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3 l aid 1 

Present 

I r 'ille Baja C tainnaIl 

John Roberts Chief Executiv 

Richard Close Managing Director Nnan-cc 
Jerry Cope Managing .t. irector Strategy & Personnel 

Present byconference phone facility its from 8.00pm: 

Mike Kinski Non- xecutiv1e 
Rosemary Thorne N'on•Exeeezrr:ive 
Miles Teniplernan Non-Exec'utiv 

Also Present 

Stuart sweetman Manaaina Director Post Office CountersLimited 

Apology John Lloyd was unable to attend. 

HORIZON P099/53 

(r} The Chairman noted that a quonan was present and 
that the purpose of the meeting was to consider the 
request from Government that the Post Office Board 
sign the Heads of Agreement negotiated by the 
Treasury with IC; . (and to which POCL had not been 
Evart by the Ii ' liFujitsu deadline ofrr midnight. 

(ii) It was noted that the Secretary of State had, on 22 
May, finally provided a written response to the 
Chairman, clarifying certain aspects of the proposal. In 
particular the l..ttfer (attached to this minute) made 
plain that it is Government's desire to pursue option 
B3 and that all other alternatives, except for 
1Er.1 1.P 1 tiC3rr were oil the table. The fbllowing comfort 
aas given: 

the timing of the Benefits Agency move to 
,kutoniated Credit Transfei (ACT) would not start
bel:ore 2003 

GRO 
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« the Government would fund the ±$&mwhich 3 

Pt_)C.'L. would require to pay IC "1... on the sa,heduled
b;.sas 
that l f`inisters has e. `hopes49 that .& he .Po';ii. Y.7 RIire

l~; aw .ik would be utrlI is as, "OVelld11d)(A 

q. : .l department> to deliver the benefits on the 
'Modernism Government' White Paper 

(iii) This proposal ssas then fully discussed, and clarified to
the extent possible, under the following headings: 

Couri"i'nercial Issues 

iv It was clear that there was insufficient information in 
the: document negotiated by the 'l`reasurt~, and 
commended to the Board b. the Secretary of State, to 
enable a full financial evaluation to be carried out. Oil 

• the limited evidence available it appeared to be around 
£700m NPV adverse to option A, but was still slightly 
superior to termination. 

(v) While in normal circumstances this would lead the 
Board to reject the 83 proposal on commercial 
grounds, it was clear that. the shareholder favoured it, 
no other options (apart from (arced termination) were 

available and that Government, as a customer, 
remained essential to POCL as a key driver of future 
volume, 

(vi) The proposal to take 3 months to turn the Heads of 
Agreement into a real agreement could be used to 

• produce a full commercial evaluation which the Board 
could then, if necessary, and appropriate, reject at a 

cost of a £1SOm payment to IC'L.

iil14 Cii 

(vii) It was noted that the ,f.480ni of development l.inding 
proposed by Government offset the staged payment 
due to If L. It appeared. that a Iiarther £ 8m payment 
for the core system would he left to POCL along with 
annual running costs ofai€'iuiad ftfrxa. 

(sin) It was noted that➢ as the vehicle for funding would be 
the sale of gilts, approximately 25m of foregone 
interest would impact the Post Office cash flow aid 
bottom line.

s 3 F 3 

i It ssa further noted that P01>1 would in addition 
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need to fund. the Banking development, not covered 
within the It  payments, shich would result. in a
further cash requirement o.f L I00 a. tv 

l 1t was noted t`xat a significant risk. transfer from IC:I.,
to .POCL, was included in the Sec:'retary of State's 
proposal. 

Traapa ct malt EQ " Sttmat ° 

Ira) It was noted that, apart hum termination, this w s the 
least beneficial option for Counters' strategy, 

However, it did provide for aatomation, it accelerated 
Network 

Banking requirements, that there was no 
migration to a Smart Card and that f.Iovernrrment 
G,. teWay was much harder. As it was the only option 
C e csrnment were prepared to support, there was 
meet in taking time to eeva.i.uate it farther. 

I .1., f'a talrirty smacl ILnlaatrmaralrr .

(xii) Despite the uncertainty and the difficulties caused by 
Governments ,ntransivence, relations with ICL and 
POCL were professional and satisfiactory. There were 
some concerns about their ability to deliver, which 
would he addressed in the next 3 months should the 
Board decide to proceed to sign the draft binding 
heads of agreement. . . 

bite Pa Ser 

(xi ii) It was an absolute l.rata essential requirement of the Board 
that any Horizon proposals should not impact on the 
Landing and other aspects of the White paper. 

(xrv) The Chairman, with the agreement of the Board, therm 
outlined the two alternatives to be considered : 
l . Refuse to sign as there is insufficient information at 

this time, and the evidence available suggests that 
the oronos:al rs not necessarily in the best 

Personal Confidential.& 
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After considerable discussion, the Board were 
unanimous i.n empowering,, the Chairman to speak with 
the Sect"(tiiiy of State and to coif liiTi tri writing the 
followin : 

based on the information currently= available to the
Board, and b :3i.ri.img in mini its fiduciar ' € 

reslic i il,il.ties option B is likely to lead to a 
deteritiratiuii in the iii-iatii ial position € fThe post 
Office, and is not the best use of shareholder hinds 

F ~ 

li+wewci, the Government had made it clear that it 
h liew<°ed it is the hest w ay forw.wsrrd and l`he Post 
Office did have the opportunity of the next three 
iS'i€.friths to fully understand the proposal and see if it 
can he made workable. 
in the light of this, the Board would be prepared to 
sign the Heads of Agreement to meet the deadline 
on the following conditions: 
while The Post. Office will work positively to create 
a success of the option, if the three months show 
this, is not possible, or the performance of ICL 
causes further doubt about their ability to complete 
their part of the deal, then the £15Or cancellation 
payment should be treated by Government in the 
same wav as the £480m 

t> in the case of both figures appropriate profit target 
and FF1. reductions would be made and payment is 
made in a way that POCL ensures remains solvent 
and able to pay its creditors as they fall due. 

0 that none cfthe figures mentioned in the Sccretai-y' 
o:f State's letter will in any way affect the 
proposals, including funding for acquisitions so far 
put forward in the Government approach to the 
White Paper 

0 that because P'OCU is largely exempt from VAT, 
Government will ensure that the VAT of lects on 
the payments to lCf., are neutral to The Post office_ 

"l'he Board also registered its deep concern about the 
way in w5 hiclh, this issue has been handled and about the 
rdati.cnshil between the Secretary of State and the
Board. It therefore ieCliiired an urgent rreeting 
bets cen "l. he t.1hlan roan the non-executives and the 
Secretary of State. 

t"he Board yi reed that subject to a satisfactory° 
response to the issues listed ahoa'e, that. a Committee 

of any three of the Boaird, including the Chairman and 
` 

H
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the CEO and one other, should be empowered to
f' 

£ . N F Fagree that St , r ,weetr€ an sign the drafi heads €~t £ 3

,green erat 

x r) V4dr is i,:. ESC. EBL t O 04£., 10004.0 21~E»L, r3xa„«, UaL kAlaad MdO 
fully rc iewed the pros.:ess, the facts and the discussion 
with I) John Lloyd who also had received all briefing 
papers. Dr Lloyd wishes to record that he is in fast: 
a gr eern . at 2 rt la €.ar h and e~ eryy aspect of the 
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,,rs lzr~ra;4r and ow completely in the decision of thy; a  €,r 
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