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Price at transfer date 
Less: 
Post-sale adjustment 
Gross proceeds 
Less: 
Costs of sale 
Net proceeds 
Source: Home Office 
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The sale objectives 

Summary and 
conclusions 

1 On 1 March 1994 the Home Office sold their Directorate of 
Telecommunications, renamed DTELS, for E6.6 million to NTL 
Group Limited (NTL). The price was subsequently adjusted to 
f6.5 million to reflect a small reduction in the value of DTELS’ order 
book after the sale. The Home Office incurred some f0.8 million on 
advisers’ fees. 

2 DTELS for many years was effectively the monopoly supplier of 
telecommunications equipment, maintenance and installation 
services to the police and fire services in England and Wales. Since 
1989 this market has been competitive, but at the time of sale 
DTELS still had 70 per cent of the maintenance and installation 
market, which had been extended to include ambulance services. 
A timetable of key events leading up to the sale is at Appendix 1. 

3 NTL, through their subsidiary National Transcommunications 
Limited, are responsible for the distribution and transmission of 
television, radio and other services. National Transcommunications 
Limited were formed on 1 January 1991 from the engineering arm 
of the Independent Broadcasting Authority and were sold by the 
Home Office to Mercury Asset Management, a publicly quoted fund 
management company, for f70 million in October 1991. 

4 The Home Office’s objectives for the sale were: 

a) to maximise sate proceeds consistent with preserving the best 
prospects for effective competition in the market for 
telecommunications support services for the emergency services: 
and 

b) to obtain reassurance that the purchaser should have the 
capacity to meet transferred liabilities and obligations. 

5 The first objective combined the aims of maximising proceeds and 
minimising costs with an underlying aim to ensure that the services 
provided by DTELS continued to be available to the emergency 
services in a competitive market after the sale. The second objective 
was set to ensure that DTELS would be sold to a purchaser whose 
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Scope of the 
National Audit 
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Conclusions 
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[inancial standing gave the Home Office reassurance that the 
pensions, redundancy and other employment rights of DTELS staff 
who transferred with the business would be honoured. 

The National Audit Office examined whether the Home Office had 
achieved their objectives. Tbis report is based on an examination of 
the Home Office’s papers and discussions with the Home Office’s 
staff, their financial advisers, Price Waterhouse, and other parties 
involved in the sale. The National Audit Office are grateful for the 
assistance they have received in carrying out tbis study and in 
producing their report. 

In February 1994, the trade unions representing DTELS’ staff 
submitted an application to an industrial triiunai following the 
Home Office’s refusal to grant a delay to the sale. As the case has yet 
to be heard, this report does not reach any conclusions on the 
merits or otherwise of the complaints made against the Home Office 
(paragraph 2.44). 

The National Audit Of&e concluded that the Home Office largely 
achieved their objectives in a sale carried out on a fair and 
competitive basis. They sold the business to a purchaser with the 
capacity to meet the transferred liabilities and obligations in a way 
which preserved good prospects for effective competition in the 
market for telecommunications support services for the emergency 
services. The price fell within the benchmark valuation of the 
business, of E5 million to f14 million, prepared for the Home Office 
by their advisers before the sale. 

Although the sale was generally well-conducted, it is nevertheless 
difficult to demonstrate that the Home Office clearly obtained the 
best price for the business. The uncertainty arises from the nature 
of the sale process. Faced with two close and similarly structured 
final bids, the Home Office chose to negotiate final terms with NTL. 
The Home Ofiice chose NTL as the preferred bidder because they 
judged their price was likelier to hold firm than the other bidder’s. 
As a result of a relatively large reduction in NTCs price of nearly 
El million during final negotiations, however, and the impossibility 
of ascertaining how negotiations would have proceeded if continued 
with the other bidder, there remains an element of uncertainty 
about the outcome. 

2 



Sale of DTELS 

Points to hear in 10 The Home Olllce had to address a number of complex issues in the 
mind in future sales sale and their experience underlines a number of important points 

which departments might usefully bear in mind for future trade 
sales: 

Headquarters relocation 

a) DTELS relocated their Headquarters operation to Nottingham ln 
October 1992, following a cost-benefit appraisal which indicated 
that the costs of the move would be recovered through savings on 
running costs wlthln three to four years. In April 1993, the 
Home Office concluded, contrary to their earlier view, that new 
primary legislation would not be needed prior to selling the 
business and were then able to complete the sale before 
31 March 1994. The Home Ofice believe that, by bringing 
forward privatisation, they acted to protect the business and the 
emergency services in circumstances where the consequences of 
failure would have been greater than the investment made in 
relocation. As a result, the National Audit Office believe it 
unlikely that the costs of relocating DTELS Headquarters were 
fully recovered before the sale took place. The Home Office also 
believe that the move and restructuring of the business helped 
the sale considerably. Relocation offered significant benefits for 
the business in reduced running costs, bringing different parts of 
the business together from scattered locations, permitting 
significant cuts in staff numbers and enhancing DTELS’ 
corporate identity. DTELS’ business, therefore, was in better 
shape after relocation. This will have been reflected in the sale 
price tempered by the new owners’ view on what more needed to 
be done including their decision again to relocate. 
(paragraphs 2.9 to 2.18 and 3.43 to 3.45). 

Departments should continue to consider carefully the costs 
and benefits of plans to relocate existing centres of operation 
before a priuatisation, including in such appraisals the impact 
of possible changes to the timing of a subsequent sale. 

Pensions bulk transfer arrangements 

b) the Home Office sought to require the purchaser to accept a bulk 
transfer of accrued pension rights. As a bulk transfer could not, 
in the event, be agreed with NTL, this placed the completion of 
the sale in jeopardy until the Home Office dropped their 
insistence on the requirement (paragraphs 2.34 to 2.43). 
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Departments should consider carefully the advisability of 
including a bulk transfer of accrued pension rights as a 
requirement of sale rather than as a desirable objective 
subject to negotiation with prospective purchasers. 

Short-listing bids 

c) the Home Office took a carefully considered decision to restrict 
short-listed bidders to three, on the basis of price and the 
perceived risk that wider dissemination of commercially sensitive 
information during due diligence enquiries might damage DTELS’ 
business. Subsequently the highest of the three short-listed 
bidders failed to submit a final bid, thus reducing the prospects of 
obtaining maximum competitive tension at a late stage 
(paragraphs 3.9 to 3.13). 

Departments need to continue to pay close attention to the 
importance of selecting a short-list of bidders which 
maximises competitive tension throughout all stages of the 
bidding process. 

Selecting a preferred bidder 

d) the Home Offlice gave two close final bidders an opportunity to 
revise the price of their bids and reduce the nmnher of conditions 
attached to them. Both bidders entered revised bids at higher 
prices and reduced but did not completely eliminate 
uncertainties. The Home Office then judged that the sale would 
best proceed by a period of exclusive negotiations with a 
preferred bidder, rather than continue to run parallel 
negotiations with both bidders. The Home Office relied on the 
significantly greater level of due diligence enquiries performed by 
NTL to decide their selection, but still had to concede relatively 
large price reductions. (paragraphs 3.14 to 3.26). 

Departments should continue to seek to eliminate as many 
conditions as possible from competing bids and carefully 
weigh the advantages and disadvantages of continuingfinal 
negotiations with all closefinal bidders before entering 
exclusive negotiations with a preferred biddex 

Negotiating with the preferred bidder: tax 
dispensation 

e) The Home Office agreed to a reduction of f500,OOO in NTL5 price 
to reflect uncertainty felt by both parties about the continuation 
of an existing tax dispensation for DTELS’ staff, whose financial 
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impact NTL had previously noted in their bid was unlikely to be 
significant. The Home Offtce were unable to persuade NTL that a 
clawback arrangement should operate in the event that NT& 
local tax office decided that the dispensation should continue to 
apply (paragraphs 3.30 to 3.35). 

Where Departments forego proceeds in recognition of a 

bidder’s concerns about the&uzncial impact of potential 
changes after a sale, they should cons&ten as did the 
Home Oflce, putting in place arrangements to claw back the 
amountforegone if the bidder’s concerns remain unrealised. 

Negotiating with the preferred bidder: pre-transfer 
liabilities 

fJ Government policy for Civil Service privatisations encourages 
departments to seek to obtain the acceptance by bidders of any 
unidentified liabilities to third parties which might arise from 
events before the sale. Departments are, however, also 
encouraged to be flexible in the application of this policy and to 
consider what would be best value for money in the 
circumstances of each sale. NTL initiaRy refused to accept any 
unidentified liabilities. Rather than retain all of these after the 
sale, the Home Office negotiated an agreement with NTL to take 
responsibility for liabilities up to a limit of fl.5 million at a cost 
of fE250,OOO in the sale price (paragraphs 3.38 to 3.42). 

Departments should continue to identify material pre-transfer 
liabilities, making these clear to bidders at an early stage so 
they can formulate their bids accordingly. In cases where 
material uncertainty remains, departments need to form a 
view on the size of any potential liabilities and whether to 
retain them before accepting a reduction in the sale price. 
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The origins of 
DTELS 

1. Background to the 
sale 

1.1 In July 1992, the Home Office decided to privatise DTELS before the 
emergency services began to replace their existing equipment in the 
course of the next decade. This decision followed a review which 
concluded that the services provided by DTELS should not remain a 
core function of the Home Office. In their view, the business no 
longer had a long-term future in the public sector, but could be 
viable in the private sector. They had increasingly taken this view 
since reorganising the provision of telecommunication support 
services on a more commercial basis in 1989. 

1.2 The Home Office had provided equipment installation and 
maintenance services to police forces since 1946. In that year, they 
decided that all equipment for police forces was to be provided 
under centralised purchase arrangements, co-ordhrated by the 
Home Office, with title to the equipment remaining with the 
Government. These arrangements were extended to include the fire 
service in the mid 1950s. The organisation within the Home Office 
responsible for installing and maintaining this equipment became 
DTELS. 

Introduction of 1.3 DTELS had been considered for sale as a non-core Home Offrice 
competition in 1989 activity in 1983, but the Home Office recognised at that time that the 

business required long-term restructuring to enable it to survive in 
the private sector. Increasing attention to financial management and 
value for money initiatives in the 1980’s subsequently led the Home 
Office to change the nature of the relationship between DTELS and 
their customers in three ways: 

l central procurement of equipment by DTELS ceased on 
1 April 1989 when each user was given responsibility for the 
purchase of its own equipment; 

l from the same date, direct charging was introduced for 
maintenance and instahation services, which gave an incentive to 
police forces and fne brigades to put the provision of these 
services out to competitive tender when existing arrangements 
with DTELS expired; and 
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Financial 
performance 

l direct charging for DTELS’ consultancy services was introduced a 
year later. 

1.4 These changes enabled the Home Office to initiate a programme of 
commercialisation which included substantial cost reduction and the 
introduction of systems and managerial controls considered 
essential to commercial operations. 

1.5 Despite having made significant recent efficiency savings (for 
example, staff employed had been reduced from 1,200 at 
1 April 1989 to 520 at 31 March 19931, DTELS were not recovering 
the costs of their services through charges at the time the Home 
Offtce decided to privatise the business, in July 1992. However, 
DTELS’ management considered that financial performance would 
improve significantly following privatisation. This conclusion was 
driven by forecast changes in the market for DTELS’ services during 
the 1990s which posed threats to the maintenance business but 
provided opportunities to expand in other areas, such as 
consultancy services in the wider radio communications market. 

1.6 Figure 3 shows that DTELS’ expenditure on maintenance and other 
services was only partly offset by net income from leased equipment 
during the three years to 31 March 1993 and it was projected that 
the business would remain in deficit during 1993-94. DTELS 
business plans forecast a steady improvement in financial 
performance following privatisation, to 31 March 1998. DTELS 
management also considered that redundancy and re-organisation 
plans necessary to prepare the business for privatisation were 
substantially completed in 1992-93 and that further reductions in 
staff numbers in the period to 31 March 1998 would be difficult to 
achieve. 

Actual: Projected (DTELs'plans): 

1991 1992 1993 1994 1995 1996 1997 1998 
fm fm fm fm Cm fm fm fm 

Net income from leased 

equipment 2.5 2.2 2.3 1.8 1.6 1.6 1.5 1.5 

Net income (expenditure) 
on maintenance and other (6.6) (6.7) (9.0) (2.4) (1.3) (0.5) 0.5 1.2 
contracts 

8 

Profit (loss) before interest (4.1) (4.5) (6.7) (0.6) 0.3 1.1 2.0 2.7 f 
and tax z 

hi 
5 
cz 
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The decision to sell 1.7 The Home Office expected the emergency services to embark on 
major radio equipment replacement programmes in the mid to 
late-1990s. In that event, they judged that manufacturers would 
increasingly win maintenance and other support service contracts 
by offering these services as a package together with the provision 
of new equipment. Unless DTELS could be given commercial 
freedom to compete with manufacturers for new maintenance 
business and to expand their technical capabilities into other related 
services, they believed that DTELS faced spiralling losses of existing 
contracts from the mid 1990s onwards. Redundancies would be 
likely at an estimated cost to the taxpayer of up to ?Z20 million. 

1.8 The Home Office considered that the only appropriate solution to 
DTELS’ problems was privatisation. They rejected the idea of 
changing the nature of the business within the public sector, 
including the creation of DTELS as an Executive Agency, on the 
grounds that this would not give DTELS the degree of commercial 
freedom they required for survival and growth. 

1.9 The Home Office also considered closing DTELS, but rejected this on 
cost grounds. In addition to the potential redundancy costs, they 
expected that the resulting absence of a DTELS maintenance service 
would give manufacturers the opportunity to persuade the 
emergency services to enter into expensive replacement 
programmes earlier than might otherwise be necessary. There 
would also be an increased risk of disruption, through the failure of 
ageing equipment, during any change-over period. 

Structure of the 
business 

1.10 The Home O&e aimed to sell DTELS as a single entity operating all 
existing maintenance and other service contracts and rental 
agreements for leased equipment. Immediately prior to the sale the 
Home Office transferred the business of DTELS, their staff and 
certain assets and liabilities to DTELS Limited, a newly incorporated 
company wholly owned by the Home Office. NTL acquired that 
company. 

1.11 Selling DTELS as a single entity was a key decision. The Home Office 
considered that selling the business by region or bundles of 
contracts would complicate the sale, increase sale costs and leave 
the Home Offtce with the risk of retaining ownership of a part of the 
business and liable to face future redundancy costs. 

8 
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2. Preparing for the 
sale 

2.1 Before a sale could proceed, the Home Office needed to consider 
what was to be sold. This part of the report examines the steps the 
Home Office took to prepare for the sale, by defining the assets, 
liabilities and obligations to employees which would transfer with 
DTELS. It shows that: 

l the Home Office recognised that DTELS’ maintenance contracts 
and income from leased equipment were the most important 
assets of the business and had, since 1989, been taking steps to 
improve the commercial basis of DTELS’ existing maintenance 
contracts: 

l the Home Office included in the sale most of the properties 
occupied by DTELS and will share for ten years in any gains in 
excess of agreed valuations arising from their subsequent 
disposal. One of the properties excluded from the sale was the 
new Headquarters building in Nottingham. DTELS relocated their 
Headquarters to Nottingham in October 1992 following a 
cost-benefit appraisal in 1991 that did not take into account the 
possibility of early privatisation. In the event, although there 
were additional business reasons for the move, the National 
Audit Office believe it unlikely that they were able to recover all 
the costs of relocation before the sale. The Home Ofice believe, 
however, that relocation and restructuring of the business helped 
the sale considerably. The business was in better shape and was 
likely to attract greater interest and a better price, than if these 
efficiencies had not been pursued. The value which the new 
owners placed on them was reflected in the sale price, which 
took into account further restructuring including the decision 
again to relocate the Headquarters; 

l the Home Office ensured that DTELS’ terms of employment, 
including redundancy terms and accrued redundancy 
entitlements, would transfer to the new owner. While they sought 
to protect employees from the risk that a new owner would seek 
to reduce their redundancy entitlements, the Home Office did not 
guarantee entitlements if the new owner was unable to meet 
them; 
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. the Home Office attempted but did not succeed in making a bulk 
pensions transfer available to staff; 

l the trade unions have applied to an industrial tribunal alleging 
inadequate consultation. This application followed the Home 
Office’s refusal to grant a delay to the sale. A hearing by an 
industrial tribunal has yet to take place; and 

l the Home Office established an appropriate benchmark valuation 
against which to measure the success of the sale. 

Defining the assets: 2.2 DTELS’ maintenance contracts and income from leased equipment 
contracts and were the most important assets of the business. While DTELS 

leased equipment carried out maintenance at a loss before the sale, the guaranteed 
income stream from their leasing activities provided an attractive 
positive cashflow. The Home Office considered that this would 
provide a degree of fmancial stability for the business which 
potential purchasers would also fmd attractive. 

Maintenance contracts 

2.3 In preparing the business for privatisation, the Home Office 
considered it was important to continue improving the commercial 
basis on which DTELS’ existing service agreements with their 
customers operated. Most of DTELS’ agreements were on a custom 
and practice basis, with loosely specified service, pricing and 
contract management arrangements. The Home Office judged that 
these would be diicult to operate and value in a commercial 
environment. 

2.4 Following the introduction of direct charging in 1989, DTELS 
therefore sought to persuade the emergency services to enter into 
formal service contracts. However, the emergency services were 
reluctant to move quickly on this. FolIowing discussions with the 
police and fire service representative bodies, DTELS started to 
iniroduce less formal types of contract, known as Memoranda of 
Understanding IMOUl. These were seen as “stepping stones” 
towards the introduction of formal contracts for all of DTELS’ 
customers. 

2.5 Each MOU specified for the first time the range of services to he 
provided together with a price for the first 12 months, which was 
renewable, subject to negotiation, for a further period of a year. 
From a practical viewpoint, MOUs were helpful to the sale. 
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Increasingly customers began to accept formal contracts and, by the 
date of the sale, MOUs covered only a third of all maintenance 
agreements. 

In preparation for sale, DTELS monitored the position on all 
contracts and MOUs due for renewal in the year ending 
31 March 1994 with the aim of retaining, as they had done in 
previous years, at least 70 per cent of those where customers 
decided to go to tender. DTELS achieved this target. Although at the 
date of sale, a high proportion of existing maintenance agreements, 
around 45 per cent of the total, were due for renewal within the 
next 12 months, DTELS were confident that they could retain these 
contracts. 

Leased equipment 

The leased equipment scheme required minimal staff resources to 
administer and, assuming no further purchases by customers, was 
expected to generate annual cashtlows totalling E25 million in the 
period to 2005-06 (equivalent to some El8 million discounted to 
present value). 

From April 1989, police forces and fire brigades had been given the 
option to purchase the leased radio equipment at its current written 
down value or continue to rent with title transferring to them once 
the equipment had been fully written down. At 1 June 1993, 
59 customers continued to rent equipment and the last rental 
payments were due in 2005. The written down value of the 
equipment at the date of sale was around f10.6 million. 

The Home Office aimed to sell most of the properties owned or 
leased by DTELS, including their Headquarters. The DTELS’ 
Headquarters, along with their regional and local service centres 
were all identified and independently valued at some E2.1 million 
prior to the sale. As part of the terms of the sale, the Home Office 
included provisions which entitle the Government to further 
proceeds equal to half of any gains arising from the subsequent sale 
of the properties transferred. These arrangements will last until 
31 December 2003 and apply if the proceeds of a sale exceed 
E50,OOO (or an adjusted amount to take account of retail price 
inflation). 

In October 1992, as part of DTELS’ drive towards greater efficiency, 
they relocated their Headquarters operation and other common 
services to Nottingham. The new Headquarters building was 

11 



Sale of DTELS 

constructed by a commercial developer and leased to the 
Department of the Environment (Property Holdings1 as part of the 
Civil Service Common User estate, with DTELS as sole occupier. 

2.11 The principal objective of the relocation was to achieve signiiicant 
reductions in running costs by bringing together parts of the 
business that were based in London, Stanmore, Cheltenham and 
Andover. Relocation was also intended to enhance DTELS’ corporate 
identity, as a stand-alone business operated by the Home Office. 
It also provided the Home OfRce with an opportunity to negotiate 
reductions in Headquarters staff numbers. 

2.12 In total some 78 staff moved to the new Headquarters building at a 
cost of around Xl million. The new location was selected following a 
cost-benefit analysis, which is standard Government practice. 
Departments are required to demonstrate the benefits of relocation, 
and in particular that the costs of a prospective move are reasonably 
likely to be recoverable by expected running costs savings. In tbis 
case, the cost-benefit analysis forecast that the costs of the move 
would be recovered within 3 to 4 years. It did not, however, take into 
account the date of a possible privatisation or the possibility that a 
new owner of the business might not wish to retain the new 
Headquarters building after the sale. 

2.13 As the sale took place within 18 months of the relocation the 
National Audit Office believe it unlikely that the Home Office fully 
recovered these costs before privatisation. The efftciencies which 
relocation delivered would clearly be reflected in the new owners’ 
judgement of the worth of the business, taking into account the need 
for further restructuring and their decision to again relocate the 
Headquarters. 

2.14 The decision to relocate was approved by Ministers in January 1991 
as part of DTELS’ drive to reduce running costs. The DTELS 
business plan for 1991-95 had identified this initiative, among 
others, as part of a strategy to break-even by 1995-96, when it was 
envisaged that the business would still be in the public sector. The 
Government committed itself in October 1991 to complete the lease 
on the new Headquarters building. (The full lease was signed in 
August 19921. 

2.15 By July 1992 the results of a further review by DTELS’ management 
predicted that the business would not survive in the public sector 
and should be privatised (see paragraph 1.1). As there was some 
uncertainty over the need for legislation and the availability of 
Parliamentary time, the Home Offlce considered that privatisation 
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could not be completed until late 1994. In the meantime, however, 
DTELS’ management also considered that further investment to 
restructure their consultancy services and develop effective 
marketing plans was needed to maintain and develop the business 
in the face of increasing competition from the private sector. Without 
such investment DTELS would continue to lose market share and 
risked losing skilled staff. This in turn might put at risk the 
achievement of a successful privatisation. 

2.16 Against this background, in July 1992 Ministers approved 
preparations for a sale. Although the prospects for payback on 
relocation costs had not been reconsidered formally, the Home 
Office judged that they were acting in the interests of the business 
and that an early sale would best preserve the prospects for 
continued competition in the market for telecommunications 
support to the emergency services. 

2.17 In the course of subsequent negotiations on public expenditure 
plans, it was realised that extra funding to develop the business 
would not be available and the Home Office reviewed their options. 
To minimise the risk of the business collapsing they decided to bring 
the sale forward. Although there was continuing uncertainty over 
the need for legislation, the Home Office planned to complete the 
sale before 31 March 1994. 

2.18 After taking legal advice, and in view of the imminent passage of the 
Trade Union Reform and Employment Rights Act (July 1993), the 
Home Office were able to conclude by April 1993 that separate 
legislation was unnecessary and that plans to complete the sale 
hefore 31 March 1994 were realistic. 

Safeguarding staff 2.19 The principal liabilities of DTELS were entitlements of and 
interests: terms of commitments to staff. The Home Office took legal advice on the 

employment rights of DTELS’ staff in the sale. These rights stem principally from 
European legislation known as the Acquired Rights Directive which 
has been implemented in the United Kingdom through the 
Transfer of Undertakings (Protection of Employment) Regulations 
1981 and subsequent measures which are often collectively referred 
to as TUPE. In addition, general employment law, for example that 
relating to constructive dismissal, was relevant. 

2.20 The Home Office were advised that TUPE would apply to the sale. 
This implied that staff would transfer with their jobs to the new 
owner of DTELS on the same terms and conditions of employment, 
including rights to compensation for redundancy, that they enjoyed 
with the Home Office. 
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2.21 Compensation for redundancy in the Civil Service tends to be better 
than the terms generally available in the private sector. The trade 
unions were, therefore, concerned about the security of staffs 
accrued entitlements after the sale. They perceived two risks. 
First, staff might be subject to pressure from their new employer to 
consent to a reduction in their redundancy entitlements. Second, if 
the purchaser of DTELS became insolvent, without the resources to 
meet redundancy payments, there would be no payment beyond the 
statutory minimum from the Statutory Redundancy Fund. 

2.22 Union objectives at the outset of the sale were to seek agreement for: 

l the purchaser, as a condition of the sale, to agree to a clause 
which would constrain them in any attempt to renegotiate 
redundancy terms and, if an employee is dismissed because of a 
refusal to consent to a change, then that dismissal would entitle 
an employee to receive severance pay in accordance with 
existing severance rights. In the event, the new owner gave an 
undertaking which recognised constraints on the renegotiation of 
existing arrangements, though not precisely in the terms which 
the unions had requested. 

l the Home Office to underwrite Civil Service redundancy terms if 
a purchaser became insolvent after the sale. The Home Office did 
not, in the event, underwrite the redundancy terms. 

Renegotiation of redundancy terms 

2.23 Although TUPE requires that DTELS employees’ terms and 
conditions transfer to the new employer, the new employer is at 
liberty later to seek to renegotiate the terms and conditions of their 
new employees. The trade unions sought to persuade the 
Home Office to go beyond the legal requirements of TUPE by 
including a clause, as a condition of the sale, limiting a buyer’s 
ability to change employees’ severance terms. 

2.24 The Home Office were reluctant to include such a clause as a 
condition of sale as they considered that to do so might deter 
potential bidders and reduce sale proceeds. They did, however, 
agree to refer it to short-listed bidders and indicated that DTELS 
staff attached significance to it. Both ilnal bidders accepted the 
concern, though NTL did not accept the precise union requirement. 

2.25 Shortly before completion of the sale, NTL provided a written 
agreement that they would not alter severance rights without the 
consent of individuals. They did not agree that dismissal of an 
employee for refusing to consent to a change in redundancy terms 
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should trigger an entitlement to severance pay under existing 
severance rights. If an employee is dismissed because of a refusal to 
consent to such a change then the individual could have a claim for 
unfair dismissal. However, such a claim, if successful, might result 
in compensation significantly below that available under existing 
severance rights. 

Underwriting of redundancy terms 

2.26 The Government’s policy on the underwriting of Civil Service 
redundancy terms is that each case should be considered on its 
merits, but with a presumption against giving a guarantee. The 
Home Office resisted the trade unions’ demand for a guarantee on 
the grounds that DTELS had already undergone major restructuring 
and that it would be sold, iu accordance with the sale objectives, to 
a purchaser with the capacity to meet transferred liabilities and 
obligations. 

2.27 In October 1993, the trade unions became aware that a guarantee 
had been given by the Treasury in the sale of Forward Catering 
Services Limited and pressed the Home Office to re-consider their 
approach in the sale of DTELS. The Home Offhze recognised staff 
concerns and the potential effects tbis might have on the sale and 
consulted the Treasury. 

2.28 Discussions between the departments led to a decision that there 
were insufficient grounds to justify giving a guarantee in the DTELS 
sale. Tbe business was reasonably secure and unlikely to fail in the 
foreseeable future, whereas the ongoing trading position of Forward 
Catering Services was regarded as less certain. That company had 
few fured assets and was substantially at risk of losing contracts in a 
volatile and highly competitive market-testing environment. 

2.29 DTELS staff took limited industrial action in January 1994 to protest 
against this decision. The Home Offrice consider that although the 
decision not to provide a guarantee affected staff relationships, it did 
not have an adverse effect on completing the sale. 

Safeguarding staff 
interests: pension 
entitlements 

2.30 As Civil Servants, DTELS employees were entitled to join tbe 
Principal Civil Service Pension Scheme (the Pension Scheme). Under 
the rules of the Pension Scheme, however, staff transferring to a 
new employer would have to leave the Pension Scheme as they 
would no longer be Civil Servants. 

2.31 In seeking to safeguard employees’ interests as regards pensions, 
the Home Office: 
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2.32 

. secured future pension benefits which are broadly comparable 
with the Pension Scheme: and 

l attempted, unsuccessfully, to negotiate a bulk transfer of accrued 
benefits. 

Broad comparability of future benefits 

TUPE does not preserve for staff an entitlement to the same pension 
rights in their new employment but, to avoid the risk that a case for 
constructive dismissal might be made, the Home Office made it a 
condition of the sate that bidders offered a pension scheme which 
was broadly comparable with the (Principal Civil Service) Pension 
Scheme. The Home Office also needed to consider how the accrued 
pension rights of DTELS staff at the date of the sale should be 
treated. Accordingly, the Home Of&ice employed the Government 
Actuary’s Department to assess potential purchasers’ pension 
proposals. 

2.33 The Government Actuary’s Department confirmed that the pension 
arrangements proposed by short-listed bidders offered broadly 
comparable terms to those of the Pension Scheme. This measure of 
broad comparability related to benefits which would be earned by 
employees for future service with their new employer. 

Accrued pension rights 

2.34 As regards the accrued pension benefits earned by DTELS staff prior 
to the sale, social security legislation provided three options for 
individuals: 

a) to preserve their benefits in the Pension Scheme until they reach 
retirement age: 

b) to transfer them on an individual basis to the new employer’s 
plan; or 

c) to transfer them to a personal pension plan. 

2.35 To secure the goodwill of staff transferring to a new employer in 
previous sales, departments have generally sought to negotiate a 
bulk transfer of pension benefits from the Pension Scheme to the 
new one. A bulk transfer provides a fourth option for individuals 
which may be more attractive than the three statutory options 
described above. A bulk transfer allows accrued benefits to be 
uprated in line with increases in an individual’s future earnings and, 
therefore, maintains the final salary linkage on the accrued benefit. 
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An individual transfer assumes increases in line with prices and not 
earnings. The service bought by an individual transfer to the 
purchaser’s scheme is, therefore, likely to be less than the value of 
past service accrued in the former scheme. For this reason, a bulk 
transfer is likely to cost the Pension Scheme more than individual 
transfers. 

2.36 The Home Office, when inviting bids for DTELS Limited, made the 
acceptance of a bulk pensions transfer for past service a formal 
requirement of the sale. Final bidders accepted this requirement 
although NTL made their acceptance conditional upon agreement of 
the basis on which the Government Actuary would calculate a bulk 
transfer. 

2.37 In the event, agreement between the Government Actuary and NT& 
actuarial adviser could not be reached. The Home Office concluded 
that, although further negotiations might move NTL some way 
toward an agreed transfer value, it was unlikely that the gap would 
be bridged completely. 

2.38 Against this background, the Home Office had to judge whether the 
sale objectives would best be delivered by, on the one hand, 
continuing to insist on a bulk transfer, withdrawing from further 
negotiations with NTL and bringing the other final bidder back into 
the process or, on the other hand, by giving up the requirement that 
NTL accept a bulk transfer. 

2.39 The Home Office considered that, if they continued to pursue a bulk 
transfer in the absence of actuarial agreement, the likelihood was 
that NTL would either withdraw from the sale or reduce their offer 
by a significant amount. They did not, however, consider that this 
was an issue which would justify reopening negotiations with the 
other final bidder. 

2.40 Although the other final bidder had indicated agreement to the 
requirement to accept a bulk pensions transfer on the Government 
Actuary’s terms, the Home Office could not be certain that the other 
bidder would accept the Government Actuary’s actual valuation or 
that they would not exploit the opportunity to negotiate other 
downward pressure in their bid. 

2.41 To complete the sale and protect proceeds, the Home Office decided 
to drop the requirement on the purchaser to accept a bulk pensions 
transfer. 
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2.42 The effect on DTELS staffwill depend on their individual 
circumstances. Employees, including those with little expectations of 
promotion, and others initially unsure of their new employer, may 
well have preferred to preserve their accrued pension, uprated in 
line with inflation, in the Pension Scheme. Staff, however, with a 
number of years credit in the Pension Scheme who could expect 
further real terms salary progression will be disadvantaged by a 
lack of bulk transfer. Individual transfer or the alternative of 
preserving pensions in the Pension Scheme would mean the loss of 
any uprating of past service pension by reference to 6na.l salary at 
retirement. Such a disadvantage is not individually quantifiable, as it 
will depend on an individual’s future salary progression which is 
uncertain. 

2.43 Prior to the sale. some 67 per cent of DTELS employees were aged 
41 or over and 60 per cent of them had more than 10 years 
employment with the Civil Service. Following the sale, 12 employees 
(less than three per cent of staff who trausferred to NTL) had 
decided to make an application for an individual transfer of their 
accrued pension rights to the NTL scheme. The remainder have 
preserved their entitlements in the Pension Scheme. 

Consultations with 2.44 The Home Office and DTELS’ management kept staff informed of 
staff progress by regular circulars and meetings. On 24 February 1994, 

the trade unions representing DTELS staff submitted an application 
to an industrial tribunal following the Home Office’s refusal to grant 
a delay to the sale. The unions allege that the Home Office had not 
complied with TUPE as regards consultations, that the consultation 
had not been completed to the unions’ satisfaction and that 
agreements had not been reached on pensions, employment 
contracts, future bargaining arrangements and NT& restructuring 
plans for DTELS. The case has yet to be heard. 

Benchmark 
valuation 

2.45 In line with recommendations of the Committee of Public Accounts 
the Home Offtce commissioned a valuation of DTELS to establish a 
benchmark against which bids could, in part, be assessed. In 
October 1993, Price Waterhouse valued DTELS at a minimum of 
E5 million and a maximum of El4 million. 

2.46 The lower end of this valuation range assumed that a prudent 
investor would challenge some of the assumptions in DTELS’ 
business plan and base an evaluation on less attractive cashflows. 
Price Waterhouse judged that the upper end of the valuation range 
would only be achieved by sale to an investor prepared to take an 
optimistic view of DTELS’ future. They estimated the most likely 
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price at some 29 million. This assumed the business would be sold 
as an independent entity and took no account of potential business 
synergies with a purchaser. 

2.47 Price Waterhouse also calculated, for illustrative pm-poses, that a 
purchaser planning to embark on an extensive rationalisation 
programme after the sale might value the business at up to 
E2 million more than their benchmark valuation indicated. 
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3. Selling the business 

3.1 This part of the report considers whether, in selling the business, the 
Home Office achieved their stated sale objectives. It examines 
whether the Home Office took appropriate steps to: 

a) maximise sale proceeds in a sale which preserved the best 
prospects for competition in the market for telecommunications 
support services; and 

b) sold the business to a purchaser with the capacity to meet 
transferred liabilities and obligations. 

3.2 The Home OffIce judged that competitive tension was the key to 
maximising proceeds and offered DTELS to potential purchasers by 
means of a staged and competitive bidding process. Following initial 
publicity for the sale and the issue of an Information Memorandum, 
they invited potential purchasers to submit indicative bids, from 
which they drew up a short-list to proceed to a second stage of 
bidding. During this second stage, they gave short-listed bidders 
access to DTELS management and to detailed information on all 
aspects of the business held by Price Waterhouse in a specially 
constituted data room. This enabled bidders to carry out what are 
known as due diligence enquiries and formulate final bids. 

3.3 Following due diligence enquiries, the Home Office aimed to select a 
preferred bidder, best satisfying the sale objectives, to whom to sell 
the business following a period of exclusive negotiation. All stages of 
the process and, in particular, bids entered in the competition, 
remained non-binding on the bidders and the Home Office, until the 
parties signed a sale agreement. 

3.4 This part of the report shows that the Home Office: 

l generated substantial interest in the sale and treated all potential 
bidders fairly; 

l regarded the emergency services market as part of the wider, 
highly competitive and accessible telecommunications market 
(and therefore considered it unlikely that any potential bidder 
would have to be excluded from the sale on the grounds that they 
threatened the preservation of competition after the sale); 
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l selected a short-list of three bidders, which sought to balance 
competitive tension during final bidding against the risk that the 
value of the business might be reduced if sensitive information 
was released to a larger number of potential purchasers; 

l faced a difficult choice between two close and similarly 
structured final bids and selected a preferred bidder who 
appeared to offer the best prospect of maintaining their bid price 
with minimal reductions in final negotiations to sale completion; 

. sought to minimise reductions in the sale price following 
negotiations with the preferred bidder, although they had to 
concede a price reduction of some El million; and 

l controlled the costs of the sale. 

Generation of 
interest in the sale 

3.5 The Home Office advertised the business for sale in the 
Financial Times at home and abroad. They received enquiries from 
48 investors interested in bidding for the business of whom 
40 requested a copy of the Information Memorandum. 
Seven companies made indicative bids and two made final bids, 
one of which included the option of a joint bid with a third company. 

3.6 The Information Memorandum inviting indicative bids set out the 
criteria against which prospective purchasers would be judged. 
Detailed information was made available to all short-listed bidders 
for due diligence purposes. They were also granted equal access to 
senior DTELS management, the Government Actuary and DTELS 
customer representatives. 

Preserving 
competition after 
the sale 

3.7 In selling DTELS, the Home Office aimed to preserve the best 
prospects for effective competition in the market for 
telecommunications support services for the emergency services. 
Prior to issuing an Information Memorandum, they took informal 
advice from the Office of Fair Trading and concluded that the 
emergency services market was part of the wider 
telecommunications market. This wider market is highly competitive 
and market entry is not perceived as difficult. It therefore seemed 
unlikely that there would be grounds for restricting the range of 
potential purchasers for competition reasons alone. In the event, the 
majority of potential purchasers who expressed an interest in the 
sale were small to medium sized companies operating within the 
wider telecommunications market. 
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Selecting a 
short-list of bidders 

3.8 No indicative bids were excluded from the short-list on the grounds 
that they threatened the preservation of competition after the sale. 
Both final bidders were considered equally acceptable against this 
criterion. NTL were seen as a minor player in the emergency 
services market and Pell Frischmamr were not in that market. The 
option of a joint bid from Pell Frischmann and Serco, one of DTELS’ 
independent competitors, was also acceptable to the Home Office. 
As Serco’s core business was not in radio communications, their 
inclusion was not considered a threat to the future competitiveness 
of the emergency services market. 

3.9 The Home Office invited indicative bids by 21 October 1993. They 
received seven indicative bids ranging in value from El million to 
f 15 million (Figure 4). The indicative bids were reviewed by the 
Home Office and their advisers against the sale objectives. The 
two lowest priced bids were rejected, leaving five bidders eligible for 
inclusion in a short-list for the next stage of the sale. 

Dopra Group Ltd 
NTL Group Ltd 
Pell Frischmann Group Ltd 

,nd&~~~price 

f million 
15 
11 
4-8 

,, 

Short-listed bidder, 
Short-listed bidder 
Short-listed bidder 

Serco Group plc 1-5 
Capita Corporate Finance 3 

Held in reserve 
Held in reserve 

This figure shows that the Home Office 
received seven indicative bids, ranging in 
value from fl million to El5 million. The 

three highest bids were short-listed to 
proceed to the next stage at the sale. 

Bidder 6 2.5 Rejected 
Bidder 7 not stated Rejected g 

0 
E 

MJte: Indicative prices for each of the top five bidders tookaccount of the/r mba-al G 
estimates of mtionalisation costs affer the sale. 5 

:: 

3.10 In Price Waterhouse’s view, it was desirable to restrict the size of the 
short-list and to exclude bidders from the short-list unless they had 
a realistic chance of winning. They believed that a longer short-list 
might damage DTELS and therefore have an adverse effect on the 
value of the business. Short-listing a bidder would give that bidder 
access to DTELS’ commercial secrets as part of the bidder’s due 
diligence enquiries. On the other hand, they recognised that the 
short-list needed to include a sufficient number of credible bidders 
to avoid the erosion of competitive tension if any short-listed bidder 
dropped out during the later stages of the sale. 
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3.11 The Home Of&e and their advisers considered there was a gap in 
price between the top three bids and the remaining bidders. Before 
reaching this view, the third highest bidder, Pell Frischmann, were 
asked to restate their price, based initially on payment for the 
business by instalments, in terms of a cash amount payable on 
completion. They restated their price in a range from f4 million to 
58 million. 

3.12 Although all five remaining bids were seen as credible, the 
two lower bids from Capita and Serco were pitched at E3 mihion 
and from fl million to f5 million respectively. These indicative 
prices were below the minimum benchmark valuation of f5 million 
and did not appear to offer the Home Office any share in the benefits 
if there was an upturn in DTELS’ business after the sale. Some merit 
was seen in including Serco in a short-list of four as they were an 
established provider to the public sector of engineering support and 
design services whom DTELS’ customers could be confident would 
continue to operate in the market. 

3.13 The Home Office decided to restrict the short-list to the top three 
bidders. As their indicative bid prices were lower than the top three 
bids, Capita and Serco were informed that they were not on the 
short-list, although they would be held in reserve. 

Choosing the 
preferred bidder 

3.14 The Home Office invited the three short-listed bidders to provide 
final bids by 17 December 1993. All of the bidders undertook due 
diligence enquiries and met the management of DTELS. These 
meetings were attended by Price Waterhouse. 

3.15 Dopra withdrew from the sale shortly before final bids were due to 
be submitted. Dopra had submitted the highest indicative bid but 
withdrew after concluding that the cost of restructuring the business 
and the time needed to change its culture would be substantial. NTL 
submitted a bid and Pell Frischmann offered a deal at a price which 
could be taken forward with them as sole bidder or in partnership 
with Serco. 

3.16 At this stage, the NTL bid, at between Z3 million and jIE5 million, was 
lower than Pell Fi-iSChmaM’S, at between f6.55 million and 
f7.59 million. NTL recognised that their final bid was rather less 
than the estimate of El1 million supplied with their indicative offer. 
During due diligence they had been able to clarify the risks 
associated with certain aspects of DTELS’ business plans and the 
challenges facing management to restructure the company 
profitably. 
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3.17 However, both bids were subject to a large number of conditions. 
These included similar concerns for both bidders about the future of 
the new DTELS Headquarters building and the transfer of any 
pre-transfer liabilities of the business not identified during their due 
diligence enquiries. 

3.18 Because of the number of conditions attached to each of the fmal 
bids, the period allowed for due diligence was extended by three 
weeks, This gave bidders more time to address the conditions in 
their bids and allowed the Home Office to take advantage of further 
competition in the bidding process to improve proceeds. 

3.19 In making this decision, the Home Office also had to consider 
whether Serco should be allowed to participate in due diligence. As 
Serco were one of DTELS’ largest independent competitors, the 
Home Office judged that detailed due diligence by them, including 
access to sensitive information, risked devaluing the business for 
other interested parties. For this reason, Serco were allowed to take 
part in final bidding in partnership with Pell Frischmann on 
condition that they would not have access to confidential due 
diligence material. Both Serco and Pell Friscbmann accepted this 
condition. 

3.20 Most of the conditions attached to the final bids were resolved 
during further due diligence and revised bids, at higher prices, were 
submitted on 7 January 1994. Both revised bids were structured to 
give the Home OflIce a choice between transferring the DTELS 
Headquarters building with the business or withdrawing it from the 
sale (Figure 5). 

NTL Group Ltd Pell Frischmann Group Ltd 

fmillion fmillion 

This figure shows that, on price, there was 
little difference between the revised bids 

Price if DTELS HQ included in sale 7.00 6.75 - 7.05* 
Price if DTELS HO excluded from sale 7.50 7.19*- 7.50’ g 

e 
Abte: * These prices were based on payments for the business by instalments up to two ? 

years after completion and have been discounted to their present values g 
cz 

3.21 The Home Office considered that, as both bidders’ proposals on the 
treatment of the DTELS Headquarters building were similar, this 
need not hold up the selection of a preferred bidder. They therefore 
deferred the decision whether to include the building in the sale to 
the period of final negotiations leading to sale completion. As the 
prices offered by both final bidders were similar, the Home Office 
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faced a difficult choice. After considerable thought, they decided on 
12 January 1994 to select NTL as their preferred bidder. The Home 
Office judged that a further stage of final bidding would be difficult 
to handle and unlikely to result in a better price than by negotiating 
with a preferred bidder, while increasing both vendor and bidders’ 
costs. The Home Office made this choice of preferred bidder having 
considered: 

a) that the extent and nature of the remaining conditions attached 
to each bid did not provide a basis for distinguishing between the 
bidders; 

b) that both bidders would be likely to have the capacity to meet 
transferred liabilities and obligations; but 

c) that the level of due diligence enquiries carried out by each 
bidder pointed clearly to the choice of NTL. 

Conditions attached to the revised bids 

3.22 The revised bids were each conditional on further enquiries by the 
bidders to assess the cost of clearing DTELS’ sites of potential 
hazards to the environment. Both bidders expressed concern over 
responsibility for pre-transfer liabilities, leaving the issue for 
resolution prior to completion of the sale. In addition, NTL’s revised 
bid was based on the continuation of an existing dispensation from 
tax on private use of official vehicles by DTELS staff. However, NTL 
noted in their revised bid that they considered the financial impact 
of this last point was unlikely to be significant. 

3.23 Although a further extension to the due diligence period may have 
allowed the bidders to resolve the remaining conditions in their 
revised bids, the Home Office considered that these were complex 
and likely to take time to resolve. They concluded that the sale 
process should move to a period of exclusive negotiation with a 
preferred bidder. They judged that, as the remaining conditions 
attached to each bid were not dissimilar, their eventual resolution 
was unlikely to result in a material difference to proceeds if one 
bidder was excluded from further negotiations in favour of the other. 

Capacity to meet transferred liabilities and 
obligations 

3.24 In assessing bidders’ capacity to meet transferred liabilities and 
obligations the Home Office and their advisers examined their 
fmancial standing, their proposals for financing the purchase and 
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3.25 

3.26 

Negotiating with 3.27 
the preferred bidder 

Final bid 

Less: 
Tax liability 
Service management 
system and safety of 
sites 
Pm-transfer liabilities 

Plus: 
DTELS Headquarters 
Final negotiations 
Price at transfer date 
Less: refund 
Gross proceeds 

Source: Home Office 

(0.50) 
(0.25) 
6.25 

3.29 

0.15 
g.z.Jl 
6.60 
@lJl 
6.50 

the strength of the guarantees they were prepared to provide. The 
Home Office considered that all the bidders met these capacity 
requirements. 

Due diligence enquiries 

Price Waterhouse considered that that the level of due diligence 
enquiries carried out by NTL and Pell Frischmann was a strong 
indicator of which price was likeliest to hold hrm. They judged that 
NTLs bid had been made on the basis of wide-ranging and detailed 
due diligence and that Pell Frischmann’s bid had been been based 
on due diligence that was, in comparison, limited in scope. They also 
considered that, once a preferred bidder had been chosen, the 
negotiating advantage would move away from the Home Office and 
towards the preferred bidder. 

While there could be no guarantee that a high level of due diligence 
enquiries by a bidder would reduce the risk of downward pressure 
on price before sale completion, in Price Waterhouse’s opinion the 
NTL bid was likely to be firmer than the other bid and was clearly 
preferable. 

With the aim of completing the sale by 28 February 1994, the 
Home Office and NTL entered into fmal negotiations on the purchase 
price. The Home Office chose an end of month date to fit with 
DTELS’ normal bilhng cycle and to avoid potentially complicated 
mid-month apportionments between the Home Office and NTL of 
costs such as staff remuneration. To ensure that enough time was 
available to resolve the remaining conditions in NTCs revised bid 
and agree a sale price, the target date for completion was set at the 
end of February rather than January 1994. 

The Home Ofice and NTL negotiated a number of price 
adjustments, involving a net reduction of f900.000 to NTL!s revised 
bid. This resulted in a price at the date of transfer of f6.6 million. 
The Home Office later refunded flO2.500 of the price to NTL as a 
result of a small reduction in the value of DTELS’ order book which 
occurred shortly after the sale. 

The following paragraphs explain the negotiated adjustments 
(Figure 6) in more detail. 
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Potential tax liability 

3.30 In submitting their bid in December 1993, NTL sought confirmation 
from the Home Office that an existing Inland Revenue dispensation 
from income tax for DTELS employees’ use of official vehicles would 
bc maintained after tbc sole. NTL were concerned, on the basis of 
dealings with their local tax inspector, that the private use of pooled 
vehicles by staff on emergency call overnight might be deemed 
taxable. NTL already operated similar arrangements themselves 
and had to increase staff pay to cover the additional tax liability. 
NTL had been advised, at the time of their bid, that it was unlikely 
that such a dispensation would be obtained for DTELS as NTL had 
not been able to obtain one for their own staff. They also sought an 
indemnity against liability for retrospective tax if it emerged, after 
the sale, that the arrangements had been operating incorrectly prior 
to the sale. 

3.31 The Home Office considered it unlikely that they could confirm the 
continuation of the dispensation as such matters depend on the 
discretion of local tax inspectors. DTELS had written to their local 
tax office on 10 February 1994 to establish whether the existing 
arrangements were consistent with the rules on income tax but the 
Home Office considered that the matter could not be resolved before 
the target date for completion of the sale. 

3.32 Although they had noted in their revised bid that the fmancial 
impact of this point was unlikely to be significant, NTL nevertheless 
sought to reduce the sale price by El.25 million to reflect 
uncertainty as to whether the Inland Revenue might not agree to 
maintain the existing arrangement. 

3.33 Following negotiations, the Home ORice and NTL agreed to a 
reduction of E500,OOO in the sale price. This figure reflected NTL 
experience of the approach taken by their local Inland Revenue 
office, with the employer meeting the liability which would 
otherwise fall on the employees. The Home Office also agreed to 
accept responsibility for any potential tax liabilities accruing prior to 
the sale. 

3.34 Although the Home Office attempted to obtain NT& agreement to a 
clawhack mechanism, NTL were not prepared to negotiate on this 
basis. The Home Office had to judge whether or not the public 
interest was best served by accepting this and completing the sale. 
They decided that the sale should go ahead since they were 
transferring a liability for future redundancies in a business which 
was unlikely to survive in the public sector at a price which was 
within the benchmark valuation produced by their financial advisers. 
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3.35 In December 1994, NTL asked their local tax inspector for a 
dispensation from tax for employees’ use of company vehicles. The 
tax arrangements continue to be the subject of discussions between 
NTL and their local tax inspector. 

DTELS’ service management system and safety of 
sites 

3.36 Further work was required to bring DTELS’ Service Management 
System into full operation. This was a computerised stock and job 
control system which had been under development since 1991. NTL 
claimed a reduction of f500.000 from the sale price to fund the 
extra work needed. They also identified further costs of f250.000 to 
fulfil legal requirements and bring DTELS’ sites up to an acceptable 
environmental standard (for example, by the removal and safe 
disposal of obsolete oil tanks). 

3.37 The Home Office accepted that there was merit in these claims and 
negotiated a lower figure of f500,OOO to cover both of them. 

Pre-transfer liabilities 

3.38 In line with Government policy, the Home Office sought to obtain the 
unqualified acceptance by bidders of any unidentified pre-transfer 
liabilities which might arise after the sale. These are liabilities to 
third parties which might arise from events before the sale of DTELS 
hut which were unknown at the time of the sale. On 9 February 
1994, during final negotiations, NTL stated that arrangements with 
their bankers precluded acceptance of responsiblliiy for such 
liabilities other than in very restricted circumstances, and that the 
indemnity sought by the Home Office would he unacceptable to the 
banks unless it was capped. 

3.39 The Government’s general policy for Civil Service privatisations 
encourages departments to seek to obtain unqualified acceptance by 
bidders of pre-transfer liabilities which have not been identified 
prior to a sale. In applying this policy, however, departments are 
also encouraged to he flexible in its application and to consider what 
would be the best value for money in the circumstances of each sale. 

3.40 In selling DTELS, the Home Office took this into account at the start 
of the sale process and during final negotiations with NTL. They 
identified two current claims against DTELS, amounting to potential 
liabilities of some fZSO,OOO, and retained responsibility for their 
settlement. The Home Office sought to transfer responsibility for any 
other potential liabilities which had not been identified, to NTL. 
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3.41 Although DTELS had no history of staff, product or public liability 
claims against them, NTL were aware from their due diligence that 
asbestos had been discovered on one site and work with radioactive 
material had taken place at other sites. One of the affected 
properties had been withdrawn from the sale and the Home Office 
accepted responsibility for decommissioning of the three other 
affected sites, which transferred to NTL. NTL were, however, 
unwilling to accept unqualified responsibility for other potential 
liabilities and aimed to have the condition removed from the terms 
of the sale or limited to a specific amount. 

3.42 Price Waterhouse advised the Home Office that, unless some form of 
cap was placed on pre-transfer liabilities to be taken on by NTL, 
there was a risk that the sale would fall through. Following 
negotiations, the Home Office agreed that NTL would take 
responsibility for pre-transfer liabilities up to a limit of El.5 million, 
in return for a reduction of f250,OOO on the sale price. 

3.43 

DTELS headquarters building 

In their revised bid, NTL stated that they would be prepared to take 
a one year sub-lease on the DTELS Headquarters building but would 
reduce the price offered by E500,OOO if they were required to take 
responsibility for the remainder of the 25 year lease. 
In February 1994, NTL revised their estimate of the risks entailed in 
taking on the headquarters building and indicated that, if they were 
required to do so, their bid would be reduced by El million rather 
than !Z500,000. The Home Office asked Property Holdings to 
estimate the likely costs of withdrawing the building from the sale 
and marketing it for separate disposal after NTL vacate the site in 
March 1995. 

3.44 Property Holdings, having re-assessed the issues, advised the Home 
Office that disposal of the building was likely, in currrent market 
conditions, to take up to three years and that a new tenant would 
expect a rent-free period of one year on occupation. In addition, the 
Home Office would have to bear the costs of maintaining the 
building during the time it was vacant. The total costs of disposing of 
the building were estimated at some f835,000, although this figure 
would he less if a new tenant could be found in under three years. 
As the expected costs of a separate disposal of the building were less 
than the likely reduction in NTCs bid, the Home Office decided to 
withdraw it from the sale, though NTL took responsibility for the 
first year’s rent. 
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3.45 The Home Of&e persuaded NTL, during negotiations, to add 
f150.000 to their bid in recognition of the risk to the Home Office 
that a new tenant might not be found reasonably quickly. 

Final negotiations 

3.46 In the course of ilnal negotiations (27 February to 1 March 19941, 
NTL sought to re-open various issues, particularly the acceptance of 
responsibility for pre-transfer liabilities. The outcome was an 
additional Z200.000 on the price in a deal which accepted NTHs 
estimate of restructuring costs after the sale. 

3.47 NTL identified a figure of f2.9 million for restructuring costs, which 
had been taken into account in their final bid of E7.5 million. Since 
the sale, NTL have implemented a rationalisation programme at 
DTELS in which some 70 staff have been made redundant. NTL 
have told the National Audit Office that restructuring costs ofjust 
under f5.9 million for DTELS were charged to their accounts for the 
year ended 31 December 1994. 

3.48 As part of the deal, the Home Office also offered NTL further 
comfort on the size of DTELS’ maintenance contract order book. A 
significant number of DTELS’ existing maintenance contracts were 
due for renewal within 12 months of the sale. To protect themselves, 
NTL based their revised bid on an order book of contracts worth 
f10.4 million for 1994-95. 

3.49 In negotiations, the Home Office agreed that the sale price would be 
reduced by 50 pence in each f by which the order book fell short of 
f10.15 million if it emerged after the sale that the total value of 
contracts was less than that amount at 31 March 1994. Following 
the sale, only seven contracts were not renewed by 31 March 1994 
resulting in a total order book some &205,000 below the agreed 
figure of f10.15 million. The Home Office refunded f102,500 ofthe 
sale price to NTL. 

Completing the sale 3.50 The Home Ofilce aimed to complete the sale by 31 March 1994. The 
sale was completed on 1 March 1994 when NTL paid the Home 
Office 26.6 million and the business was transferred. One significant 
post-completion matter emerged. 

3.51 Price Waterhouse advised the Home Office to sell DTELS with 
working capital in the business, expecting the benefit of this to he 
reflected in the sale price. DTELS’ finance director estimated that 
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El.7 million would be available at the end of February 1994. Final 
bidders were informed of the figure so that they could formulate 
their bids accordingly. 

3.52 Following the sale, NTL claimed that actual working capital at 
28 February 1994 was some f0.9 million less than they expected 
and sought payment from the Home Office under the terms of the 
sale agreement. The Home Office checked NT& figures and, after 
further negotiations, paid NTL f949,OOO. The shortfall on working 
capital was largely due to early payment of invoices, from which the 
Home Office benefited before the sale. 

Control of costs Appointment of advisers 

3.53 The Home Office employed the following advisers for the sale: 

Price Waterhouse 
Raker & McKenzie 
Richard Ellis 
Government Actuary 
KPMG Peat Marwick 

(financial adviser) 
(legal adviser) 
(property adviser) 
(pensions adviser) 
(reporting accountants) 

3.54 Apart from the Government Actuary all appointments were made 
following competition and based primarily on the Home Office’s 
assessment of the quality of service offered, having regard to price. 

Cost of sale 

3.55 The Home Office budgeted for costs of up to f891,OOO. The cost of 
the sale, excluding VAT, stamp duty and the Home Office’s own staff 
costs, was f794,OOO or 12 per cent of the sale price achieved. 
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Appendix 1: 
Timetable of key events 

Home Office phase out central procurement of telecommunications 
services and introduce direct charging for maintenance and 
installation of equipment, allowing emergency services to put 
provision of maintenance services out to tender. 

Home Office Ministers approve DTELS’ plans to relocate their 
Headquarters to Nottingham. 

Home Offke Ministers give go-ahead for sale preparations. 

Lease on new Headquarters building signed. 

Relocation of DTELS Headquarters to Nottingham. 

Sale advertised in Financial Times and Information Memorandum 
made available to interested parties. 

Deadline for receipt of indicative bids. 

Deadline for receipt of final bids. 

Deadline for receipt of revised bids, NTL selected as preferred 
bidder. 

Sale agreement finalised with NTL, purchase price received and 
business transferred. 
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