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Summary 

For those benefit recipients who prefer to conduct their day-to-day financial affairs 
through their bank accounts, the introduction of ‘Direct Payment’ will provide a more 
convenient means of receiving their benefits. An increasing number of claimants were 
already choosing this option. However, there remains a significant number of people for 
whom the traditional system of payment by means of the order book is the best option. 
This includes many elderly or disabled people, for whom the prospect of opening an 
account of any sort presents difficulties and anxieties. It also includes those customers who 
rely on weekly cash payments as an integral part of their budgeting. We do not feel that the 
Government took the needs of these people and the impact of a change in policy properly 
into account before Direct Payment was introduced. We conclude that the primary 
objective of the new delivery policy was to reduce Government expenditure.  

The Government has acknowledged that the Direct Payment programme has created a 
great deal of confusion and uncertainty among customers about the options available to 
them. Much of this could have been avoided by means of a more effective pubic 
information campaign which started before the rollout of the programme.  

Much of this uncertainty stems from the fact that the Government has not decided how 
benefits will be paid to those people who, for whatever reason, cannot open or operate a 
bank or Post Office card account. The Government has assured us that the development of 
an Exceptions Service is its current priority. We feel that this issue should have been 
addressed earlier. At the very least, the Government should reassure customers by making 
clear that order books can continue to be used until 2005, by which time the details of the 
Exceptions Service will be finalised. 

If the Government is serious in offering the customer a choice, it should ensure that the 
procedure for opening a Post Office card account is no more complex than that for 
opening a basic bank account. If it wishes, the Post Office should not be prevented from 
marketing the account as a product in its own right. 

The change in policy on benefits payment presents Post Office Ltd with a serious challenge 
as it tries to bring its business back into profit, but it cannot be seen as a root cause of the 
problems faced by the business. The trend away from the use of the post office network for 
benefit collection started a long time before the introduction of Direct Payment.  

It is too early to quantify the impact of the introduction of Direct Payment on the income 
of the post office network and of individual sub-postmasters. Much will depend on the 
success of Post Office Ltd’s strategy for the development of banking services and other new 
products, and of its restructuring of the network. We intend to return to these issues in a 
future inquiry. 
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1 Introduction 

1. On 24 May 1999 the Government announced that benefit payments and state pensions 
would, in the future, be delivered via the Direct Payment (ACT) system.1 The phased 
migration of existing clients from the old system of order books and girocheques to 
payments to some form of bank or building society account would begin in 2003. The 
Government presented this change in delivery mechanism as a key element of its strategy 
to combat financial exclusion by encouraging the entry into the banking system by those 
people who had hitherto managed their affairs within a cash economy. It was generally 
recognised at the time that, given that the income from the Government for the delivery of 
benefits amounted to 40% of the revenue of the Post Office network, the change in policy 
presented a serious challenge to the management of Post Office Counters Ltd (as Post 
Office Ltd was then called) to develop new products and services in order to maintain the 
viability of the network.  

2. The nature of the challenge and the problems that the Post Office experienced in 
formulating its response were reviewed by our predecessor Committee in November 20002 
against the background of a report from the Cabinet Office Performance and Innovation 
Unit (PIU) on the future of the post office network.3 Since that time, the Government has 
proceeded with its preparations for the introduction of Direct Payment, which will be 
phased between April 2003 and March 2005. The Government intends that at the end of 
this period at least 85% of benefit and state pension recipients should have migrated to the 
bank-based system.4  

3. Over the same period, Post Office Ltd has completed the automation of its post office 
network to establish its online banking capability; developed a universal banking product – 
the Post Office card account – to provide its customers with an alternative to normal bank 
accounts for the collection of benefits and pensions; entered into negotiations with high 
street banks to allow their customers to use Post Office branches for banking; and worked 
to develop other new products. This activity has been carried out against the background of 
the company’s programme to restructure its urban network and to maintain the rural 
network, for which it has received extra Government support.5 

4.  The Government’s plans for the delivery of benefits and their impact on Post Office 
business have given rise to increasing confusion and concern among customers and other 
interested parties. Concerns have also been expressed about some aspects of 
implementation of Post Office Ltd’s business strategy as it affects sub-postmasters and 
customers.  

5. Against this background we decided to review the introduction of Direct Payment and 
how Post Office Ltd has responded to the challenges to its business. In the course of our 

 
1 HC Deb, 24 May 2003, Col 21 (W) 
2 Trade and Industry Committee, Thirteenth Report of Session 1999-2000, The Post Office and the Future of the Network, 

HC 724  
3 Counter Revolution: Modernising the Post Office Network, PIU, June 2000 
4 App 10 
5 App 16 
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inquiry we heard oral evidence in May 2003 from Postwatch, the National Federation of 
SubPostmasters (NFSP), Age Concern, the National Federation of Women’s Institutes, the 
trades unions, Citizens Advice, Post Office Ltd and the two Ministers responsible, Malcolm 
Wicks MP, then Parliamentary Under-Secretary at the Department for Work and Pensions 
(DWP),6 and Stephen Timms MP, Minister of State for e-Commerce and Competitiveness 
at the Department for Trade and Industry (DTI),7 to supplement the written evidence we 
received from a wide range of witnesses, including some individual sub-postmasters. We 
are grateful for the assistance we have received from all those who contributed to our 
investigation. 

 
6 Now Minister of State for Pensions 
7 Now Minister of State for Energy, e-Commerce, and Postal Services 
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2 Implementation of ‘Direct Payment’ 

Why Change? 

6. In the Government’s view the move to Direct Payment as the normal delivery 
mechanism for pensions and benefits was justified on the grounds that it:  

“will ensure a more modern, efficient and reliable service that will increase customer 
choice, provide better value for money, cut fraud and boost financial inclusion.”8 

In addition, the Government foresees business opportunities for Post Office Ltd. The 
DTI/DWP memorandum claims that extension of the banking system and  

“creating wider access to bank accounts at post offices should open up a very much 
larger market than benefit recipients alone, and this should assist sub-postmasters 
both directly and through increased footfall.”9  

We examine each of these claims in more detail below. 

Modernisation, efficiency and consumer choice  

7. The Government told us that the old system of benefit delivery by means of order books 
and girocheques was outdated and that the move to Direct Payment simply reflected the 
general trend in the pattern of benefit delivery.10 Since payment directly to bank accounts 
had been introduced in the early 1980s it had become an increasingly popular option, with 
the result that 43% of customers now used this method, compared to 26% in 1996.11 
Furthermore, nearly 60% of new pensioners opted for Direct Payment12, as did 60% of new 
child benefit claimants.13 Postwatch and Post Office Ltd recognised that the trends towards 
bank-based payments had begun before the modernisation programme and that, as a 
result, post offices were losing customers and income. 

8. We were also told that 87% of benefit claimants and 90% of pensioners already had a 
bank or building society account which was suitable for receipt of Direct Payment.14 
Research by the National Consumer Council suggested that 83% of customers who 
currently collect their benefits via post offices have bank accounts and therefore could have 
chosen Direct Payment already.15 The NFSP told us that market research commissioned by 
Post Office Ltd indicated that 79% of people who collected benefits from post offices chose 
to do so because they wished to keep their benefits separate from their bank account.16  

 
8 HC Deb, 11 June 2003, Col 765 
9 App 10 
10 Q 254, Apps 10 and 11 
11 App 10 
12 App 10, Q254 
13 HC Deb, 11 June 2003, Col 766 
14 App 8 
15 App 9 
16 App 8  
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9. It would seem from the Government’s own evidence, and that of others, that not all 
customers are convinced that Direct Payment, modern though it may be, is the best 
method for collection of their benefit. 

10. The Government also justified the new arrangements as a way of extending consumer 
choice.17 Postwatch agreed that they would offer some benefits to some consumers: it will 
enable them to collect money at any post office, not just at one nominated office, and it 
allows the opportunity to withdraw small amounts of cash, rather than receiving all of the 
benefit or pension payment in one sum.18 These features were recognised as positive 
improvements by a number of organisations.19 However, those same organisations were 
concerned that many benefit recipients positively preferred the order book system, and 
that its removal represented a reduction in customer choice for these people. 

11. The Government insisted that Direct Payment will enhance customer choice. We were 
told: 

“Benefit recipients will have more choice than before the move to Direct Payment 
and can choose to have their benefits paid into an existing account, a new bank 
account (including a basic bank account), or the new Post Office card account. Those 
benefit recipients who wish to do so will be able to continue to collect their benefits 
in cash at the Post Office free of charge.”20 

12. The ‘old’ system offered the choice between a bank or building society account or an 
order book for use at a post office to collect benefits and pensions. Direct Payment 
essentially offers the choice between a bank or building society account which may or 
may not be usable at a post office, or the Post Office card account, but not the order 
book. It is difficult to see that customer choice has, in practice, been extended 
significantly. Offering the full range of customer choice would entail allowing those 
who wish to persist with the order book system to do so.  

Reduction of benefit fraud and other crime 

13. DWP told us that the main reasons for moving to Direct Payment is because it was the 
most secure method of payment, and that it would remove the opportunity for the 
fraudulent use of order books and girocheques, which the Department estimated to cost 
approximately £80 million per year.21 To attempt to put this figure in perspective, we asked 
if the Department had any information on the incidence of fraudulent use of bank cards. 
We were told: 

“The Department has no evidence of weakness in the system of delivering Direct 
Payments to the Financial Institutions — once a payment has been authorised it is 
sent and received securely. Our accounting and reconciliation checks undertaken 
where payment is currently made by Direct Payment would identify any 

 
17 App 11, Qq 252-255 
18 App 15 
19 Apps 2, 6 and 8 
20 App 10 
21 Ibid 
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unauthorised manipulation of payments made via this route — they have not. 
Nonetheless we will continue to monitor the situation. The Department requires its 
customers to provide proof of identity when making a claim. Financial Institutions 
likewise have their own customer identification processes on opening and accessing 
accounts.” 

It would seem from this reply that the information we requested was not readily available. 

14. The Department did, however, point out that another advantage of the new system was 
that customers will no longer have to withdraw their entire benefit entitlement in one 
transaction, but they could withdraw enough for their immediate needs only. The DWP 
felt that this reduced the risk and consequences of customers being robbed in the street, 
and pointed out that the Police had commented favourably on this aspect.22 Several 
witnesses have welcomed the extra flexibility that the post office card account offered, in 
that not all of a weekly or monthly benefit has to be collected in one transaction, whereas 
the paper-based system was inflexible in this respect.23 But Age Concern and NFWI were 
not convinced that the new system would be an effective deterrent to criminals bent on 
robbing vulnerable people.24 In particular, the NFWI told us of their experience of concern 
in deprived areas where many people were concerned for their safety when using cash 
machines.  

15. Reduction of benefit fraud is an important Government objective in its own right, 
but the estimated reduction that the Government expects to see from Direct Payment 
— £80 million — should be viewed in the context of its own estimate of benefit fraud as 
a whole — £2 billion per year,25 and must be offset by the as yet unquantified risk of 
fraud under the new system.  

16. We can appreciate that the added flexibility offered by the new system to withdraw 
only part of their benefit may be welcome to customers. We can also appreciate that 
this may reduce the financial impact of a robbery on an individual. However, we 
remain to be convinced that the new system will prove beneficial in terms of reducing 
the risk of such an incident taking place, as the Government believes. Common sense 
would indicate that criminals targeting vulnerable people often have no way of 
knowing how much cash their victims are carrying, even if they have just left a post 
office or bank. 

Boosting financial inclusion 

17. Another justification given by the Government for the introduction of Direct Payment 
was that it would provide a route into the banking system for those who, for whatever 
reason, currently operate in a cash-only economy. About 3.5 million adults in the UK do 

 
22 App 14 
23 Apps 2 and 9 and others 
24 Apps 2 and 5 
25 Q 256 
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not have access to any form of bank account.26 In a recent House of Commons debate, the 
Minister, Malcolm Wicks MP, told the House that such people: 

“are unable to take advantages such as savings to utility bills that come through 
making payments by direct debit. Some of these people are unemployed and will 
need a bank account when they get work. That is important to what we are doing at 
Jobcentre Plus to ready people for jobs. Direct Payment will help to spread financial 
inclusion by increasing the number of people who have bank accounts, giving them 
opportunities to benefit”.27 

18. We found a general welcome from many of our witnesses for initiatives to encourage 
financial inclusion. Many of the sentiments expressed were consistent with the view 
expressed by Citizens Advice: 

“we welcome initiatives to open up access to banking services, and see benefits for 
many CAB clients from Direct Payment.”28 

19. Several witnesses pointed out that the post office network had a valuable role to play in 
the extension of financial inclusion. Postwatch told us that: 

“The Payment Modernisation Programme also offers the potential to increase 
financial inclusion among low-income earners. The government should take a long-
term view on how post offices can assist in aiding financial inclusion. Postwatch 
believes that the role of post offices is integral to combating financial exclusion. Post 
office branches provide a trusted intermediary through which many people can 
access their cash. The large branch network ensures extensive coverage, often in 
areas which have no bank branches. The network is now able to provide an 
electronic platform for offering a comprehensive range of banking services. This may 
encourage individuals who distrust banks to open accounts.”  

20. We recognise that the Direct Payment programme has the potential to contribute to 
the Government’s objectives for financial inclusion, providing our concerns, which are 
dealt with later in this Report, over the handling of applications and the provision of 
advice are dealt with. 

Providing value for money 

21. The Government believes that another advantage of the new system is that it will save 
the taxpayer money. The paper-based system incurs significant administrative costs. The 
processing of each order book foil costs the DWP 68p and each girocheque transaction 
costs £1.47, while the cost of a bank credit transfer is 1p.29 It is obvious, therefore, that there 
could be significant savings to the public purse to be gained from the move to Direct 
Payment. This does not, however, take account of the cost of supporting the Post Office 
network in consequence of these changes.  

 
26 Q 302 
27 HC Deb 11 June 2003, Col 770 
28 App 6 
29 HC Deb 11 June 2003, Col 771 



11 

 

22. We were rather surprised, therefore, that the Government’s memorandum did not 
originally contain any analysis of the costs and benefits of the new policy. We understand 
that it is normal practice for a Government department to produce a detailed cost benefit 
analysis, with appropriate sensitivity analysis, for any major project. Mr Wicks confirmed 
to us that such a study had been prepared.30 Unfortunately, despite our request for sight of 
the cost benefit analysis, we have only been allowed to see a summary of that information, 
and even that was on a confidential basis.31 The Government has justified this position on 
the grounds that the amount that it will pay Post Office Ltd under the new system is 
commercially sensitive. Whether this position is justified is a moot point, given that in this 
case the single shareholder in the company is also the client, and the client is spending 
public funds. In the absence of a proper study of the costs and benefits of Direct 
Payment, it is difficult for us to comment on the merits of the Government’s case that it 
represents value for money. 

23. The Government was prepared to put on record that the total potential savings from 
ending the old system of payment were of the order of £500 million per year, but that the 
paying departments will incur new costs for the Post Office card account. It estimated that 
these costs could be in excess of £1 billion over the lifetime of the Government’s contract 
with Post Office Ltd, 2003-2010.32 From the information given to us which the 
Government regards as confidential, it would appear that savings that will accrue from 
migration to Direct Payment are expected to comfortably exceed this amount. 

24. In our opinion, of the reasons put forward by the Government for the introduction 
of Direct Payment, the expected saving in public expenditure is the most compelling. 
Indeed, it is difficult to disagree with the conclusion of the National Consumer Council 
that the introduction of Direct Payment was driven by the objective of reducing 
government expenditure rather than meeting the basic financial needs of consumers.33  

The programme for change 

25. The DWP explained that implementation of the Direct Payment programme involved 
more than 13 million customers. DWP and the other paying departments are phasing in 
the change to Direct Payment over a two-year period which started in April 2003. 
Invitation letters were sent to some Child Benefit customers from the end of October 2002. 
The Veterans Agency of the Ministry of Defence also began writing to its customers for 
account details in October of that year. The Pension Service started to write to some 
pensioners from the end of January and Jobcentre Plus began to contact its customers from 
March.34  

26. At first sight, these actions seem to run counter to the undertaking, given by the 
Government in response to the Committee in the last Parliament, that no further steps 

 
30 App 14 
31 Ibid 
32 App 12 
33 App 9 
34 App 14 
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would be taken to migrate benefit claimants to Automatic Credit Transfer before 2003.35 
The DWP stressed that, although claimants had been contacted before April 2003, the 
actual conversion of these particular customers to Direct Payments could not be performed 
until after that date. Significant volumes of invitations to the separate Client Groups are to 
be issued throughout 2003 and into 2004. Disability benefit customers will begin to receive 
their letters from August 2003.36 

27. We were told that the conversion process itself would normally consist of one or more 
mailings sent directly to the customer from the Department’s Customer Conversion 
Centre. These would be followed up by a telephone call if there was no response to the 
letter(s). The precise process will differ according to the Client Group involved to ensure 
that the process is tailored to suit both the customer and the business need. We discuss the 
impact of this process on customers later in our Report. 

28. By the end of May the DWP had sent out 2.5 million invitation letters and had received 
1.5 million responses with the claimant’s bank details. A further 320,000 people had 
requested a Post Office card account.37 As the Minister pointed out, it is too early in the 
process to attempt to read any significance into these responses, or the fact that over 
700,000 people had not responded. 

29. Given the large number of people affected by the process, it is only sensible to phase 
in the Direct Payment system. It seems to us, however, that one possible disadvantage 
of the approach adopted by the Government is the potential for confusion among 
customers who may be asked to change over at a different time to their friends and 
neighbours. This confusion must be minimised by an effective public information 
campaign. 

Public awareness 

30. The Government has a dedicated communications strategy designed to inform the 
public of the implementation of Direct Payment. This strategy utilises all of the usual 
media channels – TV, radio and newspaper advertisements – to supplement the range of 
information leaflets produced by the DWP and Post Office Ltd, the letters to individual 
claimants and the advice available from the Department’s call centres. The Government 
and Post Office Ltd started distributing generic information leaflets about the Payment 
Modernisation Programme in February 2003 and the media campaign began in May. The 
total budget for the communications strategy is £25 million.38 

31. We found some criticism of the timing and of the launch of the Government’s 
promotional material. Postwatch regretted that the Government did not undertake a 
comprehensive advertising campaign in 2002 to raise awareness of the programme, and 
they felt that the lack of official information until shortly before the full rollout of the 

 
35 Trade and Industry Committee, First Special Report of Session 2000-01, Observations from the Government, the Post 

Office and the Postal Services Commission on the Thirteenth Report from the Trade and Industry Committee (Session 
1999-2000), HC 141 

36 App 14 
37 Q 254 
38 Q 308 
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migration programme increased anxiety and uncertainty among some customers.39 
Research conducted by the Scottish Consumer Council found that 40% of those surveyed 
were unaware of the changes to the benefits payment system in March, just before 
implementation began.40 

32. Others were critical of the content of the advertising material on the basis that it gave 
undue prominence to bank and building society accounts as methods of receipt of benefit 
at the expense of the Post Office card account.41 Postwatch was one of those concerned that 
the newspaper advertisements in particular failed to provide customers with sufficiently 
clear information in that they did not contain explicit mention of the Post Office card 
account.42 The NFSP gave an example of a typical newspaper advertisement which, while 
explicitly mentioning bank accounts did not specifically refer to the card account.43  

33. Postwatch also pointed out that although the advertisements did tell customers that 
they could choose to receive their benefits at a post office, they failed to inform customers 
that some bank and building society accounts cannot be accessed at post offices. In 
addition, the advertisements failed to acknowledge that customers could choose to have 
their benefit or pension paid into a different account to the one they currently hold. 
Postwatch felt that the Government advertising should reflect the fact that bank and 
building society account holders may want to open a Post Office card account by 
informing customers that they can do so if they wish.44  

34. Age Concern drew our attention to the fact that the letters that pensioners and other 
claimants received did not indicate that they would continue to be paid their pensions and 
benefits by the order book system if they did not immediately reply to the invitation letter 
from the DWP.45 The charity was concerned that this could result in many older people 
fearing that, unless they responded immediately to the initial letter, their pension would no 
longer be paid once the order book ran out. It felt that they could be rushed into making 
decisions without full knowledge of how it may affect them. 

35. Age Concern was also worried that claim forms for Attendance Allowance, Invalid 
Care Allowance and other forms of benefit no longer make clear that such benefit is still 
collectable via the post office network. The NFSP and Citizens Advice drew our attention 
to the fact that the Inland Revenue’s guidance to tax credit gave claimants little information 
to tax credit claimants about which accounts can be accessed at the post office. It only 
mentions that basic bank accounts can be accessed at post offices, but nothing about those 
banks which have a network banking arrangement with the Post Office.46 

36. The public has a right to clear and accurate information on the options available to 
them for the delivery of their pensions and benefits, to help them make the right choice 
to suit their needs. In particular, we are not satisfied that the availability of the Post 

 
39 App 15 
40 App 3 
41 Apps 1 and 5 
42 App 15 
43 App 8 
44 App 10 
45 App 2 
46 Apps 6 and 8 
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Office card account or the consequences of not moving to Direct Payment has been 
made clear to customers. To avoid confusion, the Government must ensure consistency 
between Departments in the way that these options are explained. 

Research  

37. If it is to meet its objectives for Direct Payment, the Government will need to have 
some means of gauging the effectiveness of its information campaign in order to ensure 
that take up is as complete as possible. We were therefore very surprised to learn that the 
DWP had refused to co-operate with Postwatch in a proposed public awareness survey in 
the areas where the Direct Payment programme was piloted. According to the Minister, 
the need to protect personal data precluded the use of DWP client information by 
Postwatch. He assured us that the Department would try to find some means of supporting 
any further research that Postwatch wished to undertake during the full implementation 
phase.47 

38. Postwatch would like to undertake a survey of public awareness of the Direct 
Payment during rollout of the programme, and would like DWP to include an 
invitation to participate in the survey with the initial contact letter sent to claimants. 
There would seem to be no technical or legal barrier to such an approach and we would 
expect the Government to accede to this request. The results should prove valuable in 
assessing the effectiveness of the public awareness campaign and help the Government 
refine its information strategy.  

 
47 Q 285, 286 
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3 Impact on benefit claimants 

Access to benefits via the post office network 

39. We are confident that for many people, probably the majority, the migration to Direct 
Payment will have little or no effect. The increasing number of people who elect to receive 
their benefits directly to their bank account will notice no difference at all. In 1999 the 
Government recognised that there was a significant body of people who would prefer to 
continue to use the post office to collect their benefits and promised that they would be 
able to do so. We examined the means by which this promise is to be honoured, and 
identified some of the problems associated with the solution. 

Basic Bank Accounts 

40. Basic bank accounts were devised by the high street banks in response to the 
Government’s call for them to meet their social obligations and to contribute to its 
objectives for financial inclusion. They have now been in existence for some time. With 
this type of account money can be paid electronically, bills can be paid (by standing order 
or direct debit if required) and ATM machines can be used, but they do not offer the 
customer a credit facility. Customers can collect benefit cash from their bank, from ATMs 
and at any post office branch via its universal banking network. 

Bank Accounts 

41. Customers of several banks can undertake paper transactions at a post office and two – 
Barclays and Alliance & Leicester – have reached agreement with Post Office Ltd to allow 
their customers to access their accounts electronically at post office branches. We discuss 
the possible extension of this facility to customers of other banks later in this Report. 

The Post Office card account  

42.  The Post Office card account was developed by Post Office Ltd to act as a simple 
banking vehicle whereby customers could obtain their benefits if they could not, or did not 
wish to, use any other kind of account. It is therefore the only post office-based account. It 
cannot be used for any purpose other than to receive benefit payments. It cannot be used to 
obtain cash from ATMs or to pay bills, either directly or by direct debit, and it carries no 
overdraft facility. In essence, therefore, it is the electronic equivalent of the benefits order 
book. 

Applying for a card account  

43.  The complexity of the process to obtain an account concerned many of our witnesses. 
The NFSP claimed that this process involved eight steps, requiring the customer to make a 
telephone call to a DWP call centre, fill in two different forms and make two trips to a post 
office branch, and compared the process unfavourably with that involved in opening a 
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bank account.48 Several other witnesses had similar comments. For example, Postwatch 
believed that the process was confusing and would deter customers from choosing the card 
account. If customers did persevere with the process, the number of stages involved 
increased the likelihood of error and delay.49 The National Consumer Council expressed 
disappointment about what it regarded as the excessive bureaucracy and complexity of the 
account opening procedure: 

“Upon receipt of an invitation letter and an account application form, consumers 
must call a helpline. After answering a series of questions, they must await the arrival 
of a Personal Identification Document. They then fill this out in their local post 
office, which sends it to the Department for Work and Pensions (DWP), for posting 
out to the customer the card account details and their Pick Up Notice. This 
information is used to complete the original application form, which must be sent to 
the DWP. A confirmation letter is sent out, and then signed and sent back to the 
DWP. The consumer must then await their personal identification number (PIN) 
that they will use upon collection of the card at the post office after presentation of 
the Pick Up Notice.”50  

44. Post Office Ltd agreed that the process involved more steps than was required to open 
an ordinary bank account, and confirmed that it was set down by the DWP. If required, 
Post Office Ltd could establish a simpler system for the opening of a card account in one 
transaction at a post office branch.51 

45. The Minister defended the procedure on the basis that it was necessary to ensure 
security. He was not certain that the procedure was in fact much more complicated than 
opening a normal bank account, which required the verification of the identity of the 
applicant. In this case, that verification was provided by the Personal Identification 
Document. He emphasised the fact that the card account was designed solely for DWP 
customers and not for the general public.52 

46.  We agree that it is necessary to ensure that the procedure for opening a Post Office 
card account ensures security. We do not accept that this requirement necessarily 
means that the procedure must be more complicated than opening an ordinary bank 
account.53 The Government should consider again why a card account cannot be 
opened at a Post Office using the same basic procedure as employed by the banks.  

47. Citizens Advice also expressed the concern that the DWP call centres may not be 
offering callers absolutely impartial advice: 

“.. clients who want to open a Post Office Card Account feel that there are obstacles 
placed in their way. Those who want to open the card account have to ring the DWP 
call centre/Tax Credits Helpline to request one. The call centre staff will then ask the 
claimant whether they have considered the banking options first before agreeing to 
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send out the Personal Invitation Document (PID) which the claimant will need to 
open the card account at the post office of their choice. This emphasis on banking 
options first may have led to both the DWP call centre and Tax Credits Helpline 
giving out misleading information about the card.”54 

48. Nearly all of our witnesses had anecdotal evidence of call centre staff either 
inadvertently or deliberately discouraging callers from applying for a Post Office card 
account, especially in cases where the caller already had a bank account.  

49. The Minister assured us that procedures were in place in call centres to monitor the 
quality of the advice that operators give to callers.55 We have reviewed the call centre 
script and agree that, in general, if the wording is adhered to then callers should get 
advice on the whole range of options available to them. However, we noted that part of 
the script was inaccurate about the ability to access cash from a normal bank account at 
post offices.56 We would urge the Government to re-read its script to ensure that in all 
cases it is clear on this point. 

Remembering the PIN 

50. The new system operates with the customer swiping the card through the terminal at 
the post office branch and typing in a PIN number in order to access the account. While 
that procedure is commonplace and will pose no problem for most account users, Age 
Concern questioned whether older people should be made to open a bank account, 
perhaps for the first time. The charity thought that there was at least the possibility that the 
need to remember a PIN could cause some of its clients difficulty, or give rise to a security 
risk if people were forced to write the PIN down in order to ensure access to their account. 
The National Consumer Council agreed that there were vulnerable groups of people, 
including those with basic skills needs, for whom the future requirement to remember and 
use a PIN would be a cause for concern.57 

51. Mr Wicks replied to this criticism by saying that state benefits and pensions were 
delivered and collected in the way required by the Direct Payment system in countries such 
as Australia and the Netherlands, where the take-up rate was more than 99%.58 

Funding for the Post Office card account 

52. The Post Office card account is partly funded by the main high street banks and the 
Nationwide Building Society, who will contribute £180 million over the period 2003-08 on 
a voluntary basis. The NFSP was concerned about the uncertainty over the funding of the 
card account after 2008.59 
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53. We note that funding for the Post Office card account is secure only for the first five 
years of its operation, and that the funding provided by the banking industry is 
voluntary. This could lead to doubts over the future of the product if the banks decide 
not to continue their support. In order to preserve the degree of choice available to 
people in the way in which they receive benefits, we would expect the Government to 
ensure that the costs of operating the card account system are met after the initial five 
year period for which funding has been provided. 

Disabled access to post office banking services 

54. The Horizon programme to automate all of the 17,200 Post Office branches was 
completed in Spring 2001. Post Office Ltd developed the system further to build a banking 
capability and facilitate the introduction of universal banking. The company completed the 
development of its automated banking transaction capability on time to provide banking 
services, in particular access to basic bank accounts and the Post Office card account, on 1st 
April 2003, to coincide with the launch of Direct Payment. In the process, every post office 
branch was fitted with PIN pads in advance of the banking industry’s requirements for a 
nationwide rollout of PIN pads at point of sale, which is due to be implemented by 
December 2004. In all, about 38,000 PIN pads have been installed across the network.60 

55. Although the installation programme has undoubtedly been a success as an exercise in 
project management, the end result has not been greeted warmly in some quarters. The 
Royal National Institute for the Blind (RNIB), in particular, was very critical of the 
equipment: 

  “[the] PIN pad is not accessible to people with a sight problem or for that matter 
people with little mobility in their hands (arthritis for example), wheelchair users or 
those who cannot remember a PIN. There is no provision for dialogue messages or 
print outs in accessible formats. Problems with the display screen include the small 
size, poor contrast, reflections from the shiny screen, and difficulty with character 
recognition. The key pad has small keys that are very close together. Although the 
numbers are laid out as on a telephone and the number five does have a small raised 
dot in order to locate it, it is not easy to navigate. Hundreds of blind and partially 
sighted people have said they cannot feel this raised dot and experience major 
problems with the layout, font, key size, navigation, contrast, not being able to get 
proper feedback and reflections among other things. Many wheelchair users or 
people with spinal injury may not be able to reach the PIN Pads (which are on 
brackets and cannot be detached from the counter), while people with hand tremor 
would find their fingers slip off the buttons and people with learning difficulties may 
have problems remembering the PIN and using the machines since there is no easy-
read user guide provided with it.”61 

56. The RNIB felt that Post Office Ltd had ignored recommendations made on PIN pad 
design by the Institute’s Sensory Design Service team to prevent some of these problems. 
The Institute speculated that pressure from the Government to introduce the banking 
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network quickly had persuaded the Post Office to purchase an off-the-shelf PIN pad rather 
than develop an inclusively-designed product of its own. 

57. For Post Office Ltd, David Mills denied that the RNIB had been ignored. He explained 
that the company had chosen the best available PIN pad in the world at the time, and that 
the same product had been used for banking systems without difficulty in a number of 
countries. He stressed that the decision to install the equipment had been the Post Office 
management’s alone.62 This was confirmed by Mr Timms.63 David Mills and Allan 
Leighton felt that the current PIN pads were accessible to the vast majority of claimants.64 
Nevertheless, we were told, the company was now responding to the criticisms that have 
been made by RNIB and others.65 We understood from the RNIB memorandum that this 
response would include further staff training to ensure disabled customers received clear 
information and opportunities for familiarisation with the new system; the introduction of 
a key guard to improve the accessibility of the PIN Pads for customers with dexterity 
problems; the development of an accessible and secure alternative to the PIN pads for 
blind, partially sighted and other disabled customers; and, in the longer term, the design of 
a more inclusive PIN pad.66 

58. We note that Post Office Ltd is now responding to concerns from the RNIB and 
others about the suitability of the equipment installed in post offices from the 
perspective of their blind or otherwise disabled customers. This sensitivity to their 
needs is commendable, but it would have been better to ensure that their concerns were 
taken into account earlier in the installation programme.  

Collection of benefits by third parties  

59. The paper-based system offers the flexibility of allowing the collection of benefits by a 
third party if the claimant cannot collect the benefit himself or herself. The customer 
simply authorises collection on the back of the order book which is presented at the post 
office on their behalf. That flexibility will be lost under the new system. 

60. This has always posed a problem for those who do not use the post office as the means 
of collecting benefit. We were told by Age Concern that different banks and building 
societies use different systems in dealing with third parties. Even within the same 
organisation there may be local differences in the way third parties can access another’s 
account. We understand that the DWP is pressing for standardisation across the banking 
system.67 

61. Those who choose to open Post Office card accounts can nominate another person to 
collect their benefit on their behalf. That nominated person will receive their own card with 
a separate PIN number. However, there is no system in place to allow irregular third party 
collection. This will affect people who cannot get to the post office because of unexpected 
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illness, or who rely on a number of people to collect their benefit on a long term basis. 
Citizens Advice pointed out that: 

“Housebound people who use a variety of people to go and collect their money for 
them from the post office (e.g. disabled people with a care package from their local 
authority which includes cashing their benefit at the post office often experience a 
frequent turn-round of home-helps) will be particularly badly served.” 

The NFSP estimated that there might be 400,000 people in this position.68 

62. Postwatch pointed out that many carers collect benefits and pensions on behalf of more 
than one individual. The Government has not put in place a post office based system that 
will allow carers easy access to these benefits. If the benefit and pension recipients opt for 
card accounts, the carer may be in the position of having to memorise numerous PINs, or 
change the PINs to help him or her to remember them. Both solutions are unsatisfactory in 
that they degrade the security of the system.69 In any case, Citizens Advice drew our 
attention to the fact that many local authorities have policies which prohibit carers from 
having access to clients’ bank accounts. 

63. The Minister assured us that the Department was considering this issue as a matter of 
urgency and the development of an Exceptions Service would address such problems.70 

Exceptions Service 

64. Nearly all of our witnesses expressed concern about the lack of information available 
about how claimants who, for whatever reason, could not use the new system would be 
able to obtain their benefits. What information had been given to them by the DWP seems 
to have been inconsistent. Citizens Advice believed that the DWP did not envisage that the 
Exceptions Service would be in place until October 2004 and would be some form of 
electronic transmission of money available at post offices and other outlets.71 The NFWI 
reported that they had been told that clients who unexpectedly could not collect their 
benefit might be able to have cash or a cheque delivered to their homes by local DWP 
officials. In his evidence to us, Mr Wicks said: 

  “Almost certainly what that Exceptions Service will look like is some kind of cheque 
being sent to them, I imagine through the postal system.”72 

65.   The Minister admitted that the DWP was still developing its ideas on what form the 
exceptions service should take, but pointed out that claimants would have the option of 
continuing to use their order books until 2005, by which time the service would need to be 
in place. He admitted, however, that there was still some confusion among benefit 
recipients, carers and caring agencies about the ability to continue to use benefit books 
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until that time. He stressed that the Exceptions Service, whatever form it took, would not 
be a fourth option for benefit collection.73 

66. It is clear from the evidence presented to us that the failure of the DWP to develop 
its ideas for the Exceptions Service in advance of the introduction of Direct Payment 
has led to uncertainty and confusion over the means by which some groups of 
disadvantaged people will receive their benefits in future. At the very least, the 
Government should take steps to allay their concerns by making clear that claimants do 
have the choice of continuing to use order books until 2005 or until such time as the 
Exceptions Service has been developed. 
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4 Impact on Post Office business 

67. Post Office Ltd’s retail network is the largest in the United Kingdom. It has over 17,000 
Post Office branches, compared with a combined total of 14,440 bank and building society 
branches. 97% of Post Office branches are sub post offices, not directly owned by the 
company, and these account for 80% of all post office transactions. As a company, Post 
Office Ltd depends on a small number of large clients for the bulk of its income. Just two 
clients - the DWP and Royal Mail - account for nearly 60% of income.74 

68. The social and economic importance of the network has long been recognised. Post 
Office Ltd estimated that about 48% of its customers come from the C2/D/E socio-
economic group which faces the greatest degree of social exclusion.75 Its customers pay 
more than 500 million household bills over the counter every year,76 and more than 13 
million people use their local post office to collect their state benefits or pensions.77 The 
vast majority of post offices are combined with a retail business, often act as the local food 
shop, and are generally regarded as a vital focal point of the communities they serve. The 
NFWI stressed the importance of the sub post office to many people in the community; as 
a point of human contact, a provider of a range of goods and services and a source of 
advice and information.78 

69. In the past, the traditional branch network has proved to be an effective business 
model. Post Office Ltd obtained its outlet at low cost and therefore can sustain a large 
network because overheads are shared with the retail business. The sub-postmaster benefits 
from the retail trade generated by the presence of the post office. This business model has 
been underpinned by the Government contract to distribute benefits payments via order 
books and girocheques through Post Office branches. In the past, this work has provided, 
on average, about 40% of the income of a Post Office branch,79 although we have been told 
that in some cases it has been much higher, perhaps up to 60 – 70% at a branch in a large 
conurbation.80 

70. It is this past reliance on benefit work that has proved such a problem to Post Office Ltd 
now that the Government is moving to Direct Payment, even though the company has 
been adjusting to changes in its delivery policy for some time. The Government recognised 
in the mid -1990s that the benefits distribution system required an overhaul. In 1995 the 
Government of the day and Post Office Ltd jointly embarked on a programme for the 
transformation of the way in which benefits were paid. This involved the introduction of a 
computer network linking all post offices with the objective of replacing the order book 
used for benefit payments with a smart card which could be read at the post office counter. 
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This modernisation programme – Horizon – cost a total of £1 billion and was the subject 
of a review by the Trade and Industry Committee in the previous Parliament.81 

71. A review of benefits delivery strategy after the 1997 Election resulted in the decision in 
May 1999 to withdraw from the benefits card concept and move to payment via Direct 
Payment to bank accounts. The announcement of this decision was accompanied by a 
commitment from the Government that all those who wished to use post office branches to 
collect their benefits in cash would continue to be able to do so.82 

72. The prospect of losing benefits work from 2003 potentially undermined the current sub 
post office business model. It was originally estimated that Post Office Ltd would lose 
contractual income of £400 million a year as a result of this decision.83 At the same time the 
completion of the modernisation programme cost Post Office Ltd £547 million in 
1999/2000 and an ongoing additional operating cost in excess of £100 million per year. The 
company has been losing custom and revenue for several years. Royal Mail Group has 
recently announced that the post office network has an accumulated debt of £464 million.84 
As the Government acknowledges: 

“There are difficult challenges ahead for Post Office Ltd and for sub-postmasters and 
sub-postmistresses. If the network is to survive and thrive it needs to change 
significantly.”85 

Effect on the income of post offices 

73. It is too early to predict the extent to which the introduction of Direct Payment will 
affect the income of individual sub-postmasters and the overall income of the post office 
network, but it is clear that revenue from benefits payments will be substantially reduced 
for both individuals and the network as a whole. Under the terms of its new contract with 
the DWP, Post Office Ltd’s income from this source will depend directly on the number of 
people who choose to open and use Post Office card accounts. 

74. On condition that we respected the commercial confidentiality of the information, the 
company provided us with an estimate of income from this contract over the period 2003-
2010, based on the Government’s assumption that 3 million card accounts would be 
opened. We note that the Government’s estimate of the amount which could be payable to 
the business, although similarly confidential, was somewhat higher than Post Office Ltd’s 
projection, but both were of the same order as Mr Wicks’ estimate of £1 billion over the 
seven year contract. This compares very unfavourably with the contracted income of £400 
million per year to provide benefit delivery through the order book system. 

75. The impact upon the income of an individual sub post office will depend crucially on 
the number of customers who choose to continue to access benefits through it, and what 
means they opt to use. Under the new system, a sub-postmaster will receive 12.5p for every 
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transaction from a basic or standard bank account. This is broadly comparable to the 13.2p 
per pension payment and 11.6p per child benefit transaction under the paper-based 
system. Postwatch pointed out, however, that not everyone who chose to receive payment 
into a bank account would choose to withdraw their cash at a post office. It expected the 
overall number of transactions at post offices to decrease. Furthermore, with the paper-
based system, many individuals have more than one order book or girocheque, resulting in 
multiple transaction payments, which will no longer be possible. Payment for the use of a 
Post Office card account is set at 14p per £100 withdrawn from each account, rather than a 
payment per transaction, so postmasters would gain if customers withdrew their benefits in 
portions of £100 but would lose if they chose to withdraw cash in small amounts. While it 
is too early to say what the effect on individual businesses will be, we found general 
agreement that sub-postmasters’ incomes from benefit payments will decrease in the 
future.86 The only disagreement was over the scale of that decrease. 

Post Office Ltd strategy for change 

76. The post office network has lost customers and income over several years. In 1998-9 
Post Office branches were used by 19 million customers to receive their benefits; by 2003 
only 13 million still do so. We were told that, faced with a shrinking customer base and 
revenue streams and the prospect of further lost business as a result of Direct Payment, the 
Post Office has developed a strategy to redefine the business in order to maintain the 
viability of its network.87 The key elements of this strategy are discussed below. 

Development of new business 

Your Guide 

77. In June 2000 the PIU report recommended that the Post Office should develop a 
system for its branches to enable them to provide information and advice to the public and 
help them to undertake routine transactions with government bodies. 

78.  A pilot scheme was launched early in 2001 in Leicestershire and Rutland, including the 
Secretary of State for Trade and Industry’s constituency. This provided customers with 
access to a range of government departments, including the DTI, DWP, Department of 
Health, Inland Revenue, DVLA, and local government and voluntary organisations such as 
Age Concern. The pilot ended in March 2002 having produced positive reaction from 
consumers, content providers and sub-postmasters. The Government’s assessment of the 
pilot showed that the use of post offices branches as “Government General Practitioners” 
was liked and used by customers, but did not create significant new business or efficiency 
savings for government departments. It was concluded that extension of Your Guide to a 
national scheme would not deliver value for money. We cannot say whether the evaluation 
considered the relative effectiveness of Your Guide in serving the public as compared to 
other mechanisms. While it seems that the Government’s decision not to proceed with 
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Your Guide was accepted by most stakeholders in the project, including Post Office Ltd, the 
cancellation of the project left another gap in the company’s projected income.88 

79. The Minister of State for e-Government and Competitiveness, Stephen Timms MP, 
confirmed that the evaluation of Your Guide showed that an annual Government 
investment of £70-80 million would not be justified. However, he did hold out some hope 
that an information service like Your Guide could be provided in the future, possibly in 
conjunction with commercial e-business projects which were in development.89 

80. The Your Guide pilot was a commendable experiment which might have 
contributed significantly to the Government’s objectives for e-Government and e-
Commerce. We were reassured to learn that the concept has not been abandoned 
altogether. If it can be adapted and marketed successfully it could benefit the public, the 
Government and the revenue of Post Office Ltd. 

Banking services 

81. As part of its universal banking strategy, Post Office Ltd has been working to extend the 
range of electronic banking services it provides customers beyond the use of basic bank 
accounts and the Post Office card account. We were told that, at the moment, customers 
can access their cash electronically using a basic bank account from any bank or a Post 
Office card account. In addition, current account customers of Alliance & Leicester and 
Barclays can access their money electronically at the Post Office on presentation of their 
cash card. Customers of the Co-operative Bank, Lloyds/TSB, cahoot, smile and, in 
Scotland, first direct can cash a cheque at Post Office branches. Customers of these banks 
can also pay funds into their account.90 

82. The Post Office management regard the development of banking services as a great 
opportunity and crucial to the survival of the business.91 The NFSP was downbeat about 
the prospects of success, however. They felt that few bank customers could use their post 
offices for automated banking services and, even if the customer base were to be widened, 
there was no guarantee that people would use post offices in preference to banks or ATMs. 
The Federation felt that there was more likelihood of them doing so in rural areas where 
the bank network is spread more thinly than in towns and cities.92 It also felt that telephone 
and internet banking would further erode the Post Office customer base. 

83. We noted that three major banking groups – HSBC,93 HBOS94 and RBS95 – had not yet 
agreed to extend their electronic banking services to the post office network. This poses a 
potentially serious threat to Post Office Ltd’s banking ambitions because these three groups 
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between them hold more than 55% of high street bank accounts. David Mills told us that 
negotiations were continuing with all three groups. 

84. We contacted all three banking groups to ask them for their views on the use of the post 
office network to deliver services. The replies that we received do little to alleviate the 
NFSP’s concerns. HSBC believed that the group’s current network provides their 
customers with a more than adequate access to their services and pointed out that they 
have a greater saturation of branches than their two major competitors – Barclays and 
Lloyds TSB.96 HBOS were more open to the possibility of further collaboration with Post 
Office Ltd but told us that it would not be in their commercial interest to enter into an 
agreement with the company at the price levels that it was seeking.97 RBS did not reply. 

85. It is clear that the provision of banking services is a core element of the company’s 
strategy for its development and the survival of the network. We hope that the 
management’s confidence in the desirability of their product is well-founded. However, 
we also agree that making mainstream banking services more affordable and accessible 
through post offices could play an important role in promoting financial inclusion. We 
hope, therefore, that the major banks will do more in practice to make such services 
available through post offices, in a way that is financially viable for the post office 
network as well as for themselves. We urge the Government to step up its efforts to 
promote these developments. 

 Other new products 

86. Traditionally the Post Office has focused on distributing products that its major clients, 
mainly government departments, wanted to bring to their customers. For the Post Office 
these are, typically, complex, low value, low margin transactions. The Government’s move 
to Direct Payment is the most significant indication that clients such as the DWP are 
seeking alternative ways of distributing their products and services. The loss of the TV 
licence fee collection contract is another example. The company’s core product range, 
currently 170 products and services, continues to reduce.98 

87. Post Office Ltd has recognised the need for a new more commercial range of products 
and services to offer its customers and has entered a number of new commercial markets. 
It is one of the largest providers of travel services in the UK selling over a million travel 
insurance policies annually and is second only to Travelex in the bureau de change 
market.99  

88. Mr Mills and Mr Leighton told us that the post office management were working on 
the development of a number of new products and services designed to widen the appeal of 
the network. They are also working on a review of the remuneration structure for sub-
postmasters. Mr Leighton expected that the results of such work should become apparent 
by the end of this year.100 Since Mr Leighton gave oral evidence, Post Office Ltd have 
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announced the extension of the Moneygram service to more than 2000 branches, 
introduced more branches into the bureau de change service, and announced the 
possibility of amending post office opening hours, to include Sunday opening.101  

89. We urge the Post Office to progress the introduction of such new business activities 
and flexible working speedily as such developments could open up new possibilities for 
the maintenance of a healthy local post office network. 

Restructuring of the post office network 

90. Post Office Ltd has secured Government funding for restructuring of the urban post 
office network and support for the maintenance of the rural network. 

Urban reinvention  

91. The Government has provided £210 million over three years for a compensation and 
investment package for urban branches. £180 million has been set aside to be paid directly 
to sub-postmasters in compensation when they close their business with the agreement of 
the company. The programme will result in a net reduction of approximately 3,000 
branches. In addition £30 million will be used to proved matched grants of up to £10,000 to 
sub-postmasters to allow them to adapt and improve their premises or employ additional 
staff to meet customer service standards. 

92. The company’s target is to ensure that over 95 per cent of people living in urban areas 
will live no further than a mile from their nearest Post Office branch at the end of the 
reinvention programme, with the majority living within half a mile. The Urban Network 
Reinvention Programme relies on a system of computer modelling, together with 
discussions with individual sub-postmasters about whether they want to stay in the 
network and invest, or whether they feel closure would be the commercially realistic option 
for their branch. Final proposals for any change are taken through a public consultation 
process agreed with Postwatch. By the end of April 2003, Post Office Ltd had presented 447 
propositions for closures in urban areas across the UK to Postwatch. The first branches 
closed in February 2003 and to date 205 branches have closed.102 

93. We noted Post Office Ltd’s assurance that, in making judgements about the future of 
individual post offices, they are reviewing how they are operating the programme and 
looking at areas with a more integrated approach.103 

94. We commend Post Office Ltd’s assurance that it will make decisions about the 
future of individual post offices by reference to strategies for communities and areas 
rather than in isolation from each other. We urge that decisions are not made in a way 
which pre-empts a review of the procedure which relates the proposals for closure 
against a “best fit” model, and that the Post Office makes its model publicly available.  
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Deprived urban areas 

95. In addition, the Office of the Deputy Prime Minister is making available £15 million 
over 3 years to support branches in deprived areas of England. Funding has been provided 
to the devolved administrations to support Post Office branches in deprived areas of 
Northern Ireland, Scotland and Wales. 

The rural network 

96. .The DTI is to provide £450 million over three years to support the rural post office 
network, in recognition of the fact that branches in rural areas typically cost considerably 
more to operate than the income which is generated by the business they do. They 
currently represent a considerable drain on the resources of Post Office Ltd and the Royal 
Mail Group. 

97. It is too early to judge the progress of the Urban Reinvention Programme or the 
effect of the Government’s support for rural post offices. We will monitor progress of 
both programmes and return to these issues in the near future.  
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Conclusions and recommendations 

1. It would seem from the Government’s own evidence, and that of others, that not all 
customers are convinced that Direct Payment, modern though it may be, is the best 
method for collection of their benefit. (Paragraph 9) 

2. The ‘old’ system offered the choice between a bank or building society account or an 
order book for use at a post office to collect benefits and pensions. Direct Payment 
essentially offers the choice between a bank or building society account which may 
or may not be usable at a post office, or the Post Office card account, but not the 
order book. It is difficult to see that customer choice has, in practice, been extended 
significantly. Offering the full range of customer choice would entail allowing those 
who wish to persist with the order book system to do so.  (Paragraph 12) 

3. Reduction of benefit fraud is an important Government objective in its own right, 
but the estimated reduction that the Government expects to see from Direct 
Payment — £80 million — should be viewed in the context of its own estimate of 
benefit fraud as a whole — £2 billion per year,  and must be offset by the as yet 
unquantified risk of fraud under the new system. (Paragraph 15) 

4. We can appreciate that the added flexibility offered by the new system to withdraw 
only part of their benefit may be welcome to customers. We can also appreciate that 
this may reduce the financial impact of a robbery on an individual. However, we 
remain to be convinced that the new system will prove beneficial in terms of 
reducing the risk of such an incident taking place, as the Government believes. 
Common sense would indicate that criminals targeting vulnerable people often have 
no way of knowing how much cash their victims are carrying, even if they have just 
left a post office or bank. (Paragraph 16) 

5. We recognise that the Direct Payment programme has the potential to contribute to 
the Government’s objectives for financial inclusion, providing our concerns, which 
are dealt with later in this Report, over the handling of applications and the provision 
of advice are dealt with. (Paragraph 20) 

6. In the absence of a proper study of the costs and benefits of Direct Payment, it is 
difficult for us to comment on the merits of the Government’s case that it represents 
value for money. (Paragraph 22) 

7. In our opinion, of the reasons put forward by the Government for the introduction 
of Direct Payment, the expected saving in public expenditure is the most compelling. 
Indeed, it is difficult to disagree with the conclusion of the National Consumer 
Council that the introduction of Direct Payment was driven by the objective of 
reducing government expenditure rather than meeting the basic financial needs of 
consumers. (Paragraph 24) 

8. Given the large number of people affected by the process, it is only sensible to phase 
in the Direct Payment system. It seems to us, however, that one possible 
disadvantage of the approach adopted by the Government is the potential for 
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confusion among customers who may be asked to change over at a different time to 
their friends and neighbours. This confusion must be minimised by an effective 
public information campaign. (Paragraph 29) 

9. The public has a right to clear and accurate information on the options available to 
them for the delivery of their pensions and benefits, to help them make the right 
choice to suit their needs. In particular, we are not satisfied that the availability of the 
Post Office card account or the consequences of not moving to Direct Payment has 
been made clear to customers. To avoid confusion, the Government must ensure 
consistency between Departments in the way that these options are explained. 
(Paragraph 36) 

10. Postwatch would like to undertake a survey of public awareness of the Direct 
Payment during rollout of the programme, and would like DWP to include an 
invitation to participate in the survey with the initial contact letter sent to claimants. 
There would seem to be no technical or legal barrier to such an approach and we 
would expect the Government to accede to this request. The results should prove 
valuable in assessing the effectiveness of the public awareness campaign and help the 
Government refine its information strategy.  (Paragraph 38) 

11.  We agree that it is necessary to ensure that the procedure for opening a Post Office 
card account ensures security. We do not accept that this requirement necessarily 
means that the procedure must be more complicated than opening an ordinary bank 
account. The Government should consider again why a card account cannot be 
opened at a Post Office using the same basic procedure as employed by the banks.   
(Paragraph 46) 

12. The Minister assured us that procedures were in place in call centres to monitor the 
quality of the advice that operators give to callers. We have reviewed the call centre 
script and agree that, in general, if the wording is adhered to then callers should get 
advice on the whole range of options available to them. However, we noted that part 
of the script was inaccurate about the ability to access cash from a normal bank 
account at post offices. We would urge the Government to re-read its script to ensure 
that in all cases it is clear on this point.  (Paragraph 49) 

13. We note that funding for the Post Office card account is secure only for the first five 
years of its operation, and that the funding provided by the banking industry is 
voluntary. This could lead to doubts over the future of the product if the banks 
decide not to continue their support. In order to preserve the degree of choice 
available to people in the way in which they receive benefits, we would expect the 
Government to ensure that the costs of operating the card account system are met 
after the initial five year period for which funding has been provided. (Paragraph 53) 

14. We note that Post Office Ltd is now responding to concerns from the RNIB and 
others about the suitability of the equipment installed in post offices from the 
perspective of their blind or otherwise disabled customers. This sensitivity to their 
needs is commendable, but it would have been better to ensure that their concerns 
were taken into account earlier in the installation programme.  (Paragraph 58) 
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15. It is clear from the evidence presented to us that the failure of the DWP to develop its 
ideas for the Exceptions Service in advance of the introduction of Direct Payment 
has led to uncertainty and confusion over the means by which some groups of 
disadvantaged people will receive their benefits in future. At the very least, the 
Government should take steps to allay their concerns by making clear that claimants 
do have the choice of continuing to use order books until 2005 or until such time as 
the Exceptions Service has been developed. (Paragraph 66) 

16. The Your Guide pilot was a commendable experiment which might have contributed 
significantly to the Government’s objectives for e-Government and e-Commerce. 
We were reassured to learn that the concept has not been abandoned altogether. If it 
can be adapted and marketed successfully it could benefit the public, the 
Government and the revenue of Post Office Ltd. (Paragraph 80) 

17. It is clear that the provision of banking services is a core element of the company’s 
strategy for its development and the survival of the network. We hope that the 
management’s confidence in the desirability of their product is well-founded. 
However, we also agree that making mainstream banking services more affordable 
and accessible through post offices could play an important role in promoting 
financial inclusion. We hope, therefore, that the major banks will do more in practice 
to make such services available through post offices, in a way that is financially viable 
for the post office network as well as for themselves. We urge the Government to 
step up its efforts to promote these developments. (Paragraph 85) 

18. We urge the Post Office to progress the introduction of such new business activities 
and flexible working speedily as such developments could open up new possibilities 
for the maintenance of a healthy local post office network. (Paragraph 89) 

19. We commend Post Office Ltd’s assurance that it will make decisions about the future 
of individual post offices by reference to strategies for communities and areas rather 
than in isolation from each other. We urge that decisions are not made in a way 
which pre-empts a review of the procedure which relates the proposals for closure 
against a “best fit” model, and that the Post Office makes its model publicly available.  
(Paragraph 94) 

20. It is too early to judge the progress of the Urban Reinvention Programme or the 
effect of the Government’s support for rural post offices. We will monitor progress of 
both programmes and return to these issues in the near future.  (Paragraph 97) 
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Formal minutes 

Wednesday 2 July 2003 

Members present: 

Mr Martin O’Neill, in the Chair 

Mr Roger Berry 
Mr Richard Burden 
Mr Jonathan Djanogly 

 Dr Ashok Kumar 
Mr Andrew Lansley 
Sir Robert Smith 

The Committee deliberated. 

Draft Report (People, Pensions and Post Offices: the impact of ‘Direct Payment’ on post 
offices and their customers), proposed by the Chairman, brought up and read. 

Ordered, That the Chairman’s draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 97 read and agreed to. 

Resolved, That the Report be the Eleventh Report of the Committee to the House. 

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

Ordered, That the Chairman do make the Report to the House. 

Ordered, That the Appendices to the Minutes of Evidence taken before the Committee be 
reported to the House 

[Adjourned till Tuesday 8th July at half past Two o’clock 
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