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Highlights

e The DWP is undertaking a massive modernisation programme, which depends
upon IT projects being implemented successfully, while at the same time there is
widespread concern about the number of inadequate IT systems across the
public sector.

e Although there is a vast amount of information on best practice, there is only
patchy compliance. Openness and accountability are vital tools in ensuring
compliance with best practice. DWP should be significantly more open about its
IT projects.

¢ OGC has had an important influence on best practice, particularly since the
introduction of its Gateway Reviews. However, too many of its
recommendations are optional. It needs greater powers to enforce best practice,
and should insist on greater transparency.

e We consider there is scope to simplify social security policy, to make it easier to
understand and deliver. Nevertheless, we recognise that questions of fairness and
equity may limit the potential for extensive change.

e Despite some signs that aspects of its service are improving, the performance of
CSA’s IT programme and new telephone system remain unacceptable.

e The new child support policy is a good example of a simplified policy, but
Parliament was not fully informed that this simplified scheme would be
delivered via a complex IT programme requiring profound business
transformation.







1 Introduction

1. Much of modern life is dependent upon IT systems reliably processing vast amounts of
data speedily without major incident.! When they work, reliable and stable IT systems can
deliver new services and efficiencies to the benefit of all. But too often, the actual
experience can be the very opposite of that. Defective IT systems can cause serious
problems and distress to thousands of people. These problems are compounded when IT
failures involve the delivery of crucial public services, especially, as in the case of the
Department for Work and Pensions (DWP), where IT programmes directly affect people
who are in low-income households and claiming benefits and paying or receiving child
maintenance. Defective IT systems may result in: a DWP customer discovering that a
regular benefit has been reduced only after the payment is received; thousands of non-
resident parents making the wrong maintenance payments; and failure to calculate
entitlement properly when people apply for benefit. Customers’ telephone calls may go
unanswered, or are finally put through to a member of staff who has no knowledge at all of
the particular case and, because of faulty IT technology, is unable to access any relevant
files electronically. It is a lucky caller who gets put through to somebody that can actually
retrieve the relevant files onto their screen, and extract the necessary information before
the computer screen crashes.”> Defective IT can also have an adverse effect on staff morale
and turnover, which is especially damaging in an organisation, such as DWP, that already
suffers from high levels of absenteeism and staff turnover compared with some other
Government departments and the private sector.’

2. Defective IT systems are found in the private and public sectors and are a world-wide
phenomenon.* According to research produced by the Standish Group, one of the most
widely publicised surveys into the problem of inadequate IT across all sectors throughout
the world, some 16% of IT projects succeed in terms of coming on-stream on time, to
budget and to specification.” We heard that for larger projects, costing over £10m, success
rates are even lower.® With such high failure rates, the full extent of the public expenditure
costs of defective IT should not be under estimated. DWP has some of the largest IT
systems in the world — 35 major systems, 26 million customers and approximately £100
billion paid out annually in benefits.” DWP’s spending on administration was £6.35 billion

1 IT system is used to describe IT (hardware) and IS (software)
Ev 119

For example, see Analysis of sickness absence in the civil service, tables A and F, published by Aon Ltd.

A W N

Examples of defective IT systems in the private sector, such asthe London Stock Exchange’s Taurus computer project,
are described in Crash: ten easy ways to avoid a computer disaster, by Tony Collins and David Bicknell.

5  The Standish Group survey was quoted by a number of witnesses. For example, Submissions from DWP (Ev 103-4),
Mr Hasted (Ev 111) and OGC (Ev 128). For purposes of the Standish study, projects were classified into three
resolution types: Resolution Type 1, or project success: The project is completed on-time and on-budget, with all
features and functions as initially specified. Resolution Type 2, or project challenged: The project is completed and
operational but over-budget, over the time estimate, and offers fewer features and functions than originally
specified.Resolution Type 3, or project impaired: The project is cancelled at some point during the development
cycle. Overall, the success rate was only 16.2%, while challenged projects accounted for 52.7%, and impaired
(cancelled) for 31.1%.Source: www.standishgroup.com. A more recent study, commissioned by Computer Weekly
and conducted by Templeton College Oxford, found that one in ten IT projects was abandoned, 75% were
challenged (projects defined as completed and operational, but over budget, time and/or lacking critical features),
and around 15% were successful (defined as completed on time and on budget, with all features and functions as
originally specified). See Ev 128.

6 For example, see OGC (Ev 128)
7 Ev 104



in 2003/4, but since 2001 the Department has spent some £4.25 billion on IT projects,
comprising £2 billion allocated in each of the 2000 and 2002 spending reviews and some
£250 million for the Jobcentre Plus roll-out.?® If these spending levels continue, the 2004
Comprehensive Spending Review may add another £2 billion.

3. DWP’s modernisation programme is one of the largest programmes of its kind in
Europe and will have a major effect on the lives of its 26 million customers. In many ways,
successful IT programmes are central to the Department’s efforts to improve its quality of
service delivery and counter fraud and errors’ The 1999 White Paper: Modernising
Government envisaged an increasing level of information exchange between Departments
— and particularly those providing linked services."” According to DWP, the aims of its
modernisation programme are to:

o "deliver key welfare reform initiatives, including Pension Credit, New Tax Credits,
Child Support Reforms, Payment Modernisation and Welfare to Work;

e establish a customer-orientated business approach including new organisations,
joined-up services, call and contact centres, personal advisers and improvements in
accuracy and service; and

o improve efficiency, including reductions in fraud and error by modernising I'T and
reducing reliance on clerical processes."

4. The results of its modernisation programme should include "new products such as
Pension Credit and New Tax Credits, and better, more efficient and customer-focused
services.”" The modernisation of the Employment Service and introduction of pension
credit were cited as examples of the way IT-enabled change could be successfully
accomplished."? Clearly, DWP’s modernisation programme is about more than simply
providing frontline staff with new computers; it involves enabling DWP’s businesses to
become more customer-focused, while driving out inefficiencies.” A common theme
running through much of our evidence was that a successful modernisation programme
requires a fundamental transformation of an organisation, including the way that its
business is conducted and organised.

5. We launched our inquiry in November 2003 with the following terms of reference: "to
examine the DWP's management of information technology (IT) projects. © We decided to
conduct our inquiry in two parts: firstly, to examine the principles of best practice in the
area of procurement and administration of IT projects, which included the specific
questions that we set out in our press release;'* and secondly to examine the extent to

8 Q307

9 DWP's Departmental Report, 2004, Cm 6221, Figure 25 lists the Department’s current major programmes and
projects that are based predominantly on IT change, with details on schedules, budgets and achievements to date.

10 Modernising Government, March 1999, Cm 4310
11 DWP’s Departmental Report, 2004, Cm 6221 and see also Q 500
12 Q316 and Q 497

13 Q 268. DWP's various businesses, comprise the Child Support Agency, Jobcentre Plus, The Pension Service, the
Appeals Service, and the Disability and Carers service and corporate support services

14 The questions in our press release were: 1)Should policy be simplified prior to drawing up an IT specification? Does
this happen in practice? 2)Do bespoke IT systems ever work successfully? 3)Is there an effective competitive process
in the awarding of IT contracts with DWP?4)Does a genuine transfer of risk occur between DWP and its suppliers,



which the elements of best practice have been applied in the case of the Child Support
Agency (CSA). Our acknowledgements and thanks are set out in annex one Our focus
during this inquiry has been on DWP's administration of IT systems, but throughout we
have also been conscious that IT failures are more likely to receive media attention than the
numerous IT successes, especially if the failures are large public sector projects. We also
note that I'T programmes may perform satisfactorily, but fall short of expectations that may
have been set unreasonably high.

6. Successful IT delivers real benefits. Effective IT can assess a customer’s eligibility for all
benefits and services while also supporting the necessary transactions in a speedy and
accurate manner. Effective IT could allow customers to contact DWP once, for all their
personal records to be updated, and effective IT can produce savings that can be used to
raise benefits, allow staff to be redeployed from data processing to case management or to
reduce public expenditure. Overall, successful IT can improve the quality of services while
reducing unnecessary public expenditure lost through inefficiencies, fraud and errors. The
vision of using effective IT accurately and speedily to process data to the benefit of
customers, taxpayers and staff is a prize that is clearly worth pursuing.

2 Elements of best practice

7. A number of Government, industry and academic inquiries have presented a wide range
of information on best practice — for example, "Improving the delivery of Government IT
projects";” "Successful IT: Modernising Government in action;"'® Getting IT right for
Government; "' " Government IT projects;"'® and "The Challenges of Complex IT Projects. ""
Many of our witnesses gave us strong and consistent evidence on ways to improve IT
project management within Government. We agree with the general principles set out in
these studies and in the written and oral evidence. This report does not attempt to be a
manual on best practice, but rather to identify a number of key areas where we consider
there is scope to improve the administration of IT in the DWP, and potentially more
widely across government.

8. The record on IT by DWP and its predecessor, the Department of Social Security, has
been lamentable, with some high profile failures (e.g. NIRS2 and the Benefit Payment Card
project).”® The Department has recently produced an updated IS/IT strategy that aligns its
procurement policies more closely to existing best practice, for example requiring a direct
link between projects and necessary business outcomes, favouring Commercial-Off-The-

especially in the case of administering benefits? 5)Does commercial confidentiality unnecessarily obscure proper
transparency and accountability? See Making IT deliver for DWP customers, November 2003.

15 Public Accounts Committee, First Report of 1999-2000, Improving the Delivery of Government IT Projects, January
2000.

16  Successful IT: Modernising Government in action, Cabiniet Office May 2000
17 Getting IT right for Government: a review of public sector IT projects, Intellect
18 Government IT projects,Parliamentary Office of Science and Technology(POST), July 2003.

19 The Challenges of Complex IT Projects, The report of a working group from the Royal Academy of Engineering and
the British Computer Society .

20 The failings of these projects were set out in studies by NAO/PAC. For example, see Public Accounts Committee,
Third Report 2001-02, The cancellation of the benefit payment card., HC 258, 6 December 2001 and NAO report:
NIRS 2: Contract extensionHC 355 2001/02.See also Ev 117. Q 332, Q 392



Shelf (COTS) products over bespoke systems and small scale projects over larger projects.”'
Mr Tom Warsop of EDS and other witnesses gave us evidence that the performance by
Department, agencies and suppliers had improved significantly over the last eighteen
months or so.”? Despite this, there is still considerable room for improvement. In this
Section we consider seven areas of best practice that we consider particularly pertinent for
DWP:

o Simplifying policy so it can be more easily delivered
e Unrealistic deadlines
e Need for early discussions to avoid unworkable projects

o Staffing and managing the cultural changes needed to introduce new ways of
working

e COTS vs. bespoke IT systems
o Breaking large IT changes down into a number of smaller projects

o Strong contingency planning, for when things go wrong, including abandoning
failing projects.

Simplifying policy

9. Much of DWP’s business is highly complex and involves a dense set of interrelationships
that need to be fully understood, with or without the aid of sophisticated IT systems. In
our call for evidence, we asked witnesses to consider the scope for simplifying social
security policy with the aim of improving service delivery. There was broad agreement
throughout the evidence in favour of the case for simplifying policy. DWP argued that the
simplification "makes it easier for customers to understand policies and for staff to
administer them correctly. There are also benefits in terms of reduced need to customise
supporting technologies.” In line with this, the Department has made some attempts to
simplify policy. In particular, the new scheme for child support is an example of simplified

policy.

10. Some of our witnesses, however, pointed out that the scope for simplifying policy may
be limited in some areas. Ms Jan Gower, of IBM, argued that, "The hypothesis that says if
we simplify the policy the IT systems will be much simpler and therefore we will all get to a
better answer more quickly is too simplistic."** Others pointed out that complex policies
were sometimes needed to avoid creating rough justice and too many losers from policy
changes, while also seeking to preserve protected rights for those affected by any changes in
policies. This constraint was put to us very clearly by Ms Laura Martin from PCS, who
considered that, "you have to make decisions about simplicity versus fairness versus

21 An example of a COTS package in the field of social security is Cuiram. See Ev 153
22 Q466. See also Q 461. A list of witnesses is given at the end of this volume.

23 Ev 106

24 Q239



equity."® It is also important to avoid social policy being determined according to what fits
into the constraints of current, possibly defective, IT. This constraint on policy
simplification is especially obvious when dealing with the most vulnerable people in
society. The Secretary of State, the Rt. Hon. Andrew Smith MP, recognised the broad case
for policy simplification, but also reasons why complexity was sometimes necessary. He
said:

the fact that we have rule-governed systems in itself brings some complexity into
play; the fact that we want to be sensitive to individual circumstances often makes
things more complicated; the fact that people have complicated lives; the demands
of fairness; requirements of cost effectiveness; how you deploy your resource so it
helps those who most need help; the constraints of interaction with a variety of other
systems, benefits, taxation and so on; minimising the losers when changes are
made.*

11. Mr John Wheatley, Citizens Advice, recognised that simplification may make delivery
easier, but pointed out that there was,

a raft of case law clarifying what is meant by using a slotted spoon in the cooking test,
for example, a whole host of Commission decisions which clarify further the
regulations, and further regulations on the basis of Commission decisions which in
the Department’s view go against the original policy intention.

He argued that any attempt at simplification would also result in a range of clarifying case
law.

12. An illustration of policy simplification is the Government’s child support reform. For
example, under the old (complicated) arrangements, a maintenance assessment involved
eight separate steps, and 39 lines of financial calculation, whereas the new arrangements
are based around a simple formula, and involve only three steps and eight lines of
calculation.”® Where complexities arise under the new simplified system, these are mainly
associated with transitional arrangements, when moving existing cases from the old
scheme to the new scheme and Child Maintenance Premium. We discuss the CSA,
including its well publicised IT problems, in section five. But generally, in terms of
simplification, the Secretary of State told us that where the CSA system was working, it was
supported by clients, the public and staff.” PCS acknowledged that without a simplified
policy, the difficulties at the CSA would be a lot worse. *°

13. Although we recognise that there are limits to simplification, we consider that there
may be considerable potential for simplifying social security policy further in order to
make it more comprehensible to staff and customers, but also to help to deliver policy
objectives to be delivered more effectively and transparently. In our view, there is a case for

25 Q241
26 Q559
27 Q457
28 Ev 193
29 Q559
30 Q420
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exploring the possibilities of further policy simplification. We recommend that the
Department establishes a high level working group chaired by Ministers, comprising IT
suppliers, social policy experts and other relevant parties, including representatives of
client groups and front-line staff, to make recommendations on how policies can be
simplified.

14. The NAO and OGC should have a key role, contributing their expertise on best
practice and lessons learned from previous IT failures. In our view, policy simplification
has the potential to deliver significant savings in the costs of delivery, fraud and error. We
believe that if these savings are clawed back in full by the Treasury, there will be little
incentive for stakeholders to take part in the discussion and implementation. We therefore
considered how the savings that are derived from a successful IT programmes should be
allocated. It is our view that the majority should be used to raise benefits. We recommend
that the Government makes a commitment to transfer half of any savings into benefits
with the balance being divided equally between better service delivery and public
expenditure savings.

Unrealistic deadlines

15. IT projects are notorious for running over time and cost and ending up with too little
functionality. Despite this, Ministers seem to commit themselves to projects that are
completely unworkable - because they are too complex, too expensive or just likely to take
too long to deliver. Within the DWP, the 1998 Benefits Payment card project and the CSA
reforms are two examples of this. Mr Tony Collins (Executive Editor, Computer Weekly)
thought it was surprising, "that such large sums seem to be devoted to projects where the
scale is enormous and where the risks are very high, where it is recognised that those risks
are high, but the policy driving those decisions is such that the I'T has to be implemented."*!
Similarly, as Ms Sarah Arnott (Computing) told us, "the Inland Revenue's disastrous
introduction of tax credits last year resulted from a commitment from a politician to a
deadline that could only be met if all the system testing time was cut out of the
development process.””* The result was a system that failed to pay tax credits to some
people who were dependent on the income.

16. In a large department such as DWP, Ministers clearly depend upon civil servants to
keep them fully informed about particular projects. We heard from the Secretary of State
that he holds monthly meetings with his Permanent Secretary and Chief Information
Officer, which gives him the opportunity to provide political leadership and accountability,
and to ask challenging questions. ** The Secretary of State stressed that he did not try to
micro-manage everything, but instead ensured that the right structures and teams were in
place.** Sir Peter Gershon CBE, Chief Executive, Office of Government Commerce (OGC)
told us that Ministers were provided with a ‘checklist’, to help them ask the right sorts of
questions at the start of projects, such as whether there was sufficient interaction with
industry. Ministers are also under a Cabinet direction that, "no government initiative

31 Q190
32 Ev156
33 Q556
34 Q556
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(including legislation) dependent on new IT [is] to be announced before analysis of risks
and implementation options has been undertaken." > Nevertheless, we have yet to see
extensive evidence of brave decisions by Ministers to re-focus or delay projects at an early
stage. We suspect that too often civil servants may find it extremely difficult to say ‘no’ to
Ministers, or if they do, may only do so when it is too late. Indeed, we heard that
"repeatedly, common sense and sound principles are ditched for ‘short term' gain and
political expediency. "

17. There is widespread recognition that unrealistic deadlines can damage the reputations
of Ministers and IT suppliers. Unrealistic deadlines also increase the risk that suppliers and
departments will collude to reduce the scope of the project. In the case of CSA, the Minister
told us that he would not commit himself to a specific date for conversion of old cases to
the new scheme because of doubts over the reliability of the IT programme. He said that
conversion would only happen when he was absolutely certain that the new system was
working properly. He told us:

We maintain the maximum pressure to achieve progress as effectively as we can, but
we do not allow ourselves to be seduced into giving a date which might, for the sorts
of reasons you have been talking about, turn out to be undeliverable. *

18. While there is evidence that the Department has learned the lesson of not setting
unrealistic deadlines, we recommend that DWP sets and publicly justifies more realistic
deadlines than hitherto has been the case.

Early discussions

19. One theme running through the evidence is that there are limits to what technology
can achieve; limits that officials and Ministers do not always fully appreciate. According to
Nick Kalisperas (Intellect),’® "the weakness fundamentally is a lack of communication with
suppliers at early stages of procurement, to understand fully what the capacity and
capability of the market is and what solutions it can realistically deliver. " We recognise
the obvious need to bring together technically minded people, business managers and
policy advisers within some forum early in the life of the project. We see that IT suppliers
may act as a valuable source of advice on what is technically feasible and what is not. Mr
Derek Ward summarised the pressure that Ministers may be under when he told us:

Historically, I think there may have been a problem. From where I sit, the problem
comes down to this: that we are expecting as a society at all levels more and more
functionality. We need it to be faster. We want it tomorrow and we want it to cost
less. %

35 Ev129
36 Letter provided by Computer Weekly from a civil servant (name and address withheld).
37 Q557

38 Intellect is a IT trade body representing 1,000 companies in the Information Technology, Telecommunications and
Electronics Industries in the UK.

39 Q97
40 Q240
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20. Early contacts may avoid the problem of policy makers over-specifying the project too
early. We were told that the more successful projects, such as the Inland Revenue’s self -
assessment programme, were more likely to have brought suppliers and officials together
early in the life of the project. *' EDS told us that one of the first things they try to do early
in the life of a project is to form a core team, which they seek to keep together for as long as
possible, which ideally is matched up and co-located with a team from the customer side.*
We heard a number of examples of how early discussions could be beneficial. Ms Sheelagh
Whittaker (EDS) provided an example of the Inland Revenue being persuaded to adopt a
paper-based system instead of an unnecessary IT-enabled solution for its Stamp Duty
operations.* Tom Warsop (EDS) pointed out that one initial option for the customer
management system within Jobcentre Plus was that it would be a bespoke application and
development, but a COTS package was recommended when it was discovered that the
COTS package could perform most of what Jobcentre Plus wanted to do, and could be
modified to meet their needs. Mr John Corneille (IBM) told us: "very rarely is there a
dialogue early in that process such that the suppliers can offer an opinion. I cannot
remember a case when a Minister has approached us and said "I am thinking this needs to
be delivered on this timescale, what do you think? "*

21. In the case of DWP’s business, one reason IT suppliers need to be involved early on in
the process is to give them ample time to understand fully the complexity of DWP’s
operations. We heard that there was a "growing maturity both on the industry side and on
the Department side in terms of engaging earlier.”* One downside of early and detailed
consultations, however, is that the process may be prolonged, at least during the initial
stages. This delay may be offset by time saved later in the process. In the final analysis, if
there are no offsetting savings in time, a longer feasibility phase is likely to be a small price
to pay for an increased chance of success. We heard that there was really no better way to
try to ensure future success than for the DWP to engage with suppliers early in the process
and for there to be an atmosphere that allowed open and honest communication, including
telling Ministers when something was unrealistic.*

22. While we endorse the principle that early discussions can be beneficial, we remain
sceptical that industry will be totally candid when there are expensive contracts at stake. Mr
Avi Silverman (Kable Ltd) argued that, "the endemic problem is that suppliers say at the
beginning that they can deliver something but it is questionable whether they can deliver
it."” Tony Collins drew similar conclusions, "Do not expect suppliers to always tell the
whole truth. Those suppliers that do, suspect they will not win the contract. In the UK civil
service, and particularly among IT suppliers, criticism is associated wrongly with
disaffection. Until optimism is checked by realism and scepticism, and constructive
criticism is encouraged, we should expect project failures to continue."® On the other

41 Q482
42 Q496
43 Q479
44 Q273
45 Q240
46 Q300
47 Q185
48 Ev 143
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hand, it was suggested to us that no supplier would deliberately take on a project they knew
could not be delivered, because the risks of public failure were so high.*

23. Early involvement by suppliers is also no guarantee of success. For example, EDS was
fully involved in the consultation on the CSA reform and the decisions on timing, but that
did not prevent the system from being delivered late and with poor functionality.
According to a press report in Computer Weekly, while the Department is justified in
blaming EDS for some technical shortcomings, it should take some responsibility itself for
its own poor planning of the project, which, according to Computer Weekly, resulted in
some 2,500 change requests being made to the CS2 system.™® In this example, early
involvement of the parties seemed to have been less effective than we would have hoped.

24. In general, the Department and suppliers should be fully open and honest while not
compromising the competitive procurement processes. We heard that partnership
agreements that have been entered into on a competitive basis could offer some means of
getting the best of both these worlds. The welcome re-establishment of DWP’s in-house
expertise should also play an important role in supporting these early discussions. We
heard from Intellect about their Concept Viability Service, which aims to help public sector
clients consult the market by use of anonymous comments from individual companies and
giving departments a view from across the industry. We welcome this facility, and we will
watch with interest to see whether it increases the success rate of projects. We recommend
the introduction of an independent, publicly available, continuing assessment of
Concept Viability for all major IT projects as they are developed by the Department.

25. In our view, there is some evidence that the Department has learned the lesson that
technical realities should be taken into account early in the process, and that deadlines
should not be unrealistic. But more needs to be accomplished, especially in terms of
bringing other stakeholders, including staff and user groups on board. We recommend
that well before any contracts are signed, IT programmes should involve key
stakeholders in the analysis of how business processes will be changed.

26. We also consider that Parliament should be better informed about implications for IT
when new policies and legislation are introduced. We recommend that, as formal
evidence to Parliament, the Department should present an implementation assessment
for each major IT project. We envisage that such an IT Implementation Assessment
(ITIA) would be similar to a Regulatory Impact Assessment (RIA) that is currently
required. An ITIA should set out in some detail the Government’s justification for
embarking on the IT programme, including purpose, timings, costs, IT requirements and
major risks.

Staffing issues

In-house expertise

27. DWP needs a pool of staff with skills in IT, contract negotiation and project
management. Sir Peter Gershon told us that in terms of its scale and complexity, DWP’s

49 Ev 151
50 “CSA holds back £1m a month from EDS in systems dispute”,Computer Weekly, 4 May 2004
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modernisation programme is unique within Whitehall. But what was less evident
throughout our inquiry was DWP's in-house capacity to manage the major modernisation
task - or at least to audit the IT suppliers who manage the IT programmes. Arguably more
important than individual directors is the existence of sufficient numbers of suitably
trained staff. PCS pointed out that the Information Technology Services Agency (ITSA)
originally provided the in-house expertise for DWP until it was outsourced with the
transfer of staff to EDS, under a PFI deal, which effectively meant that people who had
close oversight of design and development within the Department were no longer directly
available to the Department.® Mr John Cross (DWP) said the transfer was part of an
outsourcing agenda, which,

industry did as well; it rather tended to tip its IT organisation in its entirety over the
wall to its supplier, if I can use that phrase. I think both private industry as well as
DWP has learned that that is actually quite dangerous, because you lose your internal
capacity to manage your elements of the risk as well as the relationship with the
supplier, both of which are key levers.”

28. Inevitably with a depleted pool of in-house skilled IT staff, the department, as John
Cross acknowledged, became more reliant on its IT suppliers. Over recent years, the
Department decided to establish its own in-house IT project expertise and has
subsequently appointed some senior people.”

29. We heard from Avi Silverman that government public sector IT project managers were
not available in sufficient number at the level needed .** There was some evidence that on
"the bigger, more high profile programmes which are starting now, there are more and
more examples of specialists being brought in from the private sector who have experience
of running big IT programmes. This seems to be a trend. It is probably rather expensive
for departments to do. " >

30. We welcome the Department’s decision to establish its in-house IT project expertise, its
efforts to recruit suitably qualified people at all levels and its interest in reducing the
proportion of people it has in management, design and control positions who are currently
sourced through the contract market. However, as noted above, we are concerned that
there is not a suitably trained cadre of IT staff within DWP and that the task of recruiting
and retaining such people will become increasingly difficult as private sector demand for
people with IT project skills recovers.

31. Rightly or wrongly, there has been a suspicion that without its own in-house expertise,
the Department has not always been able to deal with IT suppliers as they should. In our
view, the decision to shed its skilled IT staff undermined DWP's ability to monitor or assess
the work of its IT suppliers. As John Cross told us, the DWP could not reasonably
duplicate the resources of EDS, but more in-house expertise would put the Department in
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a better position to assess the performance of the IT suppliers. In terms of discharging
these auditing and reviewing functions, the in-house unit needs to be well staffed with
people possessing a range of skills — auditing, project management, and technical. We
recommend that the Department recruits sufficient numbers of skilled project
managers with knowledge of IT projects to negotiate contracts and to monitor their IT
suppliers effectively.

32. We further recommend that the Department enters into urgent discussions with the
OGC, the Royal Academy of Engineering, British Computer Society and Intellect to
agree a set of recognised professional qualifications for IT project management.

Cultural change

33. The culture of an organisation is an important determinant of success for major IT
programmes, especially in an organisation that is undergoing a fundamental
transformation. Sir Peter Gershon explained, "Culture is clearly an issue with some of the
systems that DWP has sought to introduce. If you take the system that is being rolled out
through Jobcentre Plus, clearly there have been some very important issues to deal with in
terms of staff reaction to that new way of delivering the Jobcentre service in terms of
having a screenless environment."® As Kevin Saunders (SchlumbegerSema) explained,
"changing that size of organisation is extremely difficult and particularly changing it all at
the same time is even more so." Jan Gower argued that the management drive for culture
change was greater in the private sector, because business survival acted as an incentive.”

34. The experts we heard from agreed that staff, work culture and how management
handled change were all as important as technical issues in determining the success of an
IT programme. Dr Joe McDonagh of Trinity College Dublin explained that, "No more than
20/25% of an IT project spend will be absorbed by technical change considerations while
the remaining 75/80% will be absorbed by strategic, social, and political aspects of
change."® Sarah Arnott argued that, "Merely trying to computerise existing paper processes
is a recipe for disaster, as is allocating insufficient time and effort to the views and needs of
the staff who will ultimately use the new systems. " Professor Jim Norton has suggested
that 50% of an IT programme should go on training, explaining to staff and budgeting for
the fall in productivity while the new system is bedded in.®® According to Sarah Arnott, this
does not seem to generally happen in the public sector. Laura Martin (PCS) argued that
staft were not given sufficient training in depth to allow them to understand how their
work and the IT system fit into the wider picture. ®' The quality of staff is the key resource,
especially when DWP is seeking to develop a sharper customer focus. We heard evidence
of a lack of training and support, especially in the case of the CSA.®* The Secretary of State
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told us that achieving the culture shift is in no small part dependent on getting the IT and
the operating systems right. In oral evidence, Sir Peter Gershon said:

Culture is important and it is subsumed in that list of eight common causes [of
project failure] under the heading of lack of effective engagement with stakeholders
because the stakeholders include potentially for a project the public, the people who
have to operate the new system to deliver the service to the public as well as top
management, Parliament, the supplier. They are all stakeholders in the project and if
they are not all bought in to the aims and objectives of a project, which may include
process and cultural change, then there is likely to be a significant risk of failure and
even though the project could in any sense of the word be a success in technical
terms, it would not be a success in how that technology related to the organisation.

35. The CS2 system and the need for cultural change within the CSA was an example
raised by a number of our witnesses. The CSA’s Chief Executive told us that at least part of
the difficulty at the CSA was the culture change required to move from dealing with paper
claims, forms and letters to working over the telephone.®* EDS told us the whole Child
Support Reform programme, including business process redesign, culture change and IT,
"has been much, much more complicated than any of the stakeholders understood when
we first entered into this process. " Computer Weekly thought that the CSA had focused
too much on the technology rather than the organisational, managerial and cultural
changes.®® We agree.

36. The CSA’s chief executive and the Secretary of State both paid tribute to the staff for
their efforts in handling the difficulties of summer 2003. Clearly, without the dedication of
the CSA staff, the situation would have been much worse. Nevertheless, although extra
training and support were put in place eventually, these weaknesses should have been
identified and addressed much earlier. It is clear that issues around culture, staff training
and working patterns were not given enough attention by departmental managers. Change
management, including training and involving staff, have been recognised as crucial to
successful IT for many years, so it is unacceptable that these issues were not given sufficient
priority in the CS2 programme, until some time after the problems emerged. We
recommend that a far higher priority is attached by Ministers to committing time and
resources to managing the cultural aspects of major IT programmes.

Involving and gaining the support of staff

37. Apart from having sufficient numbers of suitably qualified IT project managers, it is
our view that one of the key factors determining the success of an IT programme is the way
in which front-line staff are involved in the development and implementation of IT
systems at an early stage. Staff, especially those delivering front-line services, should have
part ownership in delivering a successful IT programme. For example, in oral evidence, Sir
Peter Gershon said that ‘if staff are not brought into new ways of working, new processes,
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new ways of delivering benefits to the population, however successful the technology is, the
systems will not be successful.” We agree. The Parliamentary Office of Science and
Technology set out four reasons for this: to ensure that systems deliver what staff need; to
learn from current best practice and past mistakes; to provide leadership on the front line;
and to encourage buy-in' and overcome scepticism caused by previous failures.®

38.In our view, staff in all areas of an organisation, from the front-line to policy
development, may have important insights into the way IT can be improved. After all,
DWP’s analysis of lessons learned from Gateway Reviews pointed to increasing awareness
of the role frontline staft can play, with lessons including: research into customer and staft
attitudes at the start; monitoring actual customer and staff behaviour very closely in the
early days; and getting daily reports on what is happening.®” Front-line staft who work day
to day on the IT systems know their good and bad points. Similarly, policy staff know
about the policy intent behind the IT, which can often be lost in the rush to
implementation. Laura Martin of PCS told us, “We are not brought in as early as we would
like. We think we have a lot to offer in terms of our members working in those areas and
knowing exactly what the pressure points in the system are."” In general, she explained,
they only get to look at new systems at the pilot stage, once the software has been written
and when it is too late to make suggestions.” Citizens Advice was also keen to be involved
at an early stage, where it thought staff could contribute practical experience.”” Tony
Collins pointed out that a lack of consultation with end users had been a common factor in
projects like Libra, the Criminal Records Bureau and introduction of Tax Credits.”
According to OGC, a saddening 43% of Gateway Reviews found a need for better
involvement of key stakeholders.” In particular, users of IT services needed to be consulted
to ensure that projects met their requirements effectively. Computer Weekly also warned
that,

End-users must buy into the project. If a system is imposed on end-users the risk of
failure is greatly increased. Departments sometimes think they have buy-in of end-
users whereas they may have the support of groups of end-users who are so familiar
with the project that they have emotional equity in its success and cease to be
objective.”®

39. Laura Martin made an important point about staff and stakeholder expectations:

When you bring in a new IT system, great claims are made for it, that it will be better
than what went before, and so because more is expected of it and more work is taken

67 See General Lessons Learned from DWP OGC Gateway Reviews in Ev 220
68 See, New NHS IT, Parliamentary Office of Science and Technology, POSTnote 214, February 2004
69 Ev 220

70 Q 395. There are 6 different OGC Gateway Reviews these are: Gate 0 — confirm strategic assessment; Gate 1 -
confirm business justification; Gate 2 - confirm procurement method; Gate 3 — confirm investment decision; Gate 4 —
confirm readiness for service; and Gate 5 — confirm in-service benefits. A traffic light system is applied at each level.
Further details are set out in Ev 232-3

71 Q39
72 Q433
73 Q208
74 Ev 237
75 Ev 144



18

up on the IT side rather than in other areas of work, that means that if it fails, that
failure impacts that much more on the public. That is the problem. Some cranky old
systems that we might have had for years have done what we expected of them
because what we expected of them was not really very much.”

40. One of the easiest methods of getting staff on board to support IT systems and
programmes is to include them as partners in the planning stages and to keep them
informed with accurate and timely information about systems. We are concerned that
DWP staff at the frontline and stakeholders generally do not seem to be involved in project
planning or know much of what is going on about recovery plans or how to deal with
contingencies. This is illustrated by the problems in the CSA with the CS2 system.

41. Staff need to be trained to deal with contingencies, before things go wrong, so that any
disruption to the service is minimised. In the case of CSA, major support and training
seemed to be mobilised only after the position had become untenable. We recommend
that in drawing up IT programmes, the Department consults fully with its staff and the
responses of those consultations be included in the ITIA that we recommended earlier.

Commercially-off-the-shelf (COTS) vs bespoke

42. Historically, social security IT systems have tended to be bespoke or, at worst, heavily
customised versions of commercial off the shelf products. We have heard a number of
reasons why bespoke systems were likely to be used, including the large size of the systems
to deal with the complexity of the various benefit schemes and the long-standing difficulty
of finding suitable off-the-shelf products. EDS gave us examples of bespoke systems
succeeding — for example, within DWP they pointed to Pension Credit, Jobpoints and the
Digital Office Infrastructure and outside DWP to Self-Assessment (Inland Revenue) and
the Post Office Card Account (Royal Mail) as successful IT programmes. But generally,
bespoke systems tended to come with a high risk of failure. EDS and Sir Peter Gershon
(OGC) accepted that bespoke projects come with increased risk.”” As IBM told us, bespoke
systems carry significant risk because they are often unique implementations with no prior
experience to be drawn upon.”® Defining the requirements for a bespoke system while
avoiding numerous changes to the specification can be very difficult to achieve. PCS
considered that DWP should use COTS products wherever possible, but pointed out that
DWP’s largest projects will probably need bespoke development, and that these large
projects were “the most likely to go wrong dramatically and publicly. "7 COTS products
have a further benefit; the intellectual property does not always lie with the current
contractor, so the Department has more flexibility to change suppliers if necessary. DWP
accepted that bespoke systems were higher risk and can be more difficult to manage. * In
addition, it argued that the time taken to develop bespoke systems from scratch can result
in the business outcomes changing and outstripping the pace of a project. COTS also

76 Q389
77 Q39

78 Ev 149
79 Ev 120
80 Ev 105



19

allowed the Department to continue using its legacy systems for longer and usually
produced earlier business benefits than waiting for a bespoke system to be developed.

43. Nevertheless, COTS packages are not a miracle cure. A number of our witnesses,
including the Department, pointed out the need to amend working practices if COTS
products are to be used to best effect.? Computer Science Corporation (CSC) contended
that bespoke systems do work, but had the major disadvantage of allowing the
computerisation of all the bad aspects of existing processes.*> Computer Weekly argued
that, "large-scale tailoring of tried and tested packages can prove as risky to implement as
custom-built software, particularly if the original software has been written for mainly
overseas clients. It appears to be more sensible to simplify working practices to suit the
software, rather than change the software to suit working practices. " Jan Gower (IBM)
told us that COTS products required people to think through the changes in the business
processes much earlier. Gartner, an independent research organisation, agreed that
departments will need to change their ways of working if they are to use COTS software;
"failure to make this change will almost inevitably result in a failure to meet the aims and
objectives of the project. "** The British Computer Society argued that, "whereas people
might be quite prepared to adapt their processes to suit a new building or other physical
constraints, they will invariably request changes to be made to software, rather than
modifying their processes to fit an off-the-shelf software package. " IBM considered that,
"The difficulty of getting a business ready for a new way of working should not be
underestimated. "*

44. Integrating COTS packages with each other and with the Department’s legacy systems
can also create problems. Given the diversity of the Department’s needs, a single COTS
product is unlikely to meet the needs for a large project. Therefore, in practice, a number of
COTS packages will need to be combined together with the necessary interfaces, which
produces additional complexity and risk. Indeed, the RAEng calls integration "a serious
technical problem. "# It is likely that integration of systems will be a key challenge for the
Department’s new strategy.

45. We heard evidence on the importance of case-by-case decisions about whether to use a
bespoke or COTS product. Nick Kalisperas argued that it was important that individual
customers come to their own procurement decisions and are not driven by what is
fashionable at that time.*® In written evidence, Gartner considered that the needs of the
business should drive the selection, rather than follow a "blind strategy of bespoke or
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COTS"*¥According to Michael Hartley (Gartner) the biggest challenge is a lack of an
overall strategy for assessing whether to adopt a bespoke or off-the-shelf solution.*

46. Although there may be times when the requirements for new IT applications may
involve some new software, the presumption nowadays should firmly be in favour of
COTS rather than bespoke. This preference for COTS is reflected in the DWP's recently
revised IS/IT strategy. As the Secretary of State reminded us, it was difficult until recently
to get COTS software that would meet all the needs of the Department’s current systems,
including the heavily customised software. Nowadays the increasing availability of best of
breed COTS packages will help the Department’s modernisation programme by allowing it
to take advantage of tried and tested software. We welcome the presumption in the DWP’s
revised IS/IT strategy in favour of COTS products wherever possible. However, we are
concerned that, given the Department’s known weaknesses on cultural issues, it may not be
able to make the necessary organisational changes to benefit fully from COTS packages.
Without this, the Department runs the risk of requesting so many changes that some of the
benefits of the COTS approach are lost, and it ends up with the worst of all possible worlds:
an inappropriate, heavily customised COTS package. We recommend that the
Department spends a significant proportion, at least 20%, of the budget of any major
IT project on examining its business processes and putting the necessary organisational
systems in place before new computer systems are introduced.”® There is evidence that
DWP has learned the lesson on the relative merits of COTS versus bespoke in respect of
new projects. The exception is CS2, which is based largely on bespoke software with
elements of commercially off the shelf (COTS). In written evidence, DWP pointed out that
subsequent reviews of CS2 have not challenged that approach.®

Breaking projects into smaller chunks

47. There is a wealth of evidence to show that short, cheap IT projects are more likely to be
successful than long, expensive ones.”” Mr Edward Hasted suggested to us that, "it is
unknown for large projects (>$10m) to be delivered "successfully".** CSC argued that
neither suppliers nor customers should commit to a project that does not produce an
assessable business result within six months and every six months thereafter until the
project is complete. Small projects also have the benefit of allowing Small and Medium
Enterprises (SMEs) to bid, and so encourage innovation.*

48. DWP’s updated IS/IT strategy states that its IT projects should be smaller than in the
past, normally being delivered within 18 months. We welcome the commitment in the
Department’s IS/IT plan to smaller projects. Kevin Bone told us that the DWP now aims
to, "break projects down into more manageable sizes, deliver them in small phases and,
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wherever possible, use packages in delivering the solution. "** John Cross illustrated the
point when he told us that the Child Support Reform project produced 60 million lines of
code, but such a large programme would nowadays be broken down into smaller
components.” However, as with COTS products, smaller projects bring their own
concerns. DWP has a huge number of clients, and its projects tend to be large. It will take a
substantial effort to break these large projects down into smaller parts, and to manage the
large number of resulting projects and their interfaces. We will be interested to see how
successful the Department is in its ambitions in this area.

49. As regards managing risks, we recognise that the roles of the Senior Responsible Owner
(SRO) in the Department and the Senior Responsible Industry Executive (SRIE) in
industry are crucial. We understand there have been moves towards providing joint
training for SROs and SRIEs, reflecting the increasing importance of these roles. However,
we believe that much more needs to be done if Parliament is to be assured that best efforts
are being made to put proper risk management in place. Overall, there is evidence that the
Department has learned some welcome but overdue lessons about managing risks, most
noticeably in breaking projects into smaller chunks, and moving away from PFIL.

Contingency plans, including abandonment

50. All well-planned and managed projects need real contingency plans. Given that so
many Government IT projects are not completely successful, contingency planning must
be an integral part of any project management process. All too often, however, contingency
planning seems to be a neglected side of the planning process in the public sector. Tony
Collins told us that he would "welcome a NASA-like mindset of planning at every stage for
a possible catastrophic failure."® Professor Collins (BCS) explained that, in one of his
private sector projects, 15% of the time was spent on working out what the backup plan
would be to get on track if halfway through, the project went pear shaped. * Jan Gower
agreed on the importance of contingency planning and that it should not be seen as a sign
of failure.'” Tony Collins argued that in his experience, government tended to do things
"virtually according to the book, right up to the point where things start to go wrong. It is
at that point that some of the best practice goes out of the window. "'*!

51.In our view, there seems to be little evidence that the Government has taken
contingency planning seriously. For example, in the introduction of Child and Working
Tax Credits, the system was unable to deal with the volume of claims that needed to be
processed, and the Inland Revenue was reduced to paying claims manually. The level of
contingency planning was so weak that there was no facility for putting manual payments
into the computer system, so claimants were overpaid and then at some unknown date
would be expected to re-juggle their household budgets when overpayments were clawed
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back.!” Clearly, such a practice increases the risk that some of the most vulnerable people
in our society could fall below the poverty level simply through the vagaries of a defective
IT system. We were pleased to hear Sir Peter Gershon admit that, after the Tax Credits
fiasco, the Gateway process now has a much more rigorous examination of proven fall-
back arrangements and contingencies.'”> However, we are more than a little surprised that
such an examination has taken so long to be put into place.

52. We also heard about the NIRS2 programme, where the Department was so confident of
success that it turned the old computer system off at the time that it switched on the new
one, with the result that no back-up information was available: yet another example of
inadequate contingency planning.'® There also seems to have been a similar failure of
contingency planning in the implementation of CS2. PCS gave evidence that initial staff
training often did not cover how the system worked in reality.'” PCS also argued that the
total costs of the problems, such as overpayments and administering the claw-backs should
fall on the supplier.'” We recommend that mechanisms for identifying and allocating
costs associated with system failure, including compensation to customers, should be
identified before contracts are signed and included in contingency plans.

53. We are aware that contingency planning runs the risk of being seen to plan for failure,
but given the low success rate of IT projects, we consider planning for contingencies is an
essential part of risk management. We recommend that detailed information about how
risks are to be managed in major IT projects should be made available to Parliament
before contracts are signed. We describe the importance of publishing business cases in
section four .

54. We are also concerned about the lack of support for Departments when systems do go
wrong. We recognise OGC plays an extremely useful role in monitoring the procurement
process, but once IT systems go ‘live’ there seems to be an unwritten assumption that
everything is fine. As we have seen with numerous projects, it is often at this point that
serious problems come to light. We acknowledge that involvement by OGC after the
system goes live is not currently within its remit. Nevertheless, troubleshooting to get the
system back on track is a very specialist skill, and we think there is a role for some central
support to be given to Departments in this area. Within a short time, we would expect
OGC to be able to help departments by drawing on its accumulated stock of knowledge
about managing troublesome IT projects after they had gone live. We recommend that
Government expands the remit of the OGC to include continuing support for
Departments after IT systems go live.

55. As a special case example relating to contingency planning, we note that currently most
people who are on Income Support have not migrated on to the new tax credits system and
that DWP and the Inland Revenue are in talks about preparing for the migration. We
recommend that when replying to this report, DWP describes the contingency plans
that it and the Inland Revenue have in place to: a) avoid a replication of some of the
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problems we have witnessed with tax credits; and b) support people on income support
in the event that problems do occur.

56. One aspect of contingency planning involves deciding when to abandon a project.
Planning for the possible abandonment of a project should not be perceived as a sign that
the project is expected to fail. We heard from a number of witnesses that projects are rarely
abandoned - more often they are restructured to meet different requirements.'”” Computer
Weekly suggested to us that,

If a department has a "win at all costs" approach, discourages open discussion of
problems, and categorises potentially serious problems as teething, it may fail to ask
itself critical questions at the start of a project and during the design, test and
implementation phases. Some of these questions are: "Is this project feasible? Should
we cancel it? Should we scale it back and deliver half of the software’s original
teatures which will still give us 80% of the benefits? Should we halt work or delay
implementation while we extend testing or commission an independent analysis? In
our experience these questions may sometimes not be asked in earnest until it is too
late and serious problems have become all too evident.'*®

57. We asked witnesses about the difficulty deciding if and when projects should be
abandoned. Tony Collins told us that, “There are two factors to consider. One, is the
system retrievable? The other is that organisational problems are so profound that they
were used as an excuse in order to cancel the project. You cannot make a judgment unless
you have had an audit of the system done... It is very difficult to tell clear early warning
signs of a system that may have problems but may well be salvable. "'*

58. EDS told us that there were rules of thumb to consider: for example, "the words "fixed
price" and "applications development” should never appear in the same sentence. "'** We
also heard that contracts could act as a barrier to abandoning or significantly altering a
project. Kevin Saunders told us:

If you look at any large IT project anywhere, and that includes DWP, often they are
characterised when there has been a difficulty by the sheer weight of changes that
have been introduced for whatever reason and they may be very good reasons.
Change requests are one of the things that we use sometimes to gauge whether things
are in problems. '!!

59. We have already noted that there are press reports that DWP requested 2,500 change
requirements to CSA's computer programme, CS2.'"?

60. An independent review should help inform a decision about whether a project would
more profitably be abandoned. Of course, every project plan should include criteria for
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abandoning a project, which should be assessed at regular intervals by independent
experts. In particular, we are keen to encourage a climate where projects are abandoned at
a relatively early stage, rather than continuing for many years at large cost in terms of
expenditure and time and then abandoned at a later stage. Early OGC Gateway reviews
aim to fulfil this role. We welcome this aim, but given the low number of projects
abandoned early by DWP and the failure of some major projects, we are not yet convinced
that OGC Gateway Reviews are able to provide the necessary assurance.

3 DWP and Suppliers

61. In this section we consider a number of issues concerning DWP’s relationships with its
IT suppliers, examining in particular the role of PFI, competition, innovation and
accountability.

What was wrong with using PFI?

62. In July 2003, the government quietly reversed its policy on the use of the Private
Finance Initiative (PFI) for new computerisation projects and concluded that there should
be a "strong presumption against PFI for IT projects".!”® Although PFI may have benefits
for other capital projects, its use for IT contracts has created problems. We consider some
of the major difficulties below.

Discouraged suppliers

63. We have established that PFI discouraged some large IT suppliers, such as IBM, from
competing for the lead in IT business. IBM told us that they were discouraged by the long
term nature of the deals and the unacceptable risk and reward profile of PFI deals. In
written evidence, IBM stated:

The principal reason for this is that the asset is generally intellectual property and
that this changes as projects progress. Taking a risk on tangible assets such as
buildings which can have a predictable financial recovery stream is a great deal
different from funding business processes which are the subject of both internal and
external change. Essentially, it is difficult to manage the risks as a supplier when the
control points (Governance and management systems) for managing risk are not
with the supplier.'**

Nick Kalisperas told us that within the IT industry PFI was never popular; "it was an ill-
considered concept to apply to the IT industry. "''°

64. On the other hand, other contractors, such as EDS (with 85% of DWP’s contracts) were
not discouraged. Tom Warsop (EDS) told us:
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PFI was very difficult and is very difficult, because we still have contracts that are
under the PFI framework.....What we did was we put in very significant risk
mitigation strategies, because we knew that there were unique risks because of PFI.
So we put in risk mitigation strategies and, from a big picture perspective, I think it
has worked out OK. We have certainly had some challenges.''¢

65. Since ending the presumption in favour of PFI for IT systems, more suppliers are likely
to become interested in bidding for Government IT business. This applies both to large
companies such as IBM, and smaller suppliers who were put off by PFI.

Not amenable to best practice

66. Another weakness of PFI was that it did not allow much opportunity for success. John
Cross (DWP) told us that the way some deals were structured meant that,

the projects started out with their hands tied behind their back, in the knowledge of
what we would regard as best practice. I think it is this notion that the risk is being
transferred over to the supplier in a rather complete way, which is all right for "set
piece” projects — you can build something like a bridge or a hospital in such clearer
definitional terms. A systems project is a much more dynamic process, especially
over a multiple year period."”

John Cross went on to say that IT projects “were not amenable to best practice." '"* He
added that this had since changed and that DWP was,

no longer operating within the PFI construct, the rules of the game of how you
address best practice are all amenable to us now, and that is why I think the IS
strategy we now have around us [...], certainly has all the major components of what
I would expect to see in best practice, and gives me significant comfort..'"

The illusion of risk transfer

67. Ms Whittaker (EDS) told us that "when projects do go wrong, usually it is attributable
to two things. One is the management of risk on the project and the other is the
governance structure. When we get those things right, we are successful. " '*°

68. The Secretary of State told us that alongside the IS/IT structures, DWP has put in place
"robust risk management processes."’?! However, our evidence indicates that there is
insufficient compliance with good practice, suggesting that management of risk and
governance, especially project planning, are still under-developed. We are unable to know
the extent of the problem within DWP because of non-publication of key documents, such
as business cases and Gateway Reviews, which we discuss later. But on the basis that
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adherence to best practice by departments remains patchy, we remain concerned that deals
are being signed and projects are being managed that do not follow best practice.

69. The Treasury has had a long-standing requirement that PFI deals should involve a
genuine transfer of risk.'* Identification of risk and its efficient management is something
that runs through much of the evidence. However, identifying and transferring risk can
create problems. A number of witnesses made the point that in addition to identifying the
political and normal commercial risks, it was important that risks be transferred to the
partners with the capability and authority to manage it.'* But before this can happen,
business requirements needed to be fully understood, agreed and priced accordingly. Tom
Warsop (EDS) told us that departments cannot transfer all of the operational risk; they can
transfer a certain amount of financial risk and certain other risk, but not operational risk.'**
Clearly, some risks cannot be transferred to the IT supplier, especially when systems
involve social security benefits. According to Professor Collins, it is only the financial risk
that is typically considered and transferred.'” PCS said that it was not aware of the details
of the contractual penalties that may be applied to EDS for the under-performance of CS2,
but "from the outside it would appear that any risk transfer is purely financial. "** Mr
Michael Hartley told us that "in a lot of programmes the expectation is that if you apply
some financial inducement to an organisation to take that risk on that they are also capable
of managing, and I do not think that is always the case. "'#” In the event of a failure of an IT
supplier contracted to provide benefits, the DWP would have little alternative to
intervening directly to absorb the risk (cost) itself by providing the service or bailing the
supplier out. In this way, the transfer of such operational risks to the supplier would prove
as illusory as the government seeking to transfer risk in, say, the civil nuclear industry; if
the business goes belly up, the government has to intervene. Michael Hartley confirmed
this when he told us that in the event of a failed IT system, the IT supplier would not be
able to "get their calculators out and make decisions on how much somebody was going to
be paid, that is very much the job of the CSA organisation and therefore there is a limit on
the amount of risk that can be transferred. "'*® In short, by forcing an inappropriate transfer
of risk onto a supplier, DWP may find that business risks simply get bounced back to be
absorbed by the department.

70. Nick Kalisperas (Intellect) told us that his members had indicated that the public sector
is quite comfortable transferring risk to suppliers but, because of the political risks
involved, is not as comfortable transferring control of projects to suppliers. '*°

71. In written evidence, DWP identified key risks that relate to a project and those that are
appropriate to be transferred to the supplier.”*® For example, DWP told us that it seeks to

122 For example, see,: “More Private Finance Initiative: Deals Expected As Clarity Of Accounting Standards Is Resolved” -
Alan Milburn, Press release, HM Treasury, 24 June 1999
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achieve effective transfer of appropriate risks by contracting for outputs, not inputs;
agreeing a firm/fixed price at the outset; linking payments to the quality of service received
and making payments only when service is received. If delays have a material effect on the
Department, then it may seek compensation/damages from suppliers, including the right
to terminate for failure to deliver, or for continuously poor performance. DWP described
how in 2002 it applied a new model of governance to its major IT projects to improve the
management of risk through more robust accountability and stewardship. According to
DWP, the governance model used encourages decision-making at the most appropriate
levels and a gated review process. DWP also described the Departmental Change Board,
chaired by the Permanent Secretary of the Department with Senior Responsible Owners,
which has responsibility for reviewing the progress of the Department’s “mission critical"
IT programmes and authorising key milestones, such as the launch of new public services.
EDS argued that, "in all cases, DWP retains overall accountability for business outcomes."
Garter stated: "The risk transfer statements we have seen are those associated with delivery
and operation of IT solutions and not the broader business solutions. ""** EDS also pointed
out that evaluation of risk was made more difficult when fixed price contracts and risk
transfer required before the business specifications are understood and agreed.”** PCS
expressed concern that, for the CSA reform, contractors faced insufficient incentives to
improve their performance.'*

72. According to the Treasury, PFI was an unsuitable vehicle for IT projects for a number
of reasons. The Treasury stated:

The concern raised by [...] research is that expectations in the IT industry and among
public sector procurers are set too low. But more importantly it demonstrates that
the qualitative differences between PFI in IT and PFI in other sectors have a
significant impact on the way that IT PFI has been delivering. The difficulties with
achieving appropriate risk transfer in IT PFI, because of the need for significantly
greater flexibility than in other sectors, the high degree of integration into the other
business operations of the procuring authority, and the lack of third party finance,

mean that it may not be the appropriate value for money procurement route for
IT.!>

73. Currently, there are no PFI projects within Jobcentre Plus.”> We also heard that
Pension Credit, which adheres to best practice principles throughout, is also not a PFI
project. The Secretary of State told us:

Clearly there are important lessons to be learned from the earlier requirements that
you should do everything by PFI if at all possible. We have learned from the
experience, as indeed the Treasury guidance has informed us, that in IT cases that
may not be appropriate, it may not be the best or even the most timely way, or the
most cost-effective way of securing the services we want. Those lessons have been
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learned and that is why we are applying a new framework for procurement for the
future.'’

74. We welcome the Government's reversal of its policy, but are concerned that it has taken
it so long to recognise the unsuitability of using PFI for IT projects, especially when it was
well known that PFI was generally disliked by the IT industry. We are concerned that a
number of important projects, such as CS2 and the pension forecasting project, remain as
PFI projects, although in the latter case officials told us that it is now much closer to best
practice.””” In our view, the continuing existence of the remaining PFI IT projects suggests
that the Department has only partially learnt the lessons about the unsuitability of PFI
contracts. We are concerned that the PFI nature of the contracts continues to create a
number of problems, including an ambiguous risk transfer and lack of incentives for
suppliers. We appreciate that in some cases, a PFI deal can succeed. For example, we heard
that the IT for Oyster cards, which is a PFI deal, on Transport for London is working very
well.”®  However, the overwhelming evidence is that PFI is generally unsuitable for IT
projects and that principle should apply to existing deals as well as new deals. We
recommend that the Government makes an early statement of policy on how it
proposes to proceed with all IT projects that continue to operate under PFI rules.

How competitive is the market?

75. In our call for evidence, we asked if there was an effective competitive process in the
awarding of IT contracts by DWP. This question arises in the light of the degree to which
Government IT business is concentrated in the hands of very few IT suppliers, and in the
case of DWP, one dominant supplier: EDS. Although there is a large amount of sub-
contracting of DWP contracts, we established that EDS had been awarded contracts to the
value of some £4.5bn, or 85% of DWP IT business by value,” over 40% of which
comprises continuing operational and service delivery functions."*®  Across central
Government as a whole, EDS, which is ranked as the second largest IT supplier in the
world, has captured 54% of the share of the central civil government IT services market.
The following table provides the various rankings.
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Table 1: Comparative ranking of major IT service companies in global and UK markets 2002-03

Rank |Company Share of Share of UK IT |Rank in UK central civil | Share of central
global IT services government market civil government
services market for IT IT services
market % services market%

%

1 IBM 7.0 11.2 14 Less than 1*

2 EDS 3.1 12.6 1 54

3 Accenture 2.0 6.3 6 2

4 HP 1.8 4.2 N/A N/A

5 CsC 1.7 53 10 1

6 Cap Gemini Ernst | 1.2 4.0 N/A N/A

&Young

7 Getronics 0.6 0.6 N/A N/A

8 Atos Origin 0.4 0.8 N/A N/A

9 Fujitsu Services 0.3 5.5 2 13

10 LogicaCMG 0.2 3.6 5 2

Source: Increasing Competition and Improving Long-term Capacity Planning, OGC, December 2003, page 15

76. The figures on market share clearly reveal an exceptionally high dependency by DWP
on EDS. The 2003 study by the OGC which pointed out that only some of the world’s
largest IT companies have been active in the UK government market — with EDS a
particularly prominent player - recommended that, "Departments should systematically
pool market intelligence and share strategic information about future programmes and
current projects, with a view to better understanding the totality of the public sector’s likely
demands on industry and the nature of the market necessary to meet those demands. "'*!

77. In assessing how competitive the procurement process is, it is useful to briefly outline
the relationships that DWP has with three consortia (Affinity, Arcway, and Accord) as well
as the 10 year strategic partnership relationship (IT Partnership Agreement (ITPA)) with
EDS.'**  For the Employment Service, EDS was contracted to deliver all IT services,
although it employed sub-contractors for some of then.'"*® In an agreement signed in 2000
with the Affinity consortium, led by EDS, DSS agreed to the creation of a largely single-
supplier environment, based on a partnering relationship.'** The benefit of a partnering
relationship is that it allows a closer relationship to develop between supplier and client
throughout the life of the programme, which is expected to improve the chance of success
when framing project specifications or resolving other issues, such as training.'* By
entering into consortia, IT suppliers provide sufficient capacity in a more managed fashion
in order to deliver large government IT programmes. The potential advantage of consortia
to the Department is that they are less risky than relying on a single contractor.'*® We heard

141 Increasing Competition and Improving Long-term Capacity Planning, December 2003
142 Details of the membership of the various consortia are set out in EV 197

143 EDS being required to obtain prior agreement to the appointment of sub-contractors.
144 Ev 158Further details on consortia are in Ev 105

145 Ev 157-8. IBM identifies a number of strong advantages of close collaboration and partnering between departments
and IT suppliers.
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that the Department used organisations such as Gartner to help assess suppliers’ proposals
and the value for money of projects. Gartner told us that these assessments delivered three
types of conclusion:

The supplier proposals are satisfactory and pass the procurement test;

The supplier proposals appear to have been overpriced and cannot be justified, areas
of challenge have been provided to the Department and these have been used to
assist them in their commercial negotiations; and

The supplier proposals appear to be overpriced and there may be a risk of failure to
deliver.'*

78. EDS told us that the competitive environment for DWP work was "healthy and hungry,
" but accepted that the procurement processes could be improved by focusing on the total
value for money rather than only lowest price."*® Indeed, OGC guidance is very clear that
this is the right approach, so we are concerned that DWP’s main supplier sees the
Department as focussed on lowest price.'* IBM stated:

Our experience is that there is effective competition in the award of IT contracts with
the DWP. Competition is achieved in the early stage, through the award of a
framework contract after a competition. Subsequent to the award of the framework,
individual contracts for the provision of specific services are issued to the supplier
who was successful in winning the framework contract. We believe that the use of
competition at the framework stages as opposed to at the stage of individual contract
awards is effective since it reduces the time cost and financial cost of repeated,
smaller competitions without removing the benefits of competition in ensuring value
for money. It is important to note that the time and financial costs of competition
fall on the Department as well as on suppliers.

The DWP has used third party expert organisations to undertake an independent
review of value for money using benchmarking techniques at these stages and IBM
believes this is appropriate.’

79. In written evidence, Gartner concluded that the process is competitive to some extent,
but recognised that "there are limitations on its effectiveness where a small number of
suppliers have an almost monopolistic position in terms of knowledge of the existing IT
environment and operational control of that environment. "' But Gartner also considered
that, for long term partnerships, price competition was less important and the "lack of a
strong competitive process should not be considered a failure. "'** In oral evidence, Michael
Hartley (Gartner) told us that the value for money question was about more than just price;
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it was also about being able to deliver the solution and working in a long term relationship
where technical capability of organisations changes over time.'”* He added:

The organisation itself may change shape; its technical priorities may change; the
needs of the organisation acquiring the technology will change; and therefore you
have to have a degree of flexibility in the way that organisations are allowed to work
to bring in new unique capability and to swap out certain capabilities. '**

80. In written evidence, Computer Sciences Corporation (CSC) made the point that all
contracts let by DWP should be subject to public procurement rules.'” It also argued that a
supplier, such as EDS, which had been chosen to supply a significant proportion of the
service should continue to be part of the procurement process. It stated that it would be
unwise not to consider the dominant supplier in all procurements that might affect the
scope of that service.” Some witnesses were less convinced about the degree of
competition. PCS stated that the competitive process lacked commercial transparency and
criticised the decision to award CS2 to Affinity/EDS as a result of an existing arrangement
between the Department and Affinity.'””” The Treasury also pointed to the difficulty of
substituting suppliers if a contractor failed to meet its obligations."”® Avi Silverman (Kable
Ltd) told us that the lack of competition allowed IT suppliers to have government officials
"over a barrel. "** However, it was recognised that departments faced a dilemma when
wanting to exchange views with IT suppliers without providing them with an undue
advantage.'® In written evidence, Aqera, a software development company, criticised its
lack of access to officials, despite its expertise in developing internet based software for
pension forecasts and online retirement planning.'s"

81. Competition can also be affected by an incumbent supplier. CSC told us that the
presence of an incumbent supplier tended to act as a barrier to entry, although large
companies could overcome this by "building relationships over the long term and gradually
eroding the likely (or actual) scope of the major supplier. "'** Of course, this is likely to
exclude small and medium sized suppliers who, unable to mobilise the time and money,
would be effectively barred from competing against the dominant supplier.'®® CSC stated
that it was not clear how DWP ensured that small-medium sized enterprises (SMEs) were
included in procurement or whether DWP actively challenged their large suppliers to forge
partnerships with smaller organisations.'®* We recommend that the Department should
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by 1 April 2005 publish detailed plans on how it proposes to increase involvement of
SME:s in the IT procurement process in future.

Is competition increasing?

82. Competition is increasing, not least because of the Government’s decision to abandon
PFI for IT projects. But there are ways in which the competitive process could be
improved. Firstly, the number of supply routes could be increased. We were pleased to see
that the Department has recently sought to do this. For example, in November 2003 the
DWP advertised new framework deals with the aim of providing "additional supply routes,
including re-letting existing contracts as they come to an end. "' The potential gains from
this approach are that it generates smaller discrete contracts, to the potential benefit of
smaller businesses and reduces the dominance of the major IT supplier. The obvious
potential problem for the Department, however, is the multiplicity of suppliers and
projects and the pressure this places on the Department’s in-house programme
management team as they try to keep a handle on the projects, or the IT suppliers.
Secondly, the procurement process should allow the dominant supplier to innovate or
collaborate more with other suppliers in dealing with changing business needs. EDS told us
that supplier lock-in should be avoided and that flexibility must be built into the
contracting of large complex programmes. According to EDS, this flexibility would provide
mechanisms for dealing with the inevitable changes in requirements."s

83. Thirdly, competition could be improved by encouraging the number of bidders,
especially from the SME sector, by offering financial assistance. As noted above, when
contracts are up for renewal, the incumbent supplier is likely to be in a very strong
position, especially when bidding costs are high. Sarah Arnott (Computing) told us that
smaller businesses were prohibited by the high bidding costs from competing for contracts
and added that "suppliers routinely spend millions of pounds and delegate hundreds of
staff to work on major public sector bids, and the process often takes as long as two years to
complete."’”” The high bidding costs associated with public sector contracts discourage
suppliers from competing in re-tendering processes.'® With such high costs, the public
sector is disadvantaged compared with the private sector. We were told that there have
been two notable examples (Inland Revenue and the Driver and Vehicle Licensing Agency)
where an incumbent supplier of 10 years, in both examples EDS, had failed to win the
competition. Sir Peter Gershon told us that the two cases showed that "where there have
been re-competes, there is not a pattern that the incumbent wins. "'** He also pointed out
that in the case of the Inland Revenue re-compete, it had to make a contribution of some
£33 million towards the bidders’ costs as a way of encouraging bidders, but in the context
of total value for money this was apparently regarded by the Inland Revenue as justified.'”
We also heard that the Government was becoming more robust in writing into the deal the
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principle that: "if you do not do what you say you are going to do we are going to throw
you out."”!

84. We understand that the procurement process can be more streamlined, including using
standardised basic terms and conditions across Whitehall, while also allowing individual
departments to focus on those areas specific to their project.””? We understand that OGC is
piloting a new procurement process which requires less information from suppliers at the
pre-qualification stage.'”> We look forward to seeing how this streamlining develops.

85. Self-evidently, the Department’s high dependency on one dominant supplier is
unhealthy. We welcome the Department’s attempts to diversify its range of IT suppliers.
We expect to see competition for DWP contracts become more intense with the ending of
PFI for IT projects and as the number of re-competes increases.. We recommend that the
DWP investigates ways of helping bidders with their tender costs incurred when
competing for contracts.

Is there scope for innovation?

86. One area where organisations may be able to make a mark in IT is by being innovative.
During our inquiry we heard details of the pioneering work that Citizens Advice (CA) is
undertaking to become an e-intermediary so that it can act as a trusted partner for using
DWP's computer systems directly. CA told us that by providing secure direct access to
DWP's systems, it would improve the support it could provide to its clients. CA also
supplied us with details of an innovative system in Woking where it is working in
partnership with the local authority as an e-intermediary.'”* We note that CA was awarded
a £20 million grant to develop its role as an e-intermediary. In our view, it is important that
DWP continues to support such innovative partnerships. We recommend that the DWP
actively explores using the services of organisations like the CA to improve the delivery
of services.

87. For too long, full accessibility for disabled users has been a neglected area of the design
and implementation of IT programmes. In written evidence, the Royal National Institute
of the Blind (RNIB) emphasised the importance of specifying accessibility criteria in
project design so that disabled staff and users could benefit from IT programmes.'”> RNIB
made the point that, "most IT project managers, procurers, developers and contractors
have little awareness of the importance of accessibility to software users, whether disabled
or not.""”® RNIB stated that as an employer and service provider, the DWP is

"in danger of failing to meet its duties under the Disability Discrimination Act and
needs to look carefully at how it administers IT projects in the future particularly
with reference to; the views of the DWP Accessibility Solutions Team regarding new
standards based on ISO/TS16071; the E-Envoy’s Web guidelines; future guidance
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from the OGC relating to implementation of the EU Public Procurement Directive;
and the likely introduction and enactment of a Disability Bill containing provisions
for a duty on public authorities to eliminate discrimination against disabled people
and to promote equality of opportunity.'”’

88. We call upon the Department to set out how it will ensure that its IT projects are
fully in line with the highest standards of accessibility and to provide reassurance that it
will fully meet its duties under the Disability Discrimination Act.

89. We also received some material on Curam, a successful commercial off-the-shelf piece
of software that is used in social security systems in a number of countries. Ciram has been
developed by an Irish SME."”® Members of the sub-committee were invited to attend a
demonstration of Curam at the IBM offices in London. The demonstration was helpful in
illustrating some of the benefits that such software offered to departments over a bespoke
system: it is tried and tested; has scalability, which means that it is sufficiently flexible to be
expanded to include a range of functions; and, perhaps, most importantly, it allows
departments to switch IT suppliers if necessary without wasting the investment already
committed to the bespoke software. A specific example of this increased flexibility was
demonstrated when the DWP decided to appoint IBM as a major contractor for building
the CMS project within Jobcentre Plus while EDS help the Department with testing and
implementing.'”” This example provides some basis for optimism. In addition, we are
hopeful that the revised IS/IT strategy should encourage more use of COTS software and
should lead to greater opportunities for SMEs to become involved.

Is there proper accountability?

90. In our call for evidence, we asked whether commercial confidentiality was, at times,
used unnecessarily to obscure proper transparency and accountability. We received some
interesting responses. Written submissions generally interpreted commercial
confidentiality in two ways. DWP interpreted the term widely to mean the public release of
information and stated that the key test in determining whether information should be
publicly disclosed was the possible effect publication might have on the "Department’s
ability to compete in business or negotiate its contracts effectively in future."® In PCS’s
view, more information, such as the cost of the contract and penalties for delay, should be
put into the public domain.'®! We agree. We recommend that more information, such as
the cost of the contract and penalties for delay, should be put into the public domain.
As PCS told us: "There appears to be a lack of accountability for EDS, despite the large
amounts of public money that they are receiving from the taxpayer. "'** Suppliers, on the
other hand, discussed confidentiality in terms of the relationship between themselves and
the Department. For example, IBM said that sensitive information such as that relating to
its internal cost and therefore internal margin (profit) was necessary for the organisation to
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monitor its internal efficiency, but not required to measure the effectiveness with which it
delivers the external contract to its client and so should not be disclosed.’*> CSC stated
that commercial confidentiality was normally a legislative or regulatory matter and that
suppliers would not be allowed to share certain information with customers, although it
did recognise that a fair contract should allow sharing of information under some
circumstances, such as for auditing purposes.'®* In written evidence, EDS stated:

Commercial confidentiality has its place. That said, relationships are built on trust,
with common objectives, and do rely on transparency to ensure progress and
continued constructive intent. Within sensible commercial parameters,
transparency should be maintained to the greatest possible extent on highly complex
programmes such as those undertaken by the DWP.'#>

91. Gartner also focused on confidentiality between the Department and suppliers, saying
"commercial confidentiality exists in many guises in the relationships between the
Department and its suppliers. There is a tendency on the part of many suppliers to use the
term as a means of limiting the exposure to the Department of the true nature of many
aspects of their relationship, including: costs of resources provided by the suppliers,
numbers of resources deployed by the suppliers; and internal processes employed by the
suppliers." 1%

92. We mainly consider the release of information to Parliament and into the public
domain. We recognise that IT suppliers may be very sensitive about disclosing certain
information about internal costs and profit data. However, in our view there is a great deal
of other information concerning service delivery and reliability that is not directly
commercially sensitive, but which would help Parliamentarians to ensure that public funds
are well spent and projects are managed effectively. It is the lack of this information that is
of most concern to us. We heard a number of examples of commercial confidentiality used
to deny legitimate inquiry. For example, Avi Silverman told us that the specification for
integrated care records for the NHS IT programme was not published on the grounds of
commercial confidentiality with the suppliers. He added, however, that when it was
eventually published "there was nothing in that specification that was commercially
confidential, that you could possibly say was commercially sensitive. There was a lot in it
about the programme that they were going to do and a lot of detail about their ideas for
care records, which you could say are in the public interest. "**” Tony Collins, (Computer
Weekly), told us that whereas departments and IT suppliers could be very open with each
other, they were unduly secretive when dealing with the media.'®® He told us he had had
difficulties obtaining information from CSA. He said:
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I have quoted to them things that have been in the public domain which your
committee has discussed with them and I have asked them, "Is that still the case? "
They have quoted commercial confidentiality back at me.'®

93. Sarah Arnott, also told us that sometimes commercial confidentiality was used to
prevent crucial information from being put into the public domain and "was certainly used
as a smokescreen at times. "'** We agree. She said that in the case of an IT contract that had
recently been signed that had "blatantly ignored a whole raft of best practice, " commercial
confidentiality had made it difficult to find out from official sources whether the reports
were true.'” The lack of proper Parliamentary scrutiny was demonstrated by the problem
we had during the course of this inquiry. We made a number of requests to the
Department for documents relating to CSA, such as the contract, OGC reviews, recovery
plan and a review of the recovery plan by Gartner. We were disappointed that our requests
were refused or, as in the case of the CSA contract, such documents were provided with so
much black-lining, as to be incomprehensible. Of course, we understand the need to
protect genuine "commercial confidentiality” in the narrowest sense, but we felt that on
occasions the secretive approach adopted by the Department and the Government, in the
form of the OGC, had little to do with commercial confidentiality and more to do with
departments using it as an excuse to withhold information that rightly belonged in the
public domain, but which might embarrass the Department if released publicly. In our
view, the lack of parliamentary accountability is part of the reason for the relatively high
number of defective IT projects.

94. During the course of our inquiry we were struck by how open IT suppliers seemed
prepared to be in contrast with the tendency of officials to invoke commercial
confidentiality. We have heard a lot of evidence justifying commercial confidentiality, most
of it from Government departments. But in oral evidence, the Secretary of State made an
offer of the categories of information that he thought (a) could be disclosed in public, (b)
could be shown in private to the committee and (c) would not be in the public interest to
divulge at all.”* For example, he said that he would be happy to publish the following
information: material on suppliers chosen; the amount paid to date to a particular supplier
under a particular contract; the amount paid out to a company as a whole across a number
of contracts; the broad outline of provisions in contracts; the fact that the contracts have
either led to a reduced payment or withholding of payments; an outline of the
circumstances where those reductions might be applied, the types of circumstances where
termination might be considered, and the types of circumstances where compensation to
DWP might be considered. The information that he said he would make available to the
Committee, sometimes under restrictive terms if aspects related to commercially sensitive
matters, included: the overall value and time period of the contract; the details of service
levels which are agreed and required; the proportion of payments withheld and that they
have been withheld; amounts paid to DWP on account of supplier non-performance. The
Secretary of State said that the following items were unlikely to be published: unacceptable
suppliers; the level of acceptable fault; financial model and operational capacity models and
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correspondence relating to alleged breaches or possible litigation.”*The details are set out
in a memorandum.'**

95. The Secretary of State also said that it would be helpful if the Department and the
Committee could develop a joint approach to this issue. We welcome this offer from the
Secretary of State, which we understand is the first time a government Minister has set out
formal proposals for making information on IT contracts publicly available.'”” We too are
interested in developing a mutually acceptable protocol for the exchange of information
that respects genuine commercial confidentiality while at the same time allowing
Parliament to scrutinise the executive effectively. We acknowledge that the range of
information on offer would represent an increase compared with what is currently
available to Parliament, and in that sense it is a good starting point. We expect that
guidelines will need to be produced by OGC in collaboration with bodies such as Intellect.
We welcome the offer to develop a set of guidelines to cover increased access to
information on IT contracts and agree that the proposals put forward by the Secretary
of State do provide the basis for further consideration.

96. In the next section we consider some options for increasing the success rate of IT
projects, focussing in particular on the need to make them more open and accountable.

4 Possible ways of improving success

Bridging the gap between best practice and the rest

97. As noted above, there is a large amount of guidance on best practice and reports from
various organisations, including National Audit Office / Public Accounts Committee
(NAO/PAC). And yet, we continue to find major IT projects failing at an alarming rate and
often for the same or similar reasons.””® The number of poorly managed IT development
projects has been a major concern of Parliament for a number of years, as evidenced by the
reports issued by the NAO into defective IT programmes.'”” For example, the cancellation
of the Benefits Payment Card in May 1999, is estimated to have cost "over £1 billion in lost
fraud savings, nugatory expenditure and write-down of assets and costs" and is thought to
rank "as one of the biggest IT failures in the public sector". '** Edward Hasted estimated
that with an annual spend of £29 billion on IT development the UK will be wasting in the
order of £10 billion per year on failed projects, with more than £5 billion on additional
funding to finish those that have become "challenged" projects.'” The NAO report on
Tackling Benefit Fraud, stated that the DWP’s current IT systems were a constraint on
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managing fraud and errors.*® A summary of the points raised in recent NAO/PAC reports
about DWP IT related problems are listed below:*"!

System development

e Delay in releasing new systems (for example NIRS2) due to a large number of
outstanding technical and functional issues

Customer Service

o Customers needing to provide personal details more than once for different
benefits

e Length of time taken to respond to calls in call centres and lack of assurance about
the quality of advice given

o Inability of staff to access letters on benefit decisions to discuss outcomes with staff
e Poor quality of computer generated customer letters and inability to amend easily
e Poor quality of address records held by DWP
o Difficulties with monitoring complaints

Information management
e Benefit customer data held on over 20 separate systems
e IT systems and standards not compatible with other departments and private firms
o Lack of secure e-mail facility

Fraud and error management
o Problems with staff accessing guidance electronically
 Inability of benefit decision-makers to access information in one place

o Inability to detect inconsistent and erroneous information on benefit applications
where: customers have provided different details about themselves for each benefit
claimed; or,

o have failed to disclose receipt of other benefits

98. We acknowledge, as the Secretary of State told us, that best practice evolves over time
and that there is no fixed canon,”” but equally we recognise that there is sufficient
understanding of the key success factors to be able to identify the characteristics of good
practice that should be evident in the planning and management of all IT projects. In short,
there is a vast amount of guidance available on good practice, but scant evidence that such
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guidance is being followed comprehensively across the public sector. A number of major
IT programmes that are defective, such as CS2, which we examine in detail in section five,
were agreed some years ago, but there is also anecdotal evidence that best practice is still
not being complied with. For example Sarah Arnott referred to a deal that was signed even
though only one supplier was left in the bidding, contrary to principles of best practice.*”
She added that it was difficult to find out from official sources whether the rumours were
true because of claims about commercial confidentially.*** Tony Collins told us that the
problem with IT failures was not a shortage of best practice, but the lack of adherence to
best practice.”” Sir Peter Gershon alluded to this lack of adherence with regard to project
planning in a speech in 2003.2° He said:

... there are still far too many projects and programmes reviewed by Gateway teams
where, frankly, project planning is little better than something on the back of a
cigarette packet ...

Sir Peter went on to say:

... and there is still the odd occasion where a project knows where it is today, it has a
'go live' date, but it suddenly does not have any credible plan as to how it gets from
here to the 'go live' date and ... there is no excuse there because there are ... very well

proven techniques out there that we simply just need to get on and import ...without
debate.

99. Although these comments underline the good work of OGC in identifying such
breaches, it also reveals the worrying failure of departments to comply with best practice
from the outset. This lack of adherence to the basic tenets of good practice contrasts with
the repeated reassurances that departments often give to Parliament that they have learned
from past mistakes. Sir Peter Gershon provided the following list of the most common
causes of project failures.

List of common causes of project failure as identified by National Audit Office/Office of
Government Commerce®”’

1. Lack of clear link between the project and the organisation’s key strategic priorities,
including agreed measures of success.

2. Lack of clear senior management and Ministerial ownership and leadership.

3. Lack of effective engagement with stakeholders.

4. Lack of skills and proven approach to project management and risk management.

5. Lack of understanding of and contact with the supply industry at senior levels in the
organisation.

6. Evaluation of proposals driven by initial price rather than long-term value for money
(especially securing delivery of business benefits).
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7. Too little attention to breaking development and implementation into manageable
steps.
8. Inadequate resources and skills to deliver the total delivery portfolio.

100. As Sir Peter pointed out, the usefulness of such a list depends on organisations having
adequate mechanisms in place to detect these weaknesses at an early stage of a project that
allows corrective action to be taken.””® Nick Kalisperas (Intellect) told us that Intellect had
worked with OGC to develop codes of best practice for suppliers and for all parties
involved in government procurement. The supplier code would:

assist suppliers to understand better the challenges of working in public sector
markets and establish a clear set of standards that public sector clients can now
expect from their suppliers. It will emphasise the need for suppliers to adopt high
standards of professionalism and corporate capability.**”

101. Tony Collins told us that, "The Gateway Reviews are one of the best developments
that we have seen in government for many years. ">’ DWP argued that Gateway Reviews
provided a useful sounding board for issues, and could give leverage to get key decisions
made.?"" Sarah Arnott was less certain about the value of the OGC's measures:

Some of the mechanisms that have been put in place by the OGC such as the
Gateway Review process and the senior responsible owner and senior industry
executive positions potentially go a long way to addressing some of the concerns. It is
difficult to tell how far they will go because only programmes which are in
procurement now or just finishing procurement now have been through those
mechanisms from the very beginning. Only with the success or failure of these will
we be able to see how effective the OGC measures have been. It is difficult to tell at
this stage.*?

102. In late 2003, the Cabinet agreed six mandatory actions intended to improve the
success rate of government IT projects. Sir Peter Gershon informed us that, apart from
these actions, none of OGC’s guidance is mandatory.””> We recognise Sir Peter’s argument
about the delicate balance to be drawn between central guidance and decentralisation, and
about the difficulties of encouraging departments to follow the spirit rather than the letter
of guidance. Nevertheless, we note that the Royal Academy of Engineering suggested
recently that, "There is an exceptionally large discrepancy between best practice and
common practice in IT and software engineering. "*'* This remains true in the public sector
as well as the private sector.
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103. Computer Weekly pointed out that, "Gateway Reviews are invaluable but departments
do not have to act on them. "> We also heard evidence that OGC should be given more
power to enforce its recommendations. In oral evidence, Sarah Arnott told us:

As far as the Gateway Review process goes, that should possibly be made mandatory
and OGC should be given more power to enforce their reccommendations. *'°

104. Indeed, the Secretary of State also felt there was a case for stronger powers, suggesting
that, "departments and projects either ought to conform to the OGC advice, or be able to
satisfy the OGC that they have some alternative which is securing the same ends in as
effective a way. "7 We further recommend that the powers available to the OGC are
strengthened: (i) to impose the recommendations made by Gateway Reviews; (ii) to
ensure that departments follow the guidance; and (iii) to allow the OGC to police
compliance with mandatory actions.

105. Below we consider further suggestions for improving the success rate of IT projects.

Legislating for compliance with best practice

106. Tony Collins presented a strong case for following the US example and putting
compliance with best practice onto a statutory basis. He said that in the US, this
requirement was given legal effect by the 1996 Clinger-Cohen Act. This stipulates, amongst
other things, that the Director of the Office of Management and Budget provides
information, advice and assistance regarding the use of best practices and that US
government information technology procurement be operated in the same way as an
efficient and profitable business would be operated.””® Tony Collins told us that the
Clinger-Cohen Act requires public bodies to look at revising business processes before IT
projects are implemented.?”® He contrasted that practice with the case of a major NHS
programme where discussion about changing business processes followed the awarding of
the contracts.*’

107. A number of other witnesses argued against providing a statutory basis for best
practice. Derek Ward (SchlumbergerSema) told us that:

I think it takes us into a real minefield. I think the striving for best practice and being
able to demonstrate that consistent improvement is probably more important than
trying to mandate some base level of it.**!

Tom Warsop (EDS) told us that to lay down a specific best practice and expect that to be
adhered to for ever it would not be the right thing to do, "because it will change, it will
improve, over time, and I would not want to restrict all of our abilities to use the current
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best practice. "*** Kevin Saunders (SchlumbergerSema) had no fundamental objection to
the principle of making good practice more mandatory, but emphasised the importance of
departments and Senior Responsible Officers (SROs) having the authority to make
decisions.?”® He also cautioned against imposing an overly onerous or legalistic regime.**
John Corneille (IBM) also emphasised the need for best practice to be applied in a sensible
way by experienced people. He said that there were previous examples in Government
when methodologies were mandated that had been applied too literally rather than applied
with experience.”” Sarah Arnott questioned whether it was possible to enforce cultural
change via legislation alone and pointed out a number of reasons why the introduction of
legislation to enforce compliance with best practice would be impractical, such as who
would define best practice, how would it be able to evolve over time while retaining some
semblance of usefulness in the short term and who would be prosecuted in cases of
breaches. She argued that given that Ministers were unlikely to be prosecuted for such
breaches, the weight of prosecutions was likely to fall on either unelected civil servants or
the IT suppliers with the inevitable consequence of leading suppliers not to bid for such
contracts or to bid only at impossibly high prices.?* She said that:

to simply write current concepts of best practice into legislation gives no greater
guarantee of success than the existing mechanisms developed by the OGC without
imposing an impractical sanction.?”

108. Sir Peter Gershon questioned whether the Clinger-Cohen Act had had any marked
effect on the success rate of projects.”® Another witness echoed this doubt :

While Clinger-Cohen has led to some improvements strengthening accountability
and promoting awareness of how IT projects should be run, the system has flaws.
This week, federal officials gave evidence to Congress revealing that, eight years since
the act was first introduced, many agencies do not meet its requirements. They do
not meet basic guidelines and some don't even have a fully qualified project manager
at the helm. The Office of Management and Budget, which is the White House body
in charge of federal IT, is taking a close look at $22bn worth of IT projects that are
showing weaknesses in complying with Clinger-Cohen.

Few in the UK would dispute that there is a need for further change in the way the
government carries out its IT projects, but a knee jerk call for legislation is not
needed. Lessons can be learned from the US, but a sober assessment of the effect
legislation has had on its IT would go a long way.*”
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109. Sarah Arnott also warned against under-estimating the marked differences between
the legal systems in the UK and the US.*° On balance, given the dynamic processes
involved, we are not convinced that a statutory basis is currently required in order to
increase compliance. However, we recommend that the Government invites the OGC to
undertake and complete a review by 1 July 2005 into the likely effect of implementing
the Clinger-Cohen statutory framework in the UK.

Publishing OGC Gateway Reviews

110. The Office of Government Commerce (OGC) was established in 2000, as an Office of
the Treasury. It works with government to improve procurement and project/programme
management, and with suppliers, to make the government marketplace more efficient and
attractive to business. In its first three years, OGC claims to have delivered value for money
gains of £1.6billion.”' OGC has a number of key roles in relation to Government projects:
running the OGC Gateway Review process for procurement projects in civil central
government; helping departments to establish programme and project centres of
excellence; and publishing guidance on best practice.

111. In a Gateway Review, an independent review team of experienced project leaders
examines the project at up to six key decision points, from initial outline of the project to
going live, in order to provide assurance that it can move to the next stage. There is no
minimum financial threshold for reviews. The need for a review depends on the risk
associated with the project. Review teams have access to all the stakeholders in a project
and, for high risk projects, Ministers and Permanent Secretaries are always interviewed. All
DWP’s recent major IT projects should have been through Gateway Reviews. The review
reports are not in the public domain on the grounds that this secrecy ensures an open and
honest exchange between the review and project teams. Recommendations are not
compulsory. Responsibility for action lies with the project team, but failure to address
problem areas is thought to make it more difficult for projects to pass the following review.
At each review, projects are given red, amber or green status:

e Red - to achieve success the project should take remedial action immediately.

e Amber - the project should go forward with actions on recommendations to be
carried out before the next OGC Gateway Review.

e Green - the project is on target to succeed but may benefit from the uptake of the
recommendations.

112. OGC also helps departments to establish programme and project centres of excellence
with the overall aim of producing a two to three fold increase in the success of central
government projects within three years. The centres have three key roles: reporting to the
management board on key programmes and projects; sharing information and lessons
learned with Whitehall and other departments; and providing support to help programmes
and projects with the right expertise when they need it. As regards publishing guidance on
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best practice in procurement, OGC has published over 2,000 pages of advice and guidance
much of which is consolidated into a 'Successful Delivery Toolkit' available on the
internet.*

113. One suggestion for increasing accountability and, through that, the success rate of IT
programmes would be for these Gateway Reviews to be published. Under present
arrangements, the reviews are highly confidential, despite the sums of public spending
involved and the effect that inadequate IT is clearly having on constituents and public
policy generally. In fact, the OGC reports are considered so sensitive that only two copies
of each review are printed: the Review Team Leader (RTL) delivers one copy of the report
to the designated Senior Responsible Officer (SRO) working within the relevant
department, who is likely to be at Director level, and the second copy is sent to OGC in
order for it to identify and disseminate generic lessons learned.**® As the only recipient of
all OGC Gateway Reviews carried out across central government, OGC is in a unique
position to monitor the performance of major IT systems. The Government’s argument
for not publishing Gateway Reviews is that the review process would be weakened. The
OGC makes the point on its website:

An OGC Gateway Review is conducted on a confidential basis for the SRO and
ownership of the report rests with the SRO. This approach promotes an open and
honest exchange between the programme/project and review teams delivering
maximum added value.

114. Essentially, it is alleged that publication of the Gateway Reviews would result in staff
becoming less frank with reviewers on the grounds that their comments would be
published and their identity known. We recognise that one danger of publishing OGC
Gateway Reviews is that two versions of each Gateway Review could be produced: one, as
usual, for the SRO and OGC and a filleted version for general publication.

115. When initially asked, John Cross, (then) DWP’s interim CIO, told us that he could not
see why a gateway could not be published.”** But he later added:

The only interesting thing one would just have to think about is the issue of
behaviours. A point which to us seems to be important is that there is an extremely
open and honest culture within the organisation about declaring these needs openly.
Sometimes organisations clam up if they feel there is a threat hanging around. I have
come from organisations where the history was that you did not like to ever declare
that anything was wrong because you thought that was a weakness, whereas actually,
it ought to be a weakness if you do not declare that things are wrong. I am more
concerned that we drive out an increasingly open awareness and ability for people to
be able to say what they like about these things, because ultimately that is the only
way. My one real worry is that if people became too concerned about the publicity
over their declaration of concerns or issues, that this might dampen them. That
would be my one counter to the question "Why wouldn’t you? " It seems to me, in a
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sense, obvious, but on the other hand, you just have to worry a little about whether it
drives the right behaviours in the lower levels of the organisation.**

116. There was some support for this argument from Sarah Arnott, who also suggested a
middle way through. She told us:

However, for the Gateway process to work effectively it is necessary for it to remain
confidential. The review process relies on absolute honesty on both sides, an
openness which would be seriously compromised if the reports were to be subject to
public scrutiny. The most advisable course would be a middle ground - the review
process made mandatory, with more power to enforce the recommendations, and a
published statement of some kind signed oft by both parties to ensure the process has
been undertaken with due diligence without publicising the details of the
discussions.>*

117. However, DWP was not even willing to consider publishing a summary version of
Gateway Reviews. Its policy was put forward in written evidence:

It is not our policy to disclose Office of Government Commerce (OGC) review
reports because to do so would impair the value added by the review process. That
added value relies on a frank approach in which participants can have confidence in
the confidentiality of the process. This applies irrespective of whether the assurance
review is conducted by OGC, another outside organisation or internally, and
irrespective of whether publication would be immediate or at some point in the
future. The Department’s policy is in line with OGC guidance on disclosure. It is not
within the gift of the Department unilaterally to reverse that policy without review
and debate of the policy led by OGC and across Departments. >’

118. We note that OGC guidance does not provide for a blanket refusal to publish Gateway
Reviews.?® OGC guidance suggests that publication of reviews should be determined on
the merits of each case. We asked the Department how Parliament could exercise its
legitimate duty of scrutiny of the Department and its Agencies when the Department
refused to publish any of the many reviews into projects, such as CSA. In response the
Department defended the Government's decision not to publish Gateway Reviews and
pointed out that the NAO had a clear responsibility to scrutinise the Department and that
"a review of the Child Support Reform programme will almost certainly take place when
implementation is complete.””® We acknowledge the excellent work of the NAO. Indeed,
in this report we have referred to some of the problems caused by defective IT that have
been identified in successive NAO and PAC reports.**® The NAO, as the guardian of the
public purse, discharges its responsibility in a highly effective manner. However, and this is
not a criticism of its skill and dedication, the NAO tends to undertake post evaluations on
projects as part of its value for money studies or as an audit. Although its reports are
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presented to Parliament and published, they are generally historic, whereas we believe
major IT projects should also be subject to close scrutiny during their development.
Current projects need to be subject to current scrutiny. Parliament and the public should
not be required to wait years after the planning decisions were made or problems emerged
before they can get a detailed account of what has gone wrong. Parliament requires the
opportunity to scrutinise such projects armed with relevant detailed information. The
NAO produces 60 reviews per year and cannot fulfil the necessary scrutiny process
unaided.

119. It was noticeable from the evidence that a number of other witnesses supported the
case for OGC Gateway Reviews being published.**! During oral evidence sessions, a
number of major IT suppliers said that they would welcome publication of OGC Gateway
Reviews, or had no problem with publication,*** provided all major IT projects were treated
equally.**® For example, Kevin Saunders said that SchlumbergerSema would be happy for
them to be published. He added:

I cannot see any problem that we would have with them being published, providing
there is a clear understanding of the framework, obviously. I think the reviews
would have to be perhaps even more tightly controlled in terms of the management
and input to them but I cannot see why we would have a problem with publication
because we have been through them, we know how they work and they make key
decisions.***

120. We found it refreshing that major IT suppliers should be content for the reviews to be
published. We welcome this approach. It struck us as very odd that of all the stakeholders,
DWP should be the one which clings most enthusiastically to commercial confidentiality
to justify non-disclosure of crucial information, even to Parliament. We were surprised
also that there is little central guidance to departments for dealing with those
circumstances when the commercial IT suppliers are content for information to be made
available and departments cling to commercial confidentiality. As regards damaging the
review process, Tony Collins made the valid point that perhaps the reviewers are too close.
He told us:

If Gateway Reviewers believe the quality and rigour of their advice and work would
suffer if their reviews were published, we would question whether they are too
culturally close to those they are reviewing and therefore perhaps not be sufficiently
independent and objective to reach the tough conclusions that Gateway Reviews
sometimes demand.**

121. We are not convinced that the Gateway Review process is so fragile that the current
levels of secrecy are necessary. We are genuinely sympathetic to any reasonable argument
that justifies some material to be excluded from the published version of a Gateway
Review, but in our view, the Government’s objection to publishing Gateway Reviews is

241 For example major IT suppliers and Tony Collins.
242 For example, Qq 248-56 and Q 486

243 Q254

244 Q 248

245 Ev 144



47

based on an untested assertion that publication would invalidate the review process.
Publication of inspections and reviews is a widespread feature of public life nowadays and
there is no reason why a major public IT projects costing millions of pounds, should not be
subject to the same open scrutiny that applies in other areas of public life. This is especially
true when the projects in question have such a long history of poor service. We
recommend that the Government should publish Gateway Reviews with appropriate
safeguards or failing that to set out how Parliament otherwise can be provided with the
level of information it needs in order to scrutinise adequately questions of value for
money from major IT contracts. In written evidence, DWP said that:

It is not within the gift of the Department unilaterally to reverse [OGC policy on
disclosure] without review and debate of the policy led by OGC and across
Departments.**¢

122. We recognise that, in effect, the Gateway Reviews are work-in-progress documents,
which deal with a range of aspects in a project and that it may be too early to judge the full
effect of the gateway process since few cases have been through the whole gated system. We
also recognise that Gateway Reviews have a very limited shelf life and are likely to provide
very limited information to Parliament, and that publication of Gateway Reviews may risk
the review process. On the other hand, Parliament needs to be kept informed about these
important areas of policy. If the present system is unequal to the task, then further
measures are necessary. Below we consider the case for the Department publishing the
business case of each project before considering the role of independent audits.**’

123. In short, we believe that more openness is needed and in our view one way to achieve
this would be to give parliamentary committees greater access to Gateway Reviews. In the
event that the case against full publication of Gateway Reviews can be substantiated, we
call upon the Department to provide a summary document of each review within 6
weeks of the review being completed. We consider that by providing more information
to Parliament, Ministers and officials will be under corresponding pressure to be kept fully
informed about projects.

124. It should be noted that departments also operate a less formal system of internal
Gateway Reviews. In the case of DWP, these examine twenty to thirty areas for each
project, rating them red, amber or green. Mr Martin Bellamy of the DWP told us that the
internal Gateway Reviews were generally speedy and informal and involved the parties in
straight talking, which he said could be quite constructive. His concern was that
publication of the internal Gateway Reviews would prolong the process and make it more
formal and less helpful to managers.***

Publishing business cases

125. One of the best ways of putting key information about an IT project into the public
domain is for departments to publish the Outline Business Case (OBC) and Full Business
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Case (FBC) for each major IT project.*** The OBC contains important information,
including the economic case (value for money and economic benefits for the UK), financial
case (the effect on an organisation's cash flow and balance sheet), and the management
case (covering governance, management of risk and realisations of benefits with a special
section on contingency planning). The Full Business Case (FBC) contains further details
about the project, including the procurement strategy.

126. It is important to note that the process for producing OBC and FBC is a different
process from that which applies to Gateway Reviews. Gateway Reviews are concerned with
quality assurance, whereas OBC and FBC cover a range of issues including economic,
managerial and financial arguments for the project that are of interest to Parliament.
However, both OGC Gateway Reviews and business case models are linked. For example
the OBC covers similar material as Gateways one and two whereas the FBC ties in with
Gateways three to five. >

127. The advantage of publishing the OBC and FBC for each project is that they would, at
an early phase, provide Parliament with most of the necessary information with which to
assess the outcomes of the IT programmes and business transformation, while still
protecting the Gateway Review process. It also places the onus on the Department rather
than commercial organisations to provide the project planning. Joe Flanagan, who is a
leading exponent of business case models, told us:

Properly prepared, these demonstrate that I'T investments have been well scoped and
planned; offer optimum value for money (£); are commercially viable; affordable and
achievable. In other words, they contain 80% of the information requested by some
commentators of current practice.” >

128. Interestingly, it seems that a number of the major projects that are currently attracting
critical questions, such as the CSA's CS2 computer programme and telephony system, have
not had their business cases published. Indeed, DWP told us that it does not publish any
business cases nor the supporting documentation on the grounds that they tend to be
couched in highly technical and detailed terms and contain information that could, if
published, damage the Department’s onward programme of competitive supply.”** In
short, the familiar claims of commercial confidentiality. It is on this basis that the
Department has withheld publication of the OBC and FBC for CS2 and the CSA's new
telephony system. When we asked OGC for its policy on publishing business cases it
replied:

OGC does not recommend routine publication of OBCs or FBCs. Departments need
to consider each request for disclosure on an individual basis in line with their legal
obligations and any appropriate guidance. Once the Freedom of Information Act
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takes full effect in 2005, departments will be legally obliged to confirm to an
applicant the existence of and disclose OBCs and FBCs, unless an exemption under
the Act applies.”?

129. DWP’s routine refusal to publish OBC and FBC is contrary to this guidance, which
calls for departments to determine disclosure on an individual basis. The Department’s
policy is also at odds with the practice of some other departments. For example, the
Department of Health (DoH), another department with a major IT modernisation
underway, has a policy to publish information on business cases for all major projects. The
DoH states:

The Strategic Outline Case (SOC) is an extremely important document, and will

arouse considerable public interest. ... all SOCs that are approved will be made
publicly available by their respective Strategic Health Authorities in the same manner
as OBCs and FBCs.**

We call upon the DWP to publish on its website the SOC, OBC and FBC for all its
significant projects. We feel that publication should include, amongst other items, the
supporting documentation, especially including that relating to the register of risks, how
such risks are to be managed, the Department’s contingency planning and how it proposes
to realise the potential benefits. In our view, publication of OBC and the FBC would
provide a strong disciplinary influence on departments to focus on the detailed planning of
IT projects, especially at an early stage. Publication of the OBC and the FBC would provide
Parliament and stakeholders generally with the necessary information with which to
ensure that business managers are kept on their toes and would allow select committees
such as ours to conduct detailed scrutiny into IT projects at any time during the project's
life on the basis of detailed evidence. As the lead agency on procurement and the vehicle
for disseminating best practice, we would hope OGC will be given a key role in monitoring
the publication of OBC and FBC across Government. We also urge the Government to
consider adding publication of the OBC and the FBC to OGC's list of mandatory actions
that departments must follow. As formal evidence to Parliament, we believe that a
summary of the Full Business Case should be included in the proposed IT Implementation
Assessment (ITTA). We recommend that the DWP publish strategic, outline and full
business cases together with relevant supporting information.

Publishing independent audits

130. During the course of our inquiry, Tony Collins made the case for IT projects to be
subject to independent reviews. He suggested that the Arthur D Little audit of the (then)
new air traffic control systems (New En Route Centre) at Swanwick in Hampshire was a
good, but rare, example to follow. Although the audit was commissioned by the
Government, the report was published by the Transport sub-Committee in 1998. The
auditor, Arthur D Little, was appointed as a result of a competitive tender. Its report is
generally viewed as providing a thorough analysis of the weaknesses in culture,
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management and accountability that contributed to the project being delayed and over
budget. In the event, the report was thought to have led to many changes in the way the
NATS project was run while also strengthening the processes of parliamentary
accountability. When the report by Arthur D Little was published in 1999, the air traffic
control system at Swanwick was already about three years late; a situation not dissimilar to
that facing CSA. The control system was originally due to go live in 1996, but eventually
did so in January 2002. Although it is rare for a report like the Arthur D Little audit to
come into the public domain, we consider that such an independent audit could provide us
with a good model for scrutinising major IT projects that are facing severe problems. John
Cross (DWP) told us:

They [independent reviews] certainly are commissioned, and in fact, my own view
about that is that we ought to have more regular, light-touch, independent reviews
commissioned as part of the project. My own view about assurance is that I like to
see independent value judgments being made as you go down any particular major
project route.”

131. Other witnesses were doubtful about the benefit of independent reviews. For example,
EDS told us that they saw little benefit in having an independent review towards the
completion of a system.>*® Derek Ward (EDS) told us that it would be very difficult then
for an independent body to get to grips with the risks and complexity and that a review at
that stage is likely to be fairly shallow or trivial.*” He added: "What you really want is
assurance that the process is being followed properly through at earlier stages in the
project, that you are actually aimed in the right direction, rather than wait till you have
arrived and say, "Is this where we wanted to go?"**

132. We do not accept that such reviews would necessarily be cursory and of limited use. In
written evidence, Edward Hasted pointed out that although hundreds of reports and
inquiries had been written on trying to improve the success rate of IT projects, they had
had little success.*® He pointed out that compared with the low success rate of I'T projects,
such reports were published only infrequently. Edward Hasted recommended that reviews
of all projects should be mandatory, irrespective of whether a project succeeded or failed:
"if it failed we need to know what not to do. If it worked we need to find out why so we can
repeat the success. " We do not expect such auditing to pose a serious increase in the
burden on project managers. But in cases where projects are in serious difficulty, it may be
necessary to undertake in-depth reviews. The burden may be lightened if it is triggered by
recommendations from the appropriate select committee or by some rule of thumb
calculation, such as if a project is 20% over budget, 20% late or suffering significant loss of
initial functionality. We consider that the case for independent audits, similar to the
inquiry into NATS, is something that Parliament may wish to consider, if the Government
does not provide Parliament with the necessary information.

255 Q 343
256 Q484
257 Q484
258 Q484
259 Ev 111
260 Ev 112



51

Using the Freedom of Information Act (FOIA)

133. We asked some witnesses whether they were anticipating that the Freedom of
Information Act (FOIA) would lead to more information being made available. In general,
no witness thought FOIA would have any effect on the disclosure of information relating
to IT projects. It was thought that exemptions would apply.**" Equally, there was no
evidence that FOIA was likely to put off suppliers from bidding for public sector contracts.
Sheelagh Whittaker (EDS) told us that EDS was experienced in working under
jurisdictions that operated freedom of information legislation and that the only test was to
ensure that any claimed exceptions were genuinely commercial.*®*

134. Avi Silverman and Tony Collins cast doubt on departments being able to meet the
terms of the FOIA in time.**® Tony Collins also thought that there were enough exclusion
clauses in the Act for it to make little difference to journalists.”** The full provisions of the
FOIA will start to come into effect in January 2005.°° As a minimum, the FOIA will
require departments and other public bodies to set out their disclosure policy. It is likely
that the Information Commissioner and his tribunal will be requested to consider a
number of disclosure requests relating to the secretive contractual deals that exist between
departments, such as DWP, and their suppliers. Although FOIA contains provisions for
disclosure to be denied on grounds of commercial confidentiality, it is important to note
that such exemptions are subject to a public interest override. It remains to be seen to what
extent the implementation of the FOIA will remove the unnecessary use of commercial
confidentiality to obscure contractual deals.

135. We recommend that the Department by 1 October 2004 sets out how it proposes
to deal with requests for detailed information on publicly funded IT projects from
members of the public or other interested commercial organisations under the
provisions of the Freedom of Information Act that come into effect in January 2005.

5 Child Support Reform (CSR)

136. The first part of this report focused on elements of best practice and how compliance
could be improved. That analysis has allowed us to set some benchmarks for comparing
the way in which DWP administers its IT programmes. As a special case study, we decided
to examine in detail the IT programme that underpins the Government's Child Support
Reform. The Child Support Agency's (CSA's) IT programme is the obvious IT programme
for us to consider in detail: it is crucially important, not least because it is a significant
element of the DWP's modernisation programme and has received a large amount of
critical attention inside and outside Parliament. As constituency Members, we have
received numerous letters from CSA clients complaining about the poor service provided
by the CSA over the years, with many complaints linked to problems with the Agency’s IT
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programme. We have also heard from Citizens Advice of the sorts of problems being
presented by CSA's clients that are caused by CSA's defective IT programme.**® Our
inquiry will also serve as a platform for the Committee's inquiry into child support policy
generally which was announced in May.**’

Background

137. The Child Support Agency (CSA), which is an agency of the DWP, is responsible for
running the child support system. CSA's "business is to assess, collect and pay child support
maintenance, ensuring that parents who live apart meet their financial responsibilities to
their children."*® The CSA employs over 12,000 staff and has a budget of £258 million for
2003/4. The CSA delivers its service through six main centres, 30 smaller offices dealing
primarily with new applications and 71 local services bases supplying a face-to-face service.
The CSA was established in 1993 and has had a troubled history.*®

138. The Government announced the Child Support Reform programme in its White
Paper "A new contract for welfare: Children’s rights and Parents’ responsibilities, " which was
published in July 1999.7° Child Support Reform (CSR) was intended to implement
simplified rules relating to maintenance calculation, modernise the operational processes
and introduce a new computer system in order to promote more accurate and timely
maintenance assessments with improved payment compliance. The CSR programme is
clearly an important part of the Government's strategy to reduce and eliminate child
poverty and is very ambitious; it is intended to produce a "transformation of the existing
CSA business processes and structures.”””" In its totality, the CSR programme includes the
political decisions, legislative changes, the way the CSA is re-organised, and its links with
other agencies, such as Jobcentre Plus and the Inland Revenue. One simple example of this
proposed transformation is that the CSA moves from relying on a letter-based system to an
IT and telephone-based system. A successful transformation depends upon a reliable and
stable IT system, a sharper focus on serving the needs of customers, a changed work
culture and a multi-skilled workforce that is supported by proper training.

139. The new computer, an end-to-end IT system known as CS2, and the accompanying
new telephony system were intended to enable and support this transformation so that
applications for calculating child maintenance could be more easily and speedily handled.
CS2 involves "something like 60 million lines of computer code.”””> The CS2 contract was
organised as a Private Finance Initiative (PFI) deal and, like the majority of large DWP’s IT
contracts, was won by EDS.*? Under the deal, the necessary information technology and
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telephony support is supplied by the private sector partner. Outline financial details of the
CSR project are set out in the following table.

Table 2

Sept 1999 March ‘04 Currently 400 400 Since 3 March
Under review 2003, new Child
Support claims
have been

calculated using
the new rules and
new IT.

Source: Work and Pensions, Departmental Report, 2004.

140. The total cost of the contract with EDS for the CS2 project, across its whole life, has
been revised upwards and is currently estimated at £456 million.””* On 27 January 2003,the
Secretary of State told the House that the Department had agreed an increase of around 7
per cent. in the value of the original contract, over the term of the project, bringing the total
cost to some £456 million.””> Mr Chris Pond MP, Parliamentary Under-Secretary at DWP,
added that the increase in the cost of the CS2 contract was agreed because the IT system
had proved to be more complex than had been thought at the outset, something not
uncommon in large scale IT projects.””

Problems of the CSA's IT programme

141. According to DWP, the child support reforms were intended to put the needs of
children first by creating a system of child support that was easier to understand,
administer and enforce; that would be more comprehensible to parents; and that would
process maintenance calculations more quickly. The IT programme was based around
simplified rules for calculating maintenance payments and the modernisation of
operational processes. In the event, child support reform has failed to perform as planned
and this has meant that thousands of CSA's customers and their children have suffered.
According to Citizens Advice, the problems include:

people who are still on the old rules suffering from problems receiving payments,
women in particular moving off income support having problems as well, delays in
transferring people from the old rules to the new system and the problem when
contacting the CSA the person at the other end of the phone (if the bureau can get

274 The planned and authorised resource cost of the CSR project mentioned in the Table 1 includes all costs, including
CS2, associated with the Reform programme to March 2004. The figure of £456 million was given in Work and
Pensions Committee, Minutes of Evidence, 2 July 2003, Q 15, and covers the EDS contract for CS2, which is payable
from January 2003 until August 2010.
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through in the first place) claims not to have access to the necessary information and
can only give general advice.””’

142. DWP acknowledges that the CSA's IT programme is defective. According to DWP:

Child Support Reform went live on 3 March 2003. Maintenance is now being
calculated under the new rules for new cases and some old scheme cases that are
linked to a new application. This was a large and very complex IT project and
consequently there were a number of acknowledged defects when the system began
to be used in earnest. Work is being taken forward to address these defects and
ensure the stability of Child Support Reform to allow the transfer of old scheme cases
to new rules.”’®

143. During the course of our inquiry, we have received evidence on a range of problems
relating to the IT programme. For convenience, we have classified them into five groups:

e delay in the planned commencement of the new scheme of calculating child
maintenance;

e delay in transferring onto the new arrangements cases already in the system or
where child maintenance payments had been determined on the basis of the old
scheme;

o the slow pace of processing new cases for calculating child maintenance;
o the problem of cases "stuck" in the CS2 system that are not being progressed; and

e a defective new telephony system that causes calls to be re-routed around the
country.

The delay in the planned start of the system

144. Although the new scheme was introduced on 3 March 2003, its introduction was
delayed for some two years. Our predecessor Committee reported on this in November
1999.” The table below shows the missed deadlines for the commencement of the new
scheme.
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Table 3: Changes to the planned commencement date of the new scheme?*°

Date of announcement

Form of announcement

Proposed start date of the new
scheme for new clients

July 1998 Green Paper "unlikely to be introduced
before 2001"
July 1999 White Paper "towards the end of 2001"

31 January 2000

Written Answer

April 2002

20 March 2002

Statement to the House

Indefinite postponement

27 January 2003

Statement to the House

3 March 2003

145. DWP told us that the implementation date of April 2002 was decided initially on the
basis of an external review. But during late 2001, the CSA became increasingly concerned
about EDS's ability to deliver to the announced timetable. Ministers finally took the
decision to delay implementation indefinitely. In January 2003, the Secretary of State
finally announced that the system would go live in March 2003, but on going live, the
system failed to work satisfactorily. For going live, it was decided to let the computer
system take on only new applications for fear that it might be overloaded if old cases -
where maintenance payments had been calculated using the old formula — were processed
at the same time. PCS told us that:

If CSA’s original timetable for child support reforms (CSR) had gone according to
plan, all existing CSA customers would have been migrated on to CS2 and had their
cases converted onto the new, simpler formula by April 2003. The reason that this
has not happened is entirely down to the shortcomings of CS2. If migration and
conversion were now attempted, CS2 would not be able to sustain it.?*!

Delay in converting old cases onto the new scheme

146. As a result of the decision not to transfer old cases onto the new scheme when the
system went live in March 2003, 1,230,000 cases were left on CSCS for calculating child
maintenance. In most of these cases, this means that non-resident parents are making
larger payments compared with how they would have been assessed under the new rules.
Conversely, once cases are on the new scheme, parents with care will receive less money,
although the new scheme is expected to result in more children overall getting some
maintenance, and more quickly than compared with the old scheme. The CSA has not
managed to find a permanent solution to this problem, so migrating cases onto the new
scheme cases requires a large amount of manual work to be performed, which represents a
large drain on staff time. As at 31 March 2004, the Agency's caseload on CSCS was about
890,800. In addition there were over 427,000 cases registered on the new computer system,

280 Child Support Agency (CSA): Delays in introducing the new child maintenance scheme Library Standard note
(SN/SP2898), citing Sources: Department of Social Security, Children First: a new approach to child support, Cm3992,
6 July 1998, para 1, p43; Department of Social Security, A new contract for welfare: Children’s Rights and Parents’
Responsibilities, Cm 4349, July; 1999, p6, para 23; HC Deb 31 January 2000, cols 465W-466\W; HC Deb 20 March 2002,
cols 315-7; HC Deb 27 January 2003, col 568
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which comprised of approximately 235,000 new scheme and 192,000 old scheme cases.
The CSA currently estimates that the migrated load may have generated around 120,000
work items or tasks.?®> The migration to the new scheme was expected to take place by
April 2004, a year after going live, but in the event, that deadline has been missed. In
written evidence to the Committee in July 2003, the CSA stated:

The Department’s Ministers have always said that no cases would be moved on to
the new scheme from the old scheme until they were satisfied that it is working well.
Accordingly no date has been set for conversion, and clients have been told they will
transfer to the new scheme when the Government is sure it is working well. The
Agency continues to work towards achieving successful conversion for the majority
of old scheme cases as soon as possible. The software required to facilitate bulk
migration of cases from the old computer system to the new is not expected to be
available until the end of the year. The software required to facilitate bulk conversion
of the migrated cases from the old child support scheme to the new is not expected to
be available until next spring.***

147. In oral evidence, the Secretary of State told us:

We can all see the importance for those who are on the old system of being
converted to the new system and plenty of pressure for us to get the child
maintenance premium in payment for those when they will convert. I have said all
along, like my predecessor, that conversion will not happen until we are absolutely
certain that the new system is working properly. It seems to me that strikes the right
balance. It is not always going to be a comfortable one, because yes, we should like to
get on with it and the public would like us to get on with it and parents with care and
non-resident parents would like us to get on with it. We maintain the maximum
pressure to achieve progress as effectively as we can, but we do not allow ourselves to
be seduced into giving a date which might, for the sorts of reasons you have been
talking about, turn out to be undeliverable.>**

148. We asked EDS for information on its plan for transferring old cases onto the new
scheme. EDS told us that their current plan is to have all the IT improvements on CS2
ready by October 2004 and thereafter to start the migration of old cases and that the
transfer should be completed by early in 2005  Mr Doug Smith told us that he
welcomed EDS's commitment to complete recovery of the system by October, but added
that he had not formally agreed the detail that lies behind the plan.*®* Mr Charles Law
(PCS) told us:

The latest that we have been told — and we had one of our regular meetings with the
Chief Executive last week — is that EDS have produced this recovery plan in the light
of a report called the Feld Report that was commissioned by an outside company to
come in and have a root and branch look and ask questions like, "Should they pull
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the plug on CS2 or not?" I think the conclusion was: no, they should not. Although
there are big problems, they are not big enough to warrant that, and it is recoverable.
That is the overarching view. In the light of that, EDS were told to go away and
produce a recovery pan, which they have just done. As I understand it, that has
several releases timetabled for the next few months, with an anticipation that, for
example, those "stuck” cases that are referred to, which is probably the main problem
at the moment, should be cleared by September of this year. That is what we have
been told is in the plan. Whether it happens or not of course remains to be seen.””

Slow progress in processing new claims

149. The third serious problem arising from the defective IT programme is that, despite
being two years late and now estimated to cost £456 million, the computer system is still
not working satisfactorily on processing new claims. The figures in table two show that for
its first year, the CSA cleared only 47% of all new cases received since March 2003.*® By the
end of the first year of the new scheme, the CSA had cleared some 153,000 cases, which left
a backlog of some 170,000 cases. The system is processing new claims so slowly that the
backlog of (new) work is increasing by some 30,000 per quarter. Taking the first year as a
whole, only 28% of new cases resulted in a calculation being made, with only 10% of all
new cases resulting in any payment being made. The figures show that even where a
calculation of child maintenance had been made, an actual payment had been made in only
34% of these cases. Moreover, the clearance rate of 47% of new cases depended upon a
surprisingly high closure rate, accounting for 19% of all new cases.”® Indeed, there are
some obvious parallels between the current problems at CSA and the state of operations
when the CSA was first established: the complicated IT system not ready, staff spending all
their time making calculations, and payments not made for months, years, or not at all.

150. The slow pace of making first payments is very worrying. Doug Smith told us that
only a "a very small proportion" of the new cases are having their initial payment made
within the government’s six-week target because the average time it takes to bring cases
from first application to the point at which calculations are made is approximately 12 to 15
weeks at the moment. Doug Smith told us that while this was half the time it took under
the old scheme last year, "it is nowhere near the endgame target on this, which is to move
the cases quickly towards payment within an average of six weeks."**°

“Stuck” cases

151. One of the most bizarre aspects of the defective IT programme is the phenomenon of
cases being "stuck" in the system, not progressing, often for lengthy periods. In oral
evidence, Charles Law (PCS) characterised the problems as follows:
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It can take several months, possibly even indefinitely because some of those
["stuck"] cases have been there for a long time and we do not know when they
are going to be released. So you have the customer who wants their maintenance
to be assessed or further maintenance to be paid and the Agency is literally
unable to do it without setting up a clerical team. That creates enormous
pressure on the customer because they keep ringing up and keep being batted off
being told, "We are awfully sorry, but there are teething problems with the
computer system" and things like that. You can only hold that line for so long
before they get extremely frustrated and then start writing to Members of
Parliament and people like that to try and speed the matter along. That is a good
example of what is happening at the moment.*"

152. We heard that customers frequently needed to complain to the CSA’s chief executive,
the independent case examiner, or their MP in order for their case to be progressed.
According to the CSA there are up to 75,000 "stuck cases" or "unprogressable cases." We
asked EDS about these cases and whether the lost cases would de-bugged and proceeding
successfully by October 2004. Tom Warsop told us that:

"It is important to note that those cases are not all "stuck", which is the word that
we tend to use, because of information technology issues. Some of them are
certainly but some of them are also difficult because of data issues, information
gathering difficulties and some other causes."

He confirmed that those cases that are not being progressed now should be progressed by
October 2004."

Defective telephony system

153. In addition to the problems associated with the CS2 system, CSA’s customers and staff
are also inconvenienced by a defective telephony system. The new telephony system, which
is supplied by BT Syntegra, was designed to link with the CS2 computer. However, the
linking of the telephony system and CS2 seems to have brought many problems, including
customers’ calls being routed to the wrong place and cases disappearing (often at crucial
stages) from the caseworker’s screen as staff try to answer a telephone inquiry.?® We heard
that there was a particular problem with the new telephony system of queued calls being
re-routed around the country to call centres that happen to become free with the inevitable
consequence that callers are unlikely to contact anyone that had any previous knowledge of
their case. PCS told us that CSA’s new telephony system had actually made it harder for a
customer to contact the Agency and to talk to the caseworker dealing with their case.”*
PCS illustrated the plight of one customer who had 49 calls to the Agency listed on her
quarterly telephone bill.** The problems with the telephony system have also been a
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particular cause of staff frustration. PCS told us that its survey evidence indicated that only
24% of the CSA staff believed that the introduction of the new IT system had improved the
service they provided to the public. In one business unit, a staggering 67% of staff believed
that the new IT had not improved CSA’s customer service at all.**  We heard that the
failings of the new telephony system are similar to those of the old system, which
paradoxically the new system was intended to remedy. As the Secretary of State explained,
the new telephony system was intended to put callers through to the case worker. He said
that where the telephony worked properly, it was great.*” Doug Smith said that:

The telephony system is intended to route incoming calls to the case worker for the
case being actioned. A set of rules is built into it which then provides for that call to
be overflowed to elsewhere in the team and then elsewhere in the office and then
ultimately to the national helpline system. So the call is handled somewhere. The
core of the system is accurately designed and constructed. The difficulty is that the
system is not working as planned and therefore, from time to time, those calls are not
going to the appropriate place and the software enhancements to the telephony
system are progressively removing those difficulties.”*®

Summary of CSA’s performance over its first year

154. The new scheme for child support, which was delayed by two years, completed its first
year in March 2004. On the positive side, despite the defects, the CSA has managed to
process over 150,000 new cases, with over 31,100 cases of child maintenance payments
being calculated and paid under the new rules. For convenience, it may be useful to
identify some of the main features of the current performance to March 2004.?” For the
first year of the new scheme, the CSA had received 321,500 applications, of which some
91,500 calculations were made under the new system, with 61,000 cases being closed. In
addition to the 30,000 cases receiving their first payment, 17,000 parents with care received
first Child Maintenance Premium payments. The figures for the first year show that the
quarterly clearance rate, as expressed as a percentage of quarterly new cases, has increased
over the year from 17% (Q1) to 62% (Q4). On the basis of the last three quarters of the first
year, new applications have been arriving at an average figure of around 80,000 per quarter
with the CSA managing to clear about 50,000 cases each quarter. Although the high closure
rate somewhat flatters the clearance rate for the year, it should be noted that the closure
rate has been lower under the new scheme than for the old scheme. The CSA noted that
"in clearing cases so far, the ratio of those reaching calculation to those that have been
closed in the new scheme remained 6:4, compared with the ratio of 4:6 in the old scheme".
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Table 4 - Summary of Agency Performance to March 2004

Agency Quarter 1 Quarter 2 Quarter 3 Quarterd Scheme to
Performance Mar - Jun Jul — Sep 2003 | Oct - Dec Jan - Mar Mar 2004
2003 2003 2004
Applications 73,582 78,982 85,306 83,652 321,522

received

Applications 12,648 38,583 49,453 51,876 152,560
cleared

of which:

Maintenance

Calculations 6,671 23,857 29,672 31,229 91,429
Closures 5,977 14,726 19,781 20,647 61,131
First payments 461 5,164 11,473 14,017 31,115
made through the

Agency

First Child 77 3,314 6,173 7,484 17,048
Maintenance

Premium payments

made

155. The Secretary of State, in his written statement to the House on the quarterly Progress
Report, accepted that progress had been slower than anticipated. He said:

The new arrangements for child support came into operation for new cases and
some linked old scheme cases from 3 March 2003. Progress has been slower than
anticipated, chiefly due to problems with the new computer and telephony systems.
However, over the course of the first year of operation of the new scheme, progress
in performance has grown steadily. For example, more than a third of all
maintenance calculations and over 45 per cent. of all first payments were made in the
latest quarter. Further improvement is expected.

The number of cases cleared in the final quarter rose above 50,000 taking the total
number of clearances (calculations and closures) to over 150,000. The ratio of cases
reaching calculation compared to those that closed continued to be 6:4 to the year's
end, comparing favourably with the ratio of 4:6 under the old scheme.

Technical issues continue to preclude reliable figures on compliance and throughput
for the latest quarter. The Department continues to retain around 15-20 per cent. of
each monthly payment due to EDS, the service provider, due to the continuing
problems with the computer and telephony systems. A special exercise is being
undertaken to test accuracy to the year-end."®

156. Doug Smith (CSA) told us that the EDS-commissioned review into CS2 had indicated
that the CS2 system was "fundamentally sound, but needed some significant work to

remedy what was clearly a large number of defects in the way the system was operating.
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He added that after DWP had validated the EDS commissioned review, it gave the green
light to EDS to move ahead with the remediation of the system, which he said was likely to
take a place through to the autumn of this year.**> He added that software releases that had
already taken place had remedied 70% of the defects which related to the interface with
JobCentre Plus and around 60% of the defects which were causing difficulties in cases
progressing from one stage to another in the system. Further software releases planned for
June, July and September should stabilise the system at the level that was expected when
the system went live and should provide a platform for further migration of cases onto the
new system. Overall:

The position is starting to look better for cases coming into the system for the future.
There is a series of further enhancement releases, one scheduled for early June and
then beyond that probably in July and September, which will bring the system
broadly to the level of resilience and robustness that we expected at go-live and
should provide a platform then for further migration of cases onto the new system.*”

157. The DWP’s annual report, which was published in April 2004, attempted to put the
problems of the IT system into context. The DWP stated:

Itis ... easy to dwell on the difficulties caused by the new computer service. Despite
them, many clients have been receiving a better service than before. In the last
months of the year, the agency converted more applications into maintenance
calculations than previously. The time taken to handle applications is falling, and the
agency is paying the child maintenance premium on a regular basis to Income
Support claimants.**

6 Assessment of CSA's IT and telephony
system

158. Below we set out our views on the problems that have been identified. From the
outset, it should be noted that CS2 is now processing new claims and that in this limited
sense it is actually performing. As Tom Warsop (EDS) told us, parts of the functionality
were not operating as desired, but generally the system was working, albeit not perfectly.
John Cross (DWP) told us that the CSA were addressing the short run operational issues,
which was simply getting cases through as a matter of urgency. A second phase which
involves re-engineering the underlining design of the system is expected to provide the
needed capability and stability. Overall, DWP, CSA and EDS seem to be working on the
assumption that CS2 is recoverable but will require a lot of time and energy to get it there.
Doug Smith told us that

The trick must be to move from the proportion who are getting that good level of
service now to a far higher proportion of the applications we are receiving and that
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should be possible as the defects are progressively moved from the IT system. We
then start catching up on the backlog we have in the system.’*

159. We note with concern, however, that EDS and the CSA have already missed a number
of key deadlines, including the date of launching of the new scheme, the pace of processing
new claims, making payments within the Government’s target of six weeks and in
answering letters, including those from Members of Parliament.**

160. As regards the failure to migrate cases from the old scheme to the new scheme, we
consider the delay to be unacceptable. We understand the reluctance of Ministers to make
a commitment on the timescale for migrated cases and the heavy demands that
transferring such cases places on staff time. However, the failure by DWP to give
customers and Parliament any indication of when cases are likely to be processed puts
many customers in a very difficult situation.*”” Rather than leaving the cases on the old
scheme indefinitely, without any indication of when they will be processed, we urge DWP
to come forward with a robust and detailed plan for moving cases onto something more in
line with the new scheme. In the interim, we call upon DWP to investigate the possibility
of delaying job cuts in order to allocate staff to the task of processing the old cases onto the
new scheme. We recommend that the Secretary of State makes a statement to the
House before 1 November 2004 outlining progress made on the new scheme and
providing whatever information is available at the time on the proposed migration of
cases from the old to the new system. We further recommend that monthly progress
reports on the migration be published to enable Parliament to monitor accurately the
rate of migration from the old system to the new.

161. The slow pace of processing new claims is also unacceptable and represents a very
disappointing level of service. We recognise that there are signs that the CSA’s
performance has started to improve recently, but observe that any improvement starts
from a very low base. The present performance falls some way short of what most people
would describe as the proper sense of "working." We note with concern that for its first
year of operation, the number of new cases exceeded clearances significantly, leaving a
growing backlog of uncleared new cases. This backlog is estimated to total some 170,000
cases and includes a number of "stuck” cases that is thought to have peaked at around
75,000.*® On a worst case scenario with no improvement in labour productivity, the total
of "stuck” cases could have reached 100,000 by March 2005.°® As noted earlier, we find it
unacceptable that full details about the recovery plan for the system are not available to us.
One indicator of progress is the number of cases that have received their first payment
within the Government's six weeks targets. We recommend that the DWP includes in
the monthly report to Parliament, figures on the number and proportion of cases that
have received their first payment within the Government’s time limit of six weeks.

162. The telephony system used by the CSA provides an appalling level of service. We
recognise that the present telephony system is not working as planned, but we consider
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that the level of service provided to customers (and staff) is so bad that we recommend
that the new telephony system should be abandoned in favour of alternative systems of
direct lines to local call centres unless the new system is fully functional by 1 May 2005.

163. We are concerned that the Department seems to be assuming that staff in call centres
can provide the same level of service to DWP customers as customer-facing staft or
dedicated caseworkers. This assumption needs to be examined closely. We recommend
that the Department sets out in detail by 1 November 2004 how the service provided by
call-centre staff is expected to differ from that provided by fully qualified caseworkers.

The effect on staff

164. Defective IT systems have a detrimental effect on staff. We heard that sickness levels
amongst the CSA staff have risen sharply since March 2003 when the system went live.*"°
According to departmental figures, the CSA also exhibits the highest sickness absence
levels throughout the DWP with staff on average each being absent for 15.3 days in the year
to December 2003: nearly twice the target that had been set for the Department as a
whole.’’* We understand that annual turnover amongst the CSA staff is also high (13%)
and as a result a third of the CSA staff have less than two years experience working with the
CSA’"? Staff morale in the CSA is clearly low, as acknowledged by DWP in its recent
departmental report when it reported that morale had, "taken a knock in the past year™"
The threat of a 30% cut in staffing levels between now and 2006 and possible additional
cuts between 2006 and 2008 that were mentioned by the Chancellor in his Financial
Statement and Budget Report are unlikely to improve matters. According to PCS, senior
management have imposed exceedingly challenging targets on staff, despite the
malfunctioning systems.”* The efforts of staff to provide a service despite the problems
were recognised by Doug Smith when he told us that the CSA staff had "played a blinder
over the last year in effectively sustaining or containing the level of aggravation which this

has caused many customers. "*'> The Departmental Annual Report 2004 also commended
staff:

The commitment ‘above and beyond” of agency staff to provide the best possible
service to clients, despite constraints imposed on them by the computer service, is to
be commended.?'®

165. The persistent poor level of service provided by the IT programme has prompted us to
raise two issues. Firstly, given the poor performance, why the Department has imposed
what seem to be relatively slight penalties on EDS; and secondly, to what extent it is
necessary to consider abandoning the CS2 project.
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The scale of penalties

166. The CSA's IT programme is clearly defective. What is less clear is the extent to which
the problems have been caused by the hardware, software, inadequate data or managerial
and organisational weaknesses within CSA or within EDS. For some time, the Department
seemed to identify the inadequate IT and inability of staff to adjust as the main sources of
the problems. For example, in oral evidence to our main Committee in July 2003, the CSA
referred to two constraints on improving productivity: the IT system; and staff. At that
time, the CSA told us that the staff had found the "culture shift" required by the new IT
system "difficult,” especially the move towards telephone-based working and away from
being paper driven. However, in more recent months, the Government’s position seems to
have switched so that it is now more likely to blame exclusively the software. For example,
in oral evidence to the Committee on child poverty (on 11 February 2004), the Secretary of
State said that the fundamental problem with the CSA is that the new system still is not
working well enough and that is "because of design and software failings."'” On the other
hand, EDS produced a press release in 2002, which pointed out that the decision to go live
with CS2 was taken by Ministers and that Ministerial decisions were to blame for the
system being more complex than initially anticipated.*®

167. In his evidence, Tony Collins argued that there was too much emphasis in the CSA on
blaming the technology rather than concomitant organisational, managerial and cultural
weaknesses. He said that this was a common factor in projects that failed to meet
expectations.”® According to a press report in Computer Weekly, poor project planning by
DWP had resulted in some 2,500 change requests being made to the specification of CS2.72
We are unable to assess whether the number of change requests was unusual and to what
extent it contributed to the delays and complexity of the system, but we recommend that
the DWP provides a list of the change requests and dates thereof that it has issued for
CS2 with reasons for each request and an assessment of the effect on the programme in
terms of hours of DWP staff time, cost, delays, reliability and functionality. We see no
reason why disclosure of this information should compromise commercial confidentiality.
Tony Collins also told us that while the CSA has obvious system-related problems, it also
has internal administrative difficulties which prevented any rapid transfer of cases from the
old to new rules. One particular aspect mentioned by Tony Collins was the poor quality of
the data on the old system. According to him, much of the old data could only be rectified
by deploying a large amount of manual effort. He told us that experienced staff needed to
be allocated to "regularise and verify the "old" data such it will be accepted by the new
system" and that even if the IT systems were working perfectly today, and the software to
handle bulk conversions was available, the transfer of some one million cases from the old
scheme to the new rules could not happen immediately.”” He added that it was
disingenuous of the Department to imply that its problems lay mainly with the main IT
supplier and the quality of the company’s systems.
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168. The apportionment of blame is more than of academic interest; it has some bearing
on the imposition of financial penalties for poor service. In oral evidence to us in 2002,
Doug Smith and Mr Vince Gaskell (DWP) agreed that on a case by case basis the new
system was expected to produce 20% cost savings compared with the old system, but that
no significant efficiency gains have yet been achieved. This means that the average cost of
processing each CSA claim remains roughly the same in both the old system and in the
new one. To put it another way, processing each new case is on average costing 25% more
than it should. And there was nothing in the contract to allow the Department to seek
those additional processing costs from EDS.*”> During this inquiry, the Secretary of State
said that with the benefit of hindsight there are ways in which the contract "could and
should have been strengthened."”” We recommend that the DWP's in house contract
negotiating team be further strengthened.

169. The Government has imposed some penalties on EDS, as provided for under the
contract.’* Chris Pond MP told the House that "penalties are built in [to the system]: we
have the power in the contracts to withhold payments and we are doing so to ensure that
the system operates in a way we would all like. ** In the second progress report to the
House, the Rt. Hon. Andrew Smith MP, the Secretary of State provided details of the
operation of this penalty. He said that 15% of the monthly payment to EDS was being held
back whereas the contract allowed a maximum of 70% to be held back’* He added that
EDS had responded by strengthening its management team and providing more resources
from the United States.”” In the third progress report, the Secretary of State, said that
around 15% of the monthly payment to EDS continued to be retained owing to "the
continuing problems with the computer and telephony systems. "*?® The fourth, and most
recent, progress report implied an apparent increase in the penalty imposed on EDS; the
Secretary of State told the House that "the Department continues to retain around 15-20
per cent. of each monthly payment due to EDS, the service provider, due to the continuing
problems with the computer and telephony systems".”* The Secretary of State told us that
his department needed to be "very assertive in requiring better performance” in its dealings
with EDS while maintaining a partnership relation.’*

170. DWP are reported to be withholding payments of £1 million per month from EDS on
account of the poor IT service. According to a report in Computer Weekly, by Tony
Collins, EDS has received only about £50 million for IT services, even though it is four
years into the 10-year contract.**!
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171. DWP told us that that it only made payments to suppliers "once the service has been
delivered. " ***In our view, it is important to stress that for future contracts, payment should
be conditional on satisfactory levels of service and that in some cases payment may not be
justified until the system is live and working to a satisfactory level: a level that is somewhat
higher than that applying in the case of CS2. It is worth noting that in addition to the loss
of payment, a private contractor faces further (unspecified) penalties through the loss of its
reputation in the market, so there is no reason to presume that a supplier is not fully
committed to remedying the problem. Nor have we seen any evidence to doubt EDS's
commitment. The point was made by IBM, who told us that delivering contracts to public
sector clients carries a level of reputational risk that is significantly higher than is normal in
contracts with private sector clients.”

172. As regards DWP and EDS , we see little value in either party trying to blame the other.
While there is a prospect that the CSA's system can be recovered, the partners should be
committed to finding and implementing a solution.

Time to abandon?

173. During the course of our inquiry, we asked about the Department’s position on
abandoning projects, including CS2, in the event that recovery becomes too difficult. A few
months ago the Secretary of State raised the notion that the new computer system may
have to be scrapped. He told the Committee during its inquiry on child poverty:

We have been assured that there is a recovery programme in place, that we will be
seeing the milestones against which that recovery can be judged, and that the system
is retrievable, in other words, can be made to work properly rather than needing to
be scrapped, but I am certainly very impatient to see delivery by EDS of the
commitments they have made.***

174. When asked whether consideration had specifically been given to scrapping CS2, he
said:

If it could not be made to work properly you would not have an alternative, would
You? 335

175. During this inquiry, we asked a number of witnesses about the likelihood of
recovering CS2. Avi Silverman said from his viewpoint he thought there was little real
prospect for turning it round and we “would not expect the prognosis for it being
successful to be particularly high. "*** Tony Collins told us that a judgment could only be
made on the basis of an independent audit of the system.”” He said that two factors to
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consider were: is the system retrievable and are the organisational problems so profound
that they could be used as an excuse in order to cancel the project? ***

176. We pressed the Department on the circumstances that may cause the CS2 contract to
be terminated and what the financial consequences were likely to be. In response the
Department told us:

The current Child Support Reforms (CSR) contract can be terminated as a result of a
number of different scenarios. The precise circumstances under which the contract
is ended will determine the financial and legal provisions applicable. Whether the
Department wishes to retain use of all, some or none of the CS2 IT system will also
affect any financial arrangements.

Detailed termination provisions remain confidential because of the potential impact
on the Department’s programme of competitive supply and on supplier market
position.**

177. In its written response to our supplementary questions, the Department pointed out
that:

There are a number of factors that need to be taken into account in deciding whether
to terminate. The most significant factor is whether the Agency would be able to
support further new scheme applications (and those already on the new scheme)
through alternative arrangements. We are also minded of the commitment shown by
EDS since last November and the success of recent software releases.**

178. We also questioned the Department about the possibility of using the old Child
Support Computer System (CSCS) to run the new scheme calculation and accounts. The
Department told us that it had explored this possibility. But it added:

However, there are a number of radically different elements to the new scheme. The
main stumbling blocks to use of CSCS are:

. child maintenance premium - CSCS does not currently have the
functionality to pay this premium to the parent with care.

. apportionment - CS2 splits payments received so that the money is evenly
apportioned to the children of all parents with care associated with the non-
resident parent. This is completely at odds with CSCS configuration, which
allocates money on the basis of the parent with care case.

These issues pose significant implications in terms of development time, even before
other new functionality to support issues such as phasing, flat rate maintenance and
variations are considered.
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The capacity of CSCS to deal with an increased caseload and further functionality
enhancements is also doubtful, and was one of the reasons the Department originally
looked to a new system. It will not support a modernisation in working methods
required to provide an enhanced customer service.**!

179. In our view abandonment of the CS2 project is preferable to stubbornly continuing
with the present situation only to abandon it later when the recovery plan falters. We
recommend that if the new system is not fully operational for new cases by 1 December
2004, then the CSA should by 1 February 2005 make public its contingency plan
including various options, in particular the abandonment of the CS2 system in the
event that this should become necessary. We also recommend that, if by 1 December
2004, the CSA cannot guarantee that the migration of old cases onto the new system
will have been completed by 1 May 2005, then the CSA should by 1 February 2005 make
public its contingency plan including various options, in particular the abandonment
of the CS2 system in the event that this should become necessary.

Was CSA's IT programme mis-sold to Parliament?

180. As discussed above, we welcome efforts to simplify policy. But the striking feature of
the CSA’s system is that an excessively complicated IT system has been used to deliver a
simplified policy. PCS wondered whether the simplified policy solutions should have been
delivered by an equally simple IT solution.’** For our part, we are very surprised that a
decision was made to deliver the simplified child support policy via this complicated IT
system. Mr Kevin Large (EDS) told us that the core calculation engine with CS2 was
simpler, but the breadth of the system, and the way it is inter-related, makes it a very
complicated system. An indication of the complexity was given by Mr Large:

One of the points that is quite important in understanding the complexity of the CS2
system is that compared with the old system it covers a much greater breadth of the
CSA’s business. The old system covers the bit of the calculation of assessments and
acts really as a calculation and filing engine for them. The new system is intended to
provide a much more end-to-end service so that it covers all stages through the
process, the whole of the business, including the amount of finance and amount of
information and so on at the back end. It is a much broader, greater system. It also
tries to make many of those more automated. Although the basic rules, the policy
rules, if you like, are simpler, all the exception conditions and the things that were
typically more judgmental, there is an attempt to build much more of that within the
system itself so that it actually guides users much more directly through the system
and provides them with a much more constrained process. In practice, of course,
that cannot be 100% and there have to be exceptional issues and you always get into
these cases of fathers who are deliberately abroad and NRPs, non-resident parents
who are [not] British Nationals, all of those complexities, which makes it very
difficult to build a system that tries to manage that process end-to-end and actually
direct it. It also means a considerable change in the way of working for the staff. The
system controlling and managing that process, rather than it being driven by the staff
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is quite a cultural change. We have already talked about the business complexity, and
that is a feature that has driven the business complexity. Those are drivers of
complexity within the system, within the business, that have made it more difficult,
as you will appreciate.**?

181. We considered how after Parliament had voted for a simpler and more straight-
forward system for child support, one that would be similar to a simple ready reckoner,
instead what was developed was a highly complex IT system. It is our understanding that
the House was assured that the IT system would be simpler for everyone and would get us
out of some of the fixes from the first computer system. In reply to a question following his
statement on 20 March 2002 on why the new scheme would be delayed from its April 2002
start-date, Alistair Darling (then Secretary of State) told the House:

The key to success, however, is to try to keep the system as simple as possible.
Indeed, it was the complexity of the existing system that crippled it. I intend that we
will bring on new cases once the system starts up, and when they are settled in we
will bring on the existing ones. ...][...]

The more complex we make the system, the worse it becomes. The hon. Member for
Northavon (Mr. Webb) said yesterday that he wanted a simple system but with more
complications. I strongly urge my hon. Friend to give that proposal a very wide
berth. ***

182. The words "scheme” (as in new and old maintenance schemes) and "systems" (as in
IT) have been known to be substituted for one another, but, given that the legislation for
the new scheme had already been passed at that time, it is clear that the (then) Secretary of
State was referring to the IT system when he said "The key to success, however, is to try to
keep the system as simple as possible". This is reinforced by the fact that the question put
to the Secretary of State made the point about simple IT by referring to BA's new computer
booking system. Also, in evidence to the Committee on 22 May 2002, Vince Gaskell, Child
Support Reform Director, CSA, said "The way that the system was being developed, really,
by joint agreement between us was in what we call a series of builds or chunks. As Doug
indicated, the early work on those builds went broadly to plan. As they added the later
builds to the rest of the system that increased the complexity of the system inevitably and
we started to hit problems in terms of the amount of lapsed time to do the testing on those
later builds."*

183. In our view, the decision to deliver a simplified policy through a highly complex IT
system was an astonishing one given the problems that the previous IT system generated.
The administrative and organisational weaknesses within the CSA should have led to
questions being asked throughout DWP about CSA's ability to make the necessary changes
that such a business transformation would require. The notion that an intended simple
system metamorphosed into a highly complex system is also consistent with the earlier
observation that CS2 has undergone a high number of request changes. It is hardly
surprising that the system is defective. It is shameful that the benefits of policy
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simplification have been frittered away on a decision to build an IT solution that is clearly
over-spec, over-budget and overdue.

The case for more openness

184. Our main recommendations for improving the success rate of IT systems centre
around improving accountability. We believe that greater openness is important in its own
right, but should also lead to a higher success rate. CS2 demonstrates the lack of
accountability that exists, even for defective systems. Although CS2 has been subject to a
number of reviews, we have not been given access to these reviews on grounds of
confidentiality- which is certainly convenient for the Department and makes us suspicious.
However, we understand that the EDS-commissioned review by the Feld Group concluded
that:

o The selection of components within the architecture was basically sound.

e Remedial action was required to focus on the way in which the basic architectural
components were put together, the overall performance and stability of the service,
and the usability to the caseworker of the service.

e Major re-work was required on the management information systems.

o Further analysis was required on the telephony components and their integration
within the overall solution, and with the interfaces with the Jobcentre Plus systems
supporting Income Support and Jobseekers Allowance.**¢

185. In addition to this review, two assurance reviews were carried in 2003 and 2004. The
first of these, in early 2003, was an OGC Gateway Review to provide assurance on
readiness for service, whereas the second assurance review was conducted by the Gartner
Group in early 2004 and was commissioned by the Department to provide assurance in
relation to the recovery plan by EDS. Again the Department refused to publish these
reviews, leaving us with very little knowledge of their contents, except that the Gartner
review concluded, amongst other things, that the Feld Report was a fair statement of the
technical status of the new system, that breaking the contract with EDS at that stage was
not realistic, that the EDS plan was feasible and that further work needed to be done
between the Agency and EDS to deal with governance, communications and trust.’* We
can only presume that the OGC Gateway Review gave the go ahead for the system to go
live.

186. Overall, we have been very disappointed at the Department’s refusal to provide more
information about the position of the CS2. This reluctance to make information available
to Parliament is consistent with the Department’s apparent reluctance to share information
with its other key stakeholders, (clients, staff, and unions) whether in the development of
the new system or in finding a way forward when difficulties arise. In our view,
stakeholders, especially staff, clients and Parliament need to know what is going on.
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187. We believe that the Department should make greater efforts to provide genuine
opportunities to share information with all its stakeholders. Staff and clients need to be
kept fully informed of any planned developments and changes to their service. When asked
how Parliament could be kept better informed about the progress of programmes,
Sheelagh Whittaker (EDS) provided the following helpful reply.

Over time, Parliament has development a number of effective mechanisms to ensure
that public monies are well spent. First amongst those is the annual Public Accounts
Committee process where Departmental spending and performance is reviewed. But
in addition the Departmental committees such as yours have a key role to play in
this.

I was wondering if it might be appropriate to suggest that your committee address
the following questions when considering large scale Departmental projects.

First the questions might focus on key information concerning the nature of the
governance structure in place for the project, the manner in which risk can be
escalated and how approval can be granted for changes associated with the
mitigation of risk,

It might also be relevant to ask Departments which project risks lie with the supplier,
and which risks continue to be held by the Government.

Finally, it would seem to be appropriate to ask a department how they might define a
successful outcome. Often success is not something to be measured in cost or
technology, but in its contribution to the betterment of Government, and the lives of
citizens, but that kind of lofty objective can get lost in narrower discussions.**®

188. We are hopeful that our recommendations for increasing openness will be greeted
favourably by the Department. We recommend that a full post mortem be undertaken
into the CS2 project by the DWP as soon as is reasonably possible, either after it
becomes fully operational or in the wake of its cancellation. If the Department does not
comply with reasonable requests for transparency, then we will consider the case for
conducting a review into DWP IT projects with conclusions and recommendations
being made to Parliament and the taxpayers who provide the financial resources.

7 Overall conclusion

189. This inquiry has focused on DWP’s administration of major IT projects against the
background of widespread concern at the apparently high failure rate of major IT
projects.’* Expenditure on IT in the UK public sector in 2003/4 has been estimated to be in
excess of £12.4 billion, with a significant proportion at risk of being wasted.”* The
understanding within the IT industry and the thrust of the evidence that we have received
demonstrates that success rates in the UK can be improved. In our view, this could be
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achieved by greater adherence to good standards, including those set out in business case
models. The necessary standards and methodologies of best practice are already in the
public domain. The trick seems to be to get key people - from Ministers to project teams -
to comply with the necessary standards. The responsibility lies with these key stakeholders.
In our view, the mechanism for improving compliance with good standards is to increase
scrutiny so that best practice can be seen to have been followed with penalties (including
possible dismissals of senior staff, and/or contract termination) where it has not.

190. We heard evidence that DWP is growing into an "intelligent customer”. **' However,
despite the undoubted progress, a number of witnesses were not optimistic that major IT
failures were a thing of the past. Tom Warsop (EDS) told us that it would be impossible to

say there would never be any case where a very difficult programme may struggle. But he
added:

I do believe that the processes that are in place on all sides have dramatically
improved, and I am very hopeful for the future.**

191. Other witnesses thought that the string of IT disasters had focused people’s minds
much more on things like specifying exactly what was needed before it was done and
spending considerably more time and effort on devising the right way to handle such
projects. Sarah Arnott and Avi Silverman thought that "things are better but not
guaranteed. "> Tony Collins suggested many lessons that should have been learned had
not been.>*

192. Our analysis of CSA’s defective IT programme illustrates a number of wider concerns
that we have about major IT programmes. It also confirms our view that closer
Parliamentary scrutiny is a prerequisite to improving the success rate of DWP’s IT projects,
as is recognising that IT is only one part of the business transformation that is usually
needed to make projects succeed.
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Conclusions and recommendations

10.

11.

We recommend that the Department establishes a high level working group

chaired by Ministers, comprising IT suppliers, social policy experts and other
relevant parties, including representatives of client groups and front-line staff
to make recommendations on how policies can be simplified. (Paragraph 13)

We recommend that the Government makes a commitment to transfer half of any
savings into benefits with the balance being divided equally between better
service delivery and public expenditure savings. (Paragraph 14)

We recommend that DWP sets and publicly justifies more realistic deadlines than
hitherto has been the case. (Paragraph 18)

We recommend the introduction of an independent, publicly available, continuing
assessment of Concept Viability for all major IT projects as they are developed by
the Department. (Paragraph 24)

We recommend that well before any contracts are signed, IT programmes should
involve key stakeholders in the analysis of how business processes will be changed.
(Paragraph 25)

We recommend that, as formal evidence to Parliament, the Department should
present an implementation assessment for each major IT project. (Paragraph 26)

We recommend that the Department recruits sufficient numbers of skilled project
managers with knowledge of IT projects to negotiate contracts and to monitor their
IT suppliers effectively. (Paragraph 31)

We further recommend that the Department enters into urgent discussions with
the OGC, the Royal Academy of Engineering, British Computer Society and
Intellect to agree a set of recognised professional qualifications for IT project
management. (Paragraph 32)

We recommend that a far higher priority is attached by Ministers to committing
time and resources to managing the cultural aspects of major IT programmes.
(Paragraph 36)

We recommend that in drawing up IT programmes, the Department consults fully
with its staff and the responses of those consultations be included in the ITTA
that we recommended earlier. (Paragraph 41)

We recommend that the Department spends a significant proportion, at least 20%,
of the budget of any major IT project on examining its business processes and
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12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

putting the necessary organisational systems in place before new computer systems
are introduced. (Paragraph 46)

We recommend that mechanisms for identifying and allocating costs associated
with system failure, including compensation to customers, should be identified
before contracts are signed and included in contingency plans. (Paragraph 52)

We recommend that detailed information about how risks are to be managed in
major IT projects should be made available to Parliament before contracts are
signed. (Paragraph 53)

We recommend that Government expands the remit of the OGC to include
continuing support for Departments after I'T systems go live. (Paragraph 54)

We recommend that when replying to this report, DWP describes the contingency
plans that it and the Inland Revenue have in place to: a) avoid a replication of
some of the problems we have witnessed with tax credits; and b) support people on
income support in the event that problems do occur. (Paragraph 55)

We recommend that the Government makes an early statement of policy on how it
proposes to proceed with all IT projects which continue to operate under PFI
rules. (Paragraph 74)

We recommend that the Department should by 1 April 2005 publish detailed
plans on how it proposes to increase involvement of SMEs in the IT procurement
process in future. (Paragraph 81)

We recommend that the DWP investigates ways of helping bidders with their
tender costs incurred when competing for contracts. (Paragraph 85)

We recommend that the DWP actively explores using the services of organisations
like the CA to improve the delivery of services. (Paragraph 86)

We call upon the Department to set out how it will ensure that its I'T projects are
fully in line with the highest standards of accessibility and to provide reassurance
that it will fully meet its duties under the Disability Discrimination Act. (Paragraph
88)

We recommend that more information, such as the cost of the contract and
penalties for delay, should be put into the public domain. (Paragraph 90)

We welcome the offer to develop a set of guidelines to cover increased access to
information on IT contracts and agree that the proposals put forward by the
Secretary of State do provide the basis for further consideration. (Paragraph 95)
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28.
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30.

31.

32.
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We further recommend that the powers available to the OGC are strengthened: (i)
to impose the recommendations made by Gateway Reviews; (ii) to ensure that
departments follow the guidance; and (iii) to allow the OGC to police

compliance with mandatory actions. (Paragraph 104)

We recommend that the Government invites the OGC to undertake and complete
areview by 1 July 2005 into the likely effect of implementing the Clinger-Cohen
statutory framework in the UK. (Paragraph 109)

We recommend that the Government should publish Gateway Reviews with
appropriate safeguards or failing that to set out how Parliament otherwise can be
provided with the level of information it needs in order to scrutinise adequately
questions of value for money from major IT contracts. (Paragraph 121)

In the event that the case against full publication of Gateway Reviews can be
substantiated, we call upon the Department to provide a summary document of
each review within 6 weeks of the review being completed. (Paragraph 123)

We recommend that the DWP publish strategic outline and full business cases
together with relevant supporting information. (Paragraph 129)

We recommend that the Department by 1 October 2004 sets out how it proposes to
deal with requests for detailed information on publicly funded IT projects from
members of the public or other interested commercial organisations under the
provisions of the Freedom of Information Act that come into effect in January
2005. (Paragraph 135)

We recommend that the Secretary of State makes a statement to the House before 1
November 2004 outlining progress made on the new scheme and providing
whatever information is available at the time on the proposed migration of cases
from the old to the new system. (Paragraph 160)

We recommend that the DWP includes in the monthly report to Parliament,
figures on the number and proportion of cases that have received their first
payment within the Government’s time limit of six weeks. (Paragraph 161)

We recommend that the new telephony system should be abandoned in favour of
alternative systems of direct lines to local call centres unless the new system is
fully functional by 1 May 2005. (Paragraph 162)

We recommend that the Department sets out in detail by 1 November 2004 how
the service provided by call-centre staff is expected to differ from that provided by
fully qualified caseworkers. (Paragraph 163)
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33.

34.

35.

36.

We recommend that the DWP provides a list of the change requests and dates
thereof that it has issued for CS2 with reasons for each request and an assessment
of the effect on the programme in terms of hours of DWP staff time, cost,

delays, reliability and functionality. (Paragraph 167)

We recommend that the DWP's in house contract negotiating team be further
strengthened. (Paragraph 168)

We recommend that if the new system is not fully operational for new cases by 1
December 2004, then the CSA should by 1 February 2005 make public its
contingency plan including various options, in particular the abandonment of the
CS2 system in the event that this should become necessary. We also recommend
that, if by 1 December 2004 the CSA cannot guarantee that the migration of old
cases onto the new system will have been completed by 1 May 2005, then the CSA
should by 1 February 2005 make public its contingency plan including various
options, in particular the abandonment of the CS2 system in the event that this
should become necessary. (Paragraph 179)

We recommend that a full post mortem be undertaken into the CS2 project by the
DWP as soon as is reasonably possible, either after it becomes fully operational or
in the wake of its cancellation. If the Department does not comply with
reasonable requests for transparency, then we will consider the case for
conducting a review into DWP IT projects with conclusions and
recommendations being made to Parliament and the taxpayers who provide the
financial resources. (Paragraph 188)
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Formal Minutes

MONDAY 21 JUNE 2004

Members Present:

Sir Archy Kirkwood, in the Chair
Miss Anne Begg Rob Marris

The Committee deliberated.

Draft report (Making IT deliver for DWP customers), proposed by the Chairman, brought
up and read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 192 read and agreed to.

Resolved, That the Report be the First Report of the Sub-committee to the Committee.
Ordered, That the Chairman do make the Report to the Committee.

Several papers were ordered to be appended to the Minutes of Evidence

Ordered, That the Appendices to the Minutes of Evidence taken before the Sub-committee

be reported to the Committee.—

WEDNESDAY 7 July 2004

Members Present:
Sir Archy Kirkwood, in the Chair

Vera Baird David Hamilton
Miss Anne Begg Rob Marris

Ms Karen Buck Andrew Selous

Mr Andrew Dismore Mr Nigel Waterson
Mr Paul Goodman

The Committee deliberated.

Draft report (Making IT deliver for DWP customers), proposed by the Chairman, brought
up and read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 51 read and agreed to.
Paragraph 52 read, amended and agreed to.

Paragraphs 53 to 128 read and agreed to.
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Paragraph 129 read, amended and agreed to.

Paragraphs 130 to 145 read and agreed to.

Paragraph 146 read, amended and agreed to.

Paragraphs 147 to 178 read and agreed to.

Paragraph 179 read, amended and agreed to.

Paragraphs 180 to 192 read and agreed to.

Annexes agreed to.

Resolved, That the Report as amended, be the Third Report of the Committee to the House.
Ordered, That the Chairman do make the Report to the House.

Ordered, That the provisions of Standing Order No. 134 (Select committees (reports)) be
applied to the Report.

Several Papers were ordered to be appended to the Minutes of Evidence.

Ordered, That the Appendices to the Minutes of Evidence taken before the Committee be
reported to the House — (The Chairman.)
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Annex 1: Inquiry

193. The sub-Committee of the House of Commons Work and Pensions Committee
announced the start of this inquiry in November with a remit to "to examine the DWP's
management of information technology (IT) projects. "

194. Throughout the inquiry the sub-Committee received written submissions from 23
witnesses, not counting the three informal briefings from IT suppliers. A list of those who
submitted evidence is attached. The sub-Committee’s programme of oral evidence
included taking evidence from Sir Peter Gershon (OGC), academics, Intellect, IT
journalists, DWP officials, Doug Smith (chief executive of the CSA) and the Secretary of
State, Rt Hon Andrew Smith. In addition to the oral evidence session, the sub-Committee
also attended an informal briefing meetings at IBM offices, South Bank, which included a
demonstration of some software.

195. We wish to record our thanks for the assistance that we have received from all our
witnesses. We are also extremely grateful to Dr Sarah Pearce of Queen Mary, University of
London for her invaluable assistance throughout the inquiry as Specialist Adviser and to
Tim Jarrett, Senior Researcher, House of Commons Library.
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Annex 3: The Department’s
modernisation programme

PROJECT NAME

Brief Description Of The Project

CHILD SUPPORT REFORM

This project will implement the Child Support Reforms, involving the
transformation of the existing the CSA business processes and structures,
through the introduction of a new IT system that supports new rules,
legislation and operating model.

CUSTOMER MANAGEMENT
SYSTEM

IThis system is an information gathering business process for working age
IS/JSA/IB benefit claims and changes of circumstances. It will allow
information supplied by the customer to be gathered electronically by
staff, improving efficiency and customer service. Staff will be able to check
information supplied against that already held. The system will also
support the arrangement of work-focussed interviews.

DEBT MANAGEMENT

The Debt Programme introduces a new organisational structure based on
10 Debt Centres and a Commercial Of The Shelf (COTS) package to provide
new Management Information systems, combined with increased focus on
the management and ultimately reduction of debt stock.

DIGITAL OFFICE
INFRASTRUCTURE (formally
EARLY OFFICE
INFRASTRUCTURE)

DOI aims to implement a modern IT infrastructure platform across the
Department allowing access to the Internet and Intranet and modern
business software. Over 128,000 new desktop PCs have been installed by
October 2003.

JOBCENTRE PLUS
IMPLEMENTATION

This will introduce the Jobcentre Plus service in a network of integrated,
modernised offices across Great Britain. Jobcentre Plus brings together the
former Employment Service and the parts of the former Benefits Agency,
which dealt with people of working age. Jobcentre Plus is a key element in
tthe Government’s objective to accelerate the move from a passive welfare
system to one which provides active support to help people become more
independent, based on ‘work for those who can, support for those who
cannot

NEW TAX CREDITS

This project supports the implementation of new tax credits by Inland
Revenue by putting a tax credits service in place for DWP customers
(principally through Jobcentre Plus) and ensuring that necessary
lamendments are made to DWP benefits.

PAYMENT MODERNISATION
PROGRAMME

IThe Payment Modernisation Programme aims to establish direct payment
into a bank or building society account as the normal, convenient method
of payment for all customers. This includes those who wish to collect their
money from the Post Office. (The national banking infrastructure was
successfully implemented in April 2003 through the Universal Bank project.

PENSION CREDIT

This project successfully introduced Pension Credit in October 2003 and
laims to increase the take-up of Pension Credit. It will deliver new IT
functionality to existing DWP systems, and associated business products
(e.g. training, staff guidance, customer notifications).

PENSIONS
TRANSFORMATION
PROGRAMME

IThis Programme will transform the Pension Service, bringing together
business and IT change in ways that improve customer satisfaction, increase
staff morale and deliver efficiencies.

RESOURCE MANAGEMENT
SYSTEM

This programme will provide modernised HR, financial and procurement
functions for DWP staff. These systems will introduce significant business
process change, enabling Departmental resources to be managed more

effectively.
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PENSIONS FORECASTING

\We have introduced a modernised IT system to support the growing
numbers of combined forecasts we are producing.

INTERACTIVE E-SERVICES

IThe Department has a number of individual projects to enable customer to
undertake benefit and other transactions through e-services. For example,
from April 2003 Child Benefit can be claimed via the Internet and since Aug
2003, Invalid Carers Allowance can be claimed on-line.

ISCS/JSAPS
MODERNISATION

IThe key objectives are to improve interfaces with other DWP systems to
reduce fraud and error; reduce costly clerical interventions by improving
work management systems; improve customer service by enabling staff to
view on-line system generated letters; provide a modern user interface for
ISCS and JSAPS

HUMAN RESOURCES
MODERNISATION
PROGRAMME

IThe Human Resources Modernisation Programme includes:

HR Service Centre Modernisation to restructure the existing HR Service
Centres and consolidating Jobcentre Plus HR administration.

design and delivery of a range of technologies required for the
modernisation of learning and development over a three-year period.
a strategy to ensure delivery of effective leadership development and
education to senior managers and those identified as potential leaders.
review of the current payroll system to ensure it is capable of delivering
changes to the DWP reward strategy.

ICUSTOMER INFORMATION
SYSTEM

The Project will deliver a database of key citizen information to be shared
across DWP. The database will complement information currently available
in the Department’s key customer information systems, i.e. Personal Details
Computer System and Departmental Central Index, and become their
replacement. The Project will use cost-effective modern technology with
minimum impact on the existing systems.

MANAGING CORE SYSTEMS
ESTATE

To improve the ways in which our core legacy systems are managed

IT DEVELOPMENT
PROGRAMME

This aims to deliver a fully integrated set of services for employers and
partners.

DISABILITY AND CARERS
SERVICE CHANGE
PROGRAMME

This is an over-arching change programme that brings together a range of
infrastructure projects, covering process, IT and telephony changes, into a
single coherent programme. The programme will design and deliver
changes to business processes and Information Technology (IT) and support
ongoing changes to the business organisation and telephony to reflect the
lemerging DCS Business Model.
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Annex 5: Business case

A business case is developed over time, in conjunction with the scoping, planning and
procurement phases of the solution.

There are three key stages in its development, which constitute milestones when approval
may be required to proceed further. During its infancy, the key deliverable is the SOC; in
its adolescence, the OBC; and finally, when the solution has reached maturity, the FBC.

This document shows the three key development phases, and provides a template from
which to develop your case in each phase.

Strategic Outline Case (SOC)

Phase 1: Initial Scoping

Primary purpose:

1. to establish the Case for Change
and Strategic fit with other
Programmes;

2. to indicate the way forward in
terms of a preferred option.

Structure and Content:

Executive Summary

Document Structure

The Strategic Case

Strategic Context
Organisational Overview
Snap shot of the organisation:
purpose, structure and
environment etc.

Business Strategy and objectives
Existing and future business plans,
inc. any relevant national initatives
and stakeholders/ customers for
services

Other Organisational Strategies;
eg. IS/IT; HR
Existing and future plans

Strategic Needs

Investment Objectives

Key Objectives for proposed
investments

Existing Arrangements (if any)
Snapshot of current service
arrangements

Business Needs - current & future
Service Gaps to be filled

Outline Business Case (OBC)

Phase 2: Planning

Prior to OJEC (pre-procurement
Primary purpose:

3. to validate the preferred way
forward;

4. to assess potential VFM,
affordability and achievability.

Structure and Content:

Executive Summary

Document Structure

The Strategic Case

Strategic Context
Organisational Overview
Update as required

Business Strategy and objectives
Update as required

Other Organisational Strategies
Update as required

Strategic Needs

Investment Objectives

Investment objectives ranked in
order of priority and made SMART

Existing Arrangements (if any)

Update as required

Business Needs - current & future
Update as required

Full Business Case (FBC)

Phase 3: Selection of Solution

Following competition (pre-
contract)

Primary purpose:

5. to select the service
solution;

6. to finalise post procurement
arrangements.

Structure and Content:

Executive Summary

Document Structure

The Strategic Case

Strategic Context
Organisational Overview
Update as required

Business Strategy and
objectives
Update as required

Other Organisational
Strategies
Update as required

Strategic Needs
Investment Objectives
Update as required

Existing Arrangements (if any)
Update as required

Business Needs - current &
future
Update as required
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Potential Scope & Service
Requirements

Business scope and high level
service outputs

Benefit Criteria
Main benefits by key stakeholder
groups

Strategic Risks

Key business, service and external
risks, together with outline
mitigation and management
arrangements

Constraints and Dependencies
Internal and external

The Economic Case

Critical Success Factors (CSFs)
Weighted and ranked in order of
importance

Main Business Options

Longlist for SWOT analysis inc. “do
nothing” or “do minimum”
options.

Preferred Way Forward
Conclusion from assessment using
Options Framework

Short-listed Options

Assessment of preferred way
foward for future analysis, inc. “do
nothing” or “do minimum” and
Public Sector Comparator (PSC)

Also includes

Commercial Case

High level assessment of possible
deal and supply-side interest

Financial Case
High level assessment of
affordability

Project Management Case
High level assessment of
achievability

Recommended Way Forward

Desired Scope & Service
Requirements

Detailed description of business
scope and high level service
outputs/requirements

Benefit Criteria

Main benefits by key stakeholder
groups - ranked in order of
importance and/or weight

Strategic Risks

Update as required, inc. specific
proposals for mitigation and
management

Constraints and Dependencies
Update as required

The Economic Case

Critical Success Factors (CSFs)
Update as required

Main Business Options
Revisit and update, as required,
inc. options not identified earlier

Preferred Way Forward
Revisit and update, as required

Short-listed Options

Detailed description of shortlisted
options inc. “do nothing” or “do
minimum” and Public Sector
Comparator (PSC)

NPC/NPV Findings

Results of Economic Appraisals for
each Option, inc. cost of risk
retained

Benefits Appraisal

Results of rank, weighting and
scoring the qualitiative benefits
for each shortlisted option.

Risk Assessment

Full assessment of risks retained
under each shortlisted option, inc.
costing of DBFO risks

Sensitivity Analysis
Results of sensitivity analysis
undertaken for shortlisted options

Scope & Service Requirements
Update as required

Benefit Criteria
Update as required

Strategic Risks
Update as required

Constraints and Dependencies
Update as required

The Economic Case

Critical Success Factors (CSFs)
Update as required

Main Business Options
Summary of OBC options

Preferred Way Forward
Summary of OBC conclusion

Short-listed Options

Detailed description of
shortlisted options inc. “do
nothing” or “do minimum®,
the PSC and Service Providers'
solutions

NPC/NPV Findings

Results of Economic Appraisals
for each Option, inc. cost of
risk retained

Benefits Appraisal

Results of rank, weighting and
scoring the qualitiative
benefits for each shortlisted
option, inc. service provsiders'
solutions

Risk Assessment

Full assessment of risks
retained under each
shortlisted option, inc. costing
of DBFO risks

Sensitivity Analysis

Results of sensitivity analysis
undertaken for shortlisted
options



Possible Appendice:
1. Detailed analysis of short-listed
options

Source: Joe Flanagan MA.
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Preferred Option
Recommended option following
above analysis

The Commercial Case

For Possible Deal:

Potential Scope and Services
Potential Charging Mechanisms
Potential Key Contractual
Arrangements

Potential Personnel Implications
Potential Implementation
Timescales

Potential Accountancy Treatment

The Financial Case

For Possible Deal:

Potential Capital Requirement
Potential Net Effective on Prices
Potential Impact on Balance Sheet
Potential Impact on Income and
Expenditure Account

Overall Affordability

Project Management
Arrangements

Procurement Strategy

Intended method of procurement,
including use of:

- EC/GATT regulations

- evaluation criteria

- selection of preferred bidder

Project Methodology and
Structure
Proposed Project Plan

Proposed use of Advisers

Appendices:
1. Economic Appraisals

2. Financial Appraisals
3. Sensitivity Analysis

Preferred Option
Recommended solution
following above analysis

The Commercial Case

For Recommended Deal:
Agreed Scope and Services
Agreed Charging Mechanisms
Agreed Key Contractual
Arrangements

Agreed Personnel Implications
Agreed Implementation
Timescales

Agreed Accountancy
Treatment

The Financial Case

For Recommended Deal:
Capital Requirement
Net Effective on Prices
Impact on Balance Sheet
Impact on Income and
Expenditure Account
Overall Affordability

Project Management
Arrangements

The Procurement Process
Description of procurement
process;

OJEC Notice (attachment)
Summary of ITN;
Prequalification: long and
short listing of service
providers;

Arrangements for Contract
Mangement

Agreed Benefits Realisation
Plan

Agreed Risk Management
Strategy

Arrangements for post project
evaluation

Contingency Plans

Appendices:
1. Economic Appraisals

2. Financial Appraisals
3. Sensitivity Analysis
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Annex 6: Measures in the contract with
EDS that offer legal protection for the
Government

2.1 Payment on Delivery. The allocation maintains a key principle of Public Finance
Initiatives in that the DWP will not pay any monies to EDS for the operation of the system
until such time as the system meets agreed criteria and is considered “Live”.

As the DWP has yet to make any payments to Affinity this adversely affects their financial
position. At this point in time EDS would have expected to have recovered some of the
costs of IT development by way of monthly payments for the use of the new system after it
had been implemented. This has not happened and no payments have been made to them.

2.2 Assurance Points. The business allocation contains a number of assurance points
through which we formally measure progress. Failure to meet the criteria associated with
these requires EDS to develop and deliver an acceptable recovery plan. Failure to do so
could ultimately result in the DWP terminating the contract. EDS has presented a re-plan
that is being impacted against other business activities required to implement the reforms.

2.3 Partial Delivery. The CSR [Child Support Reform] business allocation [BA] also allows
the Department to agree to the implementation of a reduced set of functionality (or part of
the system) ahead of the delivery of the full system. This was added as a contingency
measure in case development of particular aspects of the IT service proved problematic.
Had it been involved the level of monthly payment for the use of the “live” system would
have been reduced on a pro rata basis.

2.4 Liquidated Damages. Liquidated Damages (LDs) are a pre-estimate of loss that the
Department may claim if there is a delay in the delivery of the IT system and the ensuring
provision of services.

There are three business events triggers for the payment of LDs in the CSR BA, these are:
— delay to “A” day;

— delay to Migration; and

— delay to conversion.

The level of LDs for each business event was calculated by the Department prior to the
contract negotiations and limited to the direct costs for the delay. They include the costs of
employing project staff for longer, re-training and re-deployment of operational staff.
They cannot, for legal reasons, include the value of lost benefits.

The LDs are payable for a period of 13 weeks from the start of the delay after which the
Department are entitled to terminate the contract should we wish to do so.

2.5 Payment/Performance Regime. As mentioned earlier EDS receives payment only after
the system has gone live and then on a monthly basis thereafter. Even then payment is
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subject to a rigorous set of service levels related to how well the system performs I live
operations. If these performance targets are not met for any reason then the amount due is
reduced depending on the extent of failure. In extreme cases the payment can be reduced
by 70 per cent.

Continued failure to meet agreed service levels can result in termination if the Department
wishes.

2.6 Formal Acceptance. Under current planning assumptions formal acceptance of the
system takes place a full 18 months after the “Go Live” date. This measure is required
because until the system holds and processes existing cases alongside the new we are not
able to confirm that the system can cope. During this extended period we are able to
terminate for poor performance under better terms to the Department than would be the
case after the system had been formally accepted.

2.7 Application of these Protections. Currently the Department and EDS remain confident
a that the new IT will be available to support introduction of the reforms. Detailed
planning and impact analyses are taking place.””

Source: House of Commons Library

355 DWP the CSA inquiry May 2002, Annex A, para 2.5
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