether
damages would be available since a competitor could not prove that he would
have been awarded the contract following an open tender. It is possible that

the judicial review procedure might be used in an attempt to quash the

decision to proceed by way of single tender and the award of the contract to
ICL on that basis and to direct the Department to re-tender in accordance

with the terms of the Directive. That would require the Department to re-

tender and to disentangle the commitment it would have already made to ICL.

18. The Solicitor General considers that the remedy a competitor would be most

likely to pursue is that of a declaration. The scope of the declaration requested

—
is a matter for speculation but could range from a mere statement that the

Department had failed to proceed by way of open tender, as required by the
Directive, to a specific finding that any contract entered into with ICL was void.
However the declaration was expressed, given the requirement of Community law
that remedies provided by the domestic courts should be available for the purpose
of ensuring observance of directly effective Community provisions, the consequence

is likely to be the termination of any contract already entered into and a require-
ment to re-tender.

19. These consequences are serious but depend upon a competitor being able to
convince the Court both that the Directive is directly effective (which it probably
is) and that the DHSS have not acted within any of the exemptions in Article 6.
The latter is a difficult hurdle for a competitor, and for the reasons given above
the Solicitor General thinks there is a reasonable prospect of successfully defending

such an action.

20. You then raised the further question of what the Government should do if
proceedings were brought. The Attorney General has already advised in relation

to the PAYE contract that, if any challenge is mounted in the United Kingdom
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Courts or in the European Court of Justice before the contract is granted,
seeking to impugn the validity of a single tender approach, it would be

quite wrong for the Government to award a contract for the supply of equip-
ment before the Court gave a final decision. The Solicitor General would

give the same advice in the circumstances which you suggest.

21. If such proceedings were commenced after the contract has been executed,
ICL would have acquired legal rights and obligations under a contract.
Conseguently it would not be just a case of holding the single tender procedure
in abeyance while matters are sorted out. In these circumstances the question
whether an injunction could in similar circumstances be obtained against a
defendant other than the Crown might be relevant, although it must be pointed

out that in the absence of horizontal direct effect no such situation could occur.

24, If it were decided not to suspend the carrying out of the contract whilst
such proceedings were considered by the Courts, the consequences from the
Department's point of view might at the end of the day be worse than if such
a suspension had operated. This would be the case if the Court did in fact
determine that re-tendering was necessary, or if any Order of like effect was
made, since there would be a potential claim for compensation by ICL arising
out of the damage caused to them as a consequence of the Government's action,
plus the additional problems caused by having to rethink the entire procurement
in the light of the Court's judgment. The Solicitor General thinks it likely

that the nearer to completion the ICL contract is, the more difficult would be

these problems.

Conclusion:

y 5 8 The Solicitor General's answers to your questions are, therefore, as

follows :

(i) There are good arguments for relying on the exceptions set out
in Article 6(1)(b) of the Directive and Clause V.15(b) of the
Agreement. In the case of the exception set out in Article
6(1)(e) of the Directive and Clause V.15(d) of the Agreement,
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there is an attractive and respectable argument which could be
advanced and which might well find favour with the European

Court.

(ii) and (iii) It would be improper for the Government to award a contract
on the basis of the single tender procedure if, before it was
concluded, proceedings were brought against the Government
by a competitor in the domestic courts or by the Commission
in the European Court of Justice. Whether or not the contract,
once entered into, should proceed if proceedings were there-
after commenced is to be determined in the light of the
circumstances existing at that time, but one of the relevant
factors might well be whether or not in a similar situation
a domestic court would be prepared to grant an injunction

against a defendant other than the Government.

There is a very real risk that if a competitor could establish
that the Directive has direct effect and that the Government
was not entitled to rely on any of the exemptions in

Article 6, a Court would then declare that the Government
had failed to comply with its obligations and possibly

that the contract is void. In any event, it is likely that

the Department would have to re-tender in the light of

such a declaration.

Youss irary,
s footin

D J PEARSON
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MR WIGGINS cc Mr Turnbull - No 10
Mr Roberts

DHSS: COMPUTER SYSTEM FOR LOCAL OFFICE PROJECT (LOP)

Mr Fowler's minute to the Prime Minister of 19 July seeks agreement to a single

tender procurement of the proposed new LOP computer system with ICL, He suggests

discussion at the E(A) meeting arranged for 29 July if the matter cannot be settled

in correspondence.

2% This is an extremely difficult onme. It is difficult to believe that IBM and
possibly other interested companies will not challenge such a decision in the
European or domes&ic courts. The European Commission might also take the matter to
the ECJ. Nor is it by any means certain that, if so challenged, the Government would
win, As I understand it, since no final decision has yet been taken on whether to
move to the concept of 'full integration', the case for going now to ICL rests
primarily on the need to keep the integration options open. It may be difficult to
demonstrate that this could not be achieved by other means. Further, if the

decision were challenged, this would presumably cause further delay which could

eliminate the savings at present estimated to accrue from early procurement with ICL.

3% I understand that there are divided views within the Treasury; CCTA generally
support the DHSS line, but the expenditure division are not convinced that what is
proposed is the most cost-effective course for DHSS. If Treasury Ministers take the
latter view, then Ministers will need to discuss this. I think, therefore, that,

subject to any comments Mr Turnbull may have, we had better pencil this in for E(A)

next Monday.

B UNWIN
24 July 1985
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PRIME MINISTER

LOCAL OFFICE PROJECT

I have been considering how we should approach the procurement of
mainframe computers for my Department's Local Office Project (LOP).
This is a key element in our plans, highlighted in the Social
Security Green Paper, to modernise the administration and delivery
benefits. I have concluded that the balance of argument lies with
a single-tender approach to ICL and accordingly seek the agreement
of yourself and of colleagues on E(A) Committee.

The key issue is, of course, the justification for single-tender
procurement under EEC and GATT rules. The Solicitor General has
considered this and, I understand, advises that there is good
justification under the exceptions relating to technical
compatibility with existing computer systems. Officials have
prepared a detailed analysis of the issues involved and their paper
is attached.

My main concern is that we should provide ourselves with the
technical scope for integration of the various benefit systems
(including the system supporting unemployment benefit staff in the
Department of Employment) by ensuring that the Local Office Project
computer mainframes are fully compatible with the ICL systems
already in use. Looking further ahead, we have highlighted in the
Green Paper the need for technical compatibility between the social
security system and that of the Inland Revenue - who are, of course,
already planning to use ICL. This is the approach which underpins
our plans to provide a more comprehensive service to social security
beneficiaries and to keep open future options for closer integration

between tax and social security.

There are other significant advantages for DHSS in continuing to

procure computer mainframes from ICL. The Department's'technical

1
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expertise in this area lies solely with ICL; adopting a common
supplier for all the Department's large systems increases our
internal flexibility and provides greater resilience in the event

of a loss of service at one of our installations. The Department's
total current investment of some £50 million in ICL-based software
would not be transferable to another type of machine if we sought to
achieve integration around a different hardware standard, chosen

from the competitors for an open LOP tender. Moreover, leaving
aside the question of any possible delays in the delivery of
acceptable equipment, an early decision on the mainframe manufacturer

will reduce the development time needed to introduce the project.

We also need to take account of the major commercial significance of
the LOP contract to the future of ICL - a point which I know is of
concern to Norman Tebbit. The award of a contract of some

£30 million for the new range of ICL computer mainframes would show
Government confidence in the company and its new machines. Failure
by them to obtain the award would be a serious blow and would call
into question the substantial Government support to the company
since 1981. We must, of course, be conscious of the very
substantial market penetration of IBM - the major threat to ICL and
indeed to other computer manufacturers. There are inevitably some
disadvantages in proceeding through single tender from ICL. The
new range of ICL computer mainframes is less powerful than other
existing machines and is not yet fully proven. And IBM in
particular has considerably more experience in the provision of major
systems involving very large networks. There can be no doubt that
the competitive process would ensure that we achieved the lowest
price in respect of this particular mainframe contract. And the
choice of IBM-compatible mainframes would make available to us the
very wide range of products that have been developed by third
parties. To avoid any risk that the lack of an already proven ICL
product might delay the project, it will be essential to satisfy
ourselves that the company is adequately controlling the quality of
its products; and to ensure that, as far as possible, any financial
penalty arising from late delivery or poor performance falls on ICL.
This is the approach which, I understand, has been followed very

successfully by the Inland Revenue.
2
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I have, of course, looked clésely at the legal implications of

adopting a single tender pdlicy. I am advised, and I understand
that the Solicitor General concurs, that the exceptions under the
relevant EEC Directive and GATT Government Procurement Agreement
justify such an approach. The justification flows from the need

to ensure full compatibility with other ICL systems both for the
present and so as to secure integration in the future. Thus there
is a specific requirement for certain precisely defined technical
characteristics which could not be met by other suppliers without
infringing ICL's exclusive rights. In addition, it can be argued
that the purchase of equipment with different technical characteristics
from our existing equipment would cause disproportionate operational
and technical difficulties.

o tox ﬁb&,.‘b"
/

It must be recognised that future plans for integratior\l"gﬁgﬂ;}?tﬁﬁﬂul
persuasive a justification as immediate technical requifements; P,
The strength of the case is thus proportional to the Government's
commitment to integration of benefit systems. It is possible that
other interested companies (notably IBM) might challenge the decision
in the European or domestic courts by a claim, firstly, for a
declaration that the Government was acting unlawfully in not inviting
competitive tenders and, secondly, for damages. Furthermore, single
tender might be challenged by the European Commission of its own
initiative, or following complaint by a competitor: if the Commission
was not satisfied with our explanation it could bring the matter
before the European Court of Justice alleging a breach of community
law. The chance of an adverse finding by that court cannot be
entirely excluded. Nevertheless, I conclude that the case in favour
of inviting a single tender from ICL outweighs such a risk and that

we should adopt this policy, subject to the company giving guarantees
about performance.

I should add that there is some urgency about this issue. Delay of
LOP, and of its substantial improvements in efficiency and service
which we have presented in parallel with the Benefit Review, have
both financial and political consequences which we should seek to
avoid. I hope therefore that we can agree my proposal in
correspondence, but I understand that E(A) will be meeting on 29 July
when we could, if necessary, discuss the matter. Perhaps I might
therefore ask for responses from colleagues by 25 July?
3
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If you are content with my recommendations, I would propose to
discuss with Norman Tebbit and the Chancellor the most appropriate
time and manner for announcing the decision, once formal approval

to proceed with the project itself has been given.

I am copying this to members of E(A), Sir Geoffrey Howe,
Sir Michael Havers, Sir Patrick Mayhew and to Sir Robert Armstrong.

Q\Q.
\ lJuly 1985

4
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MAINFRAME PROCUREMENT POLICY

DEPARTMENT OF HEALTH AND SOCIAL SECURITY

LOCAL OFFICE PROJECT (LOP)

INTRODUCTION

1.1 .The aim of this paper is to present the arguments for
and against placing a non-competitive tender for the mainframe
computers for the Department of Health and Social Security's
local office computerisation project. It will be argued that
the balance of advantage for Government lies with placing a
single tender to ICL and that this action is in accordance
with EEC regulations for Government procurement and within the
principles of the GATT agreement.

1.2 The recently published Green Paper "Reform of Social
Security" outlined the Government's bold plans for major
reforms in social security provision. An important underlying
objective in the proposals is the desire to streamline the
benefit structure and simplify and improve its-administration.
A good deal is made in the Green Paper of the need to use
fully the opportunities presented by modern computer
technology,

If this is to be achieved it will be necessary, as described

below, for there to be a coherent and integrated approach to
the planning and development of computer systems over a number
of years.

BACKGROUND

2. The Operational Strategy

2 4 A discussion paper "Social Security Operational Strategy
- A framework for the future" was published in 1982.
Publication was followed by detailed and widespread
consultation within Government and with representatives of
Industry, Commerce, the Trade Unions, and others, which
resulted in a general endorsement of the objectives and
approach of the Strategy.

o The Strategy aims to modernise, simplify and unify the
means of delivery of benefit, to give a greatly improved
public service at reduced cost. A number of separate projects
will be undertaken, within the framework of the Strategy,
taking on board the changes proposed in "Reform of Social
Security." These will be concerned with modernising and
integrating the delivery of income support, Unemployment
Benefit, Retirement Pensions, Child Benefit, Contributions,
Records, and other features of social security. These will be
so designed as to be completely compatible, allowing




convergence on what has been described as the "whole person"
approach - the ability to deal with an individual
simultaneously across all benefits and thus get away from the
present diversity of methods of claiming, assessing and
payment of benefit. The present system is as confusing to the
public as it is complex in operation.

e The two objectives - to converge on a unified method of
delivery of benefit and to accommodate, indeed to facilitate,
legislative change - mean that it is no longer possible to
design and implement benefit systems independently. The
different computers that serve different benefits must fit
closely together and be developed to common standards and
common designs.

5 The Local Office Project (LOP)

3.1 This project is a major element of the Strategy. It will
provide, for the first time, comprehensive automated
assistance to the system of income support which will replace
Supplementary Benefit. Some 19,000 computer terminals will be
provided in 500 local offices. They will provide the clerks
in those offices with a means of rapid and accurate assessment
of benefit, immediate access to claimant records and an
automatic initiation of payment. This will greatly improve
the service to the public while providing a better, more
modern environment for the staff.

3.2 The project requires three main technical components:
terminals and associated controllers for the local offices; a
communications network to link them together; and mainframe
computers to carry out the processing of data. The first two

components will be specified to international standards and
will be procured by competitive tendering. The mainframe
computers which support this network are an open question.

3.3 The initial contract value is approximately £30 million
for mainframe computers and some £40 million for terminal
systems. Interested vendors for the mainframe systems are
ICL, IBM, Honeywell, Sperry and Amdahl, all US owned

companies with the exception of ICL. IBM and Honeywell have a
significant manufacturing capability in the UK but their
corporate roots are unquestionably in the US.

3.4 The project is, in itself, cost effective. On present
estimates it will yield some 700 manpower savings in its
first year of implementation 1989/90 rising to 8,500 posts or
about £100m per year by 1994/95.

3.5 The Treasury have authorised continuation of the
project but have yet to authorise the commencement of formal

procurement.




4. Procurement Policy

4.1 Government procurements such as that of LOP mainframes
are subject to EEC and GATT rules which, in general, require
open competition between manufacturers. However, there are
various exceptions which allow limited, or single tendering
where there is a requirement for technical features which are
the exclusive property of a particular manufacturer; or for
compatibility with existing systems. The legal issues are
discussed in detail in Annex A.

4.2 The most effective test of value for money in computer
equipment is a properly staged, thoroughly analysed,
competitive tendering process. In looking at value for money
in LOP, however, the issue is wider. This is because LOP is
neither the-first, nor the only, computer project within the
DHSS strategy for information technology. The LOP mainframes
will be required to participate in a wider network of computer
processing which already exists, and which is planned to
expand in its scope and inter-working.

4.3 Notwithstanding the arguments for single tender in this
instance, the general policy of the Department is to seek the
best value for money through competitive procurement. This
has indeed hitherto been the Department's stance on LOP, and
despite the different approach for LOP mainframes proposed
here, major contracts within the Strategy have already been
awarded after evaluation of competitive bids. Honeywell have
gained a contract to supply terminal systems for the
Unemployment Benefit system worth £33 million. British
Telecom won the contract for the Local Office Microcomputer
Project worth some £16 million. ICL were unsuccessful bidders
for both these contracts. Terminal systems for all future
projects, including LOP, will be put to competitive tender.

DISCUSSION

5 LOP in the context of the Departmental strategy

5.1 At the present time, ICL mainframes are used by the DHSS
to process a number of benefits at five main locations:
Newcastle, Washington, North Fylde, Reading and Livingston.
These centres deal with unemployment benefit, child benefit,
retirement pensions, national insurance contributions and
disablement benefits. 1In very broad terms these systems
represent a present capital investment in ICL mainframe
hardware of £50 million and in ICL-based software of another
£50 million. Plans to replace and upgrade all these systems
during the period 1988-1992 have been approved by the
Departmental Operational Strategy Steering Committee, and ICL
mainframes will of necessity continue to be used. Use of
other mainframes would require the re-writing of existing
software, at very great expense, to adapt it to a different
hardware environment. From the outset, LOP will need to
exchange data with these systems and their replacements.




5.2 The position of LOP in the context of the DHSS's existing
and planned computer systems may best be illustrated by means
of the diagram at Annex B. From this it will be apparent that
the LOP mainframes are a significant, but by no means
overwhelming, addition to the existing network (£30 million
compared to a total installed value of £50 million); and that
they need to link effectively to the other ICL mainframes
already in use. As the diagram also illustrates, over 80% of
the 96 million records which social security computer systems
will eventually hold are already held in existing computers.
These records contain considerable duplication of data, and
this increases costs and reduces efficiency.

5.3 The Department's strategy is firmly committed to the
convergence and integration of all benefit systems in what has
been described as the "whole person approach”. Annex B
explains in more detail the technical significance of the
integration of all DHSS computer systems. The integration, and
hence rationalisation, of benefit data will permit a single
view of a claimant across all benefits instead of the present
system of dealing benefit by benefit. This will yield greater
savings and improvements in service, efficiency and resilience
than can be achieved by piecemeal computerisation. Such
convergence can only be achieved by close integration of these
systems, and all current systems operate on ICL computers. By
the same token,

if the Department moved its new developments to another make
of computer, this same requirement for integration would
inevitably require that existing systems be moved over to that
same type of computer, by single tender procurement. The
difference in hardware costs would be insignificant; however,
such a change would entail the waste of the entire ICL-based
software investment, as all systems would need to be
re-written for the new hardware environment.

5.4 Integration is not simply relevant to a reduction or
elimination of duplication, but to a much wider issue. A
common database and integrated software would greatly increase
the options open to Government, for example if Ministers wish
to consider major innovation in the areas of benefits and
taxation. It is fundamental to the Department's strategy that
this opportunity is not lost.

5.5 The first step towards integration is the modernisation of
existing benefit systems, more or less as they stand (and the
creation of the major new one - LOP), to achieve common
technical standards in line with the best current practice in
the industry. This means upgrading existing benefit systems,
not immediately to full integration, but to the use of common
operating software and communications standards, so that full
integration is economically achieved in the next step. This
means adoption of a standard "operating system", "database
management system", software development tools etc. All of
these software products relate to the specific make of
mainframe in use, and themselves represent a substantial
investment by DHSS which is not transferable to other
manufacturers' mainframes.




5.6 The most immediate requirement for integration is between
LOP and the National Unemployment Benefit System (NUBS)
currently serving the Department of Employment's Unemployment
Benefit Offices. Given the obvious functional similarity
between LOP and NUBS the two Departments need to find the most
effective way of using new technology for a social security
service more integrated and accessible to the public. At
present some 60% of claimants served by NUBS are also in
receipt of supplementary benefit which is assessed and
notified to NUBS clerically. Integration of the NUBS and LOP
computers is therefore planned, and the first LOP processing
centre will be provided as an extension of the existing NUBS
centre at Livingston. The extent to which the DE and DHSS
local office networks may eventually be merged is to be
studied by both Departments in the light of the development of
the computer systems, and of the implementation of the new
Income Support benefit.

6. Arguments for a single tender to ICL

6.1 The principal argument is therefore the requirement for
integration of computer systems. The scope for

integration will be much reduced if the LOP system has a
different technical architecture from the other DHSS systems.
It would not be feasible to have a common database for the ICL
systems and the non-ICL systems and it would not be feasible
to integrate ICL software with non-ICL software. Although it
may be possible for the systems to communicate using a common
standard (eg Open System Interconnection), communication
between systems falls far short of integration. It does not
allow for parts of one software package to be merged with
parts of another, for databases to be transferred, merged or
split, or for common software to be run on several systems
without change. A computer system for LOP with a different
architecture from the ICL systems would not meet the
Government's requirement for integrating the various DHSS
systems and also lose the wider opportunities for flexibility
and innovation in the area of possible integration of tax and
benefits.

6.2 The skills, training and development methods of the
Department are, so far as mainframe computers are concerned,
all related to ICL systems (an investment in current ICL-based
software of some £50 million). All the large DHSS
installations use ICL 2900 equipment and DHSS staff are
trained in and use ICL software facilities. The cost of
conversion of the LOP team to another supplier's software
(retraining, delay and loss of productivity) together with the
cost of re-developing DHSS software aids will be high. The
strategy, even if only ICL mainframe systems were to be used,
will place great demands on these skills and technical
resources which are already in very short supply. The
technical difficulty and cost of developing and maintaining
systems in a mixed hardware and software environment would be
very much greater. It would seriously extend and complicate




the planned programme of work and make it very difficult to
redeploy staff skilled in the use and development of one
computer system to work on another.

6.3 Flexibility is a key requirement of the social security
system. It is always open to further improvement, to better
targeting of need, and even further simplification and
rationalisation. It is essential that the systems developed
under the Strategy are flexible enough to cope with rapid
change - changes that may merge benefit systems, further
simplify and rationalise benefits or even integrate them with
taxation. The best use of computer hardware will be achieved
if, in the face of rapid and, at this stage unpredictable
change, all the mainframe computers are architecturally
identical so that any machine can take on any task - work can
be switched between machines, or records or functions can be
merged. This is only possible if all mainframes are of the
same type in respect of their hardware and software.

6.4 A further key requirement is the resilience to deal with
a complete loss of service at mainframe computer
installations. Industrial action is the most likely cause of
this and the recent Newcastle strike has demonstrated the
present system's vulnerability. Switching work to unaffected
sites increases the ability to maintain a service. Again,
this form of resilience is only possible if machines of the
same hardware and software characteristics are used.

6.5 The timescale of the project can be reduced by
proceeding directly to a single ICL tender. The cost of
computers and peripherals at the computer centres represents
under 20% of development and capital costs. On current

planning assumptions a single tender decision would shorten
the development time - saving perhaps £1lm; but of much greater
significance bring forward by several months the time at which
staff reductions can be achieved. This would save some £8
million a month, eventually, and puts hardware price
differences of the order of perhaps £5m into perspective.

6.6 The ability to build early prototypes on the eventual
supplier's equipment will significantly reduce the design and
development risks of the project. The plans for LOP
development and implementation include a process whereby the
system is gradually developed through representations of the
LOP system, concluding with a full LOP prototype at up to 20
local offices. The first stage in this is already under way,
involving testing VDU screen formats. A single tender
decision would enable the project to move swiftly into
developing the prototype systems on ICL facilities which would
be the eventual basis for a full prototype, thus providing
reassurance on project timescales and confirming the
functional design. This would give the best means of
designing effective clerical interfaces with the new systenm,
creating effective operational procedures, and confirming

staffing assumptions.




6.7 The LOP contract is one of major commercial importance

to ICL. It coincides with the launch phase of ICL's new
large 'Estriel' mainframe computer range, one of the main
elements in ICL's recovery plan which followed the Company's
rescue in 1981 with the help of a £200m loan guarantee. Loss
of the contract for the Government's largest mainframe
requirements in the later 1980s would be read by the rest of
the market as meaning that Government had serious reservations
over Estriel's effectiveness and ICL's future as a mainframe
supplier. This would be a serious blow to ICL which could
precipitate a wider loss of confidence, leading to ICL's
mainframe customers in both the public and private sectors
switching to the US multinationals, particularly IBM, for
their requirements. This would be bound to increase IBM's
already substantial market penetration in the UK.

6.8 ICL will remain dependent for a long while to come on
revenues from mainframe computer sales, in order to finance
expansion into new market sectors such as office automation
and networked systems. Mainframes directly provide about 40%
of ICL's revenue, and many smaller products are sold for
connection to them. Their contribution to profits is very much
higher, probably more than 60%. The Company's financial
position is still uncertain despite the takeover by STC
(itself less well-placed financially as a result of the
acquisition, and the loss of business with BT). An
unsuccessful launch of the Estriel would be potentially
disastrous, and would call into question not.-only the support
totalling £16.8m which DTI has committed to ICL mainframe
systems development since 1981, but also the maintenance of
the company as the sole UK-owned mainframe computer supplier.
On the other hand, the prospects for worldwide sales of
Estriel mainframes are fairly promising if the UK market
confidence in ICL is maintained; the VME operating system
which it uses is technically more efficient than those of IBM
or its other competitors, and has considerable potential for
further development.

6.9 The total future requirements of the strategy, which will
include a large centralised index, are estimated to be between
8 and 12 large computer mainframe installations. After LOP
has been installed, the same arguments for compatibility used
above will then result in considerable pressure to replace by
single tender all these systems with the same mainframes as
those for LOP. Thus, if say IBM won the LOP mainframe
contract the Department would want to procure the replacement
NUBS system from IBM also, and then to gradually replace other
ICL mainframes from the same source.

6.10 The long-term industrial importance of seeking to
preserve ICL as the UK's only indigenous mainframe computer
supplier is hard to assess. The US-owned multinationals,
particularly IBM, make a substantial contribution to the UK
economy, (exceeding ICL's in terms of investment and jobs),
while ICL is in many areas heavily dependent on US and
Japanese technology. ICL's parent STC retains close links’




with the US corporation ITT, which still has a substantial
minority shareholding. There are no significant implications
for the UK's defence capability.

7. Arguments against a single tender to ICL

7.1 There are risks in going to ICL, whether by single or
open tender. ICL is a very small company compared with IBM
whose enormous R&D budget (around £15 billion over the past 5
years) is reflected in their product line. The large computer
mainframe market is totally dominated by IBM; any other
supplier can only hope to gain a small share of the world
market. Although ICL has a significant share of the UK
market, their world share is very small indeed and shrinking.
It is therefore not impossible that they will, in the long
term, be forced out of the mainframe business. The
consequences of this for Government would extend well beyond
the boundaries of DHSS!

7.2 The new ICL product 'Estriel' is in fact a less powerful
machine than some of the larger existing computers of IBM or
other possible competitors, and is as yet unproven. The
recently announced new range IBM machine, due in two years'
time - the 'Sierra' - is very much bigger still. 1IBM software
is in general well advanced and more reliable than ICL's,
although some key ICL products are more technically advanced.
In the key area of 'networking' - the ability to interconnect
computer systems - all the other potential bidders, including
IBM, have much greater experience of large networks and in
general can offer more proven products. (This disadvantage
could partly, but not entirely, be reduced by using non-ICL
products for interconnection between systems.)

7.3 Furthermore, ICL have a reputation for well engineered and
designed products but delivered late and with many of the
software faults which ought to be eliminated by good

quality control, left for the customer to discover. 1If a
contract of this magnitude is delivered to ICL then Government
must be assured that quality control of software is adequate
and, more importantly, that any financial risks attendant on
late or faulty delivery, or miscalculation of the size and
power of the mainframe systems, fall on ICL and not on the
Department. It will therefore be essential to ensure that any
decision on single tender to ICL should be conditional on
enforceable guarantees about the performance of their
equipment. However, most of the relevant components will have
been subjected to intensive validation trials in which ICL are
working closely with CCTA and Inland Revenue, and will be
evaluated by the COP project and other DHSS projects before
they are required by LOP. There will therefore be a very much
clearer view of the reliability of the Estriel hardware and
software well before DHSS is finally committed to it for LOP.

7.4 It is arguable that complete dependence on one
supplier for all Departmental mainframes is unwise and that
putting "all the eggs in one basket" is to be avoided. ’




7.5 Because of IBM's almost total dominance, there is a wealth
of IBM compatible software and hardware products on the
market. There is no comparable commercial advantage in
building ICL compatible products and an ICL contract (or any
other vendor than IBM) would shut the Department off from this
range of third party products.

7.6 Compatibility can be achieved, although to a lesser
degree than that described in para 5.4, by adherence to common
standards for interconnection of the mainframe computers.

This would allow the different benefit systems to transfer
information but would not allow functions to be transferred
between computers of different manufacture nor permit
integration of the computer files. Integration with
Unemployment Benefit (and with taxation) would be prevented,
and eventual convergence on an integrated 'whole person' view
of benefit would be hampered; and there would be less
flexibility and resilience. However, a system could be built
which would be effective and operable. The standards
specified for interconnection are the standards for open
systems interconnection laid down by the International
Standards Organisation (ISO). IBM normally market a different
proprietary set of standards but it is believed they would
offer the ISO standards in an attempt to win this bid.

7.7 The earlier policy of Government protection has not
improved the quality and competitiveness of ICL's

products. It is important, therefore, if the LOP project does
proceed by single tender to ICL, that this should not be seen
as a return to a generalised policy of preference.

7.8 Challenge by a competitor of ICL's on the grounds that
single tender procurement contravenes EC and GATT regulations
cannot be ruled out. The legal issues and the scope for a
legal challenge are discussed in detail in Annex A. 1In the
opinion of CCTA officials, only IBM is likely to consider
challenging the decision, and even then it is unlikely that
they would do more than vociferous lobbying. Ministers will
need to be aware of this risk, and to consider their response
to "sabre-rattling". Abandonment of a single tender policy
for the LOP mainframes at the first sign of dissent would be
worse than not adopting the policy in the first place.

SUMMARY

8.1 The principal argument in favour of single tender is
based on planned integration of computer systems and hence the
need for compatibility of the LOP system with existing and
future benefit systems.

8.2 The timescale of the project would be reduced by several
months by proceeding by single tender.




8.3 There are also strong grounds for protecting the
commercial future, without 'featherbedding', of the only UK
mainframe manufacturer, ICL. A mainframe capability is a key
component of a domestic Information Technology industry.

8.4 The major argument against this line of action is that
greater technical confidence and possibly better value for
money, in the narrow sense of the price for the mainframe
systems themselves, would rest in a contract with another
vendor, probably IBM.

8.5 There could be some risk to the project timescales if
key ICL products are delivered late or with residual technical
problems, and to its eventual successful delivery if ICL
systems are not proven in practice.

8.6 There is an arguable case in law for single tender action
to the extent that Ministers are committed to the integration
of benefit systems.

8.7 The case might be challenged - particularly by IBM.

8.8 The balance of advantage to Government lies with
single tender to ICL.




ANNEX A

LEGAL ISSUES

Al General

Al.1 The CCTA and the DHSS (the "Relevant Authorities") are
subject to EEC Directive 77/62 (as amended by EEC Directive
80/767) and to the General Agreement on Tariffs and Trade -
Multilateral Trade Negotiations Agreement on Government
Procurement. However, for the reasons set out in the Appendix
it is highly unlikely that the GATT Agreement could be invoked
directly in proceedings in a United Kingdom Court.

Al.2 The overall purpose of the EEC Directive and of the
GATT Agreement (the "Regulations") is to harmonise procedures
relating to public supply contracts and to introduce equal
conditions of competition for such contracts in the
territories of the contracting parties. The Regulations set
down tendering procedures and the conditions on which public
supply contracts may be awarded to ensure that foreign
suppliers are not discriminated against. They require, as a
general rule, that suppliers from other states should be given
an opportunity to tender for public supply contracts on equal
terms. Both the EEC Directive and the GATT Agreement provide,
however, for exceptions to this general rule and thus permit
contracting states to proceed by way of single tender to one
supplier where certain conditions are fulfilled.

Al.3 There are two exceptions under the Directive and the
GATT Agreement on which the Relevant Authorities can seek to
rely to justify single tendering in favour of ICL for the LOP
project.

A2 Exclusive Rights or Technical Reasons Exception

A2.1 Under Article 6.1l(b) of EEC Directive 77/62:
"contracting Authorities may award their supply contracts
without applying the [normal tendering] procedures referred
to in Article 4(1) and (2) in the following cases:...

(b) When, for technical ... reasons or for reasons
connected with protection of exclusive rights, the
goods supplied may be manufactured or delivered
only by a particular supplier;"

A2.2 This exemption envisages the possibility of a public
authority awarding a contract on the basis of a single tender
where the operational requirements can only be met by one
supplier for purely technical reasons and/or for reasons
relating to proprietary rights. If Ministers require to
achieve a much closer technical integration of the various
benefit systems or of the taxation system, then the
Operational Requirement for LOP must be written around the
general specifications necessary to ensure compatibility
between the architecture of the LOP system and of the other
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DHSS systems. There are objectively justifiable reasons for
basing the technical specifications for the LOP system on ICL
architecture: namely, the need to give Ministers the means for
integration spelt out in section 5 above. If the operational
requirements were so written, only ICL could meet the
technical requirements of the tender and therefore single
tendering would be justified for technical reasons.

A2.3 Similar arguments apply if Ministers wish a more radical
innovation in the area of taxation and benefits. In general,
however, the strength of the legal justification for single
tender procurement is directly proportional to the
Government's commitment to the integration of computer
systems. Thus the case rests on the integration of benefit
systems, as outlined most recently in the Green Paper "Reform
of Social Security". It should be pointed out in this context
that it must be regarded as uncertain whether the exception
for technical reasons or the protection of exclusive rights
could successfully be invoked to cover a desire to retain

an option to integrate, as opposed to the purchase of
equipment required for definitely planned integration.

A2.4 1In addition, single tendering would be justified under
this exception if the operational requirements were so
written, because no other supplier could meet the operational
requirements without infringing ICL's exclusive rights. Those
requirements would necessarily specify ICL architecture. Such
architecture is based upon, and indeed defined by, ICL's
proprietary VME operating software, copyright in which is
vested in ICL. No other supplier has the right to use or
license others to use VME, nor does any existing supplier

provide hardware on which the VME software can operate.

A2.5 With reference to Article 7.(2) of the Directive, (to
which single tendering is subject by virtue of Article 4(3) of
the Directive), the reference to ICL architecture in the
operational requirements will be justified by the subject of
the contract: that is the need to have a system for LOP which
will meet the requirement of integration with other DHSS
systems.

A2.6 Under the equivalent exemption in the GATT Agreement,
(Article V 15(b)) single tendering is justified where: "...for
reasons connected with protection of exclusive rights, such as
patents or copyrights, [whereby] the products can be supplied
only by a particular supplier and no reasonable alternative or
substitute exists". Although this exception in contrast with
the EEC Directive does not refer to "technical reasons" it
does provide that ..."reasons connected with the protection of
exclusive rights"... can justify single tendering. For the
reasons set out in para. 15.4, therefore, Article V,15(b) of
the GATT Agreement can also be relied on.




A3 Compatibility Exception

A3.1 In addition to the technical reasons and exclusive rights
exception, and as an alternative ground, the Relevant
Authorities can seek to justify single tendering to ICL on the
grounds of Article 6.1(e) of the EEC Directive. Article
6.1(e) provides that the Relevant Authorities may award their
supply contracts without applying the EEC Directive's
procedures if such contracts are "for additional deliveries by
the original supplier which are intended....as the extension
of existing supplies or installations where a change of
supplier would compel the [Relevant Authorities] to purchase
equipment having different technical characteristics which
would result in incompatibility or disproportionate technical
difficulties of operation or maintenance."

A3.2 The LOP system is not the first DHSS computer system.

The acquisition of the LOP mainframes has to be seen in the
context of existing DHSS computer installations. To regard
the LOP system as a completely separate installation is to
ignore the fact that first, the LOP system will be dependent
on, and will want to use, information processed by other
computer systems within the DHSS and, secondly, that the LOP
system will subsequently be integrated with those systems. In
view of the intention that the LOP system should be integrated
with existing computer systems within DHSS, it can be argued
that it should be regarded as an extension of those existing
installations. However, since the LOP system would at the
outset be operating independently, clearly a contrary argument
could be raised that such an intention was not sufficient to
bring the supply of the LOP mainframes within Article 6.1l(e)
of the Directive. Paragraph 5.5 above explains how such a
period of independent operation is a necessary step towards
integration.

A3.3 A risk of which Ministers should be aware is that a
competitor of ICL might seek to argue that the proper course
for DHSS to follow would be to put the supply of LOP
mainframes out to open tender and then move to integration
with the most advantageous of the systems offered by the
suppliers who tendered. To counter this it could be argued,
however, that the existing DHSS mainframes, being ICL, have
"different technical characteristics" (ie a different
architecture), and that this would give rise to
"incompatibility" and "disproportionate technical difficulties
of operation" in that the DHSS staff involved are all trained
exclusively in the use of ICL hardware and software, and write
their own user software for the ICL systems (see paragraph 5.3
above) .

A3.4 The equivalent exception in the GATT Agreement, Article
V,15(d) can be relied on by the Relevant Authorities for
similar reasons. The award of the LOP contract to a non-ICL
manufacturer would constitute "a change of supplier [which]
would compel the [Relevant Authorities] to purchase equipment
not meeting requirements of interchangeability with already
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existing equipment.” It is evident that ICL equipment and
existing installations will not be "interchangeable" with
non-ICL equipment supplied for LOP given the absence of a
common technical architecture.

A4 Possibility of Legal Action

A4.1 Notwithstanding the foregoing analysis which indicates
that an arguable case exists in law for single tender, there
is no guarantee that other interested companies, IBM in
particular, would not challenge the single tender decision in
the domestic courts. A competitor of ICL might bring an
action against HMG in order to obtain a declaration that HMG
was acting contrary to community law and the Supplies
Directive in particular in not going out to competitive
tender. A competitor might also bring a claim for damages
based on such an infringement. An action for damages would be
novel in that it would be based on a failure to comply with a
directive, but the domestic courts have already entertained
such an action based on infringement of an article of the EEC
Treaty (Bourgoin v Ministry of Agriculture Fisheries and Food,
Judgment under Appeal). There would be difficulties of proof
of the amount of damages but this would not affect the Court's

attitude to liability.

A4.2 If a competitor succeeded in bringing a damages claim
before the domestic courts and in establishing liability, the
amount of damages for which HMG would be at risk would depend
on a number of factors. If the competitor could show that it
would have put up a better tender (ie one which was
financially more beneficial to the Department and met the
necessary technical and other requirements) then the court
could be expected to award damages calculated by reference to
the loss of profit. A competitor's position would be weaker
if there were a number of alternative potential tenderers
since then the court would have to bear in mind the
possibility that the contract would not necessarily have gone
to the claimant competitor. The fact that a competitor would
be prepared to tender at a loss, in the expectation that if it
won the contract it might make other more remunerative
contracts later on, would also be a factor which the court
would have to consider, whether the claimant was the sole
competitor or one of a number.

A4.3 Although no formal power exists for any court to hold up
procurement action (by injunction, for example) the Law
Officers would normally wish the Goverment to behave as if
such a power existed, and delay action until the matter is

settled.

A4.4 Any question on interpretation of the provisions of EEC
Directive 77/62 arising in such proceedings would be likely to
be referred to the European Court of Justice for a preliminary
ruling on it, which would then be binding on the court here
which would proceed to deal with the case on that basis.




A4.5 The compatability of the single tender procedure with the
Supplies Directive and Community law generally could also be
raised directly in the European Court of Justice by infraction
proceedings brought by the European Commission (or, very much
less likely, by another member state). TIf the court upheld
the Commission's case that single tendering was not justified
by the particular exceptions in the Supplies Directive, it
would declare that the United Kingdom had failed in that
respect to comply with its treaty obligations. It would then
be necessary to consider what measures were required to comply
with the judgment and this could involve the provision of some
form of remedy for those adversely affected by the breach,

although this would also depend on consideration of domestic
law as well.




APPENDIX (Aghwx H)

Direct Effect of Gatt Agreement

It is highly unlikely that the provisions of the GATT Agreement

could be invoked by any private party in proceedings in an English
Court. As a matter of domestic law, it could not be invoked directly.

As a matter of European Community law, the European Court of Justice
has decided in five cases that various provisions of GATT canmnot be
invoked by parties in national proceedings to challenge the validity
of either EEC or national decisions or measures (see Cases 41-4/70
International Fruit Company, [1971] ECR 411, Case 9/73

Schliiter, [1973] ECR 1135.‘Ease 266/81 S.1.0.T., (1983) ECR 731,

Cases 267 to 269/81 S.P.I. and S.A.M.I., [1983] ECR 801 and Cases 290
and 291/81 Singer and Geigy, [1983) ECR 847. In those cases the Court

decided that the relevant provisious of GATT were not directly
applicable for reasons concerning the nature of the GATT Treaty which
appear to be of general application to GAIT Agreements. This view
appears to be supported by Advocate General Reischl's Opinion ia the

S.I.0.T. cas® at p.790.




'WHOLE PERSON' NETWORK

0% The long term goal (to be achieved by the mid-1990s) is
that both the public and the policymaker shall have a single,
comprehensive and consistent view of an individual's social
security business.

2. To move efficiently to this situation without having
constantly to replace large sections of the computer systems -
and, in particular, their software programs and records (which
are far more durable than the hardware) - requires careful
planning. The aim is progressively to converge on this goal
as the present systems are modernised and as new ones are
introduced (in particular, the Local Office Project).

., The figure shows a schematic of this plan. The present
ICL-based Contributions, Child Benefit, Retirement Pensions
and Unemployment Benefit systems will be modernised, building
as far as possible on what exists, and the new Local Office
Project will be integrated into the mainframe community.

4. Eventually the objective is that this central mainframe
community will form a common pool of computer resources. The
present allocation of mainframes to specific benefit
processing tasks need not necessarily persist and future tasks
may be allocated where machine resource is available. Changes
in the form or volume of benefit processing due to changes in
policy may completely alter the balance and geographic
distribution of computing requirements. (A complete technical
integration of the Unemployment Benefit files and the Income
Support files, for example, would possibly lead to five
integrated centres instead of 3 LOP and 2 NUBS centres.)

5 It is a Departmental requirement to converge eventually
on this form of common, technically consistent, central
mainframe pool - and with present technology this can only be
achieved using mainframes from a single manufacturer.

6. The figure also shows how these will be connected as a
common pool of mainframe power through an international
standard network to standard terminal systems in local
offices. The Unemployment Benefit offices, having started
procurement before the strategic standards were developed,
will be supplied with Honeywell UK terminals. The eventual
intention, however, is to use standard terminals throughout.

7. Provided all terminals are of a standard type and
communicate by International Standards, there is no
requirement for them to be from the same supplier as the
mainframes, for they use quite different software.

Ref 1.21
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DEPARTMENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SE1 6BY

Telephone o01-407 5522

From the Secretary of State for Social Services

The Rt Hon William Whitelaw CH MC
Secretary of State for the Home Department
Home Office

50 Queen Anne's Gate

London SW1

&Q&\\‘ ‘\G\ \?\&k
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SOCIAL SECURITY OPERATIONAL STRATEGY

mm—

My private secretary wrote to yours?n J/September explaining that we had deferred
the publication of the strategy document until 15 September. I now enclose a
copy of the printed version of the working paper and of the Brief Guide, plus

the press notice which will be issued when we publish tomorrow.

I am sending copies of this letter and enclosures for information to the Prime
Minister, mambers of H Committee, Patrick Jenkin, Lord Cockfield, Sir Derek Rayner

and Sir Robert Armstrong.
/ NAoN
NORMAN FOWLER







SOCIAL SECURITY IN THE 1990s

GOVERNMENT REVEALS A STRATEGY FOR THE FUTURE

Norman Fowler, Secretary of State for Social Services, announced
today the publication of a consultative document on Government plans

for the modernisation of social security systems. Mr Fowler said:

"Our objectives are clear. We are aiming at a better quality of
service for the public; more satisfying jobs for our staff; and
reduced administrative costs. This document presents a challenge
for us all to think about the future of a vital public service.
How we proceed will depend on the comments we receive. It will
be open Government in practice. There are exciting opportunities
for the information technology industry and of course it is an

important initiative to be taking in information technology year."
"The proposals put forward for consultation in the document are:

- a national network of computer centres to be created,

linking local and central social security offices

with fast transmission links;

the public to get better advice and information about

benefits with more kinds of social security business

being handled at one place - the local office - and

at one time;

staff in DHSS offices and DE Unemployment Benefit offices
to work with modern visual display units linked to the
cQupusers; more of the routine work being handled

automatically, so that more satisfying work can be

done in helping people directly;

enquiries and claims to be dealt with more quickly and
accurately through increased computer aids. X

The proposals are not a rigid blueprint. Each project is designed
to be phased in gradually and must be justified and approved within
the overall framework. There is a built-in flexibility allowing for

regular reviews and modifications along the way. As the proposals

1




stand now, the cost of implementation could be about £700 million

on top of the cost of maintaining existing systems. They could

produce savings of around £1,900 million over a 20 year period.

Around 20 - 25,000 fewer social security staff out of a total of

well over 100,000 might be needed in DHSS and DE by the mid-1990s,
with a significant rundown beginning in the late 1980s if all the
projects go ahead. The utmost care will be taken of staff interests

during this long period of change."

Notes to Editors:

Preliminary work on the possible first stages of the strategy is

under way. It includes:

improved benefits advice for the public; an experimental

micro-computer system will be tested starting this autumn;

extensive use of micro-computers to help local office staff
with supplementary benefit work, starting next year with

special training provided;

LOP - a Local Office Project on how computers can help with
supplementary and incapacity benefit work; to operate from

the mid-1980s through a network of computer centres;

improved communication links between Unemployment Benefit
offices and computer centres, to give DE staff better

access to information;

new central index of social security contributors and

beneficiaries at Newcastle, to provide staff with better

means of establishing records.

Government is seeking the views of all those with an interest closely
involved - including technical experts, organisations concerned with
claimant interests, social security staff, their trade unions and the
Social Security Advisory Committee - before deciding on the way forward.
Copies of the document are being placed in the libraries of both Houses

of Parliament. The period for consultation is up to 1 February 1983.




A brief guide to the strategy and background papers, as listed in

thedocument, are available from DHSS, Room 213, Ray House,
6 St Andrew Street, London EC4A 3AD.







SOCIAL SECURITY
OPERATIONAL STRATEGY

A brief guide

Department of Health and Social Security
1982




INTRODUCTION

This paper provides a brief guide to the social
security operational strategy including its
origins, the main proposals published for consulta-
tion, the costs and the returns. A glossary of terms
is at the end. Further details may be found in two
published working papers: 'A Strategy for Social
Security Operations' (DHSS, 1980) and 'Social Security

Operational Strategy: a Framework for the Future'
(HMSO, 1982). These are referred to below as Working
Papers I and II.




SOCIAL SECURITY TODAY

The scale of social security operations is huge:

25 million claims a year;

24 million beneficiaries at any one
time;

1,200 million payments a year;

£27 billion benefit expenditure a year;
117,000 staff in the Department of
Health and Social Security (DHSS)
and the Department of Employment
(DE) - predominantly clerical staff
working outside London;

£1,400 million administration costs.

(1981/82)
The work is highly complex: over 30 benefits are
paid (10 introduced in the 1970s); staff rely on over
100 bulky instruction manuals - closely printed,

frequently amended and full of cross-references.

DHSS and DE already rely heavily on computers,
housed at four centres. Newcastle 1s one of the
biggest centres in Europe. Almost £40 million is
invested in computers and there are around 3,000 ADP
staff.

Figure 1 shows the organizational structure of the
whole system, in both DHSS and DE. The Reading and
Livingston computer centres are linked to a separate
network of Unemployment Benefit Offices (UBOs) - run
by DE - and pay benefits to the unemployed. Newcastle
Central Office records contributions for the whole
working population and pays Retirement and Widow's
Pension and Child Benefit. North Fylde Central Office
pays War Pensions and various disablement benefits.
At all these points in the network computers play an

important part.

ORGANISATIONAL FRAMEWORK

DE HQ DHSS HQ
London London
(530) (2000)
Regional Regional
Offices Offices
(900) (4000)
Reading & Newcastle North Fylde
Livingston Central Central
Computer Office Offices
Centres
(500) (12000) (2900)
780
1050 (.L?cgj
includin
UBOs Caller)g
Offices
(27300) (65500)

Staff nos. shown in brackets

(October 1981)

Figure 1
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DHSS local offices, however, are purely clerical with
millions of paper records held in rows of filing
cabinets. These offices are the 1initial contact
point for the public. Half the staff work on
calculating and paying supplementary benefit, while
the rest are concerned with sickness, invalidity
and other benefits and other local work.

WHY A STRATEGY?

A combination of concerns about the state of opera-
tions, allied with an awareness of new technical
opportunities, surfaced together in the late 1970s

and led to work on a strategy for operations for the
1980s and 1990s.

Staff were faced with a job of increasing complexity -
during the 1970s Parliament approved 10 new benefits,
bringing the total to over 30. Administration costs
rose. Supplementary benefit error rates increased
and standards of service to the public seemed to
decline.

The computer systems were not able to give direct
and immediate help to front-line local office staff
in DHSS and, through them, to the public. 1In the
absence of such help, 1local office staff were
burdened with more and more paperwork.

Meanwhile, computers and telecommunications were
generally bcoming cheaper, faster, more reliable and
able to handle more work. This opened up quite new
opportunities. Things which had been technically
impossible or too expensive to contemplate began to
seem feasible.

The present DHSS computers have to be replaced
during the 1980s and this offers an opportunity to

introduce a more coherent system providing real

improvements - for the .public, the taxpayer and the
staff.




WORK SO FAR

The work started within DHSS in the late 1970s. The
pace quickened in 1980, when a new Strategy Team was
set up and the Secretary of State for Social Services
announced the work in Parliament:

'Piecemeal changes can never be enough.
We need a more radical approach if we are
to modernise the way we run the system and
give the public a quicker and more accurate
service. We also want the staff to have
more worthwhile jobs with greater satis-
faction.' (Hansard 21 November 1980.)

The first Working Paper was published in December 1980.
It explained the reasons for the strategy and stressed
as key issues the need for economy and efficiency; the
need to improve service to customers, particularly by
treating them more as 'whole persons' with a range of
social security requirements; and the need to pay
particularly close attention to the needs of staff,
such as a better working environment and more job
satisfaction. Working Paper I invited discussion
and called for a further paper with specific
proposals for a strategy to meet these needs.

In January 1981 the Parliamentary Secretary (Social
Security) chaired a two-day seminar at Sunningdale,
at which the strategy was considered by a group of
well-informed outsiders - 1including people with
extensive private sector computing and management
experience. The broad approach was welcomed, but the
scale of the undertaking and the need to avoid undue
risk was stressed. Since then wide discussions -
inside and outside Government - and analysis work
have led up to the proposals contained in Working
Paper II.

THE PROPOSALS

More Economic and Effective Use of Claimant

Information

Collecting, storing and wusing information about
contributors and claimants .lies at the heart of
social security operations. At present the inform-
ation cannot be organised as effectively as we would
wish. Several separate records have to be held about
one individual. It is difficult to keep them up to
date and consistent and for staff in one part of the
organization to get relevant information held else-
where. This increases the risk of overpayments to
which the Public Accounts Committee has drawn atten-
tion:

'We urge the Departments [DHSS and DE]
to pursue their investigations to ensure
that full advantage is taken of the
facilities offered by computers to cross-
check and supply information at the point
at which a claim is decided.' (PAC 9th
Report, 1976/77)

This highlights a central issue: either DHSS and DE
continue to hold large numbers of separate records in
a form not easily accessible to local office staff, or
they link them together and make them readily available
to the staff who need the information. Technology now
makes it possible to pursue the second alternative and
we propose that the records should be re-structured to
minimise duplication of information and make it access-
ible to the staff who need it. There will be fears
about privacy, and strict safeguards to control access
and prevent abuse will have to be built in. But to
take any other course would mean opting for less
efficiency and less control of public money and fore-

going opportunities to improve standards of service.




Cross Benefit Approach

In the past each benefit has been administered

largely in 1isolation. The strategy work has
sought to identify functions which are the same
irrespective of benefit. Printing order books or

giros is a clear example. It is recommended that so
far as possible common approaches should be used for
all benefits, to achieve economies and a less confus-

ing system.

Common Communications Network

As telecommunications become more important, it is
essential to prevent the spread of different,
incompatible networks, which would restrict
flexibility and confuse staff. A common, general
purpose network spanning all social security offices
is recommended.

Terminals for Staff

Computer terminals on the desk would be a real aid
to staff in their daily work, by providing rapid
access to the information they need and to computer
assistance. The widespread use of such terminals is
recommended: they would replace paper and pens as
the basic working tool for benefit clerks.

New Computer Structure

To put these proposals into practice, DHSS and DE
would have to move from the present computer
structure to a more modern and integrated one.

Figure 2 illustrates the present arrangements. They
reflect the constraints of the 1960s and 1970s when
they were designed. For example, both sickness bene-

DATALINK - \ Overnight
overnight telephone \\ tape -to - tape
link L link
\
\
N
/ \
/ \
/ \
/ \
/ \
/ \
=onl \

Permanent
telegraph
links

/ /

/
‘ .

|
| UBOs

*
National Unemployment Benefit System computer
centres at Reading and Livingston

Figure 2




fit - administered in DHSS integrated local offices
(ILOs) = and unemployment benefit - administered
through UBOs and the National Unemployment Benefit
System (NUBS) computers at Reading and Livingston -
rely on national insurance records at Newcastle; yet
these closely related benefits are administered quite
separately and rely on separate and rudimentary
communications links for access to these records.

Figure 3 shows the proposed 1long-term computer
structure. To concentrate computer resources at
either central or local offices would mean
excessive size and concentration at the centre and/or
unrealistic demands on local processing facilities.
The addition of area centres would enable a more

balanced structure.
Ultimately, each area computer centre would:

support a number of ILOs and UBOs,
making the same information and
computer resources (eg facilities
to calculate benefit entitlement)
available to both;

provide quick communications between
local and central offices and between
local offices themselves;

hold the main information about
claimants living in theilr area;

provide natural locations for fast,
efficient payment centres.

The structure would build up gradually. In the 1980s
the Area Centres would be established, holding infor-
mation and computer programs and with links to ILOs
and Newcastle. Among the first activities which
they would support would be the payment and uprating
of 1local office benefits, and the calculation of

10

Central claimant index
and
long - term benefits

Area
computers

VDUs/micros in local offices

NOTE: all telecommunications use fast lelephone/digifal links

Figure 3




entitlement for claimants to supplementary and sick-
ness benefits. In parallel, a new central index
would be developed at Newcastle; and the existing
large computer systems there would be modernised.

Meanwhile, UBOs would continue to be supported by the
NUBS computers, but improvements - notably the intro-
duction of visual display units to improve links
between the offices and the computer centres - would
be introduced.

In the early 1990s UBOs would be linked to the area
centres. This would make attainable the objective
that unemployed claimants should not have to deal
with both DHSS offices and UBOs: the network would
enable the full range of benefit transactions for
the unemployed to be handled through 'one office'.
The North Fylde system would also be more closely
integrated and an option would exist to distribute
pension and child benefit administration from
Newcastle Central Office to area centres and local
offices to further the 'whole person' concept by
making the local office the point through which all
social security benefit transactions for an individual
are handled.

However, all this will take time and local offices
need computer help now. It is proposed that micro-
computers should be introduced into local offices as

an interim step - starting in 1983.

Implementation

The proposed new structure could not be implemented
as a single exercise: it must be broken down into
individual projects developed within a strategic
framework. Figure 4 shows the most important ones
and the suggested dates for systems development and
implementation.
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MAIN STRATEGY PROJECTS

82/3(83/4|84/5|85/6|86/7 | 87/8|88/9(89/90{90/1 |91/2(92/3(93/4 | 945 |95/6|96/7 | 97/8

Supplementary Benefit Assessment — micro

Payment of LO Benefits and Supplementary Benefit uprating

Departmental Central Index

Advice and Information

Retirement Pension

L

Supplementary Benefit Assessment

|

Unemployment Benefit

Child Benefit
L

Contributions

l

Contributory Benefit Rating

[

Planning and development

Key: Phased implementation

National live running

Figure 4




The first and fourth projects are relatively small-

scale micro-computer systems which could |Dbe

implemented quickly. The second and third are
particularly important, as they will together
establish the frame-work (central index, area

centres, communications network, database) on which
subsequent projects will build.

Managing these inter-dependent projects will be a

complex and difficult task. Strong central management

will be essential.
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THE GAINS

The proposals would enable a better service for the
public. As local office staff would have ready access
to all the information they need to deal with a case
they would be able to provide better information to
customers and a quicker and more efficient service.
As computers shoulder more of the burden of calcula-
tions and ensure that all the right questions are
asked, errors should be reduced and calculations
speeded up. As staff would be 1less burdened by
procedural and arithmetical work each of them would
be able to handle a wider range of social security
business, instead of requiring claimants to contact
different counters at different offices. It would
then be possible for them to treat customers as 'whole
persons'.

The Government would achieve substantial savings
(discussed further below); fewer complaints about
inaccuracies, overpayments etc; better controls
against abuse due to improved cross-referencing of
available information; and a computer structure which
was more responsive and adaptable to change than the
present systems and more able to cope with additional
demands than the present over-stretched manual systems.
(The administrative difficulties of introducing a tax
credits system, for example, would be reduced.)

The staff too would benefit. The focus of their work
could shift from processing paper to dealing with
people and resolving their problems. By having the
information on which they depend readily available
they would be able to do a better and satisfying job.
The frustrations of not having information available,
of depending on others elsewhere to complete a task,
and of relying on complex and voluminous instruction
manuals should all diminish.

15




~OQTS AND SAVINCS COSTS AND SAVINGS

DHSS will need to spend around £900 million*
(November 1981 prices) over the 20 years 1982/2002
NET CASH FLOW OVER STRATEGY PERIOD simply to keep the current computer structure running
with minimal improvement.
£m Implementation of the full strateqgy proposals would
cost an additional £700 million* and would produce

gross savings of £1,900 million* over the same period:
a return of 123%. The internal rate of return (the
discount rate at which savings would equal expenditure)

+100- is 27%.

Figure 5 shows the cash flow: net annual expenditure

in the 1980s turns to net annual savings after 1990.

In net present value terms the strategy will have paid
for itself by 1993.

i ,‘983

Most of the long-term savings would come from a need
for fewer staff in DHSS and DE, particularly in local
offices. The savings would build up, project by
-100+ project, and would depend on the way the strategy
progressed. If the full programme of projects were
carried through on the timetable envisaged in figure
4, staff savings would start in 1984 and would build
up, gradually at first but more sharply from 1990,
and could reach a level of 20-25,000 by 1995. Other
factors, including the extent to which savings were
ploughed back into improvements in the quality of
service, would affect the exact level achieved.
There would be discussions with the trades unions

about the staffing consequences of each individual
project. The aim would be to achieve savings
gradually through natural wastage.

Figure 5 * At this stage the figures must be regarded as order

of magnitude estimates.
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The strategy would thus facilitate continued reduc-
tions in the size of two major Government Departments;
would provide a planned framework for achieving them;
and would enable this to be done while improving the

level of service provided.

It is not necessary to seek global approval for the
total investment needed to complete the strategy.
Each project within it would be individually costed
and decisions on investment would be taken one by one,
in the light both of their individual justification
and their contribution to the strategy as a whole.
During the time the strategy is developing technology
will advance and the demands on the system may change:
this reinforces the need for a flexible approach, with

constant reappraisal.

18

KEY REQUIREMENTS

Success is only possible if a number of key require-
ments are met.

The strategy must be flexible and responsive to
change - not a strait-jacket. It should be seen as
a framework within which individual projects are
justified and carried forward. Constant monitoring
will be necessary. In addition, several review
points are built in at each of which it would be
possible to stop or change direction. Working
Paper II also outlines several variants, which would
be less comprehensive and less expensive but would
offer smaller savings and lower attainment of
strategy objectives.

Privacy and security must be safeqguarded. The

strategy does not require any additional personal
information to be held by the Departments: it
proposes that existing information should be used
better. Any forthcoming legislation would provide
the framework for data protection. Access to sen-
sitive information would be controlled (eg by
passwords, badges, voice prints, special authorisation
procedures, etc). Significant back-up support to cope
with machine failure would be needed and has been
included in the costings. The extent of security
controls and back-up provision will be determined in
the detailed planning of the individual projects, in
the light of the possible risks and costs involved.
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Effective

Effective

management will be essential:

to ensure unity of purpose through-
out the planning and implementation
process;

to ensure that necessary resources
(including skilled technical personnel)

are available and efficiently deployed;
and

to maintain momentum and proper control.

consultations will be essential:

to ensure that the needs of those who
receive the benefits and the views of the
organisations who represent them continue
to be taken fully into account

to ensure that the enthusiasms and ideas

of the staff and those who represent them
are fully engaged in the development of the
strategy.

20

CONCLUSION

The proposed strategy would enable DHSS and DE to
provide a modernised and more efficient service at

lower cost. It would also have wider implications

for Government:

it would continue the Government's
drive for greater efficiency;

it would give practical expression

to the Government's determination,
in Information Technology Year, to

take full advantage of modern tech-
nology 1in 1its own directly run
services;

it would make a major contribution
to technological advance in the
UK, generating high technology
business and jobs.
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GLOSSARY

DE
DHSS
ILO
LO
NCO
NFCO
NUBS
PAC
UBO
VDU

Department of Employment

Department of Health and Social Security
Integrated Local Office

Local Office

Newcastle Central Office

North Fylde Central Office

National Unemployment Benefit System
Public Accounts Committee

Unemployment Benefit Office

Visual Display Unit
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DEPARTMENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SEI 6BY
Telephone 01-407 5522
From the Secretary of State for Social Services

J F Halliday Esq

Private Secretary

Home Secretary's Office

Queen Anne's Gate

LONDON SW1H 9AT ;Z September 1982

Deor Jobn,

SOCIAL SECURITY OPERATIONAL STRATEGY

Mr Whitelaw wrote to Mr Fowler on 21 ﬁyéﬁst confirming
that he had no objection to the plans'to publicise

the strategy document. I am afraid we have had to
defer the publication date for one week; it will now
be 15 September.

Copies to recipients of previous correspondence.

Jovs em,

C A H PHILLIPS
Private Secretary
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I am grateful for your invitation to attend the Press
Conference but, bearing in mind that my strictly Departmental
interest accounts for only a small part of the full range
covered by the Strategy, I prezence would tend to
put the issue somewhat out of perspective. Unforfunatﬁly
David Waddington will be out of London and unavailable on
that day but I am asking my officials to ensure Lhdt the
Department sends a TCprufﬁudulvc as an observer and to
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answer any factual questions that may arise on our side.

Finally, I am glad that you have agreed to enlist MPO's
help in trying to resolve the question of management of
NUBS and I understand that contact has already been made
with them at official level. Clearly we shall have to wa
to see what judgment they come to both on the merits of t
case and on the timing of any change. In answer to your
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SOCIAL SECURITY OPERATIONAL STRATEGY

Thank you for your letter of 17 August.

As Norman Tebbit has withdrawn his
objection to publication and our other
colleagues are content, I agree that you
should publish the consultative document
as you propose.

I am copying this letter to the
recipients of the previous correspondence.
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The Rt. Hon. Norman Fowler, M.P.




DEPARTMENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SE1 6BY
Telephone 01-407 §522

From the Secretary of State for Social Services

The Rt Hon William Whitelaw CH MC MP
Secretary of State for the Home Department
Home Office

50 Queen Anne's Gate

LONDON
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SOCIAL, SECURITY OPERATIONAL STRATEGY

In my letter to you of ,¥5 June I sought your agreement to the publication of
our Second Working Papér on A Strateqgy for Social Security Operations. As I
emphasised, it is a consultative document, the purpose of publiCation being
to enable us to discuss our ideas with outside experts and with all those who
have a real interest in this field, including our staff, and trade unions.

As you will know from subsequent correspondence, Norman Tebbit saw certain
difficulties about going ahead in the way I proposed, but in his letter to me

of 5 August has said that he does not wish to press for a meeting to discuss

his reservations if other colleagues are content for the document to be published.

Apart from Norman, no-one has been in touch with me to suggest that we ought to
discuss the document at a meeting before publication, and I therefore now seek
your authority to go ahead. If you are agreeable, I propose to publish on

8 September and ask for any comments to be made by 1 February. We can then as
I have indicated in my letter to Norman (a copy of which I attach) assess the
results of our consultation and see what is indeed the best way forward.

I am copying this letter to the recipients of the previous correspondence.
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Secretary of State

Department of Employment

Caxton House

Tothill Street

London S W 1 \~‘ August 1982

Qm QQ%\N\

SOCIAL SECURITY OPERATIONAL STRATEGY

Thank you for your letter of 5 August explaining your continued reservations
about the line which has been adopted in the draft Operational Strateqgy
Working Paper.

I am grateful to you for withdrawing your objection to early publication of
this paper. I do take full note of your reservations, but feel the right
course is to get the document out now so that we can test opinion on these
difficult matters. The consultation period will of course allow for further
discussion between our two Departments on the possibilities of alternative
approaches. Since none of our other colleagues on H Committee has expressed
(any reservation about publication of the Working Paper, I propose - subject
to Willie Whitelaw's agreement - to go ahead with publication on 8 September.
My intention is to have a press briefing on that day, with Tony Newton. If
you or one of your Ministerial colleagues would like to join us, I should be
very pleased.

On the question of control of NUBS, Barney Hayhoe has pointed out that any
proposal to change responsibilities for these installations must raise machinery
of Government issues, which are the concern of Janet Young and the MPO. He
evidently shares my view that it will not be easy to sort this out sensibly
until we know where we are going on the strategy itself. The main thrust of

our present proposals is towards greater integration of the services run by

our two Departments, rather than more division of responsibility between them;
and it was in that spirit that I suggested that we should emphasise the linkages
by moving to a more formalised joint management of these computer installations.
(In working practice, I understand, there is already a much closer degree of
collaboration between our officials on this front than we have had before.

Your people have been involved at every stage in recent discussions on the
replacement of the computers over the next few years, while a joint working
group has been set up on the new terminals for your offices, with the aim of
giving them a worthwhile interrogation and enquiry service.)
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I wonder, therefore, how far MPO will be able to take this in the interim,
before we have a clearer idea what the future shape of our joint operational
arrangements under the strategy is likely to be. Having said this, however,
I have no objection to letting MPO look at the question now, if that is what
you wish, and leaving it to them to judge how far it is possible to carry
this matter forward at the present stage. I will ask my officials to open
this up with MPO.

In conclusion, feel I ought to say that though, as you point out, we have
been in correspondence about the NUBS issue for a long time, it is not the
irm Rayner recommendation outstanding for a change
1y Report was not conclusive on this issue, and
be studied further. Nor is there any immediate
The present system is undoubtedly operating
nt task is concerned, and we have just introduced
! cessfully and on time.

his letter to the other recipients of the previous
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In replying to your further letter of 20 July I do not Dropose
rehearse again all the reservati ot: previously o"pﬂwu
about the approach you have adopt U-n operational

I am bound to say, however, v 1ir letter has done ]Jt
allay my fears.
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However, having made my own position clear, if no other colleagues
share my concerns and wish to press for a meeting, I shall not
myself stand in che way of publication any longer.

Turning to the question of control of NUBS, as I said in my letter
of 5 July, I do not believe that your suggputlon of joint management
goes he heart of the issue. What I am concerned to bring

herent and efficient management structure for the benefit
i yon as possible rather than waiting for the

about

service operation as st
tjme probably in the 1990s. when the operational strategy, as

pr 1t1ly conceived, starts to have an impact on it. You will

hdve seen a copy of Barney Hayhoe's letter to me of 27 July in
which he suggests that if we cannot reach agreement between us

when actual decisions of the strategy are taken, the matter might
be handled as a 'machinery of government' question. As you know,
this has now been outstanding since the Rayner report was published
in March last year. I do not believe that there is any prospect

of our being able to agree on this bilaterally either now or later
and I think it would be right to acknowledge this and put the
matter int he hands of the MPO now so that independent assessment
can be made ai a decision taken. I hope you will be able to

agree that we should proceed on this basis.

L

I am sending copies of this letter to the rec >ipients of the

o C

previous corresporc ience.
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>nding me copies of your

3o which some but not all

ters have seen, I think that it
nsultative paper. As you have
roblems ahead, but I agree with

to expose this important
into.

separated from the future of

Norman Fowler's contention
that it
as a whole

there. I hope that you and Norman would then be able to reach
agreement ab ' 1f not, however, the.issue would seem to
the machinery of government in which Janet Young

have a particular interest.

this letter go to the recipients of yours.
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SOCIAL SECURITY OPERATIONAL STRATEGY

Thank you for sending me a copy of your letter of 15 June to
Willie Whitelaw.

My officials in the Northern Ireland Department of Health and
Social Services have been in close touch with your officials
during the preparation of Working Paper II, and an Inter-
Departmental Steering Group has been set up to advise on the
development of a complementary strategy in Northern Jreland.
The Croup has already endorsed the rain design features
outlined in the Working Paper as being equally applicable in
Northern Ireland and we hope to produce draft strategy
proposals tailored to our particular needs by about the end
of the year.

I am therefore content with your suggested time-table for
publication of the latest proposals.and subsequent consultation.

I am copying this letter to the recipients of yours.
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In your letter of 15 June to Willie Whitelaw you sought the
agreement of colleagues to publication of the document setting

out your operatio trategy proposalo. You are now considering
INe VIews I put to you on theése proposals in my letter of

26 May but I thought that, since many ol the poil ints I made are

of general rather than strictly Department al concern, colleagues
may be interested in the following brief summary of my res ervations.
In putting them forward I should emphasise again that I appreciate
the need for long term planning in this complex field, and

endorse the aims of improving operational efficiency, enhancing
services to the public, and modernigine the work of the many staffl
involved.

First, I believe the proposals seem to run the risk of being
seriously over-ambitious. They envisage an enormous and compleX
computer operation bigger than any system now in existence anywhere
in™tREWorla, —Mhe rioks inherent in developing such a programme
are formidable both in terms of investment and lost opportunities
for steady development which a more modest and securely based
strategy might provide. There are, in addition, the technical
risks to which Kenneth Baker has already drawn attention and

which I agree need the most careful consideration.

The managemsnt of such a programme is another cause for concern.
We have successfully introduced a computerised system for the
relatively 5br°1~htlorwal‘ task of paying unemployment benefit,
but our overall record of introducing and developing computer
systems for the payment of benefit is not such as to give
confidence. We do not have the experience or expertise neec

for the massive operation envi"agoi 7 the strategy. And w

need to be sure of a high level of c¢ W.Lmonb by mgnaycu,h. and
staff, especially given the long period before pos itive resultis
were in evidence.
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There are two other broad issues to consider. A common system
of benefit payment relies on a good deal of centralised
information gathering and storage. This raises questions about
data protection and confidentiality and we shall need to be
sure that our aims in developing this strategy do not conflict
with the policy of data protectlon as set out in the recent
White Paper or in any future leglslatlon. I am concerned too
about the industrial relations <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>