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- contracts, and believe that it is the only option that meets the Prime Minister’s .

, - Ourteam has contmued thcrefore to work on B3 agamst the background of the tests -
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Since we last met, drscussrons have contmued on Optron B3 with your ofﬁclals and ‘
the Treasury as you requested TR ; .

e We have now reached a pomt where I thmk 1t is 1mportant that I restate 'I‘he Post
Office posmon on the various optlons available, First of all, we continue to believe:
“that Optxon Ais the nght way forward, are still .prepared to honour all current

reqmrements as set out by Jeremy Heywood on 11 May 1999 o sili, ,,.,,_.‘ =

t.

Itisa matter of consxderablc regret to us that thrs optxon, we are told, 1s now off the ot
table, as is Optxon B1; which is not seen by Mrmsters as value: for money '

required by the Post Office Board and which I set out to you in my letter of 27 Apnl
1999. For ease of reference they are appended at Annex A. ,
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() We still have not had from Government a precise definition'of B3 as it affects The
~ Post Office.- However, our understanding is that under this option we would

effectively-be- buymg assets-and-an-operating:service:from:IC-under:a‘schedule:of
fixed-payments:but:without-either.the:vital:underpinning-commitments:associated-with
«continued-and:automated:benefit-payments-at post-offices (at least, to anything like

-the levels of business and timescale under our exrstmgagreements oreven Option A).
Nor would the fundamental ‘components for developmg our new markets, for example,
a card issued wrdely to many millions of ¢ our customers, be available.

We have now been asked to set out the terms under which B3 might become _
acceptable to us and in order to consider this, we have attempted to estimate the

' minimum income and cash funding profiles the Post Office would need from
Government. These are stiown at Annex B. In the light of them, we would therefore
require the followmg : ; e '

- B A guarantee that Gavernment would provide this minimum income and cash

‘ : _ funding additional ta that envisaged under the proposed White Paper (without such
| : - a guarantee we would face serious balance sheet issues, including 1mmed1ate

| _habrhtles to ICL that could exceed POCL’s assets).

u An ACT timetable which would start in 2005'

A ﬁrm commitment by Government to use the new B3 mﬁ'astructure exten51ver
‘ for existing and new services, including the possible use of anew smartcard for
| o such services. s

N Even. 1f the 3 pomts above are met, there are a number of other srgmﬁcant issues
outstanding which would require around 3 months work before any unconditional
agreement could be srgned with ICL

Wrthout these comrmtments a large part of our core business, e.g. benefit payments,

“would be removed without the certainty of means to replace it with significant new
business. In such circumstances it would be impossible for us to sustain the current
nationwide network. ‘ : :

As aresult, B3 does not a'ppear_ to The Post Office to meet the tests I set out and thus
provide an acceptable commercial case to which the Post Office Board could agree.
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Termination of the contracts and an honourmg of commxtments to automate post

- offices produce a similar set of direct and indirect consequences for The Post Office.
Again we would need very significant funding smﬂar to that described for B3, and the
other financial and customer issues would also apply, together with payment for -
alternative automation of post offices. ‘Compared to Optlon A, as matters stand,
termination does not meet my commerc1al tests.

* In addition as I saxd to you at our meetmg on 6 May, we must also consider in the B
event of termination: '

| 1mpact of htxgatxon mcludmg who holds the rmg,
B communication; : '
W honouring both Govemment’s and our commmnent to automatmg the Counters
network; : '
‘W the approach to be taken to sub-postmasters

I hope this letter grves you a very clear statement of where The Post Ofﬁce stands _

DRNEVILLE BAIN. |
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AnnexA.
" COMMERCIAL TESTS

- I the case a commercial one with fairly balanced risks? In other
words one that gives a positive NPV at an appropriate discount rate,

Can the funds be generated in such a way that they do not o ,
prejudice other planned Post Office activities (whxch may have
a much better return)" '

‘What is the impact and tlmmg of the costs on The Post Office
and POCL Profit & Loss accounts? In particular the Board will
need to consider if the proposal can be accommodated by Post
Office Counters Ltd without techmcally bankrupung this .

~ business. ~
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& LN P&L AND FUNDING REQUIREMENTS
J - P&L: | |

"POCL require the following additional income stream:

Year [99/0 | 00/0 | 01/0 [02/0 ] 03/0 | 0470 | 05/0 [06/0 |07/0 |08/0
L fott]2]3 /4|5 |6 |7]|s8]|o9o]
£Em | 66| 21| 131| 96| 128| 382| 530 412| 241| 159] .-

Cashﬂow"

Additional to the above (and excludmg mterest), POCL reqmre the followmg ﬁmdlng
_ ﬁ'om Govemment , :

. Year | 99/0 | 00/0 01/0 02/0 03/0 ‘| 04/0- | 05/0 | 06/0 07/0 ] 0870
0 1 ]2 3 4 S| .6 | .7 8 9
| £m 101 | 244. ; ) '

The repayment proﬁle of such ﬁmdmg (net of mterest) will be as follows

Year | 99/0 00/0 01/0 02/0 03/0 Q4/0 05/0 06/0 07/0 08/0
- 0 1|1 2 3 | 4 501 6. | 17 8] 9 .
f - 7 Em 61 62| 65| 66| 56| 20

These numbers are at outtum prices and are mdlcatlve only, and will need to be ;
- revised in the light of final agreements They reflect the terms of the “counter offer” o
- being put by HMT to ICL on the evemng of 17 May 1999. :




