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BA/POOL : . ICL OFFER OF 13 MAY 1999 

Srtfarrrmnry The price ofICL's offer is consider~abh higher than we assumed in our modelling of B3, with the payments very heavily f ♦ont-loaded~ The NPr of the offer is sigi-1 fmcantly worse than termination. In addition, we are concerned at some contractual issues. We have prepared a counter offer  which would involve scaling back the 1ilPV for ICL, transferring risk back to ICL and introducing more conditionality to allow further scrutiny of the contracts. 

The offer 

The Offer from ICL takes the form•of a draft letter for a Government Minister to send to them, enclosing documentation of what the deal means in contractual terms by reference to the earlier contracts for the benefit payment card and the heads of agreement for B1, Signing the letter•as it stands would represent an unconditional commitment. 

Is the deal Nvorth doings 

2. If Ministers do this deal, their decision will be scrutinised very carefully by outside eontmentators and by the NAO. The key questions that Ministers need to consider are: does it make commercial sense for FOOL? Is the contract 
satisfactory? And is the price reasonable? 
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5. ICL are insisting that this contract, involving the commitment of many hundreds of ,, it ir,a~.,f 'VP—v-ears.ahead..lbe s' .within 24 hours of having 
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6. There are a number of contractual issues which in any case are not 
satisfactory.- ICL have attempted to shift a number of risks from them back onto the public sector, for example, under this proposal, payments for the hardware would not be dependent on it performing satisfactorily, We will need to ensure that any counter offer (see recommendation below) addresses these points. 

Is the or°ice reasonable`> LL

• 7. There are two ways to consider the price: 

how it compares with what we regarded as a reasonable price for B3 in ouut modelling; 

how it compares with the termination option. 
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2 pared `vith termination 

10. ® Compared to termination, the offer again looks poor value for money. 
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Vsu •I 

a £270 million improvement in the NPV for the public sector, This could be justified in terms of the extra profit ICL are now demanding; and/or on • the grounds that the 
public sector would be bearing additional risk under this offer. It can also be justified in terms of making the deal better than at least the more costly form of termination: 

reproliling of the cash flow, so as to spread it more evenly over the life of the contract; 

- greater conditionality, to allow change in the light of further scrutiny; 
transferring risk back to ICL. 

19® Viewed against the Prime Minister's requirements (Jeremy Heywood's letter of 11 May)-seeannex B; 

- 

accepting 

tl1e offer would avoid a row with-the sub-postmaster lobby, avoid putting ICL's future in jeopardy, but we do not believe it offers value 
for money so would be hard to defend with the PAC; 
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deciding that, as a matter of policy, they were not prepared to start a move to
ACT' efore 2003. 
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*assumes public sector has to pay ICL -£ISOm. 
**as modelled previously i.e. assuming ICL bear a -£l 26m NPV loss 
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Annex B 
Conditions in. Jeremy Hevwood's letter of 11 May 

"Any solution should meet three key political requirenments: 

- we did not want a 
huge political row, with the Post Office or the sub-postmasters' lobby claiming that the entire rural network had been 

put in danger by the 
Crovenumnt; 

we should not put ICL's whole future at risk; 

• it would be important to ensure that the Government had a fully defensible 
position vis a vis the PAC." 


