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i , l Roger Tabor weicomod members of Charterhouse. 

1.2 He outlined the purpose of the meeting"to agree the business case for 

I3A/POCL and to discuss issues and approach to be adopted at the forthcoming 

meetings with MaPEC and the Board. 

l3 The submission  sought MaPEC authority for POCL, in cuejunction with the 

Benefits  Agency  ), to proceed to the contract award stage of the counter 

automation project. The, project includes the thh automation of ati meter 

positions in afi post offices and the new ard.bsedbenefit enesabmerit sernce.

1 tih df O . 

2>i The meeting heard a presentation from Chartethouse Berk cottrriaon d in 

assess P L's likely future market va1uattnn with and without the ant :t .tidd 

platform proposed in the business  case. 

The approach used was from a market perspective  or as if POCLere about to 

be floated. An analysis of quantitative e and qualitative issues was deli , 

against a background of Counters existing mission statement. Key issues likely 

to influence n the market, were outlined, in particular 
* recognised strengths and weaknesses 
• financial record 
* cost projections 
* likely market p rception of prospects for growth on existing arid p` tenth 

new business 
market comparator analysis 

i
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2.3 Diferent methodologies gave di Brent values and the presentation reached its 

condusion on the basis of the whole exercise.Chwtethous&s estimate of the 

value of POCL, assuming, automation, lay in the range £2 Stn to Om, 

although pessimistic and optimistic sensitivities extended this range by some 

12m at either end. Without automation the derating of this assessment by the 

market would reduce the value of POCL by £26Sm€35Om, effectively 

indicating that the hypothetical flotation could only oe viable with automation 

and related growth prospects in place. 

2 4 The Committee noted that the Charterhouse conclusions supported the 

c s rrt.ltion on the base case that not proceeding with Automation would 

i o . sly worsen : CL° s future business viability. 

2 Members asked Charterhouse to explain how, the various value reduction 

assumptions (which gave rise to the difference in value between the automated 

and non automated environment) related to net present value details in the 
business case. The business case NPV did not reflect market value increases, 

only changes in cash flows. Charterbouse undertook to take this away for 

consideration. 

3 r ' 

C0 P13C reviewed the business case and supporting n rmatiou 
an

d 

noted

In line Withbusiness practices, options were compared using NP Vs 

d aa>..ountud at t 2%. As the proposal did not involve upfront investment by' 

POCL but c sated changes in the income streams and running cogs of the 

b lue  the ed ct on P&L projections would be of at least equivalent 

importance 

The highest NPV would come from a hypothetical Public procurement 

option, but this was not feasible because the Benefits Agency would not 

agree to it and their parallel involvement was crucial. Furthermore it svas 

unclear whether the capital outlay o 14an could be afforded by the Post 

Office, The whole project had been constructed on the presumption  that it 

would be done under the Private finance Initiative a Government 
requirement - and the decision would be made on that basis. 

Of the PFI options, which were feasible, the most attractive option was the 

supplier 'Dick'. 'Dick' had the best NPV but also accepted greater 
accountability for fraud and associated risks. A. lthou h that option was 
technically less secure than 'Tom', it was commercially the only aceeptarle 

one on the evidence before the Cmmittee.. The business case gures were 
based on 'Dick'. It -was likely that the failure of Torn' and 'Ham' to 

accept any fraud risk- and to put the onus of proof on to the, Post Office, 

would role them out from being acceptable pills. `Toro' might be classed as 

a 'finance lease, requiring some £3 Om to be created in 1 L's balance 
sheet. 
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The positive NPVs in the business case depended on the *voidance of 

unacceptable losses of business oppotuthtes and pc erosion deriving m ing 

respectively from maretlng opportunities opened up by . tomation, and the 

associated long term agreement with BA, which included pricing principles

and some protection against volume losses. in incremental t nns, the use 
of 

automation would add to operating costs, because subpostm stcrs were 
not 

paid for ba k_of ce time which automation  ou L save, and cash 

accounting savings were not proper to this case, because they also required 

the TIP project to release therm. In the same vein, manpower savings 
were 

not tijndamental to the cam. It was crucial therefore that the base ease 
was 

fair and reasonable and to that end Coopers and Lybrand had been 

commis oned to validate the details and had expressed themselves content 

that the assumptions were reasonable and Coitent. 

• While POCLa latest Business Plan had already factored in the main

assumptions about automation costs and benefits, a deterioration  from those 

profit projections of up to £l 2m in a single year was implied by the 
project 

following a receipt of tenders, with supplier prices above earlier indicative 

levels. 
z= : 

• The numbers in the paler had been expressed net of the 
outstanding SSA 

(Northern Ireland) negotiations (which, if succeastid represented an 
income

upside) 

o The paper recognised  various 'risks' relating to costs outside the 
contracts s 

implied under each option. The risks bad been attributed values within 
the 

case and did not differentiate between options, except that the 
(infeasible) fr

nonPFl option's financial advantage was severely ey d . by taking d 

risk otherwise ise left to the suppliers. 

• The non-financial value factors indicated that all three suppliers exceeded

the acceptable hurdle. 

3,2 On the basis that: a. 

0 the project had a positive V of 5 a  ck') relative to the base case
f •

• the project would not worsen Business Plan pr ject arts outside manageable 

bounds (maximum single year effect .1 
• the project would secure strategic value and create net worth for POCL 

• automation  as a key enabler for new business development in the Business 

Plan 
• POCL .L would be transformed into an- automated business at the end of the 

contract period without significant nmestnlent outlay 

• the associated long term contract with the Benefits Agency would help 

FOCI^. to secure the nation-wide netvork of post offices and detssk a

substantial element of the Business Plan 
• pr je,ct management  and fraud risks would be substantially transferred to th e

supplier 
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• only a PSI option would be and the benefits 

Agency 

COMPEC a., rr ,d $ o ro f r. a .nnend to MaPEC and the Board that POCL should 

go ai ad to award 1 " €a provided the final financial evaluation rernaina 

broadly consistent with the costs and risks identified in the paper and noted that 

hjec1 to final dedsions by the joint Project Steering Committee, ' Di . was 

h t opdon. 

.  " etrng review wa not co ki tkt led no this 

ti 
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