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The Parties' Positions 
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13. It is clear that, unless the relevant key issues are assured by Government this 
option, as it now stands, fails the Chairman's tests of commercial 
acceptability to us. 
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It is very difficult to be firm about these, given the lack of complete 
understanding we have been given, the softness of the castings, the absence 
of revenue streams, and the range of the risks. 
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Summary 

. The Board is invited to: 
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IN STRICTEST CONFIDENCE 

I Original aims of Option B from Ministers 

II Chairman's letter of 18 May 1999 to Secretary of State outlining current Post 
Office Position on options 

III Financial analysis of comparison of options 

IV Counsel's opinion and draft DTI wording of the direction 
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IN STRICTEST CONFIDENCE 

ANNEX 

Original `Option B' aims agreed by Ministers. 

A commercial arrangement between ICL and POCL, backed by DSSIBA that would 

• enable electronic payments of benefits at Post Offices using a smartcard; 
9 involve mass conversion of order book holders, to this method; 
• build a system capable of developing other new services and, in line with HMT's drivers, 

should be cost effective for the public sector as a whole; 
4 should not destabilise Option A (Horizon with the benefit card), or prejudice termination 

rights against ICL 
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Termination of the contracts and an honou g of commitments to automate post 

offices produce a similar ar• set of direct and indirect consequences for The Post Office. 

Again we would need very significant funding similar 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 Option A, as matters stand, 

termination does not meet my commercial tests. 

In addition as I said to you at our meeting on 6 May, ive must also consider in the 

event of tenninatiorn 

impact of litigation including who holds the ring; 

co unication; -
honouring both Government's and our commitment to automating the Counters 

network; 
the approach to be taken to subposfrnasters. 

I hope this letter gives you a very clear statement of where The Post Office stands. 

GRO 
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Annex i 
These numbers are indicative and will need to be revised in the light of final agreements 

Financial Summary 

In NPV terms the current options have the following NPVs when compared to Option A 
(including POCL's latest view of Network Banking and Government Gateway): 

Absolute NPV (at 12%) 
(Outturn) 

£rn £ 
Option B3 as at 17 May 1999: (2,485) (1,112) worse than A 
Option B3 as at 20 May 1999: (2,516) (1,139) worse than A 

Option C termination (first cut): 
• automation 

(ACT 01/02 to 02/03): (2,698) (1,153) worse than A 
• automation 

(ACT 03/04 to 04105): • (2,102) ( 849) worse than A 

Other options yet to be evaluated fully would include understanding the impact of not 
automating post office at all (with different ACT timescales). Early scoping of these would 
suggest that such options, none of which are better than A, are an improvement on the above. 
However, there is still a great deal of uncertainty around the impact that such a plan would 
have on both income and footfall, and hence network size and shape. 

NB: These numbers are indicative only and can be used for comparative purposes only. 

A revised view of Annex B to the Chairmans letter which explains the income and cash 
funding requirements POCL would need based upon our best understanding of s latest 
offer to ICL of 20 May 1999 follows: 
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P&L AND FUNDING REQUIREMENTS 
P&L: POCL require the following additional income stream: 

Year 99/0Q 00/Ol 01/02 02/03 Q3/04 04/05 QS/06 06/07 07/08 08109 09/10 
®riginal G6 21 131 9 128 382 530 412 2 g 1 159 163 

Amended, j`ollowing reconciliation to KPMG model: 
Revised: 89 68 177 140 13G 219 557 589 260 147 162 

View based on latest Treasury "offer" (2O May 99) 
Revised: 121 68 177 140 136 219 SS7 S89 260 147 162 

Caslifow: Additional to the above (and excluding interest), POCL require the following funding from Government: 

Year 99/00 00/01 tB1/(B2 02/03 03/04 04/05 051Q6 QG/07 07/08 08/09 09/10 

Original 101 244 

znendedfol/oa~Pirtd reconcillat/on to KP G model: 
Revised: S6 217 s 

View based on latest Treasury "offer" (20 May 99) 
Revised: 56 217 5 

The repayment profile of such funding (net of interest) will be as follows: 

year,  
l 

99/00 00/01 01/02 02/03 03/04 04/OS 05106 06107 /08 08109 09/1.0 
Origina G1 f2 65 66 56 20 07

Amended following reconciliation to I{P.I2G xrrodel: 
Revise~lm 59 60 60 15 21 0 36 27 0 

View based on latest Treasury "offer" (20 May 99) 
Revised: 59 60 60 15 21 Q 36 27ET0 
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1. These income and cashflows represent the necessary payments and funding required by 
POCL to return it to the same position as under option A. 

2. Main amendments included: 
• changed replacement assumptions, 
• ICL prices already outturned, 
• latest assumptions on volume. 

3. To be consistent with KPMG we have included an additional year. 
4. These numbers exclude risks. 
5. Possible accounting consequences: 

• POCL would need to capitalise some £480m (plus irrecoverable VAT), 
• assuming no impairment of assets and without funding, POCL would have a 

deficiency in assets in the financial year 2004-5, 
• under FRS I I and without funding, POCL would need to write down the assets to 

a value on which the return was acceptable. Given no return this would mean that 
we would write them down to zero. In addition, there could be an argument that 
all the business assets are permanently impaired and the remaining POCL assets 
should be written down as well. In this case, POOL could have a deficiency of 
assets within months of the new contract. If POCL's property assets have a 
market value independent of POOL business, then this could delay deficiency for 
up to two years. 
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John Roberts, CBE, o e 't.. e CA991410103 
The Post Office, r,.w e. •Kr.. 
148 Old Street, ~ re*  auae JRT 
London EC1V 1HQ. 

Wr<rS uLKKI wK 0171 710 3162 

21st May, 1999 

Dear John, 

Horizon 

Catherine and I have been for a consultation with James Goudie QC on the 

question of whether a direction under Section 11 of the Post Office Act in the form of 

DTI Solicitor's draft would be valid. 

His advice was unequivocal. Any direction under Section 11 has to be of a 

general character. The direction to conclude a particular agreement is of a specific and 

nor a general character. Furthermore, Counsel could not conceive of any alternative 

way of wording the direction which would make it general. 

Any direction to sign the agreement would therefore be invalid. The Secretary 

of State's decision to issue the direction would be susceptible to judicial review 

proceedings. In addition, the Post Office would be open to challenge as a public body 

for taking into account a factor (i.e. the invalid direction) which it should not have 

taken into account in reaching a decision which it would not have reached but for that 

factor. 

Lack of generality was the main factor making the direction invalid. There were 

also other concerns, such as the fact that the Secretary of State would need to have 

reasonable grounds for concluding that there was a defect in the general plans or 

arrangements of the Post Office for exercising any of its powers. In addition, the 

direction would have to be designed to remedy that defect. 
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%'t TI 



POL00039916 
POL00039916 

SLAUGHTER AtNO MAY 

John Roberts, CBE, 2 218 May. 19,°19 

We will supply an approved written note of Counsel's advice in due course. 

Yours sincerely, 

GRO 
J.R. Triggs 

In
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May 1999 Secretaries of State 


