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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon John Gummer MP

Secretary of State for the Environment

2 Marsham Street

LONDON

SW1P 3EB 23 june 1993
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PRIVATISATIbN OF PSA BUILDING MANAGEMENT

I have seen a copy of your minute to the Prime Minister of
18 June.

I welcome the prospect of being able to sell the five BM
businesses to reputable purchasers on terms preferable to closure,
and I agree that we should seek to move rapidly to exchange of
contracts as soon as we decide the preferred purchaser for each
business.

I am also content that decisions on the preferred purchaser for
each business should be taken by DOE, MOD and Treasury Ministers.

I am copying this letter to the Prime Minister, to other members
of Cabinet, and to Sir Robin Butler.

STEPHEN DORRELL
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Prime Minister

PRIVATISATION OF PSA BUILDING MANAGEMENT

Following your agreement, the five PSA Building Management (BM)
businesses were offered for sale on 26 January. A number of
indicative offers were received, and between three and four
serious bidders were shortlisted for each business. Some bidders
were shortlisted for two businesses.

Final offers were received on 1 June; since then my officials
have been clarifying aspects of the bids with bidders.

There appears to be a good prospect of selling the five
businesses to reputable purchasers on terms preferable to
closure. It would be advantageous to move quickly to exchange of

After exchange of contracts staff in each business will choose
whether or not to transfer to the privatised business before the
sales are completed. This brocess will take about two months; it
is possible though unlikely that some sales might not proceed
because insufficient staff choose to transfer.

There will inevitably be some publicity associated with the
exchanges of contracts, which will need to be announced. However
most of the sales should attract positive considerations
(although the Government will retain a substantial share of
contingent redundancy liabilities); none will involve negative
considerations of the size of that for Psa Projects, which
attracted largely misplaced criticism when sold late last year.

The European Commission have indicated that they are content with
the conduct of the sales, subject to confirming the actual terms
of each deal in due course.

I shall assume, if I do not hear by 28 June, that neither

YOu nor colleagues have any objection to proceeding to exchanges
of contracts as soon as we are ready to do so. Because I foresee

I am copying this minute to members of the Cabinet and Sir Robin

Butler.
4 =
A
{/ JOHN GUMMER
(approved by the Secretd&} of State and signed in his absence)

18 June 1993
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PRIVATISATION OF PSA BUILDING MANAGEMENT ‘

Thank you for your letter of 22 January about staff aspects for
the proposed sale of the BM Businesses.

There is no difficulty in agreeing that the proposed pension
scheme and Astra clause should be neither formal nor informal
requirements of the sale.

We have however to be realistic and not to mislead bidders. The
fact is that we are very unlikely to shortlist a bidder who does
not offer a proposed pension scheme and the Astra clause. The
chances of a bidder having an alternative pension scheme that is
comparable to the one proposed and of then being able to persuade
the Unions of this are small. And a bidder not prepared to offer
the Astra clause would provoke such anxiety and suspicion among
staff that we would have to assume a very poor response indeed
to staff choice. As the return from the sale, possibly the
viability of sale at all in some cases, depends on a reasonable
number of staff being prepared to transfer with the business on
sale, failure to offer the Astra clause must severely prejudice
a bidder's chance of being selected. We should make this clear
to bidders. )

The line you suggest we take with staff would also severely
prejudice our efforts to reduce staff anxieties and produce the
climate more conducive to staff willingness to transfer on sale.
If we are to have any chance of getting full value from these
sales we need to tell staff at the outset that bidders will be
advised of the importance in the selection of bidders of offering
both the proposed pension scheme and the Astra clause. We can
of course emphasize to staff and bidders that these features are
not government requirements but simply a realistic assessment of
what is needed to reassure staff in the wake of what was agreed
by Tarmac in the Projects sale.
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I hope therefore that you can agree to my making what I consider
to be the realistic position clear to both staff and bidders.
Under it bidders would still be free to put in bids on an
alternative basis but they would be under no illusions as to the
likely staff reaction, impact on staff choice and therefore on
our assessment of the attractiveness of their offer. It is
certainly the position that our advisers have strongly
recommended they should take with bidders and which the
management of the businesses feel reflects the stance that staff
will take on staff choice.

If you still have reservations about what I am proposing,
perhaps we could have a word rather than continuing this
correspondence.

I am copying this letter to the Prin/yig;ster, members of the
Cabinet and to Sir Robin Butler.

Y
\ J/c

JOHN REDWOOD

Stephen Dorrell Esq MP
Financial Secretary
Treasury
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Treasury Chambers, Partiament Sireer, SW1p 3AG
John Redwood Esq MP

Minister for Local Government and Inner Cities
Department of the Environment

2 Marsham Street

LONDON SW1P 3EB
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PRIVATISATION OF PSA BUILDING MANAG]

ot Sor?
Thank you for your leptér of

21 January about staff aspects of the
Proposed sale of the BM Businesses.

22 January 1993

I am grateful to you for accepting that the
scheme and the Astra clause should not be fo
the sale. However, for the Same reasons,
also that they are not allowed to become i

bProposed pension

rmal requirements of
I think it is important
nformal requirements.

On the pension scheme, I am, as 1 said, content for advisers to
offer guidance to potential bidders, but advisers should not go so
far as to suggest that a bidder would not be short-listed unless
they adopt the Proposed pension arrangements.

Likewise, I have no objection to the
of the Astra clause to short-listed bidders indicating that these
assurances were given by Tarmac to the former psa employees who
joined them from psa Projects, but again it should be made clear
this is not a condition of the sale

- The preferred purchaser may,
Or may not, be a bidder who has decided on the Astra clause.

advisers Circulating a draft

For these reasons, I could not agree to your telling staff that
the vendor unit will do all it can with its

Proposed pension scheme and

€ proposed pension scheme and the
Astra clause reassuring, and t
as soon as it be
offering them.

On secondment arrangements, I accept that the bidder will be
constrained by the need to Secure adequate continuity of service
to clients, but I would ask You to accept that some bidders will
be able to meet this Tequirement by redeploying their own staff.
This should not be precluded

v
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I am copying this letter to the Prime Minister, members of &
Cabinet and to Sir Robin Butler.

/'\

U

STEPHEN DORRELL
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Treasury Chambers, Parfiament Street, SWIP 3AG

The Rt Hon Michael Howard QC MP

Secretary of State for the Environment

2 Marsham Street

LONDON

SW1P 3EB 22 January 1993
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PRIVATISATION OF PSA BUILDING MANAGEMENT

Thank you for your letters of 22 December and 15 January in which
you seek agreement to launching the sale of the five PSA Building
Management businesses.

I am aware that the state of readiness of some of the businesses
is less than ideal and that rapid solutions to their particular
difficulties are not available. However I am satisfied that the
balance of advantage, though narrow, lies with your proposal to
proceed with all of the sales at the earliest practicable date of
26 January. I agree that every effort should be made between now
and the beginning of "due diligence" to maximise the prospect that
all the businesses will be sold at an acceptable consideration.
Your letter notes that I have been in discussion with John Redwood
on certain staff-related aspects and I await John's reply to my
letter of 15 JanuaryX I am pleased to note that the uncertainties
referred to in Malcolm Rifkind's letter of 5 January have now been
resolved.

In conclusion I am content for the launch of the sale of the five
PSA BM Businesses to take place on that date.

I am copying this letter to the Prime Minister, members of the
Cabinet and Sir Robin Butler.

gir

STEPHEN DORRELL
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Department of the Environment
2 Marsham Street
London SW1P 3EB

Minister for Local Government Telephone 071-276 3000
and Inner Cities
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PRIVATISATION OF PSA BUILDING MANAGEMENT

Thank you for your letter of 15 January about staff aspects of
the proposed sale of the BM businesses.

I am grateful for your agreement to my proposals on staff choice
and on secondment. On the latter it will be for the purchaser to
decide how many secondees to take and for how long but the
purchaser will be constrained by the need to secure adeguate
continuity of service to clients. Unless the purchaser is
particularly successful in persuading staff to transfer there is
therefore almost certain to be a need for some secondments if
only for a transitional period.

I am however disappointed by your response on my proposals on
pensions and the so called Astra clause. As I explained in my
earlier letter, it is potentially misleading to imply to bidders
that they have much discretion over the pension arrangements to
be provided to staff if they wish to be shortlisted. However I
accept the proposed pension scheme does not need to be made a
formal requirement of the sale if the advisers can make clear to
bidders the likely impact on staff willingness to transfer and
therefore on the likelihood of being the successful bidder if the
proposed pension scheme is not offered. Similarly it is not
essential for the Astra clause to be included in the draft
employee letter proposed by the government if the advisers can
indicate the importance attached to it by staff and therefore the
adverse impact of its omission on a bidder's chances of a
successful bid.

What is important if we are to maximise the potential return to
the taxpayer from the sale of these businesses is to ensure that
as many staff as possible decide to transfer with businesses
rather than opt for redundancy. To do this we need to start the
process of reassuring and persuading staff now rather than go
through the run up to exchange with staff uncertain and fearful
about whether their pension and severance entitlements will be
adequately secured in the sale. Arguing that staff dismissed for
refusal to accept inferior severance terms would have a claim for
unfair dismissal will do nothing to win hearts and minds.
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In the first place staff can correctly point out that the
purchaser may be able to argue if he runs into financial problems
that severance entitlements need to be reduced for economic
reasons and that the dismissals for failure to accept the changed
terms are not therefore unfair. This is what Astra did
successfully as I understand it. (Staff are not convinced by the
argument that the sort of financially robust purchaser the
government is committed to securing would not be able to run the
'Astra' defence to unfair dismissal claims successfully as this
depends on government's judgement of the viability of the
purchaser. )

Secondly even if unfair dismissal were established the maximum
compensation falls far short of many staff severance entitlements
and reinstatement cannot be guaranteed. The discrepancy between
the levels of compensation available and average size of
severance entitlement (£47,000 on average for a P&T staff
member) distinguishes this case from the typical private sector
case arguably adequately covered by general employment law.

Therefore I can accept that neither the proposed pension scheme
nor the Astra clause be made formal conditions of sale if the
advisers can make the position clear to bidders in the way you
propose. As we need to maximise the likelihood of staff agreeing
to transfer with the businesses on sale, which in turn should
maximise the return to the taxpayer, I need to make it clear to
staff that the vendor unit will do all it can, with its advisers,
to get the proposed pension scheme and Astra clause accepted by
bidders.

I am copying this letter to the Prime Minister, members of the

Cabinet and to Sir Robin Butlerx.

e ever

DWOOD

- Stephen Dorrell Esg MP
Financial Secretary to The Treasury
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< Prime Minister, members of the

COMMERCIAL AND POLICY IN CONFIDENCE

misrepresenting the value of the workload on offer. My officials
are, as you say, attempting urgently to finalise the programme but
it is too soon to judge whether this can be resolved to the
satisfaction of both MOD and PSA within the next week or so to meet
an end of January deadline. My officials will keep closely in touch
with yours with the aim of reaching agreement as soon as possible on
the content and value of the forward programme and hence the
earliest possible date for sale.

I am copying this letter to the Prime Minister and members of
the Cabinet, and to Sir Robin Butler.

W
/ o B ey

Malcolm Rifkind

COMMERCIAL AND POLICY IN CONFIDENCE
2
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary

20 January 1993

Motered s

PRIVATISATION OF PSA BUILDING MANAGEMENT

The Prime Minister was
22 December.
this.

grateful for your Secretary of State’s minute of
He has seen the subsequent exchanges of correspondence on

The Prime Minister is content that the five PSA Building Management

businesses should be offered for sale straight away, and that the sales should be
launched on 26 January.

I am sending ccpies of this letter to the Private Secretaries to all members
of the Cabinet and to Melanie Leech (Cabinet Office).

(MRS. MARY FRANCIS)

Alan Riddell, Esq.
Department of the Environment

POLICY IN CONFIDENCE
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PRIME MINISTER

PRIVATISATION OF PSA BUILDING MANAGEMENT

Mr Howard proposes that the five PSA Building Management businesses should
all be offered for sale straight away. The sales would be launched on
26 January. The alternative would be to hold two of the businesses back,

because they are not in as good a state as the rest. Mr Howard concludes,

however, that waiting 6 months would not materially improve them, and would

be damaging to the privatisation as a whole. Treasury agree.

MOD are less confident that the businesses are ready for sale, and

Mr Rifkind may argue for delay.

David Poole and I recommend that you should support a quick sale of all five
businesses. We do not believe that, in the present business climate, a six month

delay will help. The professional advisers support this.

i

Confent for all/five sales to be launched on 26 January?

e

MARY FRANCIS

18 January 1993
economic\psa.kw

POLICY IN CONFIDENCE
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Treasury Chambers, Parfiament Sireet, SWIP 3AG

John Redwood Esq MP

Minister for Local Government and Inner Cities
Department of the Environment

2 Marsham Street

LONDON —
SW1P 3EB l:;January 1993
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PRIVATISATION OF PSA BUILDING MANAGEMENT

Thank you for your letter of 22 December about some staff issues

in connection with the bPreparations for sale of the five PSA(BM)
businesses.

I accept that BM staff should have the same right as Projects

staff to choose whether to transfer with the business to the
private sector.

I can also agree to your proposal to make maintenance of existing
terms and conditions of staff employment at the time of sale a
condition of offers to tender.

Likewise, I accept that the Project Secondment arrangements should
be imposed as a condition of BM sale, provided that the potential
purchaser is not constrained in any way about the number of
secondees which he offers to take (including, if he so chooses,
taking no secondees at all).

However, I have some difficulty with your other proposals. I do
not believe that the Government should impose requirements on
bidders relating to pensions or the "Astra" clause.

In my view, insisting on the pension scheme as a formal
requirement would not meet our need for giving bidders maximum
discretion and would create an awkward precedent for other
Privatisations. It would be perfectly acceptable, of course, for
the advisers to offer guidance to potential bidders, highlighting

Likewise, for the Government to Propose a draft "approved form"
employee letter assuming the adoption of the Astra clause would

POLICY IN CONFIDENCE
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is

imply greater Government support ﬁgr tgﬁlﬁszigaiéa¥2: :han
desirable, with all the dangers this w : X
read-acro;s to other privatisations and wider poilcyem Lomant
considerations. The Astra clause goes further i anl og e
law, which the Government v;ews as the corﬁ:ggr iz: e

mployers in all other circumstances. . 2
Eﬁeerggh{ to agree changes in redundancy entltlemgnti,rasgéaii
dismissed for refusing to agree, would have a claim fo

dismissal.

j i the advisers
ould not, however, have any objection to !
éi:cﬁlating’a draft éf the Astra clause.to short listed btggers
indicating that these assurances were %lvenpgg g:zg:gtzo B et
former PSA employees, who joined them. rom ts, i
i t a condition of the
in it should be made clear that.thls is no : O
:gie. In truth it is a material piece of 1n§or@at10n for bidders
considering how to deal with the staff of this intended
acquisition.

Finally, I look forward to receiving your detailed proposals for
the timing of the five sales.

I am copying this letter to the Prime Minister and members of the
Cabinet and to Sir Robin Butler.

Al %
LTS Jdce
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071-276 3000

My ref
vH/P$0/606/93
The Rt Hon Norman Lamont Mp R
Chancellor of the Exchequer
HM Treasury
Parliament Street

LONDON SW1 [ 5 January 1993

PRIVATISATION OF PSA BUILDING MANAGEMENT

I minuted the Prime Minister on the timing of the offers for sale
of the five PSA Building Management businesses on 22 December.

Since then I have received further advice from the reporting
accountants and my financial advisers on the readiness of the
businesses for sale. In addition Malcolm Rifkind wrote on 5
January about the possible effects of uncertainties over the
future of MoD bases.

In the light of brogress and further advice since 22 December
I propose that the sales should be launched on 26 January.

The prospects for sale of at least most of the BM businesses
appear reasonably good. All have substantial contractually
committed workload which should be attractive in the current

climate. However two of them have experienced more difficulty
than the others in developing their financial information
systems, and there is some risk that these businesses will not
be as ready as I would wish for purchasers™ due diligence gence.

I have considered the case for delaying the sales until there can
be more confidence in the businesses' readiness. To have a
noticeable effect, my advisers now believe that the delay would
need to be of the order of six months. However “the risks
associated with such a delay would be considerable. Momentum and
morale - and possibly key management - would be lost. There

would be a perception that the sales were in difficulty, and
purchasers might be put off as a result.

I understand that officials now expect to be able to clarify the
uncertainties referred to in Malcolm's letter in time to issue
the Information Memoranda on 26 January. I am grateful for the
MoD's cooperation in solving these potential difficulties.

PRI W TR SRS




c

COMMERCIAL AND POLICY IN CONFIDENCE M

&

MINISTRY OF DEFENCE
WHITEHALL LONDON SW1A 2HB

Teie

POLICY AND MANAGEMENT IN CONFIDENCE

one 071-2182111/2/3

No option is risk-free. But I believe that the balancelgf riﬁg
and advantage point to launching the offers this mor;;h % e
making every effort over the next few weeks to ensureilia o
businesses are prepared as well as they can be for due d gel .

SECRETARY OF STATE

MO 10J
Stephen Dorrell and John Redwood are discussing details of tg:
offers relating to staff; the outstanding issues will need tghi
resolved quickly in time for offers this month, but I hope s
will not be a problem.

» January 1993
In conclusion, and subject to the Prime Minister's and other

k your
colleagues' views on my minute of 22 December, I see
agreement, and Malcolm Rifkind's, to launching the BM sales on
26 January. To allow the logistical arrangements to be put in
place I would be grateful for replies by no later than 21
January.

\
\
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I am copying this letter to the Prime Minister, Malcolm Rifkind \,i21.f | L \¢
and Sir Robin Butler. -

PRIVATISATION OF PSA BUILDING MANAGEMENT

I have seen your minute of 22 December to the Prime Minister
seeking agreement in principle to offering the five BM businesses
for sale early in 1993, posesibl

as soen as the end of this month.

I am grateful to note that you intend to seek my agreement to
the timing of the sale. Although I remain of the view that the
MICHAEL HOWARD I

| transfer of PSA BM to the pPrivate sector through sale as five
(Wtﬂk,&u{b}vgk&? separate business is in the MOD’s best interests in more rapidly
fyy e | cela e ') v introducing commercial methods of operation and increasing

competition in this sector, I would not yet wish to be committed to

launching the sale as early as the end of January.

Good progress has been made in turning the forward workload
into contracts of up to § years duration with each business but this
has inevitably been complex.

There are a large number of changes in
hand or in

prospect in the deployment of the Services and MOD
civilians, involving base closures and relocation.
businesses are offered for sale,
these have
that we do

Before the BM

it is essential to ensure that

been properly reflected in the forward work programme and
not, therefore, lay ourselves open to claims of

The Rt Hon Michael Howard QC MP
Secretary of State for the Environment

COMMERCIAL AND POLICY IN CONFIDENCE
i
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misrepresenting the value of the workload on offer.
are, as you say,

My officials
attempting urgently to finalise the programme but
it is too soon to judge whether this can be resolved to the
satisfaction of both MOp and PSA within the next week or S0 to meet
an end of January deadline.

My officials will keep closely in touch
with yours with the aim of reaching agreement as soon as possible on
the content and value of the forward programme and hence the
earliest possible date for sale.

I am copying this letter to the Prime Minister and members of
the Cabinet, and to sSir Robin Butler.

Malcolm Rifkind

COMMERCIAL AND POLICY IN CONFIDENCE
2
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PRIME MINISTER

PRIVATISATION OF PSA BUILDING MANAGEMENT

1. This minute seeks your agreement in principle to launching
trade sales of the five PSA Building Management (BM) businesses

in the New Year.

2. The sale of PSA. Projects was successfully completed at the
beginning of the month, albeit with some largely misconceived
media and Opposition criticism of the negative consideration and
the way the sale was handled. The sale was less financially
advantageous to the Exchequer than I had hoped, as a result of
the disappointingly small number of staff choosing to transfer

into the privatised business.

3. John Redwood and Stephen Dorrell are exploring ways of
reducing the risks for the BM sales arising from the commitment
to PSA Services staff given before and after the election that
they will be able to choose whether to transfer. Removing staff
choice is not an option; without it sufficient staff commitment
to commercialisation of the businesses and the preparations for

privatisation would be unachievable.

4. There are two main factors affecting our ability to launch the
BM offers for sale: the quality of financial information on the
businesses and knowledge of the Ministry of Defence's future

workload.

5. It would not normally be prudent to launch trade sales without
being able to describe the businesses adequately and without

confidence that they would be able to withstand purchasers' 'due
diligence'. Considerable progress has been made in this area,

and it is likely that at least three of the five businesses will




n S

be ready to be offered for sale in January. However it is not
clear in the case of one and perhaps two of the businesses
whether they are yet in this state.

6. I propose to review the position again in January in the light
of further advice from my reporting accountants and financial
advisers. The most likely conclusions point to a simultaneous
launch of all five businesses within the first quarter of 1993,
although other possibilities such as offering one business at a
later date cannot be wholly ruled out.

7. Offering the businesses at different times would be difficult
to manage and might put the later sale(s) at substantial extra
risk. On the other hand if the launch of all five were delayed
beyond March we would risk significant damage to external
perceptions of the sales as well as to the businesses' morale.
The additional costs of the preparations for sale would also be

material.
8. I therefore expect, subject to review in January, that

quarter of 1993 - and perhaps as soon as late January - will be
the preferred course. The risks and benefits of the options will

be considered further with advisers; no option will be risk-free.

9. The other matter needing resolution before the offers can
proceed is the contracted workload with MoD, which currently
comprises three-quarters of the businesses' workload. Contracts
of up to five years have largely been agreed with MoD in line
with Ministers' agreement in the summer. However I understand
that there are some outstanding queries and problems to be
resolved stemming from the complexities and the implications of
'Options for Change' which may result in some changes to these
contracts. Officials are looking urgently into how to avoid
changes which will materially affect the business plans and
financial projections and consequently result in delaying the

offers.

10. In conclusion I seek your agreement in principle to offering
the five BM businesses for sale in the first quarter of 1993, if
possible as early as late January, and propose that I should
agree the detailed timing with Norman Lamont and Malcolm Rifkind




hn 0L

in the light of advisers' views on readiness. My office will of
course liaise with yours on the details and timing of

announcements.

11. I am copying this minute to members of the Cabinet and Sir
Robin Butler.

Az% Plvs

M H
7 2 December 1992
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Department of the Environment
2 Marsham Street
London SW1P 3EB

Minigter tor Logal Government Telephone O71-276 3000

and Innor Clles
2 December 1892
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Dear Sir

The articles written by Mr Hencke on the szle of PSA Projects
which appeared in the Guardian on 1 and 2 December contain gross
inaccuracies and unpleasant invendos.

My officials and financial advisers tock all necessary steps to
ensure that the sale by open competition was properly and fairly
conducted, ensuring that the best value available in the market
place was secured for the taxpayer. 1 did not request that any
particular company be invited to bid and I did not in any way try
to influence the bidding process or the ranking of bids.

s
The full cost subject to the final results 27 rging under the
terms of the contract of the sale was diseiesed to Parliament on
25 November in a written answer to a question from David Evans.
he article in yesterday's Guardian in an attempt to impinge my
integrity, my officials' integrity and the integrity of the
bidding process jtg_pcres the details set out in that statement.
In particular,) te/ article linked the sale process with
discussions between MOD and Tarmgc over costs relating to Trident
construction project$} (ché"s;e dTscussions were kept separate from
negotiations over the price for PSA Projects. Any contractor or
consultant buying PSA was likely to have other contractual
relationships with government, and none were given any indication
that claims or other disputes would be treated differently if
they bought PSA. The contracts referred to in the article then
were deliberately excluded from the sale to aveid any conflict
of interest!

I find it quite extraordinary that your paper should allege that
independent civil servants should wish to favour cne company over
another because it had given to Conservative party funds. CK see
no reason why they should and know that they did notD

I did not sanction meetings betwean officials and leading
construction companies to persuade them to take over the PSA.
1 am advised that guite properly officials did wmeet Tarmac over
dinner once it had been dacided to proceed to final contract with
Parmac, and once the other bidders had been notified of this.
This is, I assume, the dinner you mention in the last psragraph
of your article of 2 December.

I4
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The National Audit Office has not yet decided whether it will
conduct an investigation into the sale of PSA Projects although
it d1s wusual for investigations into privatisation to be
undertaken by them. I would very much welcome an investigation
to give the lie to the false and misleading allegations in the
Guardian articles.

Yours faithfully

JOHN REDWOOD

The Editor
The Guardian
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10 DOWNING STREET

From the Private Secretary

28 September 1992

ear Adas,

PSA PROJECTS PRIVATISATION

The Prime Minister was grateful for the minute of
22 September from the Secretary of State for the Environment, and
is content for the proposed sale to Tarmac to proceed, on the
terms outlined.

I am copying this letter to all members of the Cabinet and
to Melanie Leech (Cabinet Office).

oy

BoAd bertss -

Alan Riddell, Esq.,
Department of the Environment.

POLICY AND COMMERCIAL IN CONFIDENCE - NO COPIES TO BE TAKEN
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DEPARTMENT OF NATIONAL HERITAGE
Horse Guards Road, London SW1P 3AL

From Hayden Phillips CB, Permanent Secretary

POLICY AND COMMERCIAL IN CONFIDENCE

Sir Geoffrey Chipperfield KCB
Chief Executive and Chairman
of PSA Board

Department of the Environment
2 Marsham Street

LONDON SW1P 3EB

25 September 1992

.w N‘ L
; iy ¥

PSA PROJECTS PRIVATISATION W

As you know, this department wasyégéteful to your Secretary of
State for copying to us your mihute to the Prime Minister of
22 September reporting on the proposed selection of a preferred
purchaser for PSA Projects. our interest in this is, as you
know, almost entirely related to the British Library's St Pancras
Project, on which PSA are the project managers.

The St Pancras project is, I believe, the largest civil
construction project wundertaken in the public sector this
century. Phase 1A of the Project is well advanced but we are
only due to let the tender for the Completion Phase (at an
estimated cost of £92m) next Spring.

I ought to warn you that, although Phase 1A will be completed as
planned, there is a danger that a new Secretary of State may need
to postpone indefinitely the letting of the Completion Phase if
the pro rata cuts to this Department's programmes which have been
put to EDX go ahead. Otherwise we will be faced with making
wide-ranging and extremely damaging cuts to other DNH programmes
on the arts, the heritage, museums and galleries, and sport. You
should know while we are extremely committed to seeing the
British Library project through to completion, it was Mr Mellor's
view that we would only be able to do so if it was not perceived
to be in effect at the expense of all our other programmes.

My former Secretary of State made clear the position in the note
he sent to the Chief Secretary commenting on the options for this
Department's programmes which have been submitted to EDX.
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I imagine that any potential purchaser of PSA will have deduced
that indefinite postponement was a possibility, given the bleak

public expenditure prospect we are known to face, but
nonetheless, I thought I ought to expose our current thinking to
you.

You may wish to draw this letter to your Secretary of State's
attention. Obviously I will bring it to the attention of my new
Secretary of State.

I am copying this letter to Robin Butler, Nick Monck and

Alex Allan.
(\]tkk\n Soona
i

HAYDEN PHILLIPS

ORI SRS g e T
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Treasury Chambers, Parfiament Street, London, SWIP 3AG

The Rt Hon Michael Howard QC MP
Secretary of State for the Environment
2 Marsham Street

London

SW1P 3EB ‘1% September 1992

OW’L"\%QM

PSA PROJECTS PRIVATISATION

I have seen a copy of your minute to the Prime Minister of 22
September, and agree with its conclusion.

Although we face paying a negative consideration to achieve the
privatisation of this business, we had expected this to be the
case and I am satisfied both that the sale process has resulted in
a satisfactory range of competitive bids from the private sector,
and that the bid you have received from your selected bidder is
the best offer on the table.

The only realistic alternative to sale to your selected bidder is
closure of the business; and we need to assess the likely
relative costs involved in these two approaches. Although you
refer to a central estimate of the direct costs of closing
projects of some £101 million, there is a range of estimated
direct costs of closure from £89 million to £114 million. At some
points on the range (ie where lower numbers of staff opt to
transfer), the cost of sale to your selected bidder would be
equivalent to (or conceivably somewhat worse than) the lower end
of the estimated range of the direct costs of closure. At other
points on the range (higher numbers of staff opting to transfer),
sale to your selected bidder is clearly to be preferred to the
direct costs of closure.

In order to form a considered view of the merits of sale versus
closure, I think we have to add in three further ingredients.

The first extra ingredient is the fact that there will also be
indirect costs of closure, which are extremely difficult to
quantify, but which could prove to be substantial. Such costs
would arise, in particular, from the legal claims contractors
might make against the business once they see that the project

e I
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managers who are able to dispute the merits of those claims
process of being made redundant.

The second factor concerns our wish to give Projects' staff as
good and secure a future as possible. As I understand it, senior
managers in the business believe that sufficient staff will opt
for transfer to place the choice between sale and closure at a
point on the range where sale is distinctly to be preferred on
financial grounds. Clearly, there are no guarantees about the
outcome of a staff consultation exercise which has not yet taken
place, but I am satisfied that the balance of probability supports
the case for sale to your selected bidder rather than closure.

Third, I do not believe it would be helpful to our objective of
privatising the five PSA Building Management businesses - and,
wider, to our privatisation strategy more generally - if the sale
of Projects was to be aborted at such a late stage.

I therefore agree that final negotiations with your selected
bidder should now take place with a view to exchanging contracts
by end September, and completing the sale - after the staff
consultation exercise - by end November. I am also content with
your suggestion that the outcome of these final negotiations
should be reported both to Malcolm Rifkind and to me before final
decisions are taken next week.

As we go forward to sale, a number of actions will call for
careful handling. Officials have already identified what needs to
be done, and I am satisfied with this, but these plans now need to
be delivered.

Within Government, we need to be sure that we have identified all
potential conflicts of interest, and have put in place appropriate
safeguards. Likewise, the plans for assured future workload need
to be enshrined in legal contracts prior to sale, as our lawyers
have advised. Aside from work in progress under existing
contracts, and from assured future workload under contracts to be
signed before sale, the privatised business will compete for
future orders on merit.

Copies of this letter go to the Prime Minister, to all members of
Cabinet, and to Sir Robin Butler.

‘/W

s

STEPHEN DORRELL

COMMERCIAL IN CONFIDENCE

PRIME MINISTER
PSA PROJECTS PRIVATISATION

You agreed earlier in the summer that work on privatising PsSa
Projects should go ahead and an announcement was made. DOE
now wish to exchange contracts with their preferred bidder,
Tarmac, by the end of the month. The net consideration for
the sale will be a negative sum, because Tarmac will pick up
the costs of restructuring the business and of financing
substantial redundancies. Mr. Howard is, however, satisfied
that good terms have been agreed and that the sale should now
be concluded.

The Treasury and MOD are content.
Tarmac are in some difficulties themselves, but DOE are
assured that the company is in a position to go through with

the sale.

ontent |for me to give your approval to the sale?

f

MARY FRANCIS

24 September 1992
ECONOMIC\PSA.DCA

COMMERCIAL IN CONFIDENCE
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MINISTRY OF DEFENCE
WHITEHALL LONDON SW1A 2HB

8211123

Telephone 07

SECRETARY OF STATE

MO 21/8/5M

74 H_ september 1992

R L

PSA PROJECTS PRIVATIS}»T{ON

Thank you for your letter of 22Ad September seeking, as
promised, my specific agreement to proceed with the exchange of
contracts for the sale of PSA Projects. I have also seen your

minute to the Prime Minister.

I understand that the conditions which I placed on proceeding
with the sale when I agreed to the launch in May have been met and,
in particular, that we now have satisfactory financial information
on the projects concerned and specifically for Trident projects. I

| also understand that there is agreement on arrangements to deal with

‘ conflicts of interest, and that the contract documentation is agreed

i (except for a few technical details) to cover both work currently

| with PSA Projects and guaranteed future work. These arrangements
provide the safeguards which I require as PSA Projects’ major
client, and I am grateful for the co-operation between our

\ Departments which has enabled us to achieve this satisfactory

|

|

|

outcome.

I can therefore confirm that I have no objection to your
exchanging contracts with Tarmac at the end of this month.

Rt Hon Michael Howard QC MP
Department of the Environment

POLICY & COMMERCIAL IN CONFIDENCE

W
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I am copying this letter to the Prime Minister, members of

Cabinet and to Sir Robin Butler.

Malcolm Rifkind

POLICY & COMMERCIAL IN CONFIDENCE
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POLICY AND COMMERCIAL IN CONFIDENCE
Your ref

Mrs Mary Francis
Private Secretary to
The Prime Minister
10 Downing Street

LONDON
SW1A 2AA 2‘2_ September 1992

L os

My Secretary of State has asked me to draw your attention to
the very great sensitivity of the enclosed minute. It is not
only a matter of commercial confidentiality. A successful sale
depends on ensuring that choices are properly presented to
staff when the time comes, and it would be very damaging for
news of Ministers' decisions to emerge prematurely. Can I ask
you therefore to ensure that the minute is given only very
limited and controlled circulation.

I am copying this to the Private Secretaries of other
recipients of my Secretary of State's minute.

=2
£

ALAN RIDDELL
Private Secretary

DAY IOV IN CONEINENCOR
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@ME MINISTER

PROJECTS PRIVATISATION

P

As you(Kn PSA Projects was offered for sale in May. We
have now g ated the final offers from shortlisted bidders
and, subjéct to your and colleagues' views, propose to select
a preferred p ser and enter into final negotiations with
the aim of ex ing contracts by end September. As agreed

earlier, I would/hot exchange without the specific agreement

<o satisfy himself that his

of Malcolm Rifkind wk© will want

interests, not leaét in regation to the Trident Works

Programme, are protected. " jTreasury donsent is also required

under the legislation.

The preferred pu ac whg are keen to enhance

their design and pkoject managemen skills in order to provide
a single stop construs ¥lity as part of their overall

strategy as a major European constr n organisation. They
see Projects as forming the core paﬁZfi? new professional
services division. They have been prégjégésfo buy Projects
for over a year. <z;>

As expected, the net consideration will be a

o
)
o
%
0
-

negative sum, both to reflect the cost of res ring
Projects to make it fully commercial and competl

because the purchaser will be taking over credito

leaving debtors in Government. Tarmac would be taki;
organisation of up to 1800 staff (1500 permanent) whi
Projects' own projections, is expected to reduce to aro
over the next five years. On any scenario therefore

substantial redundancies will be required post sale.

Tarmac are prepared to take over the accumulated severance
liabilities for up to 925 staff depending on the total number
of staff prepared to transfer. The Government would reimburse

POLICY IN CONFIDENCE

DAY IOV IN OONEINENCR
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@ME MINISTER

ROJECTS PRIVATISATION

As you(Kn PSA Projects was offered for sale in May. We
have now g ated the final offers from shortlisted bidders
and, subjéct to your and colleagues' views, propose to select
a preferred p ser and enter into final negotiations with
the aim of ex ing contracts by end September. As agreed

earlier, I would/hot exchange without the specific agreement

<o satisfy himself that his

of Malcolm Rifkind wk© will want
interests, not leaét in regation to the Trident Works
Programme, are protected. ” jTreasury donsent is also required
under the legislation.

s

a single stop construs flity as part of their overall

strategy as a major European constr n organisation. They
see Projects as forming the core pa new professional

services division. They have been pressi

to buy Projects

for over a year.

As expected, the net consideration will be a antial
negative sum, both to reflect the cost of res
Projects to make it fully commercial and competl
because the purchaser will be taking over credito

leaving debtors in Government. Tarmac would be taki
organisation of up to 1800 staff (1500 permanent) whid@£>
Projects' own projections, is expected to reduce to aro
over the next five years. On any scenario therefore

substantial redundancies will be required post sale.

Tarmac are prepared to take over the accumulated severance
liabilities for up to 925 staff depending on the total number
of staff prepared to transfer. The Government would reimburse

POLICY IN CONFIDENCE

DAY IOV IN AONEINENCOR
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POLICY AND COMMERCIAL IN CONFIDENCE

Cﬁ:}k purchaser on an agreed basis for severance payments made
aff in excess of this number'transferred to Projects who

a e redundant over the next five years when and if
red ggﬁb occurs. There is therefore a common interest
betwel T purchaser, staff and the Government in Projects

being succ ul and sustaining a large core size.

Tarmac are pl g on the basis that if sufficient staff

transfer the erm business couléusustain in excess of 900
staff. Their bi herefore offers the real possibility of long
Substantial} proportion of the

staff in\Projects. The majority of

term employment for

total) can be reabsorbed

term, if unwilli

term future. Sta
ent to honour theAr severance liabilities at

the point of sale inNthe event gf the purchaser's bankruptcy

within five years and by the cross ntee from the Tarmac
m such costs.

Government commit

parent company to reimburse Governi

eed between

Replacement commercial contracts have begé%g
client departments and PSA Projects to pr/
departments interests once PSA becomes & priv:
The client departments affected have agreed w
handling the conflicts of interest that could o

ector body-.

ways of

in the small number of cases where PSA Projects a

Tarmac group company contract on their behalf. <%§§ib

Subject to final negotiations, the net present value of

bid will be in the range £80-105m, the latter sum depending
on how successful the business is in the five years after sale
and therefore on the numbers that need to be made redundant.
The negative consideration proposed, whilst substantial, would
represent savings of up to £20m against the central estimate

of the direct costs of closing Projects provided the minimum

i POLICY IN CONFIDENCE
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r of staff specified by the purchaser are willing to
ok r permanently. The direct costs of closure have been
t

d conservatively with no allowance made for the

es
indir t to client departments for example of disruption,
increas clhims. It is significantly above the other bids we

have receiv

Because complet will take place before the Winter
Supplementaries ppioved, I shall need to seek an advance

from the Contingem€ies Fund £ access to the Fund is

approved, I propose jament later this week. L

shall of course not/indica who the Ypreferred purchaser is at
this stage, nor the amount.

t that t deal on gffer from Tarmac

pros ing long term employment

dtaff of Projects while

for a significant p oportion of the

t departments' interests,
there remains the risk that insuffici staff will be

prepared to transfer with the privati iness. For both
Tarmac and the government there is a mi umber below
which the proposed sale would be put at ri
be called off. Tarmac are confident of they

judgement sufficient staff will agree to the € qi; er once

they have heard direct from Tarmac but I can give §§§§bsolute
guarantee. The presentation of our decision to sta

Cﬂ?&l need
very careful handling, and I must ask colleagues to eqéﬁ?éxw
that tight control is kept within their departments on ﬁéé?’i

identity of the successful bidder.

We are under very great pressure from the purchaser to
exchange by the end of the month, and it is in the
Government's interests to meet this timetable. If therefore

colleagues have any objections to these proposals please could

POLICY IN CONFIDENCE
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let me know by close of play on Friday 25 September. ¥

al y not to be able to give longer notice.
Copit{% his minute go to all members of Cabinet and to Sir
Robin
<£2:> iy
.

/@ ? “Jr MH
September 1992

&
ol
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PAY IOV I ONONEINENCR




POLICY IN CONFIDENCE TILE 74

10 DOWNING STREET
LONDON SWIA 2AA
From the Private Secretary 28 August 1992

\Bgo\r Nowenls (

PRIVATISATION OF PSA BUILDING MANAGEMENT
The Prime Minister was grateful for Mr. Redwood’s letter
of 11 August. He has also seen the Chief Secretary’s
comments.
The Prime Minister is content that plans for this
privatisation should go ahead as Mr. Redwood proposes and that

he should make the announcement on the lines of the text you
enclosed.

I am sending copies of this letter to the Private
Secretaries to Members of the Cabinet and to Melanie Leech
(Cabinet Office).

kL/ v ]
M o

(MRS. MARY FRANCIS)

Naresh Rao, Esq.,
Department of the Environment.

DAY IOV IN CONEITNENCOR
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PRIME MINISTER

PRIVATISATION OF PSA BUILDING MANAGEMENT

Mr Redwood recommends that preparations should be made to sell
the PSA's five regional building management businesses by the end
of the year. The Defence Secretary and the Financial Secretary
agree. I attach a draft announcement.

Last year DOE were more pessimistic about the prospects for a
sale: they thought it might be hard to close the business down.
Mr Redwood has now been advised by Coopers and Lybrand that:

there is significant interest from potential purchasers;

the Government would save money by avoiding redundancy
costs;

a successful sale depends on guaranteeing a certain amount
of work for five years; but MOD could give the necessary

guarantees with only a slight adjustment to their plans for
market testing of PSA work.

I recommend that you agree that Mr Redwood should make an early
announcement on the lines he proposes.

MF.

MARY FRANCIS
27 Augqust 1992

A: PSA.SM

POLICY IN CONFIDENCE




Treasury Chambers Parliament Street SWIP 3AG

071-270 3000
Fax 071-270 5456

John Redwood Esg MP
Minister for Local Government
and Inner Cities
Department of the Environment
2 Marsham Street 1?{
LONDON SW1P 3EB Ppugust 19932

beer Tt

PRIVATISATION OF PSA BUILDING MANAGEMENT

I can confirm that I am content
of the 5 BM businesses, and with
tached to your minute

In the absence of Stephen Dorrell,
to proceed with the privatisation
the terms of the draft press announcement at
to the Prime Minister of 11 August.

I am copying this letter to the Prime Minister, to members of the
Cabinet and to Sir Robin Butler.

Y-x-fs eer

el



Department of the Environment
2 Marsham Street
London SW1P 3EB

Minister for Local Government Telephone 071-276 3000

and Inner Cities
POLICY IN CONFIDENCE

{11 AUG 1992

Prime Minister

o
PRIVATISATION OF PSA BUILDING MANAGEMENT Ve e

Following your agreement to his letter of 19 July 1991, Michael
Heseltine announced on 24 July 19917that, subject to satisfactory
progress and market sentiment, the BM businesses would be offered
for sale by the end of the following year (copy at Annex aA).

Bovis Construction Ltd were subsequently appointed as contractor
manager of BM from 1 November 1991, with the task of managing the
preparation of BM for sale.

I have now received advice from Coopers & Lybrand on progress
made towards sale, on interest amongst potential purchasers in
BM, on the timetable for sale and on the relative benefits of
sale compared to closure. I have also reviewed progress and sale
strategy in discussion with the Ministry of Defence and H M

Treasury.

This minute records my agreement with the Secretary of State for
Defence and the Financial Secretary to the Treasury on the way
forward in the light of Coopers' report, and seeks your agreement
to the terms of an early announcement (Annex B).

Coopers confirm their earlier conclusions that sale is likely to
benefit the Exchequer, BM's clients and staff compared with
closure. The benefits to the Exchequer mainly relate to
redundancy cost savings, but also include lower MoD maintenance
costs. Coopers also advise that making offers for sale by the
end of 1992 remains a desirable and at present feasible but
ambitious target (slippage of a month or two cannot be ruled
out). They report significant continued interest among potential
purchasers. Taking account of potential purchasers' views, they
recommend simultaneous but separate offers for trade sale of the
five regionally-based BM businesses. However they believe that
sales on acceptable terms will only be achievable if a sufficient
volume of profitable work is contractually assured for up to five
years beyond sale, to cover the period when new work will be
built up to replace work lost through market testing. Last year
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the then Secretary of State for Defence accepted in principle
that he would be prepared to slow down the rate of his
Department's market testing of BM's work if that was necessary
to achieve sale and was in Government's overall interest.

As most of BM's work is for the Ministry of Defence, my officials
have discussed with MoD the possible scope of contracts for work
after sale. These contracts will provide the legal framework for
work which BM will continue to do for MoD before it is market
tested in accordance with MoD's programme. Officials have
drafted heads of agreement, which will be translated into
specific contracts to be offered for sale with the businesses.
The volumes and lengths of contract envisaged by the heads of
agreement only require a slight adjustment of MoD's previously
projected rate of market testing of BM's work.

As agreed with the Financial Secretary, the terms of the sale
affecting BM staff - for example the guarantee of redundancy
entitlements in the event of bankruptcy of the purchaser - will
need to be very similar to those for the sale of PSA Projects,
if sufficient good staff are to be willing to transfer to the
privatised business. Without staff commitment, purchasers are
unlikely to make serious offers. However I propose to review the
terms of the sale in the light of experience with selling PSA

Projects.

If we are to attempt to achieve offers for sale this year,
officials and advisers must now commit resources to preparing the
sale information. I therefore seek your agreement to making an
early announcement in terms of the attached draft.

I am copying this minute to members of the Cabinet and Sir Robin
Butler.

1y

(A

JOHN REDWOOD
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The United Kingdom’s contribution through the
Community’s budget would be around 17 per cent. before
abatement. It is not possible to estimate at this stage what
proportion of these funds would be likely to be received by
United Kingdom projects or interests.

Mr. Favell: To ask the Secretary of State for

a) the Exchequer (i)
e European institutions,

ntified from our network of sites of special scientific
interest. In. certain ciréumstances assistance towards the
costs of conservation projects could be obtained under the
ACNAT regulation which has a budget of 25 mecu—£17-4
million—for each of the next two years. The United
Kingdom contribution to ACNAT will depend on both
the level and timing of payments and the relative shares of
the programme. No significant additional cost to British
industry and the consumer has been identified.

] Sleeping Rough

Mr. O’Hara: To ask the Secretary of State for
Environment what plans he has for providing
modation for single homeless people sleepifig rough
outside London, in response to the preliminary findings of
the 1991 census.

Mr. Yeo: My Department’s single homelessness
initiative has made a very encouraging start in dealing with
the problems of rough sleepers in central London. Taking
this and the census figures into account, we are considering
the possibility of extending the initiative outside central
London.

Property Services Agency

Mr. Campbell-Savours: To ask the
for the Environment how many appli

Tetary of State

lus for the financial year 1991-92.

Mr. Yeo: In order to achieve its business planning
projections, PSA Services currently has a target reducti

24 JULY 1991

AANNTE X A,
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Mr. Campbell-Savours: To ask the Secretary of State
for the Environment what is his policy on supporting the
aff within the Property Services Agency
d to pulsory dundancies where

bein,
Unteers exist.

Mr. Yeo: The policy of PSA Services is to achieve as
many as possible of the necessary staff reductions through
voluntary means and to keep compulsory redundancies to
the minimum. Some compulsory redundancies will be
inevitable however even where volunteers exist; for
example if any of the volunteers are key personnel who
cannot be released or are in a grade and discipline for
which PSA Services has a long-term need.

Mr. Campbell-Savours: To ask the Secretary of State
for the Environment how many private sector agency staff
are employed within the Property Services Agenty

Mr. Yeo: PSA Services currently employes 304 private

sector agency staff.

Mr. Soley: To ask the etary of State for the

(2)pursuant to his answer of 10 July. Official Report
mn 949, whether he has any plans to use dowries other
than the ones linked to redundancy payments. in cash or
in kind, to enable the sale of any part of the PSA.

Sir George Young: When the PSA Services businesses
are privatised, the new owners will take over assets,
particularly in the form of the expertise of staff and the
contracts on which they are engaged. and liabilities.
particularly in the form of contractual obligations to those
staff. If the value of the contingent redundancy habilities
taken on by the purchaser exceeds the value of the assets
acquired, the purchaser will require a “dowry™. A
trust-fund is unlikely to be the most appropriate
mechanism for providing such a dowry.

Mr. Patrick Thompson: To ask the Secretary of State
for the Environment if he will make a statement on the
future of Property Services Agency Services.

Mr. Heseltine: We remain committed to transferring
the activities currently carried out by the PSA Services
—PSAS—businesses to the private sector. Following
consideration of the reports from my Department’s
advisers, Coopers and Lybrand Deloitte. we have reached
the following conclusions on the options for the different
PSAS businesses.

PSA International—PSAl—is not saleable as a
separate organisation. We will therefore consult its clients,
in particular the Ministry of Defence, about how best to
phase out their reliance on PSAI and to complete the work
currently underway.

Building M is being reorganised into five

of 2,500 posts in 1991-92. We expect some 700 of these to
be achieved by natural wastage.

Mr. Campbell-Savours: To ask the Secretary of State
for the Environment how many staff the Property Services
Agency anticipates transferring to other Government
Departments in the financial year 1991-92.

Mr. Yeo: PSA Services hopes to transfer some 800 staff
to other Government Departments in the fi ial year

regional businesses. We plan to appoint a contractor
managet to carry through the restructuring and
preparations necessary to make the businesses ready for
sale. Providing satisfactory progress is made and the
subject to market sentiment, we aim to offer the regional

businesses for sale towards the end of next year.
Again subject to progress and market sentiment, we
propose to offer PSA Projects for sale early next year. The
fi ial information is being drawn together to

1991-92.
L
334 CW75/36 Job 1370

determine the best form of sale or sales.




ANNEX B

DRAFT PRESS ANNOUNCEMENT ON THE PRIVATISATION OF PSA BUILDING

MANAGEMENT

The Secretary of State for the Environment today confirmed that
the five PSA Building Management businesses remained on course

for privatisation.

He said:

"Coopers & Lybrand have reviewed the sale strategy for the five
BM businesses and reported to me on progress made over the last
twelve months in preparing them for sale. Good progress has been
made under the contractor management of Bovis Construction Ltd,
and the strategy announced by Michael Heseltine a year ago

remains achievable.

"I have therefore instructed my officials and financial advisers
to prepare the necessary documentation with the target of being
ready to offer the five BM businesses separately for trade sales

at the end of the year.

"I am confident that this further stage of privatising PSA
Services' work will benefit the taxpayer, staff, and PSA Building

Management's clients."




Notes for editors

PSA Building Management (BM) provides property management
services to a number of clients, mostly Government Departments.
It employs over 9,000 staff, working in five businesses based in
Bristol, Manchester, Edinburgh, Leeds and London and covering the

whole of the UK.

On 24 July 1991 Mr Heseltine (then the Secretary of State for the
Environment) announced that, subject to progress and market
sentiment, he aimed to offer the BM businesses for sale towards

the end of the following year.

On 28 October 1991 Mr Heseltine announced the appointment of
Bovis Construction Ltd as contractor manager of BM, with the task

of preparing the BM businesses for sale.
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PRIME MINISTER

BRITISH LIBRARY, ST PANCRAS: PSA PROJECT PRIVATISATION
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I have seen a copy of Michael Howard's minpute g%‘? May in which
he asks colleagues to identify any addifional workload for PSA
Projects.

>

We are currently employing PSA Projects as the project manager
for the British Library Project and intend to continue doing
so, at least until the completion of the work being undertaken
under the Construction Management contract by Laing Management
Ltd. That covers, broadly, the first stage of the building and
preliminary work associated with the completion stage and we
expect this work to be completed late in 1993.

However, I should record that we have not been wholly satisfied
with the performance of PSA Projects in controlling the work to
date, in particular with their quality assurance role. As a
result, we will need to consider very seriously the continued
employment of PSA Projects as project manager for the
completion phase of the Project. Our other capital projects on
a number of heritage properties are small by comparison; we
intend that PSA Projects should handle them for the foreseeable
future.

I should also like to take this opportunity to register our
concern about the disruption which could be caused to the
British Library Project if PSA Projects were to close before
Laing's Construction Management contract is complete. Since we
do not handle a large portfolio of major projects, we simply do
not have the expertise within the Department to manage projects
independently of a professional project manager and would
therefore have to identify a successor to PSA Projects at what
is likely to be a crucial time.

I am copying this minute to other members of the Cabinet and to
Sir Robin Butler.

DAVID MELLOR
8 June 1992
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWIP 3EB

(4T

My ref:

Your ref:

The Rt Hon Michael Howard QC MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

LONDON

SW1P 3EB

=3 JUN 1992
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PSA PROJECTS PRIVATISATION
Thank you for seriding me a copy of your minute to the Prime

Minister of 7 May. I note that the Prime Minister has agreed to
proceed with the privatisation of PSA Projects as proposed in
your minute.

You asked colleagues to identify any additional forward workload
for Projects. New work of interest is likely to arise from the
need for my Department to move its HQ from 2 Marsham Street which
is to be demolished. I cannot say what work will be involved in
setting up a new HQ until consultants have carried out a study
of our future accommodation needs in London and evaluated the
options. They are expected to report by September. I will need
to ensure that my Department obtains best value for money in
drawing up its proposals. No promises can be made to PSaA
Projects for whatever work is eventually required, which will
need to be let by competitive tender, but we shall put PSaA
Projects on the tender list.

I am sending a copy of this letter to members of the Cabinet and
to Sir Robin Butler.

JOHN MACGREGOR

POLICY AND COMMERCIAL IN CONFIDENCE
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From the Private Secretary 2 June 1992

Doan, ﬂb@&?(

The Prime Minister was most grateful for your Secretary of
State's minute setting out his response to the questions raised
in the Defence Secretary's minute of 20 May.

PSA PROJECTS PRIVATTISATION

The Prime Minister has noted that your Secretary of State
was able to resolve outstanding issues with the Defence
Secretary, before the announcement of the sale was made last
Friday.

Vo ~ew,

Kones

BARRY H POTTER

Phillip Ward Esq
Department of the Environment

CONFIDENTIAL
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PRIME MINISTER

PSA PROJECTS PRIVATISATION

You asked for clarification of the timing of the proposed sale
of PSA Projects in the light of Malcolm Rifkind's minute of
20 May. Malcolm was concerned that there should be satisfactory
financial data on all projects passing on sale to the private
sector. He had particular concerns about the Trident related set
of contracts.

His officials had some very constructive discussions with mine
last week which culminated in Malcolm's agreement that the sale
should be launched last Friday. This was on the basis of our
recognition of his legitimate concerns about financial data and
reassurance that we would not proceed to exchange of contracts
without his department's explicit agreement. My officials are
now working closely with his to reach a satisfactory agreement
about the Trident future works. Malcolm's swift reaction enabled
us to keep up the sale momentum which is so important to staff
morale and purchaser sentiment.

Malcolm's minute to you also referred to the £8M additional
workload promised by MOD. This is obviously helpful to the sale
process and I would hope that as his department firms up its
'options for change' work programme, it will be possible to
increase that sum in time to get value for it in the sale. PSA
Projects is uniquely placed to take such work forward rapidly at
market prices. This sale is important to the government and will
make an important contribution to better service in the future.
I do hope all concerned will help secure it on satisfactory

terms.
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CONFIDENTIAL

10 DOWNING STREET

LONDON SWIA 2AA
From the Private Secretary

22 May 1992

bd&:\/ g J\N\.\“f\
PSA PROJECTS PRIVATISATION

The Prime Minister was grateful for your Secretary of
State's minute indicating that he supported an early sale of PSA
(Projects). My letter of 18 May confirmed that the Prime
Minister is content for the sale to go ahead.

The Prime Minister has noted, however, your Secretary of
State's view that an end May launch will be extremely tight,
and, in order to avoid unnecessary mistakes, postponement to
early June might be desirable. The Prime Minister would

| appreciate further clarification from the Environment Secretary
of his plans on the timing of the proposed sale.

I am copying this letter to the Private Secretaries to
members of the Cabinet and to Sonia Phippard (Cabinet Office).

Mo

|
(Zmﬁg

BARRY H POTTER

Simon Webb, Esqg., CBE,
Ministry of Defence.
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Michael Howard sent me a copy of his minute to you of‘7€E’;ay

seeking agreement to launch the sale of PSA(Projects) in the last

week of May.

208 I support an early sale if proper arrangements can be agreed as
that should help to ensure that a large number of my department’s
works projects can be completed successfully without costly
disruption. To that end I have offered a future design workload,
subject to the conditions Michael mentions, which would have a fee

value of £8M over two years. Officials are close to an agreement on

how this work will be defined and priced.

3 Nevertheless before our business with PSA(Projects) is
transferred to the private sector by the sale, it is crucial that we
have satisfactory information on the financial status of all the
projects concerned. Otherwise the Department will be exposed to
major financial risk in its dealings following the privatisation and
there would be legitimate criticism of its failure to safeguard the
public purse. In his minute of 13th March, Tom King made clear that
provision of information would determine the timescale for the sale.

4. The requirement for this financial information has been
acknowledged for over a year: but it has not yet all been provided
and much of the data handed over has been in an unsatisfactory
state. Fortunately there are now hopeful signs of progress. A
schedule has been agreed for the provision of the financial

information we need by the end of June. If this plan is adhered to,
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SECRETARY OF STATE

it should all be available and agreed before we are too far down the
sale path. But the flow of information is only just beginning and
we shall need a little more time to be certain that the information
is being provided to a standard that gives us confidence that the
sale process can start. We could not agree to the final exchange of
contracts until we were satisfied that the data that had been

provided was adequate.

Ble In particular we do not have, nor we expect until mid-June, the
necessary financial information on Trident. This project is of such
importance that we could not agree to its transfer unless we were
satisfied that the state of the project allowed that. Officials are
in discussion about the project, and I hope to let Michael have a

definite view about that very soon.

6 The implications of these matters are being considered between
officials. Although I should like to work for an end of May launch,
that will be extremely tight; I should not want to see mistakes made
which might be avoided by going for an early June date, and a small
revision of dates now would be preferable to making a major change
to the scope and timing of the sale once the process had begun. At
this stage I could not commit myself to a precise date, but I
believe we should aim to begin the sale process immediately after
the Recess. I am asking my officials to work urgently with

Michael's to set the earliest possible date.

T I am copying this minute to members of the Cabinet and to Sir
Robin Butler.

b/)\

Ny

Ministry of Defence
90 May 1992
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POLICY AND COMMERCIAL IN CONFIDENCE

Northern Ireland Office
Stormont Castle
Belfast BT4 3ST
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Chy
The Rt Hon Michael Howard QC MP g e
Secretary of State for the Environment thg
Department of the Environment
2 Marsham Street
LONDON
SW1P 3EB 9% May 1992
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PSA PROJECTS PRIVATISATION o
“
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Thank you for sending me a copy of your minute of 7 May to the
Prime Minister about the sale of PSA Projects.

I am content with your proposals in relation to the target date for
the launch of the sale of Projects and the timing of the
announcement.

We have not involved PSA Projects in work for the Northern Ireland
Office or for Departments in Northern Ireland and I am not therefore
able to identify any forward workload for them.

I am copying this to other members of the Cabinet and to
Sir Robin Butler.

POLICY AND COMMERCIAL IN CONFIDENCE PM/SOFS/9275
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10 DOWNING STREET

s LONDON SWI1A 2AA
Erom the Private Secretary

18 May 1992

PSA PROJECTS PRIVATISATION

The Prime Minister was grateful for your Secretary of
State's minute of 7 May, proposing the privatisation of PSA
projects and seeking agreement to a sale date later this month.
The Prime Minister has also seen the minutes on this subject

Secretary (12 May).

The Prime Minister is content to proceed as proposed by
your Secretary of State. He has noted that a number of issues
need to be resolved, for example, with the Ministry of Defence:

minor differences resolved.
I am copying this letter to the Private Secretaries to

members of the Cabinet, to Alastair Bridges (Financial
Secretary's Office) and to Sonia Phippard (Cabinet Office).

Barry H. Potter

Phillip Ward, Esq., i
Department of the Environment.

from the Social Security Secretary (27 April) and the Financial

as your Secretary of State suggests, a precise launch date needs
therefore to be agreed with MOD and Treasury, and the remaining
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POLICY AND MANAGEMENT IN CONFIDENCE /
em.psa 2

Department of Employment
Caxton House, Tothill Street, London SW1H 9NF

Telephone 071-273 5806/7
Telex 915564 Fax 071-273 5821

Parliamentary Under Secretary of State
Viscount Ullswater

The Rt Hon Michael Heseltine MP
Secretary of State for the Environment
2 Marsham Street

LONDON
SW1P 3EB UK. warch 1992
| |
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You copied to Michael Howard your minuzg,offg’ﬁ;rch to the
Prime Minister about the sale of SA Projects. I am

responding in Michael’s absences.

We support your proposal for an early launch of the sale of
PSA Projects.

However, we cannot agree with your proposal that part of

‘ this Department’s forward work programme should be committed
to PSA Projects. When Michael wrote to you on 22 July 1991
he resisted this proposal because it would put at risk,
especially for the Employment Service Agency, policies and
initiatives to manage our estates more efficiently and
effectively. The Employment Service Agency competitively
tenders all its work contracts, and to change this policy
would be a retrograde step and one which would undermine
managerial initiatives.

I am sorry that we cannot be any more helpful. PSA Projects
will of course be invited to tender for Departmental
projects, and I hope will be in a position to win a
reasonable proportion on merit.

I am copying this 1letter to the Prime Minister, other
members of the Cabinet and to Sir Robin Butler.

VISCOUNT ULLSWATER

OV
RS

4430

?; 5
ANt

Employment Service - Training Agency
Health and Safety Executive - ACAS
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You ecretary of State copied to the Home Secretary his minute of
9March to the Prime Minister, on the privatisation of PSa Projects,
seeking agreement to the proposed timetable, and also to a strategy

to guarantee PSA Projects a proportion of Departments’ future
workload.

The timetable set out in the minute will, of course, be affected by
the announcement of the General Election, but we see no objection to
the early launch of the sale of PSA Projects, providing that
Departments' interests after the sale can be adequately protected.

I am afraid, however, that as far as the Home Office is concerned,
we cannot agree to guarantee PSA a proportion of future design work
in existing prisons. As we have explained at official level, PSA do
not have expertise in this field, and the Directorate of Works do not
consider that it could fulfil its obligations to the Prison Service
if it were required to allocate a proportion of this work to PSA.
Moreover, we could not be satisfied that an arrangement of this kind
would offer value for money. We would, however, be prepared to
guarantee PSA Projects the opportunity to bid for a proportion of

design work on the existing prison estate, in competition with
others.

A copy of this letter goes to the Private Secretaries to recipients
of your Secretary of State's minute.

el
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MISS H J WILKINSON

Philip Ward Esq
Private Secretary y
Department of the Environment }
2 Marsham Street
London SW1
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POLICY AND COMMERCIAL IN CONFIDENCE

FROM: FINANCIAL SECRETARY
DATE: 13 March 1992

PRIME MINISTER

PSA PROJECTS PRIVATISATION
7
1y et
I have seena copy of Michael Heseltine's minute to you of
9 March.

There has been some recent correspondence between Emily Blatch,
Archie Hamilton and me on this subject, and I agree with the
strategy summarised in the penultimate paragraph of Michael's
minute. In particular, I fully support the objective of launching
the sale of the Projects business as soon as possible after the
Election, subject to the conditions that Michael mentions, in
particular that appropriate documentation is available to sustain
a proper competitive valuation of the business. In this context,
it is clearly crucial that officials in PSAS and MOD should
continue to give high priority, during the pre-Election period, to
assembling the financial information on which the Sales Memorandum
critically depends, and understanding any deficiencies in that
information. If this window of opportunity to sell the business
is missed then I agree with Michael that there will be no

subsequent opportunity.

On the question of forward workload, I would strongly endorse
Michael's view that it will be for individual Departments to
satisfy themselves that the nature and volume of such work will
not exceed that which Projects might reasonably have been expected
to win in competition and subject to market prices being
negotiated, thereby securing departmental value for money. I
would similarly endorse his comment that, if the attempt at sale
fails, Departments should be free to withdraw work and put it to

competitive tender.
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POLICY AND COMMERCIAL IN CONFIDENCE

I am copying this minute to members of the Cabinet and
Sir Robin Butler.
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PRIME MINISTER

PSA PROJECTS PRIVATISATION -

Michael Heseltine sent me a copy of his migy(é to you of 9th
March about the progress of work necessary to offer PSA Projects

for early sale.

Like Michael I am keen for a sale to proceed if possible, and
I agree that unnecessary delay may reduce the chances of securing
sensible competition and reasonable terms. Nevertheless as has I
think been fully recognised by Emily Blatch in previous
correspondence, if we are to have any chance of controlling
expenditure and protecting the Defence budget once PSA Projects is
in the private sector, we must have full details of the financial
status of those contracts currently being managed on our behalf. I
know that the Projects business is pulling out all the stops to
give us the details we need, but their success will be the
controlling factor in determining the timescale to which we can

proceed in setting the sales competition in motion.

Michael deals too with setting up arrangements for committing
certain work to the new organisation. I have made it clear that I
should find it difficult to consider more than the £8M over two
years which I have already said that the Ministry of Defence could
offer, subject of course to the general point on competitive
pricing to which Michael refers. There is still much to do in
sorting out the exact details of the way in which these pricing i
arrangements should be defined in order to obtain value for money,
and my officials are in touch with those in the Department of the

Environment about that.

€D
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SECRETARY OF STATE

There are too other matters about which officials are in
consultation. But these need not hold up the competition process.
We have been promised the financial information we need by around
the end of March, and if that is achieved then I hope it will prove
possible to launch the sale competition immediately after the

Election.

Ministry of Defence (T K)
13th March 1992

&5

100% Recycled Paper 2
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POLICY AND COMMERCIAL IN CONFIDENCE

PRIME MINISTER

PSA PROJECTS PRIVATISATION

Last July you agreed that we should continue preparations for

offering PSA Projects for sale early this year. This was subject

to progress and market sentiment and to a review of these at the

end of last year.

The result of that review, which calls heavily on our
privatisation advisers' analysis and judgement, is that we remain
convinced that attempting sale as early as possible this year is
the right way to proceed. We have developed an offer structure
in consultation with the Treasury which provides potential
purchasers with reassurance on the two key issues of concern to
them ie the contingent redundancy 1liabilities and inherent
uncertainties for the forecast profitability of the current
workload. This significantly increases the prospects of a

successful sale.

Closure would be difficult to defend when we have significant
players professing a strong interest in the acquisition of
Projects. I cannot of course guarantee that we will receive 1
acceptable bids. However, the cost of attempting a sale, but

failing, adds little to the cost of closure.
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In the light of progress made and the continuing indications of
interest in Projects I would like your and colleagues contingent
agreement that we should aim to be ready to offer Projects for
sale by the end of March despite the uncertainties about the
timing of the election. If the election were called for April
9th it would be impractical to launch the sales competition
until shortly thereafter. This would lead, all going well, to
an exchange of contracts in June. We would not however launch
a sale competition until, and only if, we were satisfied that
adequate progress had been made in terms of the sale
preparations. Emily Blatch has agreed this approach with Francis

Maude and Archie Hamilton.

We have of course been working for some time on the basis that
the sales memorandum should be ready for issue in March but not
issued until after the election. However, a major player in the
construction industry has put in a potentially attractive
unsolicited indicative and conditional offer for the whole of
Projects. It would be wrong to negotiate sale exclusively with
a single potential purchaser: the taxpayers' interest is best
protected by an open competition. But the prospective purchaser
feels strongly that speed is of the essence if further decline
in the workload and morale of the business is to be arrested and
reversed. Our privatisation advisers, both Coopers and
Kleinworts, are clear that it is in the interest of a successful
sale to go as fast as we properly can to meet the potential
purchaser's concern over timing. In somewhat problematic trade
sales of this nature, inflexibility over timing can fatally

reduce the chances of securing the Government's objectives in the
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most cost-effective way. They advise against leaving starting
the sale process later than April, provided satisfactory progress
is made on the sale preparations, even if the election is still

pending.

We must of course ensure that we allow the time for a proper
competitive process and for staff consultation. We must also be
sure that preparations are sufficiently advanced to ensure that
the Government is not at a disadvantage in the sale negotiations,
nor, post-sale, in terms of client Departments dealing with
privatised business. My present judgement - and it has to be a
provisional judgement subject to review in the light of progress
for example in producing the financial imformation for the sales
memorandum - is that it should be possible to launch a sale
competition in the first half of April. This represents an
ambitious target, but an achievable one, if staff here and in
other Departments give the resolution of the remaining problems

sufficient priority.

We must also maximise the prospects of a successful sale. Our
advisers are clear about the importance of securing adequate
workload if purchasers are to take maximum severance liabilities
over from Government. The strategy agreed last July involved
Departments leaving currently committed work with Projects
despite the risk that a sale might not be achieved, and in some
cases, providing some limited forward workload at market prices
for up to three years. To get value for this in the sale we now
need to press ahead with settling the umbrella agreements with

departments so these can be described in the sales memorandum.
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There is however some concern that this strategy conflicts with
the Government's general drive toward competitive tendering as
a way of securing value for money. To allay that concern I seek
your and colleagues' endorsement of the strategy of providing
Projects with some forward workload subject to the nature and
volume not exceeding that which Projects might reasonably have
been expected to win in competition and to market prices being
negotiated thereby securing departmental value for money. It
will be for individual Departments to satisfy themselves on these
latter points. The reason why I am seeking your agreement to this
strategy is to improve the prospects of transferring severance
liabilities to the purchaser, thus facilitating the achievement
of our wider objective of privatising Projects' activities this
year, whilst securing continuing employment for as many staff as
possible. If the sale failed because for example the bids
received represented less value for the taxpayer than closure or
because the arrangements proposed for staff post sale were
unacceptable, Departments would be free to withdraw work and put

it to competitive tender.

For these reasons and to secure the commitment of all concerned
to making every effort to achieve the ambitious timetable
proposed, I would be grateful for your agreement to the proposals

discussed above, ie

= set ourselves the target of being ready to launch the

sale of Projects as early in April as possible;

but only to confirm and announce the launch date and
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timetable for sale when we are confident that an
acceptable sales memorandum can be issued, client
Departments' interests post sale can be properly
protected and a proper competition launched. (It 48
likely to be late March before we have sufficient

comfort on the financial and other aspects);

= for your and colleagues' endorsement of the strategy
of providing Projects with some additional forward
workload in addition to its current workload subject
to the conditions set out above, (it follows from this
that Departments should expedite work on identifying

possible forward workload).

I am copying this minute to members of the Cabinet and Sir Robin

A

MH

Butler.

@ March 1992
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POLICY AND MANAGEMENT IN CONFIDENCE

My ref
The Rt Hon Kenneth Baker MP Your ref 4
The Home Secretary
Queen Anne’s Gate
London SW1l
v ) - 8 AUG 1931

PSA PROJECTS : PRIVATISATION OA
’

Thank you for your letter of/;}’fcly.

The best prospect we have of ensuring the satisfactory completion
of work for client departments is a successful privatisation of
PSA Projects. Only then will it be possible to put an end to the
uncertainty staff are bound to have about what the future holds.
I hope that we will be able to secure a successful sale. But I
cannot guarantee it. That depends on prospective purchasers’
judgements about the business and its prospects. The workload
the business has when it is privatised will obviously be an
important consideration; my officials are in touch with yours
about this.

It is clearly important that client departments should be
satisfied about the arrangements that will apply after sale.
Officials have been discussing the contractual arrangements that
we need to put in place. I am not aware that there have been any
serious difficulties. So far as closure is concerned, it is not
an option we can rule out; it takes two to make a sale. We would
obviously discuss with you in that event how existing projects
could best be managed to completion. But a degree of disruption
cannot be ruled out.

Copies of this letter go to the Prime Minister, the Lord
Chancellor and members of EA.

MICHAEL HESELTINE

Cﬁpprc\r“cj 10\0 WSQOV‘QA/U ‘AM
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2/ July 91

Do ket

The Home Secretary sent me a copy of his letter to you of
23 July -about the future of PSA Services, and I have also now
seen a copy of your letter to the Prime Minister of 19 July.

As you know I have a significant interest in these matters
mainly because of the contribution made by PSA Projects to my
Court Building Programme. I realise that the pressure of events
requires prompt action, but I support the view that there should
be full and prompt consultation at Ministerial and official level
as things develop. This will help to ensure that, whether or not
disposal of PSA Services to the private sector proves possible,
the considerable current investment in building programmes using
PSA Services is fully protected, and that the transitional
arrangements made safeguard all our interests.

Copies of this letter go to the Prime Minister, the Home

Secretary and members of the EA.
5.\,“
.

The Right Honourable
The Secretary of State for the Environment
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From the Private Secretary

24 July 1991

%P&M.
PSAS PRIVATISATION

eful for your Secretary of

The Prime Minister was grat
ns for taking forward

State's letter of 19 July,setting out pla
the proposed privatisation of PSAS.

I submitted your secretary of State's letter plus the
attached draft PQ to the pPrime Minister yesterday evening.

ver the telephone this morning, the

As you were informed ©
tten PQ and answer to be

prime Minister is content for the wri
given as drafted.

I am copying this letter to the Private Secretaries to

members of EA.
i/
N ALOny
!
jzow¢yq
N

BARRY H. POTTER

Phillip Ward, Esq.,
Department of the Environment.

MANAGEMENT AND POLICY IN CONFIDENCE
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I have now seen a copy of your minute to the Prime Minister of
19 July about the announcement you propose to make on 24 July on
the future of PSA Services. The Home Office has a considerable
interest in this matter, and I was surprised therefore that a copy
was not sent to me.

It is clearly most desirable that the speculation about the future
of PSA Services is ended. I am, however, very concerned that the
steps you propose should not affect the delivery of the badly
needed prison places which will be provided in the eleven new
prisons which PSA Projects are building for us and which are in
most cases now in their final phases. I hope therefore that every
effort will be made to retain the services of experienced and well
regarded staff in the run-up to privatisation, and that they are
for instance given assurances about their future which will
encourage them to remain.

Equally we look for full and prompt consultation both at
Ministerial and official level on the arrangements for sale and how
these will affect our projects. Officials in particular will need
to agree the services which a private buyer would be required to
provide on our projects, and these will need to be reflected in
explicit commitments which fully safeguard our interests. Should
disposal to the private sector of PSA Projects not prove possible,
we must have ample notice of closure so that we are ready to take
over PSA's responsibilities. Whilst I recognise the pressures in
this sort of exercise, we must know where we stand, so that we can
plan accordingly.

Copies of this letter go to the Prime Minister, the Lord
Chancellor, and members of EA.

The Rt Hon Michael Heseltine MP
Department of the Environment

2 Marsham Street

London SW1

/
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SECRETARY OF STATE

MO 10J 13 July 1991

Yar S

PSAS PRIVATISATION

having been consulted by the Environment
Secretary, endorses the proposals in Mr Heseltine’s minute of 19th
July but there is one point of detail on which I have been asked to
put the record right: the date for the closure of PSA International,
at the end of the ante penultimate paragraph, should read "by 1993"
instead by "by end 1992/93".

Y oun wmlg{

My Secretary of State,

*&'I'MM :

(MISS J R BINSTEAD)
Private Secretary

J S wall LVO CMG
10 Downing Street

&5
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e wesr o CUIIIITNENT,; ENEIEe is no guarantee that sale or
sales can be achieved at a cost less than that of closure. If
it looked as if it might cost more than closure we would go for
closure. There are however a number of substantial companies
who profess serious interest in acquiring Projects. A decision
now to go for closure rather than attempt sale would put at risk
the completion of Projects' current workload to cost and time.
Given the professed interest and the potential savings to the tax
payer, I do not consider it advisable to decide to close now
thereby incurring an additional 1100 redundancies in addition to
the 1000 or so already envisaged in the sale option assessed by

CLD.
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PSAS PRIVATISATION

1 have been considering the reports by Coopers and Lybrand
Deloitte (CLD) on the options for privatising various parts of
PSA Services (PSAS). Following extensive discussions with MOD,
by far and away PSA's largest client, and with Treasury, Tom
King, Francis Maude and I have come to the following conclusions.

We are committed to privatising the activities of PSAS as soon
as practicable. PSAS has virtually no assets. It has only its
workload and the expertise of its staff combined with their
experience of Government work to sell. As civil servants the
staff have generous redundancy entitlements. Privatisation will
not raise cash; it might minimise the cost to Government of
moving PSAS's activities from the public sector to the private
sector, which would otherwise take place through closure.

The prospects for selling PSA Projects as a the major consultancy
or consultancies providing design and related services are not
good. The prospects would be improved significantly if the main
client departments could commit part of their future workload to
Projects. MOD are prepared to make a limited commitment of this
kind provided satisfactory arrangements can be negotiated to
safeguard their interests. So are certain other client
Departments provided that Treasury endorses such commitments as
securing value for money to Government overall.

Even with such a commitment, there is no guarantee that sale or
sales can be achieved at a cost less than that of closure. If
it looked as if it might cost more than closure we would go for
closure. There are however a number of substantial companies
who profess serious interest in acquiring Projects. A decision
now to go for closure rather than attempt sale would put at risk
the completion of Projects' current workload to cost and time.
Given the professed interest and the potential savings to the tax
payer, I do not consider it advisable to decide to close now
thereby incurring an additional 1100 redundancies in addition to
the 1000 or so already envisaged in the sale option assessed by
CLD.

L




MAIAGENMEST ¢ foric— 1N LanENENCE

recommend instead that we announce that we are continuing to
ursue sales options for Projects with a view to sale early next
year. If there were insufficient interest at that point or if
satisfactory arrangements could not be negotiated with client
departments and with potential purchasers within a fairly tight
timescale - say before end 1992 - we would revert to the closure
option. Either way Projects' activities would end up in the
private sector by end 1992/3.

Much the same issues arise on Building Management except that
very early closure is not an option. MOD would have the greatest
difficulty in replacing BM with alternative suppliers in the
short to medium term. Equally if a decision were taken now to
run BM down over a period of years, the cost effective completion
of work by PSA staff in such circumstances could not be
guaranteed. The better option in my view is to aim to sell the
BM regional businesses by 1992/3. To help ensure the businesses
are ready to be offered for sale late next year, I propose to
appoint an interim contractor manager to oversee and advise on
the restructuring needed. I would review progress made and
market sentiment next Summer and then proceed to sale as soon as
possible. I would however retain the option of managed closure
if sale prospects looked poorT.

My Department and MOD have agreed to give priority to the
preparations needed for the sale of the BM businesses in late
1992. For the present MOD will continue with its market testing
programme but will review with my Department the prospects for
a successful sale over the forthcoming period of contractor
management. If then appropriate and if in HMG's interests MOD
are prepared to contemplate giving the regional businesses
substantial relatively stable workloads over a 3 year period
following sale.

PSAL

The clear advice is that PSA International is not saleable as one
organisation because of its almost total dependence on MOD and
the lack of a domestic base. The only option is therefore
managed closure. We are talking to MOD about how best to manage
the closure of PSAI by end 1992/93.

SUMMARY

Subject to your views I propose to give the attached written
Answer on Wednesday. An early announcement is essential to make
progress on the appointment of a contractor manager for Building
Management, to secure staff commitment to the necessary
preparations and to give clients confidence in continuing to put
work with the PSA businesses. If we allow the present
uncertainty and press speculation to continue over the summer,
we reduce the prospects of successful sales.

I am copying this to members of E/A;.

M

MICHAEL HESELTINE

¥

S S Rl s
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DRAFT PQ

TO ASK THE SECRETARY OF STATE FOR ENVIRONMENT IF HE WILL MAKE A
STATEMENT ON THE FUTURE OF PSAS

DRAFT ANSWER

i We remain committed to transferring the activities currently
carried out by the PSAS business to the private sector.
Following consideration of the reports from my Department’
advisers, Coopers Lybrand & Deloitte, we have reached the
following conclusions on the options for the different PSAS

S

businesses.
2% PSA International is not caleable as a separate
organisation. We will therefore consult its clients, in

particular MOD about how best to phase out their reliance on PSAI
and to complete the work currently underway -

/
3- Building Management is being reorganised into five regional
businesses. I plan to appoint a contractor manager to carry

through the restructuring and preparations necessary to make the
businesses ready for sale. Providing satisfactory progress 1is
made and subject to market sentiment, I aim to offer the
regional businesses for sale towards the end of next year.

4. Again subject to progress and market sentiment, I propose
to offer PSA projects early next year. The necessary financial
information is being drawn together to determine the best form

of sale or sales.
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PSA SERVICES PRIVATISATION

An Act has been passed providing for the Property Services Agency

to be privatised. The PSA consists of:

- PSA Projects
- PSA Building Management
= PSA International

me time it has been clear that it would be difficult to

For so
sell any of these wpusinesses". There are no assets - just

manpower and a tradition of doing busi
Departments which are in the process of untying themselves from
the PSA. (The untying process would probably have to be slowed

ness for Government

down to ensure sale.)

Michael Heseltine has now concluded:

- that despite bleak prospects for a sale costing less than

managed closure, we should continue to explore options
for selling PSA Projects immediately after the Election.

If a sale was not possible we should proceed to closure:

- that despite even bleaker prospects for the sale of PS

Building Management, we should put in a contractor
er now to see if the organisation could be got ready

This slower

manag
for sale by the second half of 1992.
timescale reflects the need for MOD (far and away PSA's
biggest customer) to find alternative suppliers of

puilding management services. Again if a sale did not

materialise, closure would be considered;




‘l' FID.

- that we should manage the closure of PSA International by

the end of 1992/93.

COMMENT
There are good arguments for deciding

e whole organisation now, possibly with
1t is unlikely that

PSA are playing for time.
on managed closure for th
different timescales for the three parts.
pSA will be more saleable in future.

f them believe that they

000 people- Many ©
w would

But PSA employ 20,
have a future with privatisation. Announcing closure no
be very unpopular. Michael Heseltine has shrunk from this.

£ an earlier stage that DOE would pump

Michael Heseltine seems
the contractor manager

sury were worried a

The Trea
e it saleable.

money into the PSA to mak
to have set his face against this (though

will cost a few £ million and there must
ability of any manager to turn round such a large an

organisation in a year)- ry therefore go alon
the proposal to keep PSA going fo before

grasping the nettle of closure.

pe doubts about the

4 inefficient
The Treasu g with

r another year or so

CONCLUSION

that it is not now

jtion, and the fact
you will

Ggiven the Treasury POsS
proposed to pump PSA full of money to fac
urse out

probably not want to challenge the cO
Heseltine. But in agreeing you may wish to stipulate.

ilitate a sale,
lined by Michael

Building

g PSA Projects and
1992-93 if the

that decisions on closin
pefore the end of

Management must be taken
e not been sold by then.

CAROLYN SINCLAIR
2

two businesses hav

(288.CS)
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Michael Heseltine MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

LONDON

SW1P 3EB {3March 1991
THE CROWN SUPPLIERS (TRANSPORT) PRIVATISATION v

WIT7 4

I have seen your Private Secretary's letter o;,l&’ﬂérch to Barry
Potter.

I note that the Prime Minister is content with your conclusion
that the Transport business should be closed and I fully agree; as
I said in my earlier letter the issue was finely balanced, and I
understand that recent developments have tipped the balance in
favour of closure. I note that your officials will be in touch
with mine to discuss consequentials.

It will of course be most important to get the best value for
money from the wind-up of the Transport business. I assume you
will be following the same basic arrangements as for the Contract
Furnishing business, which appear to have worked reasonably well.
It would be useful for the team responsible for the winding-up to
explore urgently the scope for disposing of the vehicles on hire
at present in packages, together with the contracts under which
they are on hire, to trade purchasers, which may offer some extra
value added by comparison with the alternative of sale of the
vehicles alone.

Copies of this letter go to the Prime Minister, to George Young

and to Sir Robin Butler.

A, AT

l" h;lJr-‘
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From the Private Secretary

13 March 1991

t Qu»J Coxe.

CROWN SUPPLIERS (TRANSPORT) PRIVATISATION

ch in response to my
I submitted your letter

or your letter of 11 Mar
ruary to phillip Ward.
sterday evening.

Thank you f
letter of 13 Feb
to the Prime Minister ye

your Secretary of
atter. He fully
rt business should be
for an announcement

ter is most grateful to
lose interest in this m
agrees with his conclusion that TCS Transpo
closed. The Prime Minister is also content
to be made as soon as practical.

etter to John Gieve (HM Treasury), Andrew |

ate's Office, Department of the
tary's Office,

‘ The Prime Minis
state for taking a ¢

I am copying this 1
Allberry (Minister of' 'St
Environment) and Philip Rutnam (Financial Secre
HM Treasury) .

\GuAS

'Kq,wﬁ

BARRY H POTTER

Miss Kate Bush

Department of the Environment i
COMMERCIAL IN CONFIDENCE \\\/




e
COMMERCIAL IN CONFIDENCE

COVERING CONFIDENTIAL 2 MARSHAM STREET
& 7 P .' ® LONDON SWIP 3EB

Y 071-276 3000
T WUy voengs AL

My ref
—Lo Rucon cxctuGal,
Your ref :
Bar Potter E o i - i o
ry Potte sq ol
Private Secretary to (%h% e ttg
The Prime Minister A
10 Downing Street
LONDON
SW1A 2AA I March 1991

12 /2

o Ui g e

CROWN SUPPLIERS (TRANSPORT) PRIVATISATION %\"

Thank you for your letter of 13 FebruarMillip Ward. I
apologise for the delay in replying.

As the Prime Minister requested, my Secretary of State consulted the
Department’s Accounting Officers and legal advisers and satisfied
himself on the point which the Prime Minister raised and those put
by the Financial Secretary in his letter of 8 February.

; CLOSED UNDER THE
FREEDOM OF INFORMATION
AT -

I am copying this to John Gieve, Andrew Allberry and Philip Rutnam.
/O\.(‘&

TN

%—’—__\
KATE BUSH
Private Secretary
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From the Privace Secretary
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CROWN SIjPPLIERS (TRANSPORT) : PR'IVATISATION

13 February 1991

The Prime Minister has seen a copy of the Minister of
State's (Sir George Young) letter to the Financial Secretary of
4 February, setting out proposals for the privatisation of the
Crown Suppliers transport business (TCS). He has also seen a

copy of the Financial Secretary's letter of 8 February on this
subject.

This letter should be copied ONLY to Ministers and officials

directly concerned with handling the subject of the letter.

The Prime Minister is concerned that the Government might
face considerable criticism if the pProposed sale of TCS went

ahead. A number of features of the sale have given rise to this
concern.

First, the proposed sale price is very near the bottom of
the estimated Exchequer proceeds from a straightforward closure.
Indeed the expectation, on the basis of the figures available,
would be that closure generates more money for the Exchequer.

Second, there would seem to be a serious risk of relatively
quick asset stripping, once TCS is sold. It is unclear whether
the purchasers, and in particular the private sector partner,
SME, can have any other planned use of the assets.

Third, the PSA is the Crown Suppliers' sole customer for the
vehicle fleet. But, as your Secretary of State is aware, PSA's
future is not yet decided. Were the Government later to close
PSA, that would damage, perhaps terminally, a privatised TCS. No
matter how much the Government protested that no final decisions
on the future of PSA had been taken at the time TCS was sold, the
Government would be accused of failing to disclose a material
fact.

CONFIDENTIAL
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Against that background, the Prime Minister would be very
grateful if your Secretary of State could consult the DOE's
Accounting Officers and legal advisers, in particular on the Psa

fﬁ? dimension, and, having reviewed all aspects of the proposed

privatisation, indicate whether, in his view, the proposed sale
‘ should proceed.

[ I am copying this letter to Joh
| Office), Andrew Allb
‘ Philip Rutnam (Finan

n Gieve (Chancellor's
erry (Minister of State's Office, DOE) and
cial Secretary's Office, H.M.T.).

\bVNK~%vvv

| BARRY H. POTTER

1 Phillip wargq, Esq.,
i Department of the Environment.

CONFIDENTTAL,

NELDENTIAL
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You should be aware of a problem with thé proposed privatisation
of the Crown Suppliers (TCS) transport business.

Superficially there is no difficulty. Sir George Young (Flag A)
wants to accept a joint bid from the current management in
conjunction with an outside company SME. The Financial Secretary
(Flag B) goes along with this, while indicating one or two
caveats.

You need to read John Mills' excellent note at Flag C, however,
to understand what is going on. The dangers in the proposed
privatisation are as follows.

(i) The proposed sale price is very near the bottom of the
estimated Exchequer proceeds from simple closure.

(ii) There is a serious risk of quick asset stripping -
the assets are a vehicle fleet and pProperty/land.
Indeed it is difficult to believe the purchasers can
have any other planned use of the assets. (That risk
is partially acknowledged in Sir George Young's
letter.)

(iii) The PSA is Crown Suppliers' sole customer for the
vehicle fleet. But PSA's future is undecided. If the
Government did later decide to close PSA, that would
damage, probably terminally, TCS. Any protestations
that no such final decision had been taken at the time

’VﬁTb%jﬂas sold would not cut much ice.

"1 1
bt rll.

| Jf" INFORMATION
ACT200

You need to consider whether the attractions of pursuing

privatisation policy out-weigh the clear political risks in this
instance.

CONFIDENTIAL
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Conclusion
The options are:
(1) Indicate that on balance closure seemed the better

option and seek the Ministers' comments?

(A Seek an opinion on the propriety of the sale from the

DoE accounting officer (as John Mills recommends)?
(iii) Invite the two Ministers in for a discussion?
But there are some wider attractions in a fourth option:
(iv) invite Mr. Heseltine to consult his accounting officer,

in particular on the the PSA dimension and let you have

his views.

T

(BARRY H. POTTER)
12 February 1991

c:\wpdocs\economic\tcs (srw)

CONFIDENTIAL
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PRIME MINISTER 12 Feb 1991

PRIVATISATION OF THE CROWN SUPPLIERS (TCS)' TRANSPORT BUSINESS

George Young is seeking agreement to the Government's accepting the
single bid which has been received for TCS' vehicle hire and

maintenance business. The bid is near the bottom of the range for

estimated proceeds if the Government simply closed TCS down.

‘ The assets of the business are principally a fleet of about 4,000
vehicles, on contract hire to PSA, and land on three sites valued at

some £3.5m. There are about 90 staff.

The bid is from a group within the current management in conjunction
with an outside company, SME, a shell company whose owner has

l interests in vehicle distribution and sales.

l George Young's case for accepting the bid is that:

it is a bird in the hand: worth £10.3m, compared
with estimated net proceeds of closure ranging

‘ between £9.6m and £16.3m.

- it offers the prospect of saving 90 jobs which

| would be lost on closure.

and it offers the prospect of continuation of a

business on which PSA relies very heavily.

The Financial Secretary accepts George Young's case, subject to your

views. But it is clear from his letter that Francis Maude has some

unease about:

GEMENT AND COMMERCIAL IN CONFIDENCE

MANAGEMENT AND COMMERCIAL IN CONFIDENCE

-
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MANAGEMENT AND COMMERCIAL IN CONFIDENCE

the bid price, in relation to the range of

estimated closure proceeds; and

- the risk of quick asset-stripping by the

purchasers.

| BACKGROUND
t summer, as Chancellor, you accepted advice

‘ You may recall that las
and

e to support a proposed management buy-out (MBO) ,
But what was

from Francis Maud:
[ wrote accordingly to Chris Patten on 31 August.

! envisaged then was purely an MBO, and at a slightly higher price. The
part MBO part outside bid. The MBO team is

proposal now is different:
putting up £0.25m; SME £1lm.

ASSESSMENT

The involvement of an outsider must increase the risk of asset-
The bid values the vehicle fleet at about £6m. This is

stripping.
The top closure estimate is

just about the bottom closure estimate.
whose specialism is second-hand vehicles,

must

£12m. The outsider,
clearly consider that he is getting a bargain.

land assets. These were valued at £3.7m in
includes the value of planning
it excludes the

J Risk also extends to the
| 1989. For one of the three sites this
|
\

For another, in Bristol,
but the bid allows for clawback by the
That is better than
n would stay with the

permission for housing.
ol | possibility of planning gain,
‘ Government of 30% of any development gain.

but it means the lion's share of any gai

| nothing,
purchasers.

MANAGEMENT AND COMMERCIAL IN




Asset-stripping for a quick profit must be a real possibility. George
But the political risks bear most heavily on you,

Young accepts this.
of another Royal

not him. Anything which smacks, even slightly,
(where newly-privatised land assets were resold at a

Ordnance case
seriously damage the credibility of your

large profit) would
privatisation strategy in the run-up to the election.

as opposed to a wholly MBO
DoE officials admit
It

The involvement of an outside company,
approach, must increase the risks. Moreover,
that TCS as it stands is a business with "diminishing prospects”.

begs the question, what else can be in it for SME, but to pick up a

bargain and sell it on as quickly as possible?

You should also be aware that Dale Campbell-Savours has been active in

criticising the involvement of SME, with the clear indication that he

believes a knockdown sale of taxpayers' assets is in the offing.

The position of PSA

Young's

There is one further angle which is not addressed in George
which

This is the Government's position on the future of PSA,

letter.
sole customer for its vehicle fleet. Not

is effectively TCS'
surprisingly, the bid is contingent upon the financing banks' being
satisfied as to PSA's future vehicle hiring policy.

The question is: what is to be said to TCS about PSA?
The Government's public position is that PSA will shortly become a
Government-owned company as a prelude to eventual privatisation in
1992. But, as you are aware, PSA's future is extremely precarious,
and one option which has been canvassed in the Treasury and in No 10
You yourself have expressed the view that this

is its entire closure.
The decisions on PSA's future will need

may well be the right course.

to be taken quite soon.

MANAGEMENT AND Ci JAL IN C IDENCE
3
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It is not DoE's intention to disclose the possibility that there are
options for PSA other than eventual privatisation and that closure is
at least being considered. Indeed, I do not believe the DoE team
negotiating with TCcs is aware of this. Nor, I expect, is George

Young.

This raises very serious questions:

after TCS was sold, the

ded to close PSA not having
You

- what if, shortly
Government then deci
revealed the possibility to the bidder?
could not truthfully say that the option of
closing PSA only arose after the TCS sale. The

of withholding a

ould be put in an

Government would Dbe accused
highly material fact, and you W

extraordinarily difficult position.

- what if, on the other hand, declarations made to

TCS about the future of PSA tied the Government's

hands against deciding on PSA closure?

CONCLUSION AND RECOMMENDATION

ce is that you should be extremely

on the facts available my advi
There are sound

cautious about accepting what George Young proposes.
r concluding that the taxpayers' interest would be
There is a fair risk that, by proceeding
ich might

financial grounds fo
better served by a closure.
with the sale, an asset-stripping situation could arise wh

be politically very damaging.

it must be clarified what exactly needs to

But most important of all,
and how Ministers (including

be disclosed about the future of PSA,
yourself) with knowledge that closure of PSA is under consideration

stand in relation to the disclosure.

MANAGEMENT AND CIAL IN CONFID!
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The need for caution is merely increased because of Mr Campbell-

Savours' interest.

You may well judge that a clear decision now to go for closure would
be the most prudent course and the one most likely to be in the
taxpayers' best interests. That might anyway be the outcome if the
bidders are not satisfied about PSA, or if they seek to reduce their
bid at the last moment. It would be the only proper course if
possible closure of PSA is a material fact which nevertheless may not
be revealed (and I do not see how it could be given that PSA staff
themselves have absolutely no inkling of it).

But if you are inclined to accept George Young's judgement that the
bid should be accepted, I recommend that you first seek:

- an opinion from DoE's Accounting Officer as to the
balance of financial advantage between accepting
the bid and closure.

- legal advice, through Sir Robin Butler, as to
whether disclosure about possible closure of PSA
is necessary as a material fact; and if it is not,
whether this would in fact rule out the option of
closure as a conscious policy decision in a few

months time.

/ A
Jol. 2
JOHN MILLS

MANAGEMENT AND COMMERCIAL: IN CONFIDENCE
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Treasury Chambers, Parliament Street, SW1 12 3AGC

Sir George Young Bt Mg
Minister of State

Department of the Environment
2 mMarsham Street
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PRIVATISATION OF THE CROWN SUPPLIERS: TRANSPORT BUSINESS
Thank you for your lettcr of 4 February.

I have again considered this matter very carefully. It gecms
Lo me that the balance of arqument has ghift since the
previous ronnd of correspondence in August last year. 1 have
in mind the riszk that the r= ructurad bidding team ht be
able to sell the assets for gnificently mo.= than the prics
pald. I am also troubled by the very slow progress of the
negotiations and the inexoraple increase in cumulative fees a
the negotiations drag on.

In my view thc issue is very Linely balanced.
light of your advice on the balancce of risks 1
Prepared to agrec to the sale on Lhe terms £et out in your
letter. I take it that you are prepared to defend the
Government's position if the bidder Droceeded to strip out th
assets of the business, posseibly making a substantial profit
by closing down thc business.

in th

I remain very concerned that the position may not be resclved
quickly, and I think it essential that you should set a
deadline for exchange of contrac!s of a month from now. If

that deadlina cannot be met, I believe the business would haw
to be closed forthwith

I note that completion of the deal would be conditional on
satisfactory new management appointments, endorsed hy

e

e

e

S

Samuel Montagu and Co, as well as negotiations on the detailed

legal documentation and satisfaction of the backers*
requirements for assurances about business from psag,
too I am concerned about the potential £
the risk that the offer may be reduced.
all you can to bring nagnriations to a swift conclusion:
should rerain flexibility to break off the further
negotiations after exchanye of contracts without penalty if
the bidders appear to be dragging their feet.

Here
or further delay and

you

MANAGEMENT AND COMMERCTAT~TN-CONFIDENCE

1

T am sure you will do
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‘ I understand that you have taken lsgal advice zbout Lhe need
. for digclosure ol the gtate of the Govecament's thinking on

PSAS's future, If "due diligence” or other dcvelopments
. ghould lead the team to reduce their bid, we would have to
reconsider and, I think, go for closurs,

Subjeck to the Prime Minister's views, I am prepared to accept
your view that you shonld proceed with the bid subjlect to the
conditions I have specified. I note that our officials will
be in touch over the terms of the announcement which would be
made immediatsly following the exchange of contracts.

I am copying thig lettcr to the Prime Xinister.
\;' ’ el s ¥ Hetg, \’L(‘.U/l ‘n‘-’\(fj’{’,b
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Minister for Housing
and Planning

2o

Department of the Environment
2 Marsham Street
London SW1P 3EB

Telephone 071-276 3310

STAFF AND COMMERCIAL IN CONFIDENCE

4 February 1991

Dot Finerc)  Secidliony

TCS PRIVATISATION

O Cher

Last summer there was égjeégggndence between the then Prime
Minister, Chancellor of the Exchequer and Secretary of
State for the Environment which established principles for
considering bids for the two transport businesses of TCS.
Since then, our officials have kept in close touch and, as
you know, the decision to retain the interdepartmental
despatch service (IDS) has been announced. This letter
deals with a revised bid for the remaining vehicle hire and
maintenance business from a joint team of TCS staff and
Sanderson Murray and Elder (Holdings) plc (SME). Samuel
Montagu and Company, our banking advisers, recommend that,
on balance, the bid satisfies the criteria for the sale set
out in the bid documents, subject to satisfactory new
appointments to the purchaser’s management team.

The bid is the only one and has to be judged, as before,
against closure of the business. The bid is evaluated as
being worth about £10.3m, compared with the range of £9.6m
to £16.3m for the estimated net proceeds of closure. Like
the bid approved last summer, it is at the lower end of the
range of estimated net proceeds of closure, which are, of
course, considerably less predictable than those of sale.
On this basis, it is almost as good on financial grounds as
last summer’s bid. I accept, however, that as a result of
the involvement of an outside firm, there may now be a
greater risk of the purchaser closing down the workshops
part of the business and making a real or apparent profit
on the sale of the land assets. I think we shall have to
live with that. The finance for the bid has been obtained.
It is conditional on the outcome of "due diligence" and on
the main financier being satisfied with PSAS’ future hiring
policy, on which discussions continue.

Another key consideration is the effect on staff of the
alternatives. Closure would involve immediate redundancy
for 90 or so technical and.industrial staff plus any of the
generalists who could not be found other posts. It is hard

Cep
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to predict the job prospects of staff if the sale goes
ahead. The business is risky, particularly the
unprofitable workshops. If they closed, upwards of 70 jobs
would be lost. Centralisation of the HQ at Dewsbury could
lead to 5-10 redundancies amongst technical staff plus any
generalists who, cannot be found other civil service posts.
All we can say is that the job prospects for all these
staff are better if there is a sale, and that it would be
difficult for the Government to justify itself making
redundant the staff of a business which, overall, is
profitable, at least before financing costs.

The third key consideration is the ability of the
prospective purchaser to run the business. The bid is a
joint one from a team of TCS staff (3 civil servants and
one working under contract for TCS) and from SME, whose
Chairman will chair the board of the new company. SME are
subscribing more for shares than the TCS staff, though the
TCS staff team plus the managing director (yet to be
recruited) will have initial control of the company. SME
would take control after 5 years if their preference shares
cannot be redeemed and are converted. In addition to the
Chairman and the non TCS MD, a sales director, deputy
finance director and workshop director have to be
recruited. The majority of the management team will not be
ex civil servants and any sale will not therefore be to an
MBO. The presentational disadvantage of this is, however,
outweighed by the strengthened management capability
promised by SME’s involvement. 5

In sum, I should like your agreement to proceeding with
this deal. There is a respectable financial case for ik,
and it provides the prospect of jobs for some staff as well
as the continuation of a buisness on which PSAs and OGDS,
presently rely. Completion of the deal will have to be
conditional on the satisfactory new management
appointments, endorsed by Samuel Montagu and Company, as
well as negotiations on the legal documentation.

The financial backers’ are looking to complete the sale by
the end of March 1991. This already looks extremely
optimistic, but it is clearly important to proceed as
quickly as possible so as not to prejudice the deal.

CLOSEDUNDERTHE
OF FORMATON
AT
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A Parliamentary announcement would accompany exchange of
contracts. My officials would, of course, clear the text
of any announcement with yours.

I am copying this to the Prime Minister.

I would be most grateful if you would let me have a
response by close of play on Wednesday 6 February.

yéA,s Su~uL;Q)'f:)

E@M&“ :

qv SIR GEORGE YOUNG
(Approved by the Minister
and signed in his absence)

Financial Secretary
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Department of the Environment
2 Marsham Street
London SW1P 3EB

Minister for Local Government Telephone 01-276 3000

and Inner Cities

?£ November 1990
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The Prime Minister’s agreement to the proposed management buy-out

of the Crown Suppliers’ Transport and IDS businesses was recorded
in her Private Secretary’s letter of 11 September.

Since then the team have withdrawn their bid for the IDS. There
were a number of contributory reasons for this, including doubts
about the company’s future when the Government re-tendered the IDS
contract in no more than 3 years time, and concern about the
impact of the Post Office’s letter monopoly on their ability to
expand the business. These difficulties might have been overcome.
But the determinative reason was the withdrawal of the General
Manager of the IDS from participation in the team. My officials
have kept yours in close touch with events.

The team have put in a revised bid for the Crown Suppliers”’
transport business alone. My officials are discussing its details
with yours. This revised bid seems reasonable on the face of it,
but the team are awaiting confirmation of finance from their
proposed backers, Sanderson Murray & Elder (Holdings) plec,
National Westminster Bank and Lombard North Central. It may
therefore take some weeks before I am in a position to put. a
proposal to you.

As to the IDS, there was only one other bidder for it, the
National Freight Corporation. Their offer was unattractive and
their pension scheme inadequate. Sale of the IDS to the NFC was
therefore one of options rejected in the officials’ paper which we
considered last summer. There is therefore little option but to
abandon the privatisation of IDS. Closure of IDS and contracting
it out to another private operator is unlikely to be possible, at
least in the short term, given the impact of the Post Office
Jetter monopoly. In the short run, at least, I believe that the
only option this leaves us with is retention of the IDS in
Government. Property Holdings is the obvious location, because
the management of the IDS fits well with the other functioms it
has taken over from PSAS. Our officials will need to discuss the
vote and running costs implications of this transfer.
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The Prime Minister’s agreement to the proposed management buy-out

of the Crown Suppliers’ Transport and IDS businesses was recorded
in her Private Secretary’s letter of 11 September.

~

Since then the team have withdrawn their bid for the IDS. There
were a number of contributory reasons for this, including doubts
about the company’s future when the Government re-tendered the IDS
contract in no more than 3 years time, and concern about the
impact of the Post Office’s letter monopoly on their ability to
expand the business. These difficulties might have been overcome.
But the determinative reason was the withdrawal of the General
Manager of the IDS from participation in the team. My officials
have kept yours in close touch with events.

The team have put in a revised bid for the Crown Suppliers’
transport business alone. My officials are discussing its details
with yours. This revised bid seems reasonable on the face of it,
but the team are awaiting confirmation of finance from their
proposed backers, Sanderson Murray & Elder (Holdings) plc,
National Westminster Bank and Lombard North Central. It may
therefore take some weeks before I am in a position to put a
proposal to you.

As to the IDS, there was only one other bidder for it, the
National Freight Corporation. Their offer was unattractive and
their pension scheme inadequate. Sale of the IDS to the NFC was
therefore one of options rejected in the officials’ paper which we
considered last summer. There is therefore little option but to
abandon the privatisation of IDS. Closure of IDS and contracting
it out to another private operator is unlikely to be possible, at
least in the short term, given the impact of the Post Office
letter monopoly. In the short run, at least, I believe that the
only option this leaves us with is retention of the IDS in
Government. Property Holdings is the obvious location, because
the management of the IDS fits well with the other functions it
has taken over from PSAS. Our officials will need to discuss the
vote and running costs implications of this transfer.




I am under considerable pressure to let the staff know the
position on the IDS. Until I do, firm plans for its future cannot
be made, and the MBO team cannot be open with staff about their
intentions. Furthermore, rumours are rife that the MBO has
withdrawn its bid for both businesses and that both IDS and the
transport business are to be closed. This is having a serious
effect on morale and on the performance of the transport business,
which we still hope to sell. We have reached the position
therefore, where I believe that staff must be told that a bid for
the transport business is still being discussed but that IDS is
not being sold. I propose to make a parallel announcement to
Parliament by way of written answer. I attach a draft. I should
be grateful for comments by close of play on Wednesday 28
November.

I am sending copies of this letter to the Prime Minister and to
Peter Lilley.

\/b—\_../‘s _te ¢

et eof.

MICHAEL PORTILLO

The Hon Francis Maude MP



TCS PRIVATISATION

DRAFT PQ AND ANSWER

To ask the Secretary of State for the Environment when he expects
to announce the outcome of the sale competition for the Crown
Suppliers’ vehicle hire business and the Inter-Departmental
Despatch Service.

Discussions are continuing on the sale of the Crown Suppliers’
vehicle hire and maintenance business. An announcement will be
made as soon as possible. There are no acceptable bids for the
Inter-Departmental Despatch Service, which will, therefore, be
retained in Government.
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Treasury Chambers, Parliament Street, SWIP 3AG
O71-270 3000

18 October 1990

Barry Potter Esg
Private Secretary to the
Prime Minister

10 Downing Street

LONDON

SW1A 2AA
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PSAS PRIVATISATION

The Chancellor has seen your letter of 8 October to Phillip Ward,
and the earlier correspondence on this subject.

Officials here are taking forward the necessary work with
colleagues in Property Holdings, PSA Services and the Ministry of
Defence principally, consulting others as necessary. The main
priorities are to complete the anaiysis of the arguments for and
against slowing down the untying exercise (which indeed seems
unattractive on the basis of work done so far); to pursue the
points raised by the Defence Secretary in his letter of early
October, taking in the issue of the future of PSAS' work overseas
for the MOD; and to take forward the study of the "managed
disposal" option, taking account of Departments' requirements for
support from PSA Services.

The Financial Secretary will be pursuing these issues where
appropriate with colleagues, and the Chancellor will take a close
interest in the work and report back as the Prime Minister has
asked.




I am copying this letter to the Private Secretaries to members of
the Cabinet, to Philip Rutnam (Financial Secretary's Office), to
the Private Secretary to the Minister for Arts and Libraries, and
to Sir Robin Butler.

\/M

ot

MISS K GASELTINE
Assistant Private Secretary




O ANDRLW'S HOUSE
« )

% § phe EDINBURGH FHI DG
w0

_@hj

(o

The Rt Hon Christopher Patten MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

Civil. Servick ! LONDON
)05/3 Cadra I

SW1P 3EB |6 October 1930

\
PSA SERVICES : PRIVATISATION

—es

Thank you for sending me a copy of your letter of 18 \September to
Norman Lamont on the latest developments in your plans for the
privatisation of PSA services and the creation of a Government-owned
company. I note with interest that you propose to adopt Cooper and
Lybrand Deloitte's recommendation that PSA's two core businesses should
be treated as separate entities and that this has prompted you to think in
terms not only of disposing of them separately but of creating more than
one Government-owned company.

While deferral of the operative date from 1 April 1991 to 1 July 1991 will,
to some extent, help the Scottish Courts Administration in their work of
re-negotiating agreements with PSA, the timetable remains very tight for
that Department. I referred to the impact on the Scottish Courts
Administration in my letter of 19 June. I see no difficulties in the
proposed timetable for the Scottish Office or my other minor Departments.

Your letter sheds no further light on the PES implications of what is
proposed. I must reiterate the concern I have that whatever
arrangement is finally agreed there should be no reduction in the amount
of resources available to Departments for the provision and maintenance of
accommodation.

ol /]
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MALCOLM RIiFKIND
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CONFIDENTIAL

10 DOWNING STREET . .

LONDON SWI1A 2AA 8 October 1990
From the Private Secretary

|
PROPERTY SERVICES AGENCY SERVICES (PSAS): PRIVATISATION

The Prime Minister has seen a copy of the Environment
Secretary's minute of 18 September to the Chief Secretary,
setting out his proposals for the next steps towards
privatisation of PSAS. The Prime Minister has also seen copies
of the letters from the Financial Secretary (2 October) and the
Defence Secretary (undated) on this subject.

In the light of the consultants' report, the Prime
Minister views with concern the proposal to set a target date
for incorporation of PSAS into one or more Government-owned
companies (GOCOS) as a prelude to privatisation. The Prime
Minister is also opposed to slowing down the untying exercise
in order to secure a higher continuing level of business for
PSAS.

The Prime Minister agrees with the Financial Secretary
that it would be premature to establish a target date for GOCO
status at this stage. She also agrees that further work on the
managed disposal options is necessary, so that, for the
different parts of the PSAS business, the relative merits of
sale, retention within Government and closure are thoroughly
examined.

The Prime Minister would be most grateful if the
Chancellor (who has of course overall responsibility for the
privatisation programme) could take a close interest in these

further studies of the way forward for PSAS and report back as
appropriate.

I am copying this letter to the Private Secretaries to
members of the Cabinet, Philip Rutnam (Financial Secretary's
office), and to Sir Robin Butler.

\Gun( Jhauﬂ
iE
Olwd

BARRY H POTTER

Phillip Ward Esqg
Department of the Environment

CONFIDENTIAL
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PRIME MINISTER

‘PSA SERVICES (PSAS) PRIVATISATION

PSAS comprises two main businesses: project design and

management and b;IIai;g ﬁaintehshce. 'Eféééééa privatisation of

ngggigwiﬁrgefious difficulty;*

The Government is committed to Privatising PSAS: the Act has

received Royal Assent. But Psas ié—EE}formihé very badly. and
S report conclﬁaeé that, as aicomggny, PSAS

probably has negative net worth, if sold in the next few yé;;;i

ARV S e s i Sk

There are two fundamental problems.

407 PSAS is simply an inefficient, badly run

organisation.

ii. Departments were untied from using PSAS earlier in
the year. As should h;;;—;een foreseen, there has been a
great rush to dispense with Poor PSAS services and to buy
from the private sector.

i e R SR

The result is that on any sensible commercial criteria PSAS has

no viable future.

Against that background, Mr Patten (flag A) nonetheless

bProposes turning most of PSas into one or more Government-owned
anthis Shelis

companies in preparation for sale; and, to stem the haemorrhage

—_— ! -
of lost business, to slow down progress on untying.
e e e b S R R

By contrast, the Treasury (flag B) argue that it is necessary
to face up to the problems in PSAS. The option of closure
needs to be carefully and quickly costed (though it could
involve consiéE?EEIE‘?E&GEESEEIes). And there is no logic in
slowing down the_ggocess of untying.

Conclusion

Having committed itself to privatising PSAS, the Government
will only achieve this now by large injections of subsidy to
make the éompany attractive to potential purchasers. The
political case for doing so, having taken the necessary
legislation, is clear; but it does not make economic sense.
- R — T = Tl T )
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.As activity in the construction and related industries slows
down, the private sector will compete more vigorously for
business released by untying Governmégg‘aggngments from PSAS.
It is difficult to believe that the . financial situation at PSAs
can improve. Whatever the polltlcal-EIEEIEETEIEET'both
TEEEEG;;—off1c1als and Policy Unit (flag C) may well be right
to conclude that closure may be the best option.

This cannot be simply resolved. There is a serious difference
of view between DoE and Treasury. As the letter from the MoD

(flag D) shows, “the matter has been badly handled.
U RSN AN S e s = S W

Further work on options is needed to include the following.

(1) Closure of all or part of PSAS: what would be
the costs of managed rundown; how large would
the redundancies be?

Retention of PSAS within Government: might this
make sense for at least the MOD-related work on
missile sites etc?

Privatisation: how much injection of public
funds might be needed to make the PSAS saleable?

(iv) Is the best approach a mix of (i)-(iii) above?

The next step might be to call together relevant Ministers.
You could do this yourself. Alternatively you might ask the
Lord President or the Chancelior to investigate and report.
e
i Content to chair a small meeting yourself?
OR
ii. Content to ask the Lord President/Chancellor
to consider and report back to you?
AAA_
&W 7(0 g C‘(f Ng
v pa
BARRY H POTTER e

5 October 1990 ook cud ’LMLL
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PRIME MINISTER 4 October 1990

PSA SERVICES PRIVATISATION

This is running into trouble. It looks as though the original
consultants' advice which informed the decision to privatise PSa
Services (PSAS) was over-optimistic. A recent and detailed
report by Coopers ;;E—-E;E;;;E— is much gloomier about the
prospects of being able to sell the organisation either as a
whole or in parts. Things have got worse since your VFM Seminar
in March.

Despite Coopers' advice, Chris Patten proposes to continue on the
== ke i A
assumption that most of PSAS will be sold. Francis Maude argues

for a hard-headed look at other options such as closing down
esceric b i
large parts of PSAS.

The Treasury are right to be alarmed. There is a real risk that

privatising PSAS could become a costly business, with taxpayers'
| EE—

money needing to be pumped in to make it look attractive to

-
buyers. In the end this option could cost more than closure,
e B B

despite redundancy costs.
i - Aren it

BACKGROUND

E(A) decided in September 1989 that early privatisation
(1992-3) was 1likely to be the best course for PSAS.
This was a speeding up of the earlier timetable.
Nicholas Ridley was keen to get rid of PSAS.

The Civil Service/Price Waterhouse report argued that
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PSAS' likely loss of Government customers as a result
of untying made it sensible to try to sell it sooner
rather than later. (Earlier advice had suggested that
PSAS should operate for a few years as a trading fund
before attempts were made to sell it.)

The necessary legislation (the PSAS and TCS
Privatisation Act) has received Royal Assent.

Coopers' Report

Last May the Department of the Environment commissioned a report
from Coopers on prospects for the sale of PSAS. The report
points out that:

(a)

unlike some earlier privatisations, PSAS has virtually
no fixed assets which might have alternative use
values;

again unlike some earlier privatisations, PSAS no

longer, since untying, enjoys a position as a monopoly
supplier of essential services; v

—_— s

there is at present very considerable uncertainty-

much greater than typical 1levels of commercial

uncertainty - about the future extent and composition

VSRS
of market demand and hence the level of workload and
R ey

earnings;
nonetheless, against any foreseeable demand scenario:
(i) PsAs will have to reduce significantly the scale

of its operations, perhaps by more than 50%
because of untying and reduced defence involvement
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in Central Europe (MOD is by far the largest
customer) ;

(ii) there will be significant consequential
restructuring costs, of upwards of £500m;

(iii) the timepath to achieving a commercial return in
the remaining business is highly uncertain.

Against this background, Coopers conclude that PSAS would
probably have negative net worth if sold in the next few years.
6 Fraes il
Coopers pull their punches when it comes to recommendations. No
doubt they felt that privatisation rather than closure was a
foregone conclusion. It is the gap between their specific
recommendations - such as treating the two main businesses
separately - and their pessimistic analysis above which allows
Chris Patten and Francis Maude to read the report differently.

Chris Patten's Proposals

Chris Patten proposes:

separating the two main PSAS businesses (Projects and
Business Management) as Coopers propose. This would
probably lead to them being sold separately;

assessing the cost of closing down PSAS at least cost
to Government (but this is only suggested as a
benchmark against which to measure other options) ;

—_ =

reining back the untying exercise (this would help to

keep a captive customer market for a while) ;
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turning most of PSAS into one or more Government owned
companies (GOCOs) by 1 July 1991, in preparation for
eventual sale;

incorporating the international business into one of
the two main businesses (Coopers suggested
incorporating it into the Ministry of Defence).

Francis Maude's Reaction

Francis Maude argues:

that it is necessary to tESE_JEL_EP the gloom in
Coopers' report. There will be huge problems in
disposing of the PSAS given its present inefficiencies
and the uncertainty surrounding its business as
potential customers disappear;

the priority task is costing closure, at least cost to
Government (described as the "managed disposal"
option). This is not just to provide a benchmark, but
because closure may be the best option for large parts
of PSAS;

slowing down the process of untying would be a mistake-
(Actually it would be so unpopular in Whitehall-
where Departments are relishing their new found freedonm
from PSA - that it would probably be unworkable) ;

it would be premature to set a target date for
incorporating PSAS as one or more GOCOs until we know
whether the core businesses are saleable in the
foreseeable future;
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incorporating the international business into one of
the two main businesses is not necessarily the best
course. Tom King should be asked about bringing it
into the Ministry of Defence.

COMMENT

Basically Chris Patten and his officials want to steam on with
privatisation as before. This is not surprising. It is likely
that most people in PSaAs - certainly its senior management-
would prefer to be privatised than closed down.

The cost of steaming on could be large and open-ended, while
closure has at least a maximum cost (100 per cent redundancies)
which can be calculated:

the cost of closure would almost certainly be less than
100 per cent redundancy because some people will
transfer elsewhere in the Civil Service, and some will
leave before they are made redundant. Whitehall should
be galvanised to think about the scope for absorbing
PSAS staff now, to reduce the cost of managed closure;

the Value for Money Seminar on PSA last March showed
what a long way PSAS have to go to become an efficient
organisation. The cost of restructuring to make PSAS
commercially attractive could not be passed on to
prospective buyers.

Tom King has also written to say that his Department need to be
closely consulted, as PSAS' biggest customer. (They have

apparently not yet seen the Coopers' report) . It is obviously

sensible for them to be brought in.
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CONCLUSION

PSA have long been so inefficient that its customers - the rest
of Government - are mostly desperate to be untied from it. It is
not surprising that its market prospects look pretty bleak-
especially with the uncertainties about the defence programme.

If Departments can manage without PSAS arguably its services are
just not needed. Nothing of comparable size exists in the
private sector. The logic of this argument is closure of large
parts, if not all, of PSAS (some bits with assured Ministry of
Defence custom probably could be sold). Colleagues should be
encouraged to face up to this now.

A final decision cannot be taken until we have a costed scheme of
closure at least cost to Government. Coopers are confident that
"managed" closure would cost the taxpayer less than immediate
closure. Costed closure schemes should be ready in January. We
must press for this timetable to be kept.

RECOMMENDATION

Express concern at the difficulties of privatising PSAS
highlighted in the Coopers' report.

Warn that the issue must not be allowed to drag on.

Agree with Francis Maude that it will be necessary to
take a hard-headed look at options such as significant
closures.

Press to have a costed scheme of managed closure as a
basis for decisions as soon as possible. Can it be
ready earlier than January?
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Redeployment of PSAS staff within the cCivil Service
will reduce the cost of closure options. There should
be a quick co-ordinated exercise within Government, in
parallel with the scheme for managed closure, to see
what scope there is for redeployment. (Robin Butler
could be asked to take this on).

Meanwhile it would be wrong to slow up untying. And it
kG e el R

is premature to set a target date for GOEOs at this

stage.

oS

CAROLYN SINCILAIR
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MINISTRY OF DEFENCE WHITEHALL LONDON SW1A 2HB
TELEPHONE 01-218 5000

DIRECT DIALLING 01-218 21713

October 1990

PSA SERVICES PRIVATISATION

I read with interest Chris Patten’s letter of 18 September.

I cannot comment on the consultants’ conclusions, not having
seen their report, but a number of the points in Chris’s letter are
of direct interest to MOD, as PSAS’s largest customer. For example:

- the timetable for privatisation of the two businesses;

- the alternative notion of running them down while they remain
in Government;

~ the possibility of a change in the rate of untying;

- the suggestion that value for money from works expenditure
should be balanced against redundancy costs; and,

- the suggestion that there should be adjustments between
Departments’ PES programmes to provide working capital for a
GOcCo.

The Rt Hon Norman Lamont MP
Chief Secretary
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As I said in my letter of 21st June to Chris, I could not
accept that the redundancy bill should be passed to customer
departments. I should also like to know what is likely to be
proposed for those parts of PSAS that are not candidates for
privatisation. 1In my letter of 21 June, I put down a number of
markers on points of key importance from the Customer’s point of
view that need to be resolved before progress towards PSAS
incorporation passes the point of no return. Against that
background, I am extremely surprised that as the leading customer,
I have not been consulted about the proposals to emerge from the
consultants’ report. That is not how business behaves.

For these reasons, it is very important that there should be
the closest consultation before decisions are taken: 1 hope that you
and Chris Patten will agree that our officials should get together
at once to go through these and other points. It will, 1 believe,
be important for my officials to see those parts of the consultants’
report that bear on MOD; it will be difficult for them to advise me
if they do not. 1In the meantime nothing should be done to slow down
the speed at which work is put out for competitive tender.

I am copying this to the Prime Minister, Cabinet colleagues and
to Sir Robin Butler.

Tom King

|
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2 MARSHAM STREET
LONDON SWIP 3EB

071-276 3000

My ref

Your ref

The Rt Hon Norman Lamont MP

Chief Secretary

HM Treasury

Parliament Street

LONDON

SW1 /gSeptember 1990
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PSA SERVICES PRIVATISATION

I have now received from Coopers and Lybrand Deloitte (CLD)
report of their feasibility study on the privatisation of PSA
Services. I think we can now make progress on the questions
GOCO and my PES bid.

I propose to accept CLD'’s key conclusion that we should treat as
separate entities the two core businesses they have identified -
"project design and management" "maintenance m

The fact that CLD see no synergy between these two core businesses
suggests that we need not plan to sell them as one. Moreover, CLD
see a more easily realised, albeit difficult, path to viabilitysfor
"projects" than for "maintenance management." We will therefore be
developing a strategy for disposing of each business at the most
appropriate time so as to give the best overall return -to the public
purse; this may, of course, be well before October 1992 which we
have hitherto seen as the earliest practicable date.

An early stage of the work will be determining a benchmark against
which to assess sale options and, eventually, bids. This involves
assessing the costs of running down the businesses at least cost
while they remain in Government.

An important underl
of the level of wor
rate at which Depart
faster than we antic
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have no doubt that that decision was right but I wonder whether the
way in which it is being handled will provide the best overall
outcome in public expenditure terms. My officials have taken up your
suggestion that we look again at this and at the balance between
seeking greater vfm from works expenditure and consequent redundancy
costs. My officials will shortly be in touch with yours about it.

I believe that incorporation as one or more GOCOs well before sale
would be advantageous, provided we are confident that the businesses
are viable and sustainable. We are not yet able to make a final
judgement on that. But I do not think we can postpone a decision to
get ourselves into a position to incorporate because of the risk
that that will, in itself, delay the much needed changes. Although 1
April 1991 now looks too soon, I would like to adopt a slightly
later target date of 1 July 1991, subject to reviewing the position
nearer that date and, above all, being confident that the businesses
are viable.

You will realise that until we have got new PSAS business plans, a
benchmark for assessment and a disposal strategy — which will not be
ready until about March - I can only make a provisional bid for PES
provision for redundancy costs or working capital for a GOCO. Yet
when we have identified the most -advantageous strategy, it will need
the resources to implement it quickly, or I may be forced to adopt
less than the best strategy.

In the circumstances, I propose that we should make provision for
redundancy costs, which are as you recognise inevitable and whose
timing alone is at issue, at the "worst case" level. This will be an
unpalatably high figure. I have decided that we will offer
secondment to staff where possible in order to reduce redundancies.
Even so, it will be of the order of #90m in 1991-2 alone. We have
every incentive to try to reduce it. We can consider managing the
rate of untying. We must do everything possible to redeploy surplus
staff elsewhere in Government and we must evaluate carefully the
overall cost of all sale options. If redundancy costs are lower than
we have allowed for, the additional provision would have
surrendered.

As to working capital (perhaps £150m), we do not yet know when we
shall need it. That can only finally emerge from our sale strategy.
We do know we shall not need it at 1 April 1991. As you know, I
believe that making provision for it should be PES neutral. I do not
therefore propose to make a bid. When we do establish a GOCO, there
will need to be adjustments between Departments’ PES programmes to
reflect this.

A third part of any PES bid will need to cover certain costs which
we should not expect PSAS to recover through charges. I have in mind
the continuing cost of activities such as Vote accounting and also
restructuring costs arising from the implementation of our move
towards privatisation. If their charges have to cover these costs
they simply will not win work. If we bear those cost directly now,
PSAS stand a much better chance and we will get a higher price from
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the sale. Indeed, I think we should regard these as costs to be set
against the sale proceeds in due course.

I am copying this letter to the Prime Minister, Cabinet colleagues

and Sir Robin Butler.
A S
(R

W CHRIS PATTEN

(Approved by the Secretary of State
and Signed in his Absence)

&

Arcrcuen Paren
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Christopher Patten Mp

Secretary of State for the Environment

Department of the Environment

2 Marsham Street g

London SW1p 3EP ‘ October 1990

(' Bk B P F e

PSA SERVICES PRIVATISATION

Norman Lamont has asked me to reply to your lsl{;; of 18 September.

I am sure that you are right, in the light of Coopers' report, to
treat PSAS's two core businesses as separate entities, to
restructure the businesses accordingly and to plan on the basis
that the businesses be disposed of separately. But there are
extremely difficult decisions to be taken in the coming months.
The Coopers' report demonstrates the scale of the problems of
disposing of PSAS amidst the uncertainties which it faces and of
the prospects for its constituent businesses. There is clearly
much to be done to make Projects and Building Management into
viable units, and it is likely that privatisaticr would be possible
only at significant cost to the taxpayer.

Against this background it is essential to work up the "managed
disposal"” option, as you suggest. I understand that this should be
ready by around January. When this work is ready we shall need to
take a hard-headed 1look at the optieas. These could include
significant closures as well as early sale or retention of parts of

a good chance of turning parts
round in two or three years' time. I should be happy to
discuss these possibilities further with Michael Portillo at the
appropriate time if you judged that helpful.

You mention that it will probably be desirable to incorporate parts
of the existing International and Specialist Services businesses
into the present Projects and Building Management businesses. We
need ‘ quickly to decide on the best future arrangements for
International and Specialist Services as a whole. T understand
that Coopers saw advantage in the return of a large part of
International to MOD. This course needs to be seriously
investigated, and I should be interested to have Tom King's views
on, dt. I hope we can complete this inquiry speedily, since it
would be wasteful to continue investing in systems for this
business on the assumption that it would continue to be a
self-accounting unit within PSAS. For the same reason, I hope that

CONFIDENTIAL

1
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proposals for the division of Specialist Services between the two
core businesses and on the issue of whether a substantial part
should be Separated for retention in Government, will be brought
forward quickly.

It would be premature to attempt to reach a firm view on untying
until officials have completed the work on this subject to which
you refer. But I would be very reluctant to make any substantive
change in the policy of untying, just as Whitehall is focussing on
its attractions and advantages.

I think it would be unwise now to set ourselves the target date of
incorporating PSAS as one or more GOCOs in the summer of next year.
A Companies Act company must by definition be able to trade as a
going concern and have sufficient assets to pay off its debts and
other 1liabilities. But neither of the core businesses in PSAS
appears to be viable at the present: we do not know when they will
become viable, or what restructuring costs are likely to be
necessary before attempts are made to sell all or parts of PSA

Services. The right sequence is surely to establish our strategy
towards the disposal of PSAS in the light of the further work on
the "managed disposal" option, and to take decisions on
incorporation, including the timetable for incorporation, in the
Yight " of 1 that strategy. Moreover there must be serious doubt
whether we would be in a position to incorporate PSAS as a GOCO by
July. To set a target which we then failed to meet would be no

help in our policy towards PSAS.

Norman Lamont will deal separately with your Survey bid, on which
you touched in your letter but dealt with more fully in another
letter of the same date. Suffice it to say that I note the case in
principle for making some significant provision for severance; and
that the public expenditure implications of providing working
capital to a GOCO could in practice be quite awkward and would need
careful work by officials. There would, as you say, have to be
adjustments from customer departments' programmes in order to
ensure PES neutrality.

I am copying this letter to the recipients of yours, and to Norman
Lamont.

L"l\ d ’&r\(: k,’LL\J’
¥ \
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f FRANCIS MAUDE
(Approved by the Financial Secretary
and signed in his absence)
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Department of the Environment
2 Marsham Street
London SW1P 3EB

Minister for Local Government Telephone 071-276 3000
and Inner Cities

PO/PS0/33774/90

Thank you for your lepfer
17 July to Francis Mau e di

contract furnishing operations
as you say, I announced the closure on 15 August.

Since the announcement our officials have been in touch
about the effect of the closedown on the sheltered
industries. Many of the contracts involve MOD, and we
are looking at ways in which these can continue, either
through transfer to The Buying Agency (TBA), which will
remain within Government, or the establishment of some
in-house capacity in MoOD using TCS expertise. Final
decisions have yet to be taken, and I can give no commitment;
but continuance of these contracts would safeguard all
the TCS contracts at the Enham Workshops (worth currently
JRstisloveriile million), and some £636,000 of contracts
placed with Remploy.

For other contracts we intend to provide suppliers with
the names and addresses of Customers for their products,
and it will be for contractors to market them directly.
I understand that Remploy have already determined a marketing
strategy which has one - contract in competition
with TCS among others.

All Government Departments are required to participate
in the Priority Suppliers Scheme, which gives sheltered
workshops and prison industries the chance to provide
goods on a competitively priced basis. For contracts
for goods which were previously supplied through TCs,
the obligation to comply with the scheme will now rest
with Departments themselves.

{/{éi//
LLaT
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I have asked the officials. arged with the closure of

the TCS contract furnishing. ‘operation to keep in close

touch with yours on developments which will affect the
\ s I\

sheltered industries. \! N ] 10 DOWNING STREET

I am sending a copy of this lette the Prime Minister, N ) LONDON SWIA 2AA
Geoffrey Howe, Tom King, Frandis m nd to Sir Robin Butler. From the Private Secretary

11 September 1990

PRIVATISATION OF THE CROWN SUPPLIERS:
TRANSPORT AND INTERNAL DELIVERY SERVICE (IDS)

Your Secretary of State wrote to the Chancellor on 3 August
proposing that the Crown Suppliers Transport and IDS services
should be privatised by means of a management buy-out. The
Chancellor's letter of 31 August indicated that he was content to
proceed as proposed by your Secretary of State.

L(i@(&d Subsequently I indicated that the Prime Minister wanted to

be clear about the reasons for the changes in the Net Present
HAE Value figures in your Secretary of State's letter of 3 August
MEC L} ORTILIO from those contained in Mr Chope's letter of 13 June. Your
letter of 6 September to me attached a note setting out the
latest and better estimates prepared by your department's
privatisation advisers, Coopers & Lybrand, Deloitte.

In the light of the figures attached to your letter of
6 September, the Prime Minister is content for the proposed
management buy-out to go ahead.

I am copying this letter to John Gieve (HM Treasury).

BARRY H POTTER

Phillip Ward Esq
Department of the Environment

COMMERCIAL IN CONFIDENCE
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PRIME MINISTER

CROWN SUPPLIERS PRIVATISATION:
TRANSPORT AND INTERNAL DELIVERY SERVICE (IDS)

Mr. Patten wrote to the Chancellor on 3 August (Flag A) about the
privatisation of the Crown Suppliers transport and IDS services.

The letter provided revised Net Present Value (NPV) estimates of

the three options: a management buy-out; closure; and closure of
transport/IDS kept in public sector. Mr. Patten recommended the
MBO. The Chancellor concurred.

]
Your manuscript note on my covering minute (Flag B) indicated
concern about the change in the NPV estimates in the Environment

Secretary's minute of 3 August, from those provided by the junior

Environment Minister (Mr. Chope) on 13 June.

Accordingly I asked DoE to set out why the NPV figures had
changed. The note is attached at Flag C. It is the work of the
private sector consultants, Coopers & Lybrand, Deloitte.

AR AT AN e,

The main points in the note are as follows:

(‘L) The numbers of 13 June were point estimates of the
—

NPV under the three options. The revised estimates provide

a range of values, taking into account uncertainty and other

factors.

(31) The 13 June point estimates are within the range

of NPVs for each option oted on 3 August: but they are
not at the mid-point of the range now quoted.
/”__—’_\

(1dd) A number of factors have been taken into account
in revising the NPV estimates. They reflect more

information; more expert advice; and more allowance for
A,
L S UL

uncertainty.

It was on the basis of the 3 August assessment that Mr. Patten
concluded the management buy-out should go ahead. His view
COMMERCIAL IN CONFIDENCE
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reflects the benefit to the Excheguer of proceeding with the
privatisation; the fact that the business is then likely to

continue; and that, as a result, redundancies can be avoided.
LY

Comment

The course proposed by Mr. Patten has obvious attractions in
Rons aLlaoy

terms of continuing the privatisation programme and keeping the

business going.

The concern must be whether the privatisation can be justified -
. e ARSI e -
not least to the accounting officer and in due course the PAC.
According to the latest material it seems that it can because:
)
the consultants advice is that the net present value
is a positive sum within the ranges quoted for the
S AT EF et
other two options;

it is the least uncertain and thus most secure course -

it minimises risk; and

it keeps business in being.

’_/—\(
Content for the MBO to go ahead?

) («(
Oor

Prefer to call together Treasury and DoE Ministers for a

discussion?

Eitp

(BARRY H. POTTER)
10 September 1990
c:\wpdocs\economic\Crown (srw)

COMMERCIAL IN CONFIDENCE
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CONFIDENTIAL
2 MARSHAM STREET
LONDON SWIiP 3EB

071-276 3000

My ref

Barry Potter Esq Yous b
Private Secretary to

The Prime Minister

10 Downing Street

LONDON

SW1A 2AA C:September 1990

D_Qf«/ @ =Vas

CROWN SUPPLIERS PRIVATISATION: TRANSPORT AND IDS

We spoke the other day about a query raised by the Prime Minister on
my Secretary of State’s letter of 3 August. As a result I
volunteered you a note giving the reasons for the changes in the
cost figures contained in Mr Chope’s letter of 13 June.

A note is attached which has been prepared on advice from our
privatisation advisors Coopers & Lybrand Deloitte. In essence these
are simply later and better estimates prepared by our advisors,
reflecting their more detailed consideration and the inevitable
range of uncertainty attaching to the various options.

Please let me know if you would like any further information.

PHILLIP WARD
Private Secretary




THE CROWN SUPPLIERS' PRIVATISATION: TRANSPORT AND IDs

1. This note gives a brief explanation of why the figures for the
three options for Transport and IDS evaluated in the Secretary
of State's letter of 3 August 1990 to the Chancellor are
different from the figures for the same options in Mr Chope's
letter to the Financial Secretary of 13 June.

£M
13 June 3 August

Bid 118 11 —= il

Liguidate Transport and IDS L6527 aFa = 1509

Liquidate Transport

and retain IDS 17,5 B0 6= 0.4

2. The first set of figures were prepared by Coopers and Lybrand
Deloitte as rough estimates to help evaluate bids for the two
businesses. No 10's request that the Jjustification for
proceeding with the management buy out should be considered in
the light of a comprehensive and fair appraisal of the options
led to Coopers and Lybrand Deloitte being commissioned to do a
more detailed examination of the options and to Prepare a
revised evaluation, in consultation with the firm's o ions
experts. The figures in the 3 August letter and its s
are the result.

34 Coopersiand Lybrand Deloitte identify the principal reasons for
the changes as follows:-

(1) more information, particularly in relation to the
vehicle fleet, was made available to them;

(ii) they were authorised to speak to key officials,
especially to the €x-General Manager of Transport;

(iii) they took advice from liquidations experts on the
valuation of assets and liabilities;

(iv) they made a more detailed estimate of the likely
losses of the transport and IDS businesses in the
close-down period;

(v) generally, they reflected the uncertainty about the
outcome by giving a range of figures for each
option.

TCSPU
5 September 1990
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PRIME MINISTER

CROWN SUPPLIERS PRIVATISATION: TRANSPORT AND INTERNAL DELIVERY
SERVICE (IDS)

You may recall that my note of 6 July (attached at Flag a)
indicated discussions were underway on the privatisation of
the three businesses within the Crown Suppliers:

= Transport;

= IDS;

= Furniture.

Since then, arrangements have been put in place to close the
furniture business, because it cannot sensibly be sold. —
e i ot L SN I i —

(Mr Turnbull's minute of 7 August - at Flag B).

My earlier note cautioned against accepting DoE proposals to
privatise the other two businésses (Transport and IDS) on the
basis of the information then available. At that time the
figures showed that closure was a more economic option than

any form of sale. Accordingly, I wrote to Mr Chope's Private
Secretary on your behalf on 9 July asking him to reconsider the
options.

Since then Chris Patten has taken over responsibility for this
matter. His letter of 3 August (attached at Flag C) identified

three options and revised considerably the %EEEEEEE—EEE~E£§§ent
value of each (NPV):

sale to a management buy-out (£11 to f£12 million) ;
closure (£9.4 to £15.9 million);

closure of the transport business, combined with
retention in Government of the IDS (£10.6 to

£20.4 million).

Mr Patten concludes in favour of option A. First, it provides
for certain privatisation and a small inflow of revenue to
Government. Second, though the possibility of a subsequent
closure of the business cannot be ruled out, it is unlikely

? z L A
U, hMERCIAL IN CONFIDENCE
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that there would be immediate 'asset-stripping' by the new
owners. Third, unlike options B and C, it avoids
redundancies.

{'Rﬂ\,’ o)
The Chancellor's letter of 31 August/supports Mr Patten's
proposed approach, subject to the privatisation proceeds figure
not declining further. He is even prepared to accept that £2
million of the proceeds should be deferred for five years.

The revised figures on the net present value of the options
make it possible to defend the MBO on purely financial

grounds. The risk of fairly early closure cannot be ruled out:
but the counter argument is that either of the other options
would in any case involve partial or full closure.

Given the relatively small size of the business, that it is a
management buy-out, (to which it is difficult to object on
political grounds), and that the NPV of the MBO is not
significantly different from the other options, it seems a
sensible basis for going ahead.

Content to proceed with the MBO for the Transport and IDS
businesses of the Crown Suppliers?

—

\

, e,
Brip N Sty
s o GOl A

(acdoi ooty ;}

BARRY H POTTER
3 September 1990
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Treasury Chambers, Parliament Street, SWIP 3AG
Q71-270 3000

31 August 1990

Rt Hon Christopher Patten MP
Secretary of State for the
Environment

Department of the Environment
2 Marsham Street

LONDON

SW1P 3EB

TCS PRIVATISATION: TRANSEQRT AND IDS
Thank you for your letter of 3 August.

I have looked at this matter very carefully with Francis Maude and
we both have concluded that the balance of argument favours your
recommendation to pursue negotiations with the MBO team. while
the financial considerations point towards closure, their evidence
is not decisive and subject to the Prime Minister's views, I
believe that the other arguments you adduce justify attempting to
reach a settlement with the MBO team on the basis of their
officer. However, I must enter tne caveat that if the likely
price should be reduced in further talks we should need to look at
that again.

You sought my views on deferred consideration. There is little to
choose, in terms of net present value, between the two options. I
suggest you take the alternative of £2 million deferred for
5 years, which has less of the appearance of a 1loan from the
vendor. I assume that Property Holdings would be responsible for
collecting the deferred payment when due.

I am conscious of the risk to which Peter Lilley drew attention,
namely that if the MBO team or their backers saw a chance of
realising the optimistic end of the asset valuation of the
business they might proceed to attempt to do so. But I am content
to accept your advice that this can be ruled out as implausible.
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I also accept that there is no practical way of safeguarding
against this risk, short of going for closure ourselves.

I note that our officials will be in touch over the terms of any
announcement.

i am copying this letter to the Prime Minister and to
Peter Lilley.

/’/ / 7,
(/M [
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Department of the Environment
2 Marsham Street
London SW1P 3EB

Minister for Local Government Telephone 071-276 3000
and Inner Cities

30 AUG 1390

&,4_/ Vermne +HL ﬁ{pu i

Thank you for your 1 er of 9 August about The Crown Suppliers
(TCS) contract furniture business. As you will know, I announced
the closure of the business on 15 August.

One of our main tasks in making arrangements for the disposal of
the work currently carried out by TCS will be to find a home for
contracts involving MOD. As you suggest, the most promising
avenue appears to be a capacity within The Buying Agency (TBA),
and we are looking at this as a matter of urgency.

The future of the user rights in furniture and other specifica-
tions held by TCS is one of the matters which will have to be
decided very quickly. There should be no difficulty about items
which are specific to MOD requirements; but we will need to be
satisfied that any commercial value attaching to TCS property
rights is properly considered in deciding how best to dispose of
the assets of the business. We recognise, however, the major
interest other Departments have in this question, and this will
be one of the factors taken into account in coming to decisions.

My officials charged with winding down the TCS contract furnish-
ing operation will keep in close touch with yours during the
process.

I am copying this letter to the Prime Minister, Michael Howard,
Geoffrey Howe, and to Sir Robin Butler.

\Ib—u['i /e 4
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MICHAEL PORTILLO

Kenneth Carlisle Esqg MP
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2| August 1990

PRIVATISATION OF PSA

1. This is running into trouble. The Treasury are getting very cold
feet about going ahead. I think they may be right. I am sending you
this minute by way of background in case the issue comes up in
September while I am away (back on 19 September).

BACKGROUND

2 E(A) decided last September that early privatisation (1992-
93) was likely to be the best course for PSA services
(PSAS) . This was a speeding up of the earlier timetable.
Nicholas Ridley was very keen to get rid of the PSA. The
Prime Minister apparently shared his enthusiasm.

The decision was taken on the basis of a joint Civil
Service/Price Waterhouse report. The report argued that
PSAS' 1likely loss of Government customers as a result of
untying made it sensible to try to sell it sooner rather
than later. (Earlier advice had suggested that PSAS should
operate for a few years as a Trading Fund before attempts
were made to sell it).

The decision to privatise was announced on 27 September
1989. The necessary legislation (the PSAS and TCS
Privatisation Act) has now received Royal Assent.

EMERGING PROBLEM

3. Last May the PSA Privatisation Unit in the DOE commissioned a
report from Coopers on prospects for the sale of PSAS. Although we do
not yet have the final report (expected in early September) it is
looking very gloomy. Key points likely to emerge are:
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parts of PSAS are not saleable (eg its International
business which is really part of MOD). This in itself does
not matter much. It would be possible to keep certain

functions in Government;

but the prospects for its main businesses (Projects and
Building Management) look pretty dreadful. Business is

expected to fall (largely as a result of untying) to between

one third and one gquarter of the present level by 1995-96.
The bottom line, before tax and restructuring is estimated
to lie between a profit of 1% of turnover and a loss of 10%

of turnover;

MOD's plans, and recent developments in central Europe, are
a major source of uncertainty. MOD accounts for 70% of
Projects, and 60% of Building Management business.

4. Given that PSAS is an overmanned and inefficient organisation,
redundancy costs are inevitable whatever happens. The gloomy scenario
above means that it may be cheaper to close most of PSAS down than to
pay someone to take it away.

NEXT STEPS

5. You may imagine that all this is greatly exercising the Treasury.
Because large scale redundancies in PSAS look likely whatever happens,
it is regarded as immensely sensitive and I have been asked to speak
only to named interlocutors. All of them are on leave, whether in the
Treasury or DOE. So my judgement is based only on the papers which
David Bostock has sent me. But I must say that the case for not going
ahead with privatisation now looks pretty strong.

6. However, we are in a pickle:

we have announced privatisation;

we have passed the necessary legislation.
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Treasury Ministers will be nervous of reopening such a major

decision, especially given the Prime Minister's earlier enthusiasm.
But I think officials will press them to do so once Coopers' final
report is available.

CAROLYN SINCLAIR




Department of Employment
Caxton House, Tothill Street, London SW1H 9NF

Telephone 071-273 5804/5
Telex 915564 Fax 071-273 5821

Parliamentary Under Secretary of State
Robert Jackson MP

Michael Portillo Esg MP

Minister of State

Department of the Environment

2 Marsham Street

LONDON

SW1P 3EB I7August 1990

PRIVATISATION OF THE CROWN SUPPLIERS: FURNITURE BUSINESS

Thank you for the copy of your letter of 27 July to Francis
Maude. I have seen his reply of 8 August, and also the letter
dated 7 August from the Prime Minister's Private Secretary. I
am writing to you in Nick Ullswater's absence and am sorry that
we were not in a position to reply to your letter before the
announcement you made about the Crown Suppliers Furniture
Business on 15 August.

As you recognised in your letter, sheltered industry, which with
the support of my Department provides employment for people with
severe disabilities, is a major provider of furniture for the
Product Supply and Services Division (PSSD) . We shall need to
ensure in implementing the decisions that you have announced that
the interests of the disabled labour force should be properly
looked after. I have no up to date comprehensive information
about work undertaken by sheltered industry for PSSD, but in
1988/89 sales were worth about £10m. That represented, I
understand, some 9% of purchases of furniture and furnishings by
the Crown Suppliers, and about 7% of the total turnover of all
sheltered factories and workshops. The volume of sales will have
fallen since that time, but these figures give some indication
of the scale of the problem that sheltered factories and
workshops will be facing as a consequence of the changes you have
announced. One or two enterprises face particular problens
because of their high dependence of work for the PSSD.
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It will not be easy to adjust to the scale of change involved
here. However, the ease with which the enterprises involved will
be able to adjust to the implications of the decision to close
PSSD will depend upon individual circumstances. All those
affected will need reasonable time within which to rearrange
their affairs particularly if large capital investment is
required, and I am assuming that you will want to be as helpful
as you can in this respect. Sheltered industry has shown an
ability in the past to adjust to quite major changes in the
circumstances, and my officials are already in contact with the
enterprises concerned to offer support, advice and where
necessary money in finding new markets, or in making adjustments
to their arrangements for selling and distribution.

My officials are already in touch with yours to ensure close co-
operation in helping sheltered enterprises to make the necessary
changes in their business arrangements.

I am sending a copy of this letter to the Prime Miniéfer,
Geoffrey Howe, Tom King, Francis Maude and Sir Robin Butler.

27
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Treasury Chambers, Parliament Street, SW1P 3_\(\

Trevor Beattie Esq

Private Secretary to the Minister for
Local Government and Inner Cities

Department of the Environment

2 Marsham Street

LONDON

SW1P 3EB 14 August 1990

Dear Tresvi,

PRIVATISATION OF CROWN SUPPLIERS; FUREITURE BUSINESS
AL O»r

Your Minister wrote to the Fi cial Secretary yesterday in reply

to the latter's letter of ugust.

In light of Mr Portillo's comments, particularly on the readiness
of the management of TBA to respond positively to demanding
targets for profitability and efficiency, the Financial Secretary
is now content for your Minister to proceed as he proposes.

The Financial Secretary understands that officials are already in
tovch about the terms of the announcement, and hopes that it will

be possible to take forward quickly the further work referred to
in Mr Portillo's letter.

Copies of this go to Andrew Turnbull (No.10), Tim Sutton
(Lord President's Office), Simon Webb, (Ministry of Defence),

Martyn Wanning (Department of Employment) and Sonia Phippard
(Cabinet Office).

Yot ¢vu c@v@f}/ \

mm'l\k Cuta—

PHILIP RUTNAM
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TCS PRIVATISATION: TRANSPORT/IDS

b
When we spoke on Friday last 10th August, you asked for a brief
explanation of how the figures in my Secretary of State’s letter of
3 August to the Chancellor could be reconciled with figures for the

same three options for the transport/IDS businesses appearing
elsewhere.

The figures in the 3 August letter are the same as those appearing
in paragraph 12 of the officials’ paper and paragraph 405 of the
supporting paper by Coopers & Lybrand Deloitte which formed the
attachments to that letter. They derive from a detailed evaluation
of the alternatives which was commissioned as a result of the Prime
Minister’s request for further analysis of the options. The earlier
figures appearing in Mr Chope’s letter of 3 June cannot therefore be
reconciled with the later ones but they do fall within the ranges
given in the 3 August letter. Ranges are now given because the
detailed analysis revealed a greater range of uncertainties than had
been considered hitherto.

My Secretary of State’s letter makes the important point that the
figures, all of which carry some degree of uncertainty, need to be
looked at in the light of other factors. The key points are that
the sale option provides the most certain proceeds while the other
two options both carry the presentational disadvantage of making

B

redundant the employees of a viable busines

I hope this provides the clarification you require.

\ iy (SRS

KATE BUSH e
Private Secretary
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PRIVATISATION OF CROWN SUPPLIERS: FURNITURE BUSINESS

Thank you for your letter of 8 August. I welcome your agreement
(and that of the Prime Minister) that the best option would be to
close PSSD. I can assure you that every effort will be made to
minimise costs and identify offsetting savings.

I am, however, disappointed that you are not yet satisfied that
we should retain TBA. You say there is no need to keep TBA in
the public domain. I understand from officials that MOD are
concerned about the demise of PSSD, and that they will look to
TBA not only for provision of current services but also for
provision of such PSSD services, on a very limited and temporary
basis, that cannot be readily procured elsewhere. Officials will
need to discuss the practicalities of this proposal.

Coopers & Lybrand Deloitte's analysis of TBA profitability did
note some outstanding issues. Resolving these and setting
detailed financial targets will take some time. We cannot begin
to do this until an announcement on PSSD is made and I do not
believe it would be right to subject TBA staff to a further
prolonged period of uncertainty. The existing management of TBA
have taken significant steps to improve the standing and
profitability of the Agency. They will I am sure respond
positively to the demanding (but realistic) targets for
profitability and efficiency that we shall set them. These
targets will be subject to continuing review and if they failed
to be met it would of course be open to us to consider again the
future of TBA.

I am certainly prepared to agree that responsibility for TBA
should pass to Property Holdings. We shall need of course
appropriate PES and running cost cover to effect the transfer and
to provide ongoing management: I hope some of this can be
provided by transfers from PSAS.
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On this basis I hope that you will agree that we should now as a 07 66

matter of urgency decide to close PSSQ and inctui: ;ghtgz.
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///I am copying this letter to the Prime Minister, Sir Geoffrey
Howe, Tom King and Michael Howard and to Sir Robin Butler.

.
[Za) r\hyLOJ—\ )
You sent Tom King a copy of your Le‘?ﬂ:
Francis Maude about the future of - eléments
Y“'\-f$ Ller Suppliers (TCS) in the 1light of the
competition. I am replying on his behalf

My officials have been able to discus
& ; background to your letter, and we now have
(3(‘ ] the plight of the Product Supply and Servi
|- | and the pressures for its early closure.
the vehicle through which most of
\Q§::T,' <2 _MICHAEL EQRELIEBLO furnishings in the Services is procured.
» 2, plans we expect alternative arrangements
\\\\“;f = April 1992 following competition in the market,
closure of the PSSD would leave us in the lurch. This c
lead to an extended break in the continuity of the supply £
range of items of day-today use within the Services, and
at what is already a difficult time for Service morale.

o
Pl[).r
1E R

0 0

If indeed there should be no
closure, then I must look to you to
capacity within The Buying Agency (TBA) to ensu
of a continuing furniture supply servic
understand that this might be achieved by
psSSD to TBA of a small corps of furniture
TBA to take on that part of PSSD £
to the Ministry of Defence.
could well find a place in the Department's longer
for supply through open competition. s
depend on the Department having user rights
furniture and other specifications held by the PSSD,
will know that we have Stressed this point in
correspondence. I assume that there will now be no
here., =

0 ¢
el

=0 mO g
| g

{o)tre Ml

o

OMwvPHOOMHB OO

™
o
H

Michael Portillo Esg MP

Minister for Local Government
and Inner Cities

Department of the Environment
2 Marsham Street

LONDON

SW1P 3EB

The Hon Francis Maude MP

MANAGEMENT IN CONFIDENCE
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Although I understand that the circumstances of the PSSD
prevent discussion on alternative plans before an announcement
about its future is made, it is clear that we are dependent
upon the TBA continuing within the public sector. I hope that
nothing will be done to prejudice that, and that our officials
can be in a position to discuss the necessary action with the
TBA as soon as an announcement on the PSSD is made. In the
meantime they should consult urgently on the details of a press
release as you suggest.

I am copying this letter to the Prime Minister, Michael
Howard, Geoffrey Howe and Francis Maude, and Sir Robin Butler.

Yn—e "

¢ 4

KENNETH CARLISL

MANAGEMENT IN CONFIDENCE




fst.sb/fst/6.8.90.2.
HMANAGEMENT- IN-CONFTDENCE

Treasury Chambers, Parliament Street. SWIP 3AG

Michael Portillo Esq MP

Minister of State

Department of the Environment

2 Marsham Street

LONDON

SW1P 3EB € august 1990

PRIVATISATION OF THE CROWN SUPE?IERS: FURNITURE BUSINESS
SR & D
Thank you for your 1ezf€; of 27 July.

I agree that the best option will be to close PSSD. Neither of
the bids you have received is acceptable. It is clear that the
costs of closure will be substantial. But the range between
optimistic and pessimistic outcomes is very wide, depending mainly
on how skillfully the rundown is managed; it will need to be
purposeful and efficient as considerable sums of public money are
at risk. It is too early to consider access to the Reserve until
Norman Lamont and I are satisfied that every effort has been made
to minimise the costs and to identify offsetting savings.

Turning to TBA, the arguments are more finely balanced. The net
present value of the assumed future profit stream is small, and
subject to Tom King's views there is no necessity to keep TBA in
the public domain: while it may offer a useful service,
Departments could if necessary make other arrangements, perhaps in
cooperation with one another. I should like to be sure that there
is an adequate business plan for TBA as a free-standing agency,
and that the management will be capable of handling the business
independently of their TCS parent.
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You raised the issue of sponsorship responsibility for TBA. I
agree that it would not be right for this to continue to lie with
PSAS, and it seems to me that the solution would be for this to
pass to Property Holdings, so that the Ministerial responsibility
remains unchanged. But on the prior question of whether TBA
should be retained I do not think it is possible to form a view
without a clear assessment of the prospect for TBA and definite
proposals for the performance and management of the business.
Your consultants' analysis of TBA's profitability, prepared in
June, identified a number of outstanding issues which need to be
addressed in that context.

It seems to me that this can be pursued separately from the
announcement of the decision to close PSSD. Our officials are in
touch about the drafting of this.

We need to be sure to learn our lessons from the difficulties
which the attempt to privatisation of TCS have encountered. I
suggest there should be a formal post-mortem. My officials are of
course ready to work with yours on this.

I am copying this letter to the Prime Minister, to Geoffrey Howe,
Tom King and Michael Howard, and to Sir Robin Butler.

L{O'v-f.s 8¢ 5

B

PY° rFrancis maupe
Cappred oy b T
S e q@a.q'l o~

W abses )




MANAGE

10 DOWNING STREET

e LONDON SWIA 2AA
From the Private Secretary

7 August 1990

PRIVATISATION OF THE CROWN SUPPLIERS: FURNITURE BUSINESS

The Prime Minister has seen Mr Portillo's letter of 27 July
to the Financial Secretary. She too has come to the conclusion
that the least bad course would be to close Product Supply and
Services rather than offering it to an outside buyer or to a
management buy-out, but to retain the Buying Agency.

I am copying this letter to Steven Flanagan (Financial
Secretary's Office), Simon Webb (Ministry of Defence),
Martyn Waring (Department of Employment), Tim Sutton (Lord
President's Office) and Sonia Phippard (Cabinet Office).

Trevor Beattie Esq
Department of the Environment

MANAGEMENT IN CONFIDENCE
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PRIVATISATION OF THE CROWN SUPPLIERS

+of -
I refer to Christopher Chope’s letter of 13" June“to Peter Lilley,
his reply of 6 July, and to the letter of 9 JuYy from the Private ——
Secretary to the Prime Minister about the Transport and
Interdepartmental Despath Service (IDS) businesses of the Crown
Suppliers. The Prime Minister asked for further analysis of the
options, and our views on those options.

porting accountants for the privatisation.
requested by the Prime Minister, the responsible Minister here,
Michael Portillo, has also considered this. The officials’ paper
focusses on the three alternatives which officials regard as the
only courses worthy of serious consideration, namely sale to the MBO
team of both businesses (£11-12m), closure of both businesses
(£9.4m-£15.9m), and closure of the Transport business combined with
retention in government of the IDS (£10.6m to £20.4m).

As the paper makes clear, some degree of uncertainty attaches to all
3 options, not all of which is revealed by the figures. But, in my
judgement, sale to the MBO team is the least risky. Provided that
the deal currently on the table (£1lm up front plus deferred
consideration with a present value of about £1m) can be secured,
proceeds of at least £11lm will be certain. The proceeds of the
other options may be less than £1lm. Furthermore, they are more
risky. They depend on values actually achieved in asset sales
and/or the profitability of the IDS if retained by Government.
addition, the costs of hiring vehicles and obtaining the 1Ds service
under existing contracts from TCS are known. The costs of buying
the service from elsewhere in the private sector are not.
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There is, therefore, a respectable financial case for selling to the
MBO, and Samuel Montagu & Co Ltd advise that the price offered is
fair and reasonable, bearing in mind the value of the assets and the
risky nature of the business.

However, there is another key consideration. Closure of the
Transport and/or IDS businesses would both involve immediate
redundancies of 90/170 technical and industrial staff, plus any of
the 24 administrative staff who could not be found other posts.

Sale to the MBO, on the other hand, would not involve redundancies,
provided the present level of business could be maintained. It
would be very difficult for the Government to justify this number of
redundancies as a result of closing profitable businesses,
particularly when any financial justification of closure is marginal
and subject to the degree of uncertainty described in the paper.

On these grounds, therefore, my strong view is that officials should
be instructed to continue negotiations with the Transport MBO with a
view to obtaining their signatures on a deal as soon as possible.
Once contracts are signed, an announcement can be made and we can
begin the consultations with the Unions which are required by the
Transfer of Undertakings (Protection of Employment) Regulations. __

Finally, Peter Lilley in his letter of 6 July raised the question of
the need fo uards against the risk of the MBO team closing the
business ‘down themselves'in relatively short order, given the
substantial margin which then appeared to exist of capital assets
over the price paid. My view is that the risk of this is not great.
The latest evaluation of the proceeds of closure to the Government
suggests that the MBO’s inducement to sell up would be limited since
the gap identified by Peter Lilley between expected liquidation
proceeds and price offered for the business, was based on a total
figure for liquidation proceeds which now appears to be at the
optimistic end of a range. The potential gap is reduced further
because a private company would receive lower proceeds from
liquidation than the Government, (mainly because it would face
financial claims from Government for damages on breach of its
contracts). It is true that the MBO might get better prices for its

,assets if it ran down the business slowly, short of liquidation.

But its ability to do so at a profit would be limited by its
contractual obligations to its customers. A safeguard would be
presentationally awkward. It would appear to amount to a statement
that the Government had not been able to obtain full market value in
the sale of public assets. Furthermore, any effective safeguard
would appear to require the Government retaining some control over
the privatised company through a special share. Our officials (and
those of Peter Lilley’s Department) agree that the justification for
such a share would fall outside the doctrine for special shares
which DTI and Treasury Ministers developed last year.

I should be grateful, therefore, for the Prime Ministers’ and your
agreement that we should continue the detailed negotations with the
MBO, without seeking to retain a special share. My officials would
negotiate on the basis of cash consideration of £11lm, adjusted in
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the light of the net current asset position on completion, with
deferred consideration after 5 years of either £2m without interest
or £lm with interest. I should be grateful for your views on which
deferred consideration option we should adopt. My officials will
keep in touch with yours as negotiations progress and I shall, of
course, ensure that Treasury are consulted about the form of any
eventual announcement.

I am copying this to the Prime Minister and to Peter Lilley in view
of his new Department’s interest in the question of the Government
holding special shares.

QS Dl el

PP CHRIS PATTEN

(Approved by the Secretary of State
and signed in his absence)
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STRICTLY COMMERCIAL IN CONFIDENCE

THE CROWN SUPPLIERS PRIVATISATION: OPTIONS FOR TRANSPORT AND IDS

INTRODUCTION

Yop &

st PS/Prime Minister's letter of 9 ,J,x(i; asked DOE and
Treasury Ministers to consider further the proposed management
buy out (MBO) of TCS Transport and the Interdepartmental Despatch
Service (IDS) and, in the 1light of a comprehensive and fair
appraisal of the options, the justification™for proceeding with
the privatisation. This paper provides the basis for such con-
sideration

2. The TCS Transport business, like the rest of TCS, is part
of PSA services (PSAS). It supplies vehicles on a full
maintenance and insurance contract hire basis to approximately
1000 customers almost exclusively in the public sector. The
largest customer, PSAS, currently has 334 accounts relating to
approximately 2000 vehicles out of a total fleet on hire of some
4000 cars, commercial and other vehicles, some of which are
highly specialised. Of the remaining 2000 vehicles about 1000
are hired to other government departments. Some 1000 are on hire
to other public sector bodies and a small number of private
sector customers. Transport Division also operates several

workshops in Southern England offering maintenance and repair




RECYCLED PAPER

services to a proportion of the hire fleet and to other parties,
mostly public sector bodies. Its turnover for the last two years
was: - ;

1989
Vehicle hire £%4.1m

Repairs and sales £ 2.2m £ 6
£16.3m £14.9m

It showed an operating profit of £760,000 in 1989 compared with
£298,000 in 1988.

3l The IDS has  operated the Government's internal mail
service for over 35 years. It principally provides a letter and
parcel delivery and collection service to some 90 customer
accounts, almost exclusively Government Departments or NDPBs
primarily in London, but also in Wales with overnight services
between London and Bristol, Cardiff, Birmingham and Hastings and
between North and South Wales. It operates as an interdépendent
network of delivery/pick up points and is charged per call,
regardless of the volume picked up/dropped. Its turnover and
supplies for the last two years was:-

1989 1988

Turnover £2.2m . £2.0m
Operating Profit/loss £0.24m (e0-012m)

THE OPTIONS

4. In principle there is a wide range of options for the

future of these businesses. Officials are however agreed that the

only courses worthy of serious consideration are:




sale to the MBO of the transport and IDS business;
liquidation of both businesses (in the case of the 1IDS
only after suitable alternative arrangements had been

made, probably by contracting out);

closure of the transport business and retention in
government of IDS.

The options which should not be further considered include:

d. long term retention of the transport business in

government: there is no good justification for the
government's being in the vehicle hire business; the
principal customer PSAS, 1is itself a candidate for
privatisation;

retention of the transport business for say 5 years,
followed by privatisation: this has the disadvantages of
(d) plus the depressing effects on staff and customer
morale of a further period of uncertainty, with- little
prospect of selling the business in the future on better
terms than now.

sale of the IDS to the NFC: the NFC's offer is
unattractive and their pension scheme is inadequate.

The financial implications of the rejected options are much more
uncertain and/or less satisfactory than those of options (a), (b)

and (c).

5 In considering the options Ministers may wish to focus on
4 key factors:

(;) The need to show that good value has been obtained
for the taxpayer.

RECTCLED PAPER
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the extent to which the option is consistent with
the presumption that a body which sells its
services in competition with the private sector
should not be in government.

the extent to which the option offers good Jjob
Prospects for staff.

the extent to which the option provides a continued
service to Customers, especially Government

Customers.

Sale of the MBO of the Transport and IDS Businesses

There are encouraging signs that the MBO's bid can be financed.

rovided the MBO is able to retain the support of its financial
backers) the sale would provide a return of £11 million now to
the Government with the presumption of _a further deferred
consideration, the NPV of which is about £im. Samuel Montagu &

Co Ltd advise that the price is fair and reasonable beafing in

mind in particular the value of the assets, and the risky nature
of the business. The bid also fulfi;s the non-price Ccriteria set
for the sale (see Annex 1). Provided the business is successful,
the option should offer reasonable job prospects for the staff -
the MBO team do not envisage any redundancies on the basis of
current levels of business. The MBO team intend to provide a
continued service to Government Departments from the private
sector. However the business is a risky one, very dependent on
its principal Customer, PSAS. PSAS is itself facing major
changes as it is untied. Whether because PSAS itself suffers a
large drop in business leading to a decline in its requirement
for vehicles and/or because PSAS manages to obtain better value
for money elsewhere, it may no longer provide the predictable
Customer base it has hitherto. Furthermore the current trend is

RN RN T N e R
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for vehicle manufacturers to enter the leasing/fleet management
market, competing aq?essively with hire firms such as TCS. The
Transport MBO team's success is not therefore assured.

e The then Financial Secretary, Mr Lilley, in his letter of
6 July to the then Parliamentary Under Secretary of State to the
Department of the Environmen%, Mr Chope, asked for safeguards to
be incorporated in any deal with the MBO, in order to ensure that
the MBO could not quickly close down the business and make the
substantial gain from selling assets of the business which the
figures attached to Mr Chope's letter of 13 June has suggested
might be possible. Officials are still considering this point.

Liquidation of the Transport and IDS Businesses

8 Liquidation of the transport business would involve
selling all the assets of the business, (mainly vehicles and
properties), and making the 90 or so professional and technical
and industrial staff redundant as well any of the 23 administra-
tive staff who could not be found other Civil Service jobs. De-
partments would obtain their requirements for vehicles in-house
or from other contract hire companies. For the IDS,
'liguidation' would essentially mean contracting the service out
to the private sector: there would be up to 80 or so IDS
redundancies.

9. The proceeds of this option are estimated at £9.4 million
to £15.9 million, on the assumption that the cost to Government
Departments of hiring vehicles is the same as TCS's present
charges and that for the IDS private contractors' charges are
the same as those of TCS. To the extent that this is not the case
the range of proceeds will shift upwards or downwards.




Z

The possible disadvantages of this course are as follows:

(1) Sale of the transport business's assets at even the
very low prices assumed

might be difficult, given the state of the
market for motor vehicles: the figures attached to
Mr Chope's letter of 13 June assumed that sale at a
10% discount from book value (and leaseback on
reasonably favourable terms to the government)
would be possible. Coopers & Lybrand Deloitte now
believe that sale and leaseback may be difficult to
achieve.

Liquidation could be disruptive to governmeﬁt
Customers. Departments are likely to find it
difficult to obtain from a single operator the
comprehensive hire and fleet management package
Presently provided by TCS Transport. To replace the
large number of vehicles involved with new
contracts/vehicles would take a significant amount
of time and administrative resources. Many of the
vehicles are specially equipped and could not be
replaced quickly. Customers might wish therefore
to purchase them. Some customers would need to
acquire some additional transport expertise to do
all of this. On the other hand the market ought to
be able to respond to the majority of Customers'
demands within a reasonable period of time.

If Government cannot obtain non-Governmental
Customers' agreement to assignment of their hire
contracts, it could sub-contract them but would
Still find itself in the anomalous position for a
period of retaining central responsibility for

REcYCLED PAseER.
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these contracts (bzt not for its own), possibly at
some cost and cort=ary to Government policy on
Government business activities.

So far as the IDS is concerned immediate contract-
ing out would be #ffficult. Customers have only
been prepared to sigm contracts that commit them to
use the service Zaxr one year, which may prove
insufficiently atzractive to contractors. In
practice, therefore, the business would be retained
in Government for a period while the specification
was reviewed and perhaps revised before being
market tested. The decision on whether to contract
out or not would be taken in the light of +the
market test.

It could be particu—arly difficult to present the
justification for the redundancies, in the light of
the current profitzs=zlity of the businesses.

sl Liguidation of the Transpcc— Business and retention of IDS

would be similar as far as transport is concerned to the total

liquidation option described in s=ragraphs 8-10. The difference
in the case of the IDS would be that it would continue to operate
in Government. The choice of tris option would probably depend
on whether market testing had shown this to be the best option.
The proceeds of the option are sstimated at £10.6 million to
£20.4 million on the assumptio= that the cost to Government
Departments of &ﬁring vehicles s the same as TCS's present
charges and on the basis of an assumed range of profitability for
the retained IDS of £0-£0.2m per annum. To the extent that this

is not the case the range of c—oceeds will shift upwards or
downwards. J
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SUMMARY

12 A summary of the figures for the three options considered
is as follows:-

Pessimistic Optimistic

.
Bid £11.0m £12.0m

Liquidate Transport £ 9.4m £15.9m
and IDS

Liquidate Transport
and retain IDS

Note: All future income streams discounted at 6% real. This is
low for the private sector and the MBO will be evaluating the

business at a higher discount rate, reflecting the risky nature
of the business and the real cost of the funds they will need.

Further details are contained in Annex 2, which is Coopers &
Lybrand Deloitte's detailed evaluation of the alternatives.

TCSPY

26 July 1990




PRIVATISATION OF THE CROWN SUPPLIERS

CRITERIA USED IN EVALUATING BIDS

.
Size of net consideration offered

Ability and intention of bidders to operate business as a going

concern
Financial robustnss of bidder

Terms and conditions of service offered to staff:
especially comparability of pensions to Principal Civil Service

Pension Scheme and opportunities for staff to share in the

success of the business

Employment prospects for staff

Potential to expand business

Attitude to Trade Union recognition, and negotiating rights
relation to transferred staff.
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THE CROWN SUPPLIERS

 TRANSPORT AND IDS

EVALUATION OF ALTERNATIVES 25 July 1990
I Introduction

101 We reported previously in our paper "Evaluation of Alternatives” dated
4 June 1990 on estimated costings of alternatives to sale for TCS’ Transport and
IDS businesses. The alternatives we considered were:

For Transport:

x Total closure through sale and leaseback of the fleet to one or more leasing

companies.

Retention of the vehicle hire business in Government but closure of the
workshops.

For IDS: £
i Total closure by contracting out the business.

Retention of the business in ‘Government.

102 TCSPU have now asked us to refine the alternatives and to consider the
costing of them more closely.

103 As for our consideration of PSSD/TBA, the scope of our work has been
restricted by the fact that, because of the sensitivity of the issue, we have been able

to talk to only one existing member of TCS management, namely Mr Routh. We
have been able to talk also to Mr Rowe, the Transport General Manager until 1
June 1990, to Mr Butter of PSA who is responsible for its vehicle hire arrangements
and to Mr Wanstall of DOE who would be responsible for coordinating the IDS
service after privatisation.

104 In performing our work we have also relied on certain unaudited financial
information from TCS: in particular, management accounts for Transport and [DS

. for the five months to 31 May 1990 and also details of vehicles.
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105 For options involving cash flows in the future a crucial factor is the discount
rate that is applied to those future cash flows. Treasury have advised us of two
rates used in Government: 6% which is applied to entities that deal almost
exclusively within the public sector and are perceived as low risk and 8% which is
applied to entities that deal with the private sector and which are subject to more
risk. Treasury believes that 6% is the appropriate rate to use in evaluating options
for TCS. Accordingly this is the rate we have used. However, we would note that
a rate of 6% is low for the private sector. The MBO team are likely to be
evaluating Transport at a higher rate linked to the risky nature of the business and
to the cost of the funds they will need. This may go some way to explaining the
value of their bid.




(a)

(@

202 Our

Liquidation
Long term
Short term

Wind-down

ook
RecreLo Papee

Transport

The alternatives we consider are:

respectively. The results (showing a range from optimistic to pessimistic) are
summarised below. Comparison of the alternatives with the bid is set out in Section
IV on page 7.

203 In the Short Term Retention option, the "X" represents the present value of
the sale proceeds of the vehicle hire business in § years time.

Liquidation. Under this alternative the Government would cease to
provide the service after 6 months. During this 6 month period the
vehicles would be sold by TCS, staff would be made redundant and
the business closed as quickly as possible. Customers would need to

seek alternative arrangements where sale and leaseback had not been
arranged.

Long Term Retention. This alternative involves the vehicle hire
business being retained as one entity in Government for the indefinite
future. It is assumed that the workshops would be closed within 6

months. TCS’ May 1990 management accounts show the workshops
continuing to incur losses.

Short term Retention. Under this alternative the vehicle hire business
would be retained and would seek custom from the private and public
sectors for 5 years. At the end of the § year period the business

would be sold. Again, it is assumed that the workshops would be
closed within 6 months. i

Wind-down. Under this alternative, Transport would not enter into
any new vehicle hire agreements but would continue to service existing
agreements until expiry. The business would therefore be wound down

over a period of 5 years. Again, the workshops would be closed
within 6 months.

evaluations of the alternatives are set out in Appendices 1 to 4

£m

17.1 to 10.6

Retention 27.8 to 2.0

Retention 9.6'+ Xito 2.0 + X

7.7 to 0.6




204 Critical points pertinent to the alternatives are as follows:

Liquidation

It is assumed that departments will be able to obtain vehicles and a
similar level of service from an external vehicle hire company at a
similar cost to what they currently pay Transport. PSA has said that,
on the basis of limited market testing that it has already done, the
prices charged by Transport are broadly comparable to the charges
that a private sector company would make to them. Mr Rowe
believes that Transport’s prices are generally competitive when
comparing like with like except that the major motor manufacturers
do offer slightly lower prices.

. There is an unquantifiable cost to departments of the disruption
caused by having a change in arrangements.

., Not all of Transport’s vehicles are currently on hire to Government
departments and so TCS has contractual commitments to some third
parties. Many of the contracts have no provision for early termination.
TCS may still be able to agree to terminate the contracts or novate
them to a private sector operator. If mot, it is assumed that the
service could still be subcontracted to a private sector operator without
any material cost to the Government although the Government would
still retain the contractual commitment to provide the service.

. TCS does hire some specialist vehicles (for example, vehieles with
special lifting gear etc) to various customers, particularly PSA. PSA
might find it difficult to obtain replacement vehicles at short notice.
Furthermore, these vehicles have high costs. It may therefore be
desirable for customers to take over these vehicles and retain them.

. In the current climate in the motor industry, the sale and leaseback
of vehicles to fleet operators may be just as impossible as it has been
to find bids for the business as a going concern.

. It is most likely that TCS would sell the vehicles in the equivalent of
a "fire sale". To achieve optimum' value for the vehicles in a fire
sale, the sale would need to be well planned with consideration given
to timing, location and nature of sale. Mr Rowe has suggested that
a special sale for TCS vehicles may be beneficial.
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Long term Retention

* Evaluation of this option is crucially dependent on forecast future
profitability of Transport. The evaluation above is based on an
illustrative range of future profitability from nil to £1. 5m per annum.
Transport produced a net profit of £0.8m in 1989, is budgeted to
produce in excess of £1m in 1990 and as at May 1990 was ahead of
budget. However, there are significant risks in relation to future
profitability, particularly in relation to PSA’s position as such a major
customer (with about 50% of the fleet) and uncertainties resulting
from PSAs proposed privatisation. Indeed, the Government may
decide it is inappropriate for Transport to continue to trade in such
a large way with PSA once PSA is in the private sector. Furthermore,
Mr Rowe has suggested that, without a redirection of Transport so
that it provides a service similar to that provided by private sector
companies and without a review of the overhead structure, profits of
Transport are likely to decline. The level of future profitability is
therefore very uncertain. Also, we have not reviewed Transport’s 1990
budget with management. Profitability may therefore fall outside the *
range of nil to £1.5m.

It should also be noted that the comparatively low discount rate of 6%
gives a high present value for any profit stream in perpetuity.

Short term Retention

The evaluation of this option is again very dependent on the forecast
future profitability of the vehicle hire business. The first point under
the Long term Retention option above is therefore relevant also to
this option.

The evaluation also depends on any proceeds that might be received
for Transport in 5 years time. We are unable to estimate these
proceeds and so the discounted value of them is reflected by the "X"
in the evaluation.

Wind-down

In evaluating this option, significant assumptions have had to be made
to assess the profitability of vehicle hire over the § year run-down
period and also to estimate the amount that may be realised for the
vehicles as the agreements expire. A high degree of estimation is
therefore involved.

Again it has been necessary to assume that when departments obtain
replacement vehicles from private sector operators, they will be able
to do so at a similar cost to what they currently pay Transport.

. There will also again be an unquantifiable cost to departments of e
o disruption caused by having to find an alternative source for
replacement vehicles. ;
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IDS

The alternatives we consider are:

(a)

Closure. Under this alternative, it is assumed that the vehicles would
be sold and all the staff made redundant. The Government wouid
contract the service out to a private sector operator.

(b) Retention. Under this alternative, the existing service would be
retained in Government in perpetuity.

302 Our evaluations of these two alternatives are set out in Appendices 5 and
6 respectively. The results can be summarised as follows:

£m

Closure 3 (1.2)

Retention 3.3t00

303 Critical points pertinent to the two alternatives are as follows:

Closure

It is assumed that it would be possible to find a private sector
contractor who would operate the network at the same price to
departments as they currently pay to IDS. If such a contractor would
charge more, there is an additional cost that should be taken into
account. If such a contractor would charge less, there is a benefit that
should be included.

Retention

Evaluation of this alternative depends crucially on the expected future
profitability of IDS. It is estimated that IDS made a profit of
£240,000 in 1989. Mr Balderson’s forecast on the basis of the May
1990 management accounts is that IDS will earn a net profit of not
less than £30,000 in 1990. We have not examined forecast future
profitability of IDS. The evaluation above is based on an illustrative
range from nil to £0.2m. Profitability could in fact fall outside this
range.

Retention of IDS is also dependent on departments continuing to
participate in the service. IDS is a network and so, if major
departments withdraw, the network could disintegrate.
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Comparison with bid

401  The Transport MBO have made an offer for Transport and IDS. Our
evaluation of the bid dated 4 June 1990 estimated the value of the bid (assuming
no deferred element and no clawback on properties) at £11.8m. This evaluation
assumes the same value of debtors and creditors as used in the evaluation of the
various alternatives in Sections II and III above. To the extent that debtors and
creditors are different, all alternatives should be affected by the same amount and
so the comparative position does not change. If the MBO were to fail within 5
years, the Government may not receive the deferred consideration element valued
at £1m. This gives a range for the value of the bid from £10.8m to £11.8m.

402 The bid has recently been the subject of further negotiation and revised
terms are summarised in a note by Samuel Montagu dated 13 June 1990. The
consideration offered was:

cash of £11m
- Deferred consideration of either

(a) £2m payable in a single amount at the end of year 5 or

(b) £1m payable in a single amount at the end of year 5 plus
interest on the £1m linked to base rate payable over the five
years. g

403 For purposes of this paper we have valued the bid in the range £11.0m to
£12.0m. The actual value will depend on the value of debtors and creditors at
completion and on the value of the deferred element of the bid.

404 National Freight Corporation have made an offer for IDS. The evaluation
of their bid (after taking into account detriment payments to staff in relation to the
bidders incomparable pension scheme) is estimated at minus £0.05m.

405 The bids can be compared with the other alternatives as follows:

Optimistic Pessimistic

£fm £m

Bid j 12.0 11.0
Liquidate Transport and IDS 15.9 9.4
Liquidate Transport/Retain IDS 20.4 10.6
Liquidate Transport/Sell IDS 17.1 10.5
Retain Transport Long Term/Close IDS 26.6 0.8
Retain Transport Long Term/Retain IDS 314 2.0
Retain Transport Long Term/Sell IDS 27.8 2.0
Retain Transport Short Term/Close IDS 8.4 +X 0.8 + X
Retain Transport Short Term/Retain IDS 12,95 X 2,00 +X
Retain Transport Short Term/Sell IDS 9.5 + X 2.0+ X
Wind down Transport/Close IDS ; GLY (0.6)
Wind down Transport/Retain IDS 11.0 0.6
Wind down Transport/Sell IDS i) 0.5




406  The "X" represents the present value of the sale proceeds of the vehicle hire
business in 5 years time in the option where it is retained for 5 years and then sold.
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closed as quickly as possible. As set out in para 204 above it is unlikely that,

APPENDIX 1

LIQUIDATION OF TRANSPORT

This alternative involves ceasing the service in 6 months during which period the
vehicles would be sold by TCS, staff would be made redundant and the business

having regard to the current climate in the motor industry, sale and leaseback of
vehicles to fleet operators would be successful. It is most likely that the vehicles
would be sold in the equivalent of a "fire sale".

Cost/proceeds for comparative purposes
Optimistic Pessimistic
£m £m

Workshop properties - value per latest
professional valuations (including
development value)

- Nine Elms (valuation at 30 June 1989) 1.5
- Burnett (valuation at 31 December 1989) 0.7
- Biggleswade (valuation at 30 September 1989) 1.5

[T
[NV

less:

Selling costs at 5% 0.2) 0.2)
For pessimistic, contingency of 10% to allow
for current property market !

Vehicles

Net book value of TCS vehicles at 31 December
1989

less: Net book value of IDS vehicles (estimated) 0.2) 0.2)

Assume proceeds, net of selling costs, which
equate to between 100% and 75% of net book

value (Note: TCS obtains its vehicles at

favourable prices and depreciates them heavily

in early years. Net book value is low by

comparison with published guides as to vehicle

values. To some extent this may be offset by

lower values for commercial vehicles). 14.8 11.1
3: Computers, plant and machinery - assume

negligible sale value
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Optimistic ~ Pessimistic
£m £m
4, Stocks and work in progress - at 31 December
1989, valued at £0.2m. Assume negligible
sale value

Debtors and creditors - for comparison purposes
assume same value as used in evaluation of bid,
Figure based on debtors and creditors at

31 December 1989

Redundancy (costs provided by TCSPU/GAD)

- assume all specialist and industrial staff
made redundant (2.1) 2.1

- for pessimistic, assume also that 25% of AEG
staff cannot be found alternative Civil
Service posts and have to be made redundant -

Profits/losses for period from date of N
commencement of closure to closure:

Vehicle hire

Budgeted turnover for 1990

Turnover for 6 months 7.8 7.8
(At May 1990, turnover-4% over budget so,
for prudence, use budget level as base)
Assuming, on average, contracts are for

4 years, 12.5% of fleet will reach end of
contract during 6 months. Assume these
vehicles are not replaced and, on average,

3 months income is lost (0.5) (0.5)
At pessimistic assume a further 20% of
income is lost by customers terminating
contracts early etc - (1.6)

Variable costs (cost of sales, repairs
and maintenance, fuel, consumables,
bought-in services, loss/damage, vehicle
depreciation, insurance)

Budgeted cost for 1990 i(lZ.O) (12.0)

Assume same proportionate decrease
as for turnover (5.6) (4.9)
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Optimistic

Pessinmistic

£m

(1.7)

(1.0)

o0

(1.4)

£m

Fixed costs (staff, accommodation,
Transport overheads)
Budgeted cost for 1990 (1.7)
Central overhead allocation
(excluding interest received) (1.0)

(2-7)
Fixed costs for 6 months (1.4)
For optimistic, assume 10% can be saved;
for pessimistic assume no savings 0.1
Fixed costs (1.3)
Total costs (6.9)

At May 1990, vehicle hire costs 4% below
budget: optimistically assume costs 5% under
budget, pessimistically assume 5% over budget 0.3

Estimated net profit/loss of vehicle
hire for 6 months to closure 0.7

Workshops

(1.4)
T5.3)

(0.3)
(6.1)

0.4)

Budgeted turnover for 1990

Turnover for 6 months 1.4

1.4

At May 1990, Workshops turnover only
68% of budget. Optimistically assume

turnover for 6 months is 25% of budget,
pessimistically only 10%

Variable costs (cost of sales, consumables,
bought-in services)

Budgeted cost for 1990 (0.8)
Assume same proportionate decrease as

for turnover 0.1)
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Optimistic Pessimistic

Fixed costs (staff, accommodation, overheads)
Budgeted cost for 1990

For 6 months
Optimistically, assume 10% can be saved
Fixed costs

Total costs

Optimistically assume costs 5% under budget,
pessimistically 5% over budget

Estimated net loss of workshops for

6 months to closure (0.3) 0.8)
Total profit/loss for period from date of
commencement of closure to closure 0.4 1.2) ’

Closure costs

salary cost for 3 months until staff
can be made redundant (0.5) (0.5)

costs of winding up the business after
trading ceased including professional
costs

(0.9) (0.8)
Total comparative cost 4730 10.6

Notes

il This evaluation assumes that departments will be able to obtain

vehicles and a similar level of service from an external vehicle hire
company at a similar cost to what they currently pay Transport. PSA
has said that, on the basis of limited market testing that it has already
done, the prices charged by Transport are broadly comparable to the
charges that a private sector company would make to a large customer
such as PSA. Mr Rowe believes that Transport’s prices are generally
competitive when comparing like with like except that the major motor
manufacturers do offer slightly lower prices. If private sector
companies would overall charge more to Government departments,
there is an additional cost that should be taken into account. If such

companies would overall charge less, there is a benefit that should be
included.

There is an unquantifiable cost to departments of the disruption
caused by having a change in arrangements.
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Not all of Transport’s vehicles are currently on hire to Government
departments. TCS estimate that approximately 25% of vehicles are
on hire to other entities with which TCS has a binding contractual
commitment. Many of TCS’ contracts do not include a provision for
TCS to terminate the contract €xcept on a breach of obligations by
the hirer. The Government would therefore be obliged to continue
to provide the vehicle to the customer until the end of the hire period
which may be for up to 5 years (or, in a few cases, even more) unless
the hirer agrees to terminate the contract or novate it to a private
sector vehicle hire company. If the hirer does not agree to this, the
Government could subcontract its role to a private sector operator.
It can also under most of its contracts increase its prices to the
customer to cover the costs charged by such an operator if this is
necessary. The one exception to this is fixed price contracts which the
Government has recently been entering into. However, on the basis
that PSA has advised us that it believes it could obtain similar services
from the private sector at a similar cost to that charged by Transport,
there should not be a major risk of the Government being charged
higher charges by the private sector operator which it cannot then pass
on to the customers. Also the Government can either sell the existing
vehicle and hire a new one from the private sector operator to
provide to the customer or sell the existing one to the private sector
operator and hire it back. In either situation the Government can still
sell the vehicle immediately and fulfil its obligations. It is assumed
that the Government can therefore fulfil its obligations on contracts
it cannot terminate or novate without any material ongoing cost by
passing on all costs to the customer. -

TCS does hire some specialist vehicles (for example, vehicles with

special lifting gear etc) to various customers, particularly PSA. PSA
might find it difficult to obtain replacement vehicles at short notice.
Furthermore, these vehicles have high costs. It may therefore be
desirable for customers to take over these vehicles and retain them.

In the current climate in the motor industry, the sale and leaseback
of vehicles to fleet operators may be just as impossible as it has been
to find bids for the business as a going concern.

To achieve optimum value for the vehicles in a fire sale, the sale
would need to be well planned with consideration given to timing,
location and nature of sale. Mr Rowe has suggested that a special
sale for TCS vehicles may be beneficial.




APPENDIX 2

LONG TERM RETENTION OF TRANSPORT

This alternative involves retention of the vehicle hire business in Government in
perpetuity but closure of the workshops.

Costs/proceeds for comparative purposes
Optimistic Pessimistic
£m £m

Closure of Workshops
1. Properties (per Appendix 1) 3.3 3.3

2. Plant and machinery in the workshops
- assume negligible sale value

Stocks in the workshops - assume
negligible sale value

Redundancy - only for workshops staff
(per TCSPU/GAD)

Losses for workshops for the period from
date of commencement of closure to closure
(per Appendix 1)

Costs of closure including 3 months salaries
until staff can be made redundant and

professional fees : (0.4) (0.6)
Proceeds from closure of workshops 155 0.6
e Debtors and creditors for Transport as a whole 1.4 1.4
Proceeds before ongoing profits of vehicle hire (see below) 2.9 2.0

Retention of Transport in perpetuity depends crucially on the ongoing profits that
Transport can earn.

TCS’ budget for 1990 includes the following for Transport division as a whole:

£fm
Vehicle hire 1.8
‘Workshops 0.3
IDS 0.2

~ W

S
)

less Allocation of central overheads

Net profit
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Allocating central overheads pro-rata between the three businesses gives a budget=d
net profit for vehicle hire of £1.3m. This compares with actual net profit for 1989,
based on an estimated disaggregation of TCS’ results, for vehicle hire and
workshops of £0.8m.

At 31 May 1990, Vehicle hire’s net profit for the 5 months was £1.2m against a
budget of £0.7m. It is therefore significantly over budget per the management
accounts. We understand that this is to some extent attributable to high excess
mileage charges relating to 1989 but billed in 1990.

These figures all indicate that vehicle hire could be profitable at least in the short
term and earn profits in excess of £1m. However, there are significant risks,
including:

. About 50% of Transport’s business is with one customer, PSA. Such
a large proportion with one customer is of itself a major risk.

This risk is increased because of PSA's own privatisation. Not only
are major changes taking place at PSA but also, on privatisation, it *
may be that the Government would consider it inappropriate for
Transport in the public sector to do so much of its business with the
private sector. Transport might be restricted to providing vehicles only
to public sector customers. This would dramatically reduce Transport’s
customer base.

Mr Rowe has suggested that without redirection of Transport so that
it provides a service similar to that provided by private sector
companies, profits of Transport are likely to decline.

Increased pursuit of value for money and market testing by
Departments produces risks for Transport’s future income stream.

Achieving the profitability requires strict control of overheads. The
possible closure of PSSD may cause some change in Transport’s
overhead 'structure.

There is therefore great uncertainty regarding Transport’s future profitability. For
illustration purposes, we consider four possible profit figures: £0, £0.5m, £1m and
£1.5m.
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On the basis of retention in perpetuity, this alternative can be evaluated as follows:

Profitability Optimistic Pessimistic
£m £m

Using the profitability of £0. 5m as an example, these evaluations have been arrived
at as follows:

Optimistic Pessimistic
£m £m

Proceeds before ongoing profits of vehicle hire (as above) 2.9
Profits of £0.5m in perpetuity discounted at 6% 8.3

11.2




APPENDIX 3

SHORT TERM RETENTION OF TRANSPORT

Under this alternative the vehicle hire business would be retained and would seek
custom from the private and public sectors for 5 years at the end of which period
it would be sold. The workshops would be closed within 6 months.

Cost/proceeds for comparative purposes

Optimistic Pessimistic
£m £m

Proceeds before ongoing profits of vehicle hire
(per Appendix 2) 2.9 2.9

Evaluation of this alternative then depends crucially on the profits that the vehicle
hire business can earn over the 5 years. Appendix 2 considers the potential .
profitability of vehicle hire. Again for this alternative, we evaluate it on the basis
of illustrative annual profits of £0, £0.5m, £1.0m and £1.5m.

Evaluation also depends on the value that would be realised on sale in § years time.
We are unable to estimate what this value might be. The evaluation therefore
includes "X" being the net present value of estimated proceeds in 5 years time. At
6% the relevant discount factor is 0.75.

The alternative can therefore be evaluated as follows:

Profitability Optimistic Pessimistic
£m £m £m
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APPENDIX 4
WIND-DOWN OF TRANSPORT

This alternative involves the orderly wind-down of the vehicle hire business. No
new vehicle hire agreements would be entered into but Transport would continue
to service existing agreements until expiry which would take approximately 5 years.
The vehicles would be sold as the contracts came to an end. The workshops would
as in previous alternatives be closed within 6 months.

Cost/proceeds for comparative purposes

Optimistic Pessimistic
£m £m

Profitability of vehicle hire over 5 year
wind-down period

Budgeted turnover for 1990 (per Appendix 1) 15.6 15.6

] Budgeted variable costs for 1990 (per Appendix 1)f(12.0) (12.0)

Budgeted gross profit 3.6 3.6

For optimistic, assume gross profit 10%
higher; for pessimistic, assume 10% lower 0.4 (0.4)

4.0

Assume contracts are for S years and
evenly spread. This will give gross profit
for the 5 years as follows:

Year 1 3.6 2.9
Year 2 2.8 LR
Year 3 2.0 1.6
= Year 4 1.2 1.0
Year § 0.4 0.3

Budgeted fixed costs for 1990 including
allocation of central overheads

At optimistic, assume 10% can be saved
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Assume fixed costs can be reduced by 10%
each year from Year 2 so fixed costs are:

Year 1 2.4
Yedr 2 2.2
Year 3 1.9
Year 4 144,
Year 5 1.6

EoN NN
WON&~

Net profit/loss for each year is therefore:

Year 1 12
Year 2 0.6
Year 3 0.1
Year 4 (0.5)
Year 5 (1.2)

(0.2)
(0.6)
(1.0)
(1.5)

Discounted at 6%, the present value
of these profits/losses is:

Year 1 12
Year 2 0.6
Year 3 0.1
Year 4 (0.4)
Year 5 (1.0)

21 Vehicles - these will be sold as
agreements come to an end over the 5 years

Assuming an average spread of vehicle lives
between 0 and S years, the vehicles have
on average been written down to about 40% of
original cost at any point in time. At the

end of 5 years, a vehicle has been written
down to 12% of cost. Current net book value
is estimated at £14.8m. Aggregate net book
value at disposal (at expiry of agreements)

is therefore 12/40 x 14.8 = £4.4m. Assuming
vehicles are sold evenly over the 5 years at
approximately net book value and discounting
proceeds in the future at 6% p.a. gives
estimated sale proceeds of £3.5m. Therefore
assume a range of:
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Redundancy - cost of making non-workshops staff
redundant immediately estimated by TCSPU/GAD
at £0.8. Assume increase in benefit equates

to discount over the five year period. Some

staff will be made redundant earlier and

SO assume range

Proceeds of closure of workshops
immediately (per Appendix 2)

3, Debtors and creditors (per Appendix 1)

Total comparative cost
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APPENDIX 5
CLOSURE OF IDS

Costs/proceeds for comparative purposes

Vehicles - assume sale proceeds
equate to net book value (Note 1)

Debtors and creditors - assume net out to zero

Redundancy - all staff made redundant (per TCSPU/GAD) (0.6)

4. Profit/loss in period between commencement and

final date of closure (Note 2) (0.4)

Additional 3 months salaries until staff can .
be made redundant and costs of closure (0.4)

Total comparative cost 1.2)

Notes

1 Sale proceeds of the vehicles are based on net book value as at
31 December 1988. Because many vehicles have been replaced in
1989 and 1990, the current net book value is estimated to be higher
by perhaps £0.2m. Even allowing for the fact that the sale proceeds
from a quick sale of relatively new but high mileage vehicles may be
less than book value, the estimated proceeds should still be a prudent
estimate.

It is assumed that the service would continue to operate for six
months. During this time the Government would put the contract to
provide the service out to tender. The service would then pass to the
private sector contractor after 6 months and IDS would sell its vehicles
and make its staff redundant.

IDS was budgeted to make a surplus, before allocation of central
overheads, of approximately £200, 000 in 1990. However, per the May
1990 management accounts, it only broke even in the first five months
of the year and Mr Balderson has estimated net profit for the year
of £30,000. With the announcement of closure there may be some
deterioration in this position and so assume a loss for the six months
of £400, 000.

RECYCLED PAPER




RECHCLED PAPER

22

It is assumed that it would be possible to find a private sector
contractor who would operate the network at the same price to
departments as they currently pay to IDS. There may, however, be
some unquantifiable cost to departments of the disruption caused by
having a change of operator of the service.
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APPENDIX 6
RETENTION OF IDS
Costs/proceeds for comparative purposes

Under this alternative there are no up-front costs or proceeds. No assets are sold
and no staff are made redundant.

As for the Retention of Transport (Appendix 2), the evaluation of this alternative
depends crucially on the ongoing profits that IDS can earn. In 1989, it is estimated
that IDS earned a net profit of £0.2m. The 1990 budget (after allocating central
overheads pro-rata between the three Transport businesses) indicates a net profit
for IDS of £0.1m. However, the latest forecast at the time of the May 1990
management accounts is for only a small profit for 1990. For illustration purposes,
therefore, consider profits of £0, £0.1m ‘and £0.2m. On the basis of retention in
perpetuity this alternative can therefore be evaluated as follows:

Profitability
£m £m

Coopers
& Lybrand
Deloitte
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