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" Dear Stephen,

I was very glad to have the opportunity to see you last Friday to exchange views on
the latest approach to Horizon and progress with the White Paper. We talked about
some of the key issues emerging in the White Paper where the Post Office had
concerns and I promised to write to you about them.

They are as follows:

(a

(b)

We would like to see a clear and unambiguous mechanism by which the
regulator is required, in setting pricing and service objectives, to take into
account financial targets set by Government. This is particularly important in
respect of the proposed restructuring at 1 April 2002 of the Post Office’s
balance sheet. Although we have still to agree details of the scale of this
restructuring, if there is no change in financial targets, this would require us to
raise prices siggificantly. (Over £100m of income from interest is at risk.) But
it is also important more generally in a situation where the Board is required to
meet Government targets and has not got the freedom open to other regulated
industries simply to cut dividends or perhaps to borrow.

The Post Office is pleased that Government has agreed that large scale
investment cases, which are commercially robust, will be approved. But we do
need a clear understanding, either in the White Paper or in a side letter, of the
criteria by which “commercially robust” will be evaluated. Larger scale
acquisitions require a huge amount of resource and trust between the two
parties involved well before final authority is given. It is therefore crucial to
have some clear parameters set so we can enter into discussions with
confidence.

In this connection I drew your attention to the vote of The Post Office Board
which is now constituted with able experienced independent non-executive
directors. Procedures are in place for robust testing of any proposals put
forward by the executive.
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(d  The Post Office would not want ¢ be in a position at each year_gnq where jt
ol .

Of next year’s £75m, therefore Suggest that, in line with the current
arrangements for the EFL, ap Up to £30m roj| forward-or-back facility is
agreed.

automated network, 3 nation-wide nNetwork of post offices as Currently envisaged
would be unlikely to pe Sustainable, Clarity over Horizon thyg becomes the key to this

If Government does decide tq delay the White Paper untj] May then the Post Office
would understanq this. However, it would very important in Such a situation for
investments to be operative (albeit infonnaﬂy) from 1 April 1999 The pace of
acquisitions ang developments in our markets is sti]] increasing and withoyt access
immediately to the new arrangements the Post Office and UK woylg be severely

damaged.

Yourg Sincacal.

GRO

DrNC BAIN
Chairmap
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