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P '1\ U t. t t MF CT ON INTO PRODUCTS LABORATORY! 
i ?PLY OF Itq t 'I_f) PRODUCTS TO THE NHS 

1. As you know, we need to take immediate action to secure the supply of blood 
products for the NHS. The background to the current situation and our options 
is contained in paragraph 5 onwards. 

2. The preferred option identified to secure this supply is to enter into discussions 
with Life Resources Incorporated (LRI) with a view of securing an option to 
purchase the company. LRI is a company based in America that is the largest 
remaining independent supplier of plasma. LRI is the parent company of 
Diagnostic Chemistries Incorporated (DC!) mentioned in previous 
correspondence. This is the only one choice available at the moment to secure 
sufficient plasma supplies for Bio Products Laboratory (BPL) and we are in 
direct competition for this with the multinational pharmaceutical companies. 

3, This option has been discussed in detail with Ministers and Nigel Crisp and 
both have approved the strategy we have adopted, 

4. In our exchange of earlier this month you specifically asked for further 
information on the following areas: 

+< An analysis of the problem, the solutions and any possible impact future 
technology may have. 

e. Castings for the options, identifying the assumptions made 

•• Confirmation of the affordability of the scheme. 

DHSCO008440_0001 



Background 

5. A short summary of the background information on BPL and its key products 
is supplied as Annexes A and B. 

6, The supply of raw plasma to BPL had been identified as a key resource 
constraint within the first PA Consulting report on BPL — Outline Business 
Case for the . future of Bio Products Laboratory February 2001 - Appendix. F 
Security of Supply of Plasma Products. This was a report originally 
commissioned with the support of 'Ifreasury and PUK to examine the future 
ownership route for BPL, and recommended a future joint venture with the 
private sector. Any future decision on the supply of plasma issue for BPL will 
be taken with reference to the strategic long terms needs of BPL and 
specifically any impact on the options for its future ownership. 

7. Until a validated screening test for vCJD becomes available, or it is proven 
conclusively that vCJD cannot be transmitted through blood, UK plasma 
cannot be used in the manufacture of blood products. The latest assumption is 
that a validated vCfD screening test is at least 3 to 5 years away. Even then, 
MCA and probably the US FDA would need to undertake time-consuming 
regulatory checks before BPL could return to using UK plasma. In addition it 
would take time for NBA to set up the infrastructure to be able to use UK 
plasma. The DOH is continually monitoring the progress of a screening test 
and, before any final decision is taken on LRI, the position on the screening 
test development will be re-evaluated. 

8. The use of non-plasma derived products such as recombinants is not currently 
a viable alternative as there are no such products available for 
imn.ur+oglobulins and this is the major product from BPL. There arc 
recombinant products available for factor Viii and factor IX but these are in 
short supply and are highly expensive. Ministers have not yet taken a decision 
around their future use ie whether to replace the plasma derived product. Even 
if such a decision were taken the earliest the replacement could take place 
would be 2005'2006. However, current information is that there would still be 
patients unable to use recombinant products and therefore there would be a 
Coll!in=.lcd need for plasma derived fketor VIII and factor IX product albeit at 
r=educed levels. 

9: Leaving aside  the return to UK plasma and.'or the introduction o1 1ro)"n. Plasma 
derived products there is rro_ one single clear aalten!aaive to the purchase of 
LRI, PBrord_ v he alternatives include securing additional plasma supply and 

z cP f ai t . - 7 purchasing extra ~rl sl ,;d product. The fca_i1ier !nvv ms BI'°l. frc.rei?a !ng as 
rrur"11 ad hoc plaslnc as 1)05511)1. if it becomes rivar tcTl._° slid for BPL. to move 

qui cki', to laid a comm ercial partner with a secure air-sn a supply. Neither of 
these options can be guaranteed and current market information is that no 
potential farmer has regular surplus plt+sr1_a In addition )n 1)015. could support 
the building of new plasma centres in the USA. Again tins' is not a guaranteed eed 
Solution raid even in the best case scenario our information 1s that this would 
oral; provide a nortiun of the BPL raw plasma requirement. 
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1.0. Based on the best advice available to us, including the information from a 
meeting held recently by the Primary Immunodeficiency Association with 
possible alternative suppliers of finished product, it will not be possible for 
enough product to be purchased at or near the current market prices to begin to 
replace the output from BPL. The Purchasing and Supplies Agency are aware 
of the issue but cannot give a formal indication of available volumes and the 
corresponding prices unless a formal tender is advertised. Any significant 
shortage of product will have a. direct clinical impact For key groups of 
patients there are no alternative therapies and lack of treatment for these 
people is life threatening. 

11; An update report was commissioned from PA, Review of'BPL Partnership 
Options an.d published in May 2001, a copy in which was sent to Treasury. 
This report highlighted the worsening of the raw plasma supply to BPL: 

ince raP/tug the earlier" report. the a] 'S`.5'2 re on se"_`wring raw plasma Supply 

,l''_v he .5' ' a°'ii si u  of in U A. ea ;f. r'4 4 tai '1 t.,.4.5. % ca fv icantdb'. Dia to 

{ dCJ _ t4_;C4#p C at ;l de 1,U id to t s pia:w'_I 'a gw' c. III  _ ad C:71w )etitors -:a'r'e 

S 
r r ~ p 

mat uC' 10 acquire ire pk inci r~l_'C'd' 12 O!i' lies' In the i , 4n order to secure 

supply. i7ns 14a„ created an increased risk that BPL will not be able to secure 
its requzreli amount of source rc°° plasma... " (page 1) 

12. Representatives from the DOH first met with the owners of I iii in August 
2001 and Ihilowirig internal  debate with Miiasters a Project Board was 
established The Board is chaired by M rti r €iiorhal", Chief Executive ec utive of the 
National Blood Author ity with the Public Health (Blond) branch taking the 
p ol ey lead 'l he Private Finance Unit is providing r support relating .o the 
project m'an.gernent and commercial aspects of the transaction and SO_OL are 

providing  4cd d co-ordinating legal  :dt iice Chris Hadfield, the Chief Executive 
of BPL is also - resent on the board. 

j. As par' of the internal option appraisal, SO.d examined whether a purchase of 
DCO is with:: .r the Ores of the DOI . They are of the opinion that the SofS die 
have the vi:-es to undertake this transaction A full copy of :heir advice i 
attached as Annex U

14. The 1~iv_tii.n<_' Blood Authority niQ.- (NBA) then commissioned  r further renort. from 
PA Consulting to independently asses_, the options a. ai.'able to BPL to address 
the security of plasma issue. Their report containing option appraisals and 
recommendations, was pr=oduced ill December 200I. The executive summary 
to this report is attached as Annex D. 

15. The key findings from thm report were that the preferred option was heavily 
dependent tr 5on the '-ye assessment d:°ivcr used; there were two possible main 
drivers, security rit cf s p -1y or economic viability. 

16. If security of sups-.;y was the prime driver then a part purchase (believed to be 
the most likely 1,1 i option at the time of the report) was considered the 
preferred option. if economic v.ab_.it was the pr-me driver r -hen the preferred 
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option was to buy raw plasma as it became available on the market with a 
view to return to UK plasma should a test for vCJD become available within 5 
years. Under the economic viability option, should a vCJD test not be 
available within 5 years the report recommends alternative options should be 
considered such as the closure of the plant at BPL or pursuing a form of joint 
venture so that the partner- would provide the, supply of plasma. 

17. 'The report also recommended that BPL should purchase any available plasma 
available on the market so that it could remain operationally viable and to 
retain the options available to BPL. 

18. PA were also specifically requested to update their findings from the very first 
report Outline Business Case for the future of the Bio Products Laboratory —
analysing the future ownership options of BPL. This is attached as Annex 1 . 
This report concluded that the findings of the original Outline Business Case 
remained valid and, 

"There is no reason to believe that entering into an arrangement for the 
supply of plasma under any of the options considered in the plasma option 
report would impair the value of BPL to a JV partner. Indeed the market 
observations, and BPL 's own view, would suggest that securing plasma supply 
would increase Me value of BPL to a potential JV...

19. : Ministers were finally consulted on 20 December and they have confirmed 
that security s '` supoly is the main driver. This meant that the full or part 
purchase of Lift is confirmed as the preferred option. 

Current position 

20. On 21 December 2001, the owners of LRI issued through their advisers, 
Scura, Rise and Partners LLC (SRP) formal documents of sale. These 
consisted of an explanatory letter, with a proposed timetable and preferred 
transaction route accompanied by an information memorandum for Life 
Resources Incorporated and affiliates. 

21., The letter requested a non-binding indication of interest commenting on the 
proposed transaction structure and the consideration for the purchase to be 
received. The closing date for receipt of the bid was 18 January 2002. 

22. PA Consulting were immediately asked 4o review their option appraisal based 
n the ne ilomi atton received It no SP ,1'". fhe outcome of this assessment is 

attached as Annex F. The :advice give=r was that the findings from the previous 
report held given time new information and that the purchase of Li  Resources 
Inc (LRI was the route that provided security of supply. The report does 
highlight that the earlier assumptions regarding the value of LRI were 
1es ii'uistic and purchasing the company will be more expensive than 
anticipated. he favourable NPV of this solutioni tiow dependent on the 
achievement of proposed growth plans for the company. However this does 
not chan e the decision on the ray ahead cis security of supply is the key 
objective. 
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23. A team of advisers was appointed for this work consisting of Simmons and 
Simmons (legal) and PA Consulting (financial). These advisers were also 
suptuorteri by their respective associates in the United States and they produced 
die draft offer letter, a copy of which is attached ay Annex G. We have yet to 
receive a farnral response. 

24, PA Consulting advised that, based on the information available, LRI had a 
value of between $60m-$80m. 

25. DOH is aware that the structure as proposed by LR.I is not the best commercial 
solution for DOH, It is, however, as the starting point of negotiations with the 
owners of LRI, who have made a general offer of sale and will accept the best 
overall deal they can get. The actual structure of the deal will be developed as 
a result of consideable further negotiation and the Department and its advisers 
need to be successful at this stage before the strategy of the next phase is 
determined. 

26. If our letter of interest is successful the future stages of the transaction will be 
undertaken quickly. For this reason DOH have begun to examine the 
credentials of advisers for the next stages. We are also seeking advice to 
prepare for the likely negotiations so that we are prepared to meet any 
reasonable timetable. In order to maintain LR1 as an o=rti.aai to resolve the 
plasma supply issue we must continue to negotiate with the owners of LRI as 
long as the option remains strategically and coininereially acceptable. 

27. Capital funding of £50i i in 2001!2002 has been identified t' r the initial stage 
of the purchase. This has been it and LLroa-n the Y 

u ". E°a!nding for ally 
a-dditiona' costs will also be met from within the De artrrrent' , allocation. If 
completion is not secured this financial year, it will be carried forward to 
2002/2003, 

8. We have set aside a budget of Lint for advisory services for 2001'2002. This 
:ill aorcl!ide the `unditg of due diligence. I]o. ,e5>er we vould be seeking 

r , repayment 0 dued_'ig.ni.e `costs from LRI should our -lit": be unsuccessful. 
Should the transaction be delayed the budget for the advisers will also be 
carried fiirwyard to 20e 212003. 

finibilities 

10. From the information received to date we have not seen evidence of lia` i tic. 

f°ey-,n l tl_o. 
r  

ctod tor a - o -nprn of t1 is ryA c 'eg: le se payil:ertsi. `e 
would look to the due diligence process to provide  further assurance on this 
issue. 
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Conclusion 

30. It is clear that should we be successful at this stage of the bidding process, we 
will be forced to move very quickly in the stages up to financial close. If you 
would like to meet to discuss this further, or have any questions on this 
submission, please let me know as soon as possible. We will contact you when 
we hear further from LRI. 

Richard Lawes 

Room G RO-C 
Quarry House 
Ext.: [ GRO-C 
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THE III) PRODUCTS LABORATORY: BRIEF BACKGROE.J D 

1. BPL is part of the National Blood Authority and supplies plasma-based 
products (immunoglobulin, albumin, Factor VIII etc) to the NHS in England 
and Wales. It was set up in 1950 to meet a government commitment to self-
sufficiency in plasma fractionation and manufacture of plasma products for the 
NHS. A second, much smaller plant — the Protein Fractionation Centre — was 
also set up Scotland. 

2. BPL's total budget (measured as total costs, since these exceed revenues) is 
around £70m pa. It employs around 500 staff. 

3; BPL's current plant was built in the mid 1980s still with the intention of 
achieving national self sufficiency. However, since the introduction of charges 
to the NIIS for blood products in 1989/90. BPL has operated on a commercial 
basis, in competition with other commercial manufacturers. Unfortunately, as 
part of a Special Health Authority, it has none of the advantages of its 
competitors in terms of financial freedoms, investment in developing 
technologies etc. 

4.: BPL: is currently operating at less than half capacity and has been unable to 
recover yea its costs at market prices. It has made a financial loss and € eceived a 
subsidy from, the flepaz ennent every year except 1994/5 irene central ftlti iug 
(around £ 1 irn in the current financial n ial fear). This deficit was set to improve 
carat.' the hec.ision was taken in 1998 to source LPL plasma from the 
because el the unknown risks posed by v JD. Sine, then the rising costs 
of US plasma, driven b shortages. and unlbvouraaie exchange ara e :rates have put 
paid to any izope of BPL breaking even in the 1%ores a fie future. 

also capital - e Department ~c t;. provides BPL with ca; ii Landing ot around LSm pa. 
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ANNEX B 

~ r 

Blo Products Laboratory 

BPI., PRODUCT RANGE AND CONTINUITY OF SUPPLY 

BPL supplies a wide range of products to the NHS in England. and Wales and in some 
instances supplies the entire UK needs. The products fall into three main product 
ranges, namely clotting factors, albumin and imtnunoglobulins. For the major 
products in these three groups, there are several alternative suppliers and the trend in. 
some cases is away from plasma derived products to alternatives. 

The situation on the major product groups and minor products is as described below. 

CLOTTING FACTORS 

The major products to treat Haemophilia A and Haemophilia B are Factors Vlll and 
IX. Several suppliers are already supplying licensed products in the U.K in direct 
competition with BPL's products. However, the demand for these plasma derived 
products is declining as the products of choice are recombinants from three suppliers 
in the case of Factor VIII, and one supplier in the case of Factor IX. With BPL"s 
current plasma supply, it could only meet around 45% of the UK's Factor VIII needs 
but has a very large surplus of Factor IX if required to meet any likely any future 
demand Par Factor IX. 

It is assumed that BPL sales of plasma derived Factor VIII and IX in the UK v,,ill 
continue to decline to very low levels over the nee t few years, but product could be 
diverted from export markets if required as BPL will continue to sell their products to 
satisfy growing needs in developing countries. 

Other Clotting Factors 

Factor VII 

BPL offers an unlicensed Factor VII product for a limited number of users in the UK 
on a named patient basis. Baxter Immuno is the only other supplier, again with an 
unlicensed product. There are very few users of this product worldwide and it is 
therefore made available on a compassionate basis. There are other possibilities. 
Recombinant 7A from Nova. Nordisk, which is very expensive and only has a short 
shelf life. A four factor prothronibin complex, which contains Factor VII in addition 
to II, IX and X. This is available from a number of European manufacturers although 
not licensed in the UK. 
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Factor XI 

BPL makes an unlicensed Factor XI which is supplied to UK patients on a named 
patient basis and again supply is in very limited quantities overseas under very special 
circumstances. The only other company to offer Factor XI is LFB in France, but 
again this product is unlicensed. 

Anti Thrombin III 

BPL's product currently has a transitional licence but is likely to be moved to supply 
on a named patient basis. There is only a small number of users in the UK and there 
are other products licensed in Europe which could be supplied to the UK on a named 
patient basis. 

von Willebrand Factor 

BPL offers its intermediate purity Factor VIII, 8Y, as treatment for von Willebrands 
disease. but this product seems to be less effective since the conversion to US plasma 
an,  the majority of patients are now treated with Hemate B available from Aventis 
Behrinrg. The majority of patients are normally treated with DDAVP. 

ALBUMIN 

BPL provides two grades of albumin_ namely 4.5% and 20% solutions. There are 
several other licensed suppliers of albumin to the UK, but there has recently been a 
strong move to non-pig snea itearr:tth-es due to concerns eve albumin a ith there is 
now a very large worldwide albumin surplus, which means the likelihood of the UK 
ever r unnir ,, short of product is extremely small. 

12W ?•OUIINS 

lntraven_ous. polyvalent imnz_anoglobuliu is a product with a wide and growing range 
of uses l r which there are m sortie cases no alternative products available. The UK 
market is currently supplied by more than six rmnulacturers but oenzan-d 1s gron ing 
and s'ror a ys are a o' 1rror Ic {tr re. I  rnck:.t !lnlor'an g are of patient _ d_ p  -rid _ant 
-7n this product is that suffering from a range of immune deficiencies. This group of 

acier is currently accounts for between one-quarter and one-third of UK 
imr urnoglobulin usage. 

Specific Iinnrunoglobulins 

Anti- ̀..1 

BPL is currently the major supplier of Anti-L° immunoglob4 fin in the UK with two 
other licensed suppliers, namely Baxter Immune and Cange re. There is currently 
surplus of An i-D plasma in the USA and iso shortage is anticipated over the Next 11w 
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years at least, so no shortage of the immunoglobulin is expected even allowing for 
growth in demand for antenatal prophylaxis. 

Tetanus 

BPL is the major supplier of tetanus immunoglobulin in the UK with Baxter Immuno 
also offering a licensed product. 

Hepatitis B 

BPL is the sole supplier of a licensed intramuscular product supplied to the PHLS. 
BPL also supplies an unlicensed intravenous product on a named patient basis, largely 
used for liver transplantation. 

Varicella Zoster 

BPL is the sole supplier of this licensed product and supplies all of it to the PHLS. 

Rabies immunoglobulin 

BPL is the only licensed supplier of this product to the UK. and supplies the PHLS and 
the Ministry of Defence. 

SECURITY OF PRODUCT SUPPLY FROM PL IF OUTSIDE THE NHS 

There seems no case for any contractual arrangement obliging BPL to make any 
forr-rlaal commitment to continuity of supply to the UK for Factors VIII and IX. 

In the case of von Willebrand factor, again unless BPL can produce a more effective 
oroduct which it has in development, there is no ease for seeking a contractual 
-:.oral fitment. 

For the other stye Ial coagulation factors. the situation is somewhat sensitive as the 
products are unlicensed and supplied on a a named patient basis. BPL has discontinued 
supply of such unlicensed products 3>lieueS-er a licensed r fire rlativ . has become 
ay.-rlad le and would expect the MCA to support such .- move. However, it would be 
oossibie to cover the supply Of these spcciai factors in a ccrl,_ract. 

Aibur~ Iin 

There is no argument to seek any commitment from BPL to supply the UK market. -et. 

lm n nogloLu'In 

intravenous immunoglohulin for immune deficients will always be an extremely 
sensitive ve elde, I I'L can be expected d to seek to continue t0 he the .r7a ket leader in the 
UK on the assumption that prices are not significantly  below those generally available 
I1 overseas markets. in those circum stances es It would not be unreasonable le -o _ ✓c a' 

that BPL commit to supply sufficient irm—n-negloba lin to the UK market to meet the 
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c iatii ety of the immune deficient needs, even though that product may be at any time 
spread across a wide range of uses. Hence, in the event of severe shortage, that 
product could be redirected to essential users only. BPL would expect to grow its 
irtiariunoglo iu in husincu wild n ide ,cry substantially over time and hence such an 
obligation would be deci'etasingly onerous over time. 

Other Specific Inin,unoglr.bulins 

lh_F? other than Anti-D. it would seem most lottienl for there to be a contract between 
BPL nun the Pill S. 'there Nil is committed to supply the entire needs oIfthe PHLS 
ha,ed on at three vein' forem;ast.w upda ed ati.rtaa 491y. The total value ol talk contract 
would be around LT a dlion a year and some appropriate formula could be devised to 
conh'ol the prices if time PPRS were not deemed appropriate. The PHLS may not wish 
to get involved in tetanus but if the NiIS wants to ensure that product is available and 
committed, then someone has to make sure that BPL and/or Baxter Immuno make 
available sufficient product to meet the small needs for the NHS. 

In the case of Anti-D, this product is clearly extremely sensitive with demand likely to 
grow substantially as ante-natal prophylaxis is introduced. Some may view ante-natal 
prophylaxis as being a bit of a. luxury in case of product shortage an.d hence if a 
contract were signed to supply, for instance, all the post natal needs, then that would 
probably be acceptable. 

PFC's POSITION 

In the case of immunoglobulin, both intravenous and specific, it should be 
remembered that PFC are also suppliers of all but rabies which they purchase from 
BPL, They could undoubtedly. over a comparatively short period of time, satisfy all 
the specific inimunoglobaulin demand although Anti-I} m ight put them under some 
pressure. They also sr=op'y ntravenous immunoglobulin to a wide range of users in 
Scotland and No tlici'n Ireland. So PFC could provide a partial backstop were there 
ar, : c i fieuf tie; iai supplies from BPL. 

R C D Walker 
15 November 2000 
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BY E/MAI , 

Charles Lister From: Ronald Powell SOL COi MI RCIAL 

PT 

RoorriGROC Date: 29 January 2002 
WEL, 

Copies: Gillian Aitken SOLr 2 

Pat Troop
Richard Douglas 111) 
Peter Coates
Richard Lawes FD"-PFC 

Keith Paley tDA- tii;sl 
Pui-Ling Li
Jill Taylor PH 

Robert Finch PFi 

RE: SECURING PLASMA SUPPEJES FOR BPL 

1. Thank you for your minute of the 20th .August 2001 . 1 have discussed the 
contents of this reply with Gillian Aitken and you may take this reply as coming .from 
us jointly. 

2. Before dealing, with your specific inquiries : flhin_; i, wise to remind ourselves 
of the Secretary of State's general col C0i ions as met nuok iu tiie cain' sec .ions of the 

National health. Service Act 1977. 1 say this hecnuse I am sure that if any court :lad 
to look at any arrangement the Secretary of State made, it would bear these opening 
responsibilities heavily in mind. The provisions I have in mind are, firstly section 1 
which says:-

'It  y f St duty ~t tl:= promotion io: i :u England and ::~r 
~.S the Secretary (3 State 's d a` to continue 11~c r

1 fa 4 C '>F3r `:?r ,,Os .4't ac YtC tutu Sr l ) :'(' . C rS . rPa'' /E. 4F .'"U P Hf P? , E'ii%F lE

(a in the physical ical and mental health (tike people of those 
countries, and 

(b) in the prevention, diagnosis and treatment of illness, 

and for that purpose to provide or secure the effective provision of services in 
accordance with this Act". 

3. It is important to note that thi s places on the Secretary of State a :fundamental 
d~ltl,  annd tie is ck lisk or l?t`7t1 suet fer Ire i ,11 of state 01 5 ut r n pi 'CflCe it 11 

tails to carry out ti at: (fiu,y, Failing to take steps to seethe`. anc adecl is estafal~, o 
blood plasma could well be seen as t breach of this obligation. 
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4. In addition, section 2 says:-

"Without prejudice to the Secretary of State's powers apart from this section, 
he has power — 

(a) to provide such services as he considers appropriate for the 
purpose of discharging any duty imposed on him by this Act; and 

(b) to do any other thing whatsoever which is calculated to 
facilitate, or is conducive or incidental to, the discharge of such a 
duty" 

5. Here I would draw attention to the power "to do any other thing 
whatsoever", This wide power, coupled with the obligation in the previous section 
seems to me as a starting point, to provide the Secretary of State with a substantial 
degree of legal cover for any activities that he wishes to undertake which are 
conducive or incidental to the discharge of his duty under section 1. 

6. Because of these overriding obligation, I think a court would be generous in 
our idvour in interpreting n action that we took in this area. 

Pr. the flail an tl Health 
a 

ery ice Act 1977 s.96(c) (inserted b\= the Health and 
Social Care Act 2001, and enti.rced from the l`̀ t August) allows the Secretary of State 

(}Y_'11 in Ic . C ,in 3t '1 fc t € L' 4.f; c ) 3 l 1 
. 

it 7 n 1 
_ 

T. u r t 
l - 3 l st.t : rrw B_.rl„ tr; e the `t4atic.rlal 

flood Authority. tiere is no reason in principle why a limited company so th rived, d, 
should not OWn shares res in a United ted Cates company }pony or become a majority shareholder 
irl such a company.  or have a wholly owned subsidiary which_ is a United States 
compare 'ii tl} face u* it therefore the proposition sI ggmstvd icy you in par graph 
5(i) of your minute of the 20  August is acceptable. 

8. So far as the technicalities and times cales are concerned, limited co—manner
can by established ` vrn quickly, indeed when last l had -'-Ylo 1Y_sig to do with this area. 
you use to be able to buy a ready _node company off the shill` so to speak and change 
its name to one that suited you. That process could then take merely a lew drys. `Su 
in practice you might want to take a little  more time over that process. 
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9. In terms then of running the company and the negotiations that might need to 
take place with DCI to establish the sort of regime that they have been talking about, 
you will need some special Est advice. Accountants usually are able to take care of 
ensuring that the requirements of the various Companies' Acts are met as regards the 
filing of returns, accounts - te, once the company is up and running. You will also 
need some legal advicr.e. I suspect on the more arcane areas of UK and US company 
law that you might encounter. This is not a field in which this Office has (at least at 
present — times may change) any expertise but we do have external City solicitors that 
we can call upon in these areas. The downside from your point of view, is that we in 
Solicitor's Office are not funded to meet the costs of external solicitors and you would 
need to ensure that you had funds available for this purpose. But I would be happy to 
discuss the more practical aspects of the transaction once you have resolved any 
policy issues, 

10. That I think provides the answers to the questions set out in your paragraphs 
5(i) and (ii) and it seems therefore unnecessary for us to consider further the questions 
in 5(iii). 

RONALD POWELL 
Room G RO_ -C 
New Court 
Tel GRO-C 
Fax .-.-.-._-.-.-.-_-.-._
E/Mail: I ald.l>t Wetlte. GRO-C ._._._._._._._._._._._._._. 

GIN: ;GRO-C. 
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ANNEX D 

REPORT BY PA CONSULTING GROUP: 26 NOV1 13ER 2001 

._ PPIa~i.ISAL OF PLASMA SUPPLY OPTIONS lf  U P TUE RIO PRODUCT 
L. &BOART. ORY-

c*cuativ'2 ar . and Conclusions 

This document is the final  report for the BPL Plasma Supply Project undertaken by 
PA Consulting Group for the National. Blood Service. 

Of the three main options open to BPL to secure future supplies of plasma, all carry 
with them a high degree of uncertainty, and therefore risk. Some of the options can 
only he followed if they are started within the next two to three months, and this 
therefore places pressure on the need for an early decision. The decision is complex, 
involving the interplay of financial and policy criteria, and judgement about the future 
of the plasnia derived bio product market. It is not straightforward, therefore, to make 
a firm recommendation, since the decision would be different depending on the 
weighting given to the criteria. 

In addition. none of the options address the broader fundamental issue of the long 
term viability of BPL as a stand alone entity, highlighted in our report earlier this 
year. This means that there remains the need to secure BPL a joint venture partner to 
provide it with the investment capital to innovate and maintain a portfolio of products 
that will generate income over the next ten years. 

We have considered three plasma supply options in this report, which are essentially 
to rely on the current business 'dal(option i B or t) enter into contracts to secure 
supply (options 2&3) 

#. ► . - i .. f err ,

r 

Option 2 - Securing supply through the part purchase of a US plasma 
supplier, 

Options 3 Secvnnp supply through procuring access to a new ro 
of US plasma e_I ec_"o centres. 

We hay ,::y'._o considered as a baseline, the closure of the plant once current supplies 
hxa\-a b en exhausted (option 1A). 

"a he three option carry different risk profiles. Option 1B, to rely on ad hoc plasma 
supplies, has the lowest financial risk since,  it involves minimum up front investment, 
but is the highest risk in terms of sustainability, since there can be no guarantees of 
aayv additional plasma supply. It also carries a negative NPV since the plant will 
require continuous subsidy at the love levels of operation. The other two options, part 
purchase of DCI (option 2) and setting up managed centres (option 3) carry less risk 
of sustainability once the initial deals have been negotiated (options 2 is the more 
secure in this respect as it relies on plasma from existing centres), but carry higher 
financial risks. This is that the investment will have no remaining value. In option 2 
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the investment at risk is £1 8m. In option 3 the figure is the same, although since it is 
by way of loan the risk is lower. The base case NPV of both options is positive 
(£45m). 

The risk adjusted profiles of each option are shown in the graph below, and further 
details of the financial analyses are set out in section 6. 

Option 2 has the most favorable risk profile 
Projected range of NPVs (millions of pounds) 

Option 3 

Option 2 

Option 1B 

Option 1A 

1afV a IVV - VV V JV 8VV YJV LVV LJU .JV-

10 year NPV (em) 

This summary attempt:, to set oat the results of the analysis, re{tog rising that there 
may  different criteria applied ied : to ,judge the G.  sit_ n. 

Immediate action — fund the purchase of further ad hoe plasma 

Any op.-ion open to BPI , other t.han pla rain . for immediate. closure ret of rs it to 
.Maintain operations for between 2 and 5 years. This will require more plasma than its 
current forward contracts  will supply. and there is every indication from our market 
research that it will he progressively harder to bey plasma in the open market. Any 
''11pt 

_.. y, 
g, c pr pia 

ha
rg 

_h _® e e 
dE ,.ic ,h t i p ct_  o_.,  

s ti ri
{` oi. ti.ii.:it t\.' L:rehaS'=' - "S 6dA.ar'. . K4ild `„LBe~4~ ~.~r~ 4 L11.Y.A C1 i0. ~91.Bi irt"t~ rAl: ~}f 1. E~~i._ 4/E .1 1.t &l: ~ti 

{>9 :vial pl A 'no do he a.€ tens i..i oi_ at  far_ eel. ghiJ \\ l1 711; ,u to ° a car. der o ter: ti,tg 
period under the worse case positions, and provide ca. contingency should any of the 

options take long r to put in place that is envisaged. 

Decision on the longer term options 

rils-t the 
immediate threat to Blu r is the shortage of plasma to maintain operations, 

the decision as to how to respond to this does heed to reflect a longer $term view. It 
also depends on the relative, balance given (o silstairiahility, (essentially 'security of 
supply") or financial NPV (essentially the best value to the treasury at the lowest 
risk). These were the two main criteria from the outline business case prepared in 
January, and we have used them as our most important criteria in this review. Whilst 
n lea+ity s decision wia1 1 e 1lased on a. combi at ion of these factors ve have 

summarised the conclusions from each perspective 
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If security of sunnly is Drime driver 

If this is the main driver, then the analysis would suggest that option 2, the part 
purchase of DCI, is the most reliable option. This is the only option that provides 
reasonable security over the future supply. The managed centres do not achieve the 
full volumes that BPL require, and are subject to volume risks that one might expect 
from the set up of a new enterprise. Reliance on ad hoc purchases of plasma on the 
open market (option I B) is also of high risk in terms of supply. There appears to be 
little spare capacity from a reducing number of independent providers, and there can 
therefore be no security over regular or sufficient supply. 

The DCI option (option 2) would also appear financially the most viable over a 10 
year period. It has a positive base case NPV of £45m, and a maximum risk of £18m, 
equating to the up front investment. The NPV ranges from £34 to 64m (excluding the 
use of UK plasma) depending on the view taken of the value of the investment (from 
no value generated to the value doubling over 1.0 years). By contract, the NPV of 
managed care centres (options 3) range from £4m to £45m (excluding the use of UK 
plasma) depending on the scenario. 

Option 2's most significant drawback is the level of immediate funding that it 
requires, and the risk associated with the negotiation of a commercially robust deal., 
within the timescales required. 

For this reason, if the DCI option was :pursued, a contingency should be considered. 
For example, initiating one of the ::managed centre nations bons to act as fall back should 
DCI not go ahead. If DCI is signed, this. contingency cy could be aborted, or the rights to 
the collections center plasma assigned. It. may have associated break costs if 
terminated, but as the cef'res are dov- loped by way of loan, the main sunk cost would 
be management end advisor time. 

In addition there will be a financial risk to the value of the investment under option 2, 
both in the normal c ourse of business, and in the event that there is a threat to the US 
plasma market (either through con tar-_unation, or as a r hdl) test become available that 
allows UK plasma become useable agai_nn). 

If economic viabili iS the prime driver 

l rem there are two main objectives 

To optimise the financial position of BPL. in relation to Treasury 
funding concerns 

Whilst rninirrising risk. 

Under this perspective, the ability of ?APL, to supply the UK market is still paramount. 
however, greater weight is given to the financial criteria and lower weight to the risks 
concerning security of supply. 

There is also conflict between the two aspects of the financial criteria. Option l B has 
the lowest risk, since there is no up front investment, but also does not achieve a 
positive NPV. Option 2 (DCI) has the highest NPV (£34m-£64m), but the highest risk 
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to the investment. We have made an assumption for the purpose of this report that 
minimising risk is more important that maximising NI I V, but this assumption should 
be verified before any final decision. 

The critical judgement here is about whether UK plasma will be viable to process in 
the future, and within what timescales. The main driver of this will be the availability 
of a vCJD test that will allow raw plasma to be tested. Current market thinking is 
within 5 years, although we have also run a more optimistic assumption of 3 years, 
and a pessimistic scenario where it is not available within the 10 year timescale of this 
analysis. Contamination of the US plasma supply, e.g. if vCJD becomes prevalent in 
the US, would have a similar effect, since the choice would be no product, or accept 
the risk of vCJD, (where UK plasma would then be useable again). 

If the judgment is that the test will be available within 5 years then option 1B, a 
strategy of keeping BPL open through ad hoc plasma purchases, and the lowest 
financial risk o.i' failure. By conserving stocks and processing a minimum amount to 
supply part of the UK market, the plant would be available to exploit the UK plasma 
once it became available, In other words, it may be expensive to maintain BPL over 
the next ;e . , years, and operationally difficult to retain skilled staff at the plant, but 
this would  comp ✓mated by the ability to use UK plasma in the future. This also 
avoids any risk 0f capita] `ter the c rrs: .ro of US plasma. 

The benefit to the UK of being able to process its own plasma would provide a large 
o-itive NPV (some £201) in over ears (i to 'its). This wi ld make all the lB options 

positive in `JPV tci _is. It can be argued that the benefit of 01K olasina dull apply 
equally to all options, and therefore in itself will not be a drstiriguisai ng la to , but 
clearly is is an important consideration t=i the judgment about the balance c t risk and 
viability represented by t nti_in I 1 . 

The main risk in option I B is sustainability, since there can be no guarantee of ad hoe 
plasma sup lies, and the time scale lot the test to become available may become 
extended, with an impact -et n the ability of BPL to retain skilled staff and maintain 
normal operations, _s well as process plasma. It inay become necessary to also pursue 
option 3 (managed centres) in parallel as a source: of additional ial plasma, it no other 
source can be found, 

If the view is that the test will not be available within 5 years, then other options 
should Fe considered, either to close the plant and seek contracts for the supply of 
product, or to pursue some farm of joint venture that would allow BPL to benefit from 
the immediate diate value of its asset, ensure that a fractionating plant remains in the UK, 
and that the entity could  ontinae to supply p:od_ict and be available laie to contract 
process UK plasma if it should eventually become viable to process. 

The reason for tl s is the risk of reliance on the ad hoc market, which would threaten 
the viab lit c; 'I?PL, c n bit ed w h tlic loii ,cr tern v .r ilit i sl<_ r~ to ed to at the 
beginning of this section. 
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Next steps 

There are four steps that we recommend based on the analysis in this report 

r 

r

+r 

r ► # rf 

Finally, on the basis of our analysis, we would like to re-emphasise the need for 
prompt action. Although we have framed the "do nothing" option (1A) as a largely 
analytical baseline, it should be noted that if effective progress is not made both to 
develop the potential relationships with US plasma suppliers and to secure additional 
"ad hoc" plasma, we believe there to be a significant risk that Option IA, leading to 
the closure of the plant, may become the only way forward by default. 
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ANNEX E 

A review to update the conclusions of the P Consulting report 'Outline 
Business Case for the future rf the Rio Products Lahora.tor" slated 22 February 
2001..

PURPOSE OF T HiS PAPER 
n Fw l,ruary 2001, PA Consulting Group published a report (Reference 1) analysing 

the future ownership options for the Bin Products Laboratory (BPL). The report was 
written in the onext of a rapidly changing market for blood plasma products and its 
ro;ichisions .reflected both the state of that market at that time, as well as necessarily 
making certain a 5sunl ptions regarding future trends. Since the publication of the 
report, a decision still has to be made in progressing the options to secure BPL's 
future. More recent reports by PA, the first reviewing the likely market interest in a 
joint venture with BPL (Reference 2) and the second considering the possible options 
for securing supplies of plasma for BPL (Reference 3) have confirmed that this 
decision must be made soon to avoid the planning for the organisation*s future being 
compromised by a reducing set of options. 

In this context PA has been commissioned to provide a brief update of the Outline 
Business Case, to determine the degree to which its conclusions regarding the 
preferred ownership option for BPL are still valid. 

This short paper summarises that review and concludes that on the basis of recent 
work, the recommendations of the OBC appear to remain valid, and that the market 
conditions, as observed through the two subsequent reviews, have moved in the 
direction that was anticipated, albeit more rapidly than we envisaged in the first 
report. 

It should be noted that the conclusions of the OBC were made without talking directly 
to possible Joint Venture partners, a key step in establishing the viability and the 
detail of any such arrangement, and that the original recommendation that these talks 
should take place to confirm the findings still stands. 

The paper does not constitute investment advice under the 1986 Financial Services 
Act. 

4 CONCLUSIONS OF THE OUTLINE BUSINESS CASE. 

The Outline Business Case prepared by PA Cousult1 g Graun in t'ebrut,r.y, 200 

'o`°oi '.  r:d th - tai ou. 1 hi re ;onlle!sl ip options that were opeii to UPL and hint 
Would help to seruic its l in torn. future. This futare n is _whet tlireet beceus L laf. 
was c 7e--at-ng at at annual de#ieir of a apr x inetei tlf.vl. no longer li+l not tra,x,
to ;ui°ty over the supply of raw ola,rr:a, and had concerns that as a purely auhhc 
Nestor Lida:', it would not be able to compete elleet - selv ag=a--inst ;o sir e ial 
businesses ii the in 'Ca ent in anti d_ veloninant of new 'n dues. 

he OBC consid fed five.° options: 

Single Innor.axlion .Joint Venture; Where a partner helps with the development 
of a single BPL product or process and the two parties share the benefits 
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• Whole Organisation Joint Venture; The whole of BPL is placed into a new 
joint venture company, with the third party partner taking all management 
responsibility. This partner could be from the public or private sectors and 
there would be no barrier to overseas involvement 

• Contract-out; The running of BPL is contracted out to a third party who take 
responsibility for all staff and assets 

• J v er:na se, UN goes into external ownership through a trade sale, MBO or 
similar arrangement 

• Mutual Ownership; Department of Health establishes BPL as a mutually 
owned organisation which passes all unused surplus to the NHS. 

Options were evaluated against a number of criteria, with the two primary 
requirements being 

• the retention of a UK-based fractionating: facility (that would therefore be able 
to pun o¢ ide security o° supply in blood plasma products . t, fi>r the National Heath 
Service) 
nraxinrising BP1, s financial contribution to the UK public sector. 

The secondary evaluation criteria were: 
s aecifi ~ needs of rata: or sta f l=olclers 

• the ability to deliver the commercial freedom considered ecl .ec r ; for 13F'L to 
operate  in a commercial and competitive  sector. 

• implementation complexity aid tirr e care 

Asa result of the evaluation it was concluded that, al.he. ugh BPI, Its the potential to 
be a successful business, its short terns financial v al.ali y could only he assured if it 

or  ,at. was "' le t(- increase manufacturing , or ~ l- - F' in:iernc_=re in tlr~; rr,crl;u;n :, long 
tern BPh would have to he able to operate ;a an increasinly commercial mercial n risky 
ph vi n ii _set pi rcc h :r r jai it mni 10 a riatke lcira it ntu7 pr 'dr et de-. e, p ire it rnd 
expl(=atad Or o i[i.. gut lrc rear et:( r e .si e =3f ']1c` c . n a .ilr1 or an r TI. r pi ;_in Ong 

health risks associated with the collection and usage of human Mood). Failure to 

5001110 the investments required would almost inevitably lP;..(l to a downward spiral in 

both BPL's market share and revenue. 

A "Whole Organisation Joint Venture-: was considered to he Inc best option for a 
viable business„ providing security olsupply to the NHS and able to access both the 
investment stment and commercial expertise, ti,se, necessary. 

• iIPDA. e F OF ORC FINDINGS ING AN!) CONCLUSIONS 

This short review has revisited the rrvrdnalion that led to the selection of the whole 
org rani cur „rri joint venture option it the OBC, reconsidering both the individual 
evaluation criteria and the market context in which the recommendation was made. 

The review has .not included a detailed re-evaluation and validation of the business 
case but does draw on relevant work undertaken by PA in the course of preparing 
Reference 3, analysing BPL's future business case and likely trends in the blood 
plasma supply market. 
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In terms of the context for the business case, there is no doubt that the need to act still 
exists: indeed BPL's options for plasma supply once the existing agreements end have 
reduced further since the OBC was drafted and arguably the market. is becoming even 
more commercial than was expected at the time of the OBC. 

We have reviewed all the key evaluation criteria and assumptions for the option 
comparison itself. The assumptions and values used to estimate incomes, 
expenditures and the risks likely to be faced by the business are considered to be 
stable but this has not been verified as part of this review. On this basis we therefore 
consider it likely that the results of the financial evaluation in the OBC remain valid. 
Similarly, there does there not appear to have been any charge in the lectors affecting 
the assessment of the options against the other primary criterion: the security of 
supply to the NHS. 

Of the three secondary criteria, our original assessment against the needs of BPL's 
stakeholders also appears to be robust, as does the option's ability to deliver the 
necessary commercial freedoms. However, this latter criterion has become more 
important in the context of recent changes to the market. Given that the joint venture 
option scores well against this criterion, the effect is to strengthen its status as 
preferred option. 

The final secondary criterion concerns implementation complexity mid timescale. 
Although arguably the implementation complexity has increased as a result of the 
dur'thcn consolidation It tile market. the ke • issue here 15 that the implementation 
complexity  (i'rclud,ng any i merdependeucies it may la.ve with the initiative to enter 
into commercial az ai gc rie nris to secure further r ,plasma supplies) cannot easily be 
understood until more fhr -I]s' E approaches to the market are made. 

A subsequent study to survey - market conditions and identify entify potential partners 
(?:: ill _'nie .hr t b'PL ''n an alt_ x. tv '- paruics` L !3d [1 at there V re a, ii it ber of 

businesses that could provide die investment, capability and synergies being ii :aught 
by Bl'L. 

However the consolidation of the market n-- reducing Inc number of possible partners 
as well as , ncl ea iiig, the voumiaencia' Stec g(i of BPL s competitors —hitm,huighted in 

J plasma nowsupplied by organisations*hc-. rr Did reduction   n ']e proportion   of ' p   that 
arc independent front BPL's main competitors) increased the need fur unom: nt action of 
fins notion was ic remain viable. 

0 (_`ONC i A `t f ' 
)z tie ?:ass aa_ tl v __ nr c e! Vi.=g e lnr r etig re ;ai' ®sl} c i-ic 11' those r-la-ink to 
he need to retain a OK fractionating facility - the Outline le Business Case conclusion 
remains valid. 

The market conditions that forced the net--d to consider future options  for -11PL, and 
upon which ; the original al OBC recommendation was predicated. still exist (this has 
been confirmed rmed in Retorenc s 2 and 3). Furthermore the conso datio=. of the  market 
eht ncueste tie _need to age:;lt ic ioi 

to 

l oL,re;Ss the option, has, if anything, 
oc=curred even  faster: than was originally envisaged. 
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We recommend that BPL make formal approaches to the market with a 9wicw to 
confirming the appetite for a whole organisation joint \sutures and which 'odd 
allow any significant implementation risks to be identified and evaluated. This i .. also 
important in the context oaf any negotiatiorn nhlk planra sLV)1_:,liers that m ay be 
impacted by any movement towards ncgot.iating Joint Venture (JV) options. 

There is no reason to believe that entering into an arrangement for the supply of 
plasma under any of the options considered in the plasma option report (ref 3) would 
impair the value of BPL to a JV partner. Indeed the market observations, and BPL's 
own view, would suggest that securing plasma supply would increase the value of 
BPL to a potential JV partner, although clearly this cannot be confirmed until market 
soundings are taken. 

References
1. PA Consulting Group. Outline Business Case for the future of the Bio 

Products Laboratory. 22 February 2001. 
2. PA Consulting Group. Review of BPI_. Partnership Options. May 2001 

3. PA Consulting Group. An appraisal of plasma supply options for the Bio 
Products Laboratory. Draft Final Report. 26 November 2001. 
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R 

Date 8 January 2002 

Introduction 

PA recently performed an appraisal of plasma supply options for BPL. We have now 
been asked to update that appraisal., specifically with respect to the purchase of 
M.", which was considered as option 2 in the original report. This update is in the 
light of new information provided in an information memorandum issued by Life 
Resources Inc (LRI), who is also known as DCI. The options considering this new 
information is therefore referred to as the "LRI option". This paper is for the purposes 
of distinguishing between options and does not constitute a valuation of LRI as an 
investment. 
This document should he read as an addendum to the Draft Final Report 
"National Blood Service, An Appraisal Of Plasma Supply Options For The Bio 
Products Laboratory", dated 26 November 2001 

Summaryof previous report 

The plasma supply options pap -°r co tl,idlered taree plasma s'.pply pr_,'nils,, which were 
essentially to rely on the current business model (option B; or to enter into contracts 
to secure supply (options 2&3) 

• Option 1 S - Obtaining plasma "ad hoc" as it is available on the open market, 
making no investment, other than in plasma 

Option 2 - Secunng supply through the part purchase of a US plasma 
supplier, 

• Options 3 - Securing supply through procuring access to a new group of US 
plasma collection centres. 

The original paper also considered, as a baseline, the closure of the plant once current 
supplies have been exhausted (option IA). The risk-adjusted profiles of these options 
are set out in the following graph, extracted from the previous report. 

DHSCO008440_0024 



Option 2 has the most favorable risk profile 
Projected range of NPVs (millions of pounds) 

Option 3 

Option 2 

rtTa II w 

Option IA 

-150 -100 -50 0 50 100 150 200 250 300 

10 year NPV (£rn) 

The roi d conclusion was that all options carried risk.., and that none, of the options 
ali ne wi_,ul . s ytioty u11 v :lie.. supply rq n ni .lit,, ~.id th.is ,i•c,.iice e-nrlty rat ,ip 

:k- :with the exception of option sera 2. Option ' also earned the more c favourably NPV, but 
there were risks s associated  with the level of no from, investment required. 
This broad conclusion sion remains the sage, in the lighu of the new information .ation provided. „ 
The main e ffa=re ;ce is that the new LR.i option requires  greater investment nt_ since the 
-whole company 

is to be purchased), }, and the favourable NPV is more dependent on 
achie - ing growth pains, with its impact r oth on cash flow and value of LRI at the end, 
of the period appraised. 

Comparison ofLRI 'option. 

The table below compares the key financial outputs  for all the options reviewed in 
PA's most recent report t : BPL as well as the LRI option, f'hese are bef Jre risk 
adjustment. 

Option Total - with Peak level subsidy Up front..... .......
residual value of required (including : investment 

(numbers icier t options in i investments investment) required 

the original report and are 
discounted at 6%) ._........ 
Option IAy- £(24)m £2 m £Um`

(Year]) 
Option !B £(25)m £35m 

____________

LOm 
(Year..5) 

54m 44rn £1$m 

Option 2. (Year 2) 

LRI Option (15% discount fl Oni
...

£l5 in 9m 
rate) (Year 3) 

%R[ Option (6 
discount .... _._...... ...... 

2` m - , m £29m ..
rate) (Year 3) 
Option 3 tit. .... 4m £ to 

(Year 1) 

The options were originally appraised using the 6° 3 government discount rate. The 
LRI options has been appraised using this rate., and a rate of 15%, to take account of 
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the higher risk that is associated with the achievement of the LRI growth plans. 
Terminal value is taken as the value of the cash flows from year 10 in perpetuity. 
The NPV return is between £1OM and £124m. Using the same underlying risk 
assumptions as before -- the risk adjusted range would be £1 OM - £324M(Option 2 
was £(28)M to £263M). The LRI option protects BPL from the risk of increased 
plasma price, and the benefit of using UK plasma would still apply. 
There is therefore a higher potential financial return from this investment, although 
the range of NPV recognises the fact that the LRI option is more sensitive to the 
residual value than the original option 2 and to the achievement of growth. The main 
differences in assumptions are: 

The purchase is for 100% of the company ® increasing the overall 
investment 

• There is a requirement for expansion capital - which is factored into this 
calculation (note it may be possible for LRI to service this by way of a loan — 
which would increase the NPV to the government) 

The LRI option includes expansion of the plasma collection business beyond the 
forecast requirements of BPL. This expansion, if successful, would enhance the value 
of LRI, but of course carries normal risk associated with business expansion. 
Appropriate negotiation of consideration for the purchase of LRI could mitigate this 
by making payment of consideration dependent on the growth of the business. 
This is mitigated to some extent if the consideration is dependant on achieving 
performance, since a reduction in value would most likely be accompanied by a 
reduction in the total consideration paid. 
The NPV of the LRI option is also higher than the NPV of Option 3 - Investing in 
plasma centres and the LRI option has three advantages over that option: 

® Because Option 3 involves loans rather than equity investment, no residual 
value exists in Option 3. 

• With all plasma coming from LRl, BPL is less exposed to price risk because 
price increases feed through to the benefit of LRl and hence BPL in terms of 
increased cash flow from the investment, 

Option 3 des not provide BPL with security of supply of their full plasma 
needs in the early years of the period, and retains a risk that the centres will 
not achieve the levels required over the whole period. 

Financial analysis 

The table below summarises the key changes in. the LRI option from the assumptions. 
of the original Option 2 analysis. 
Model input Original Assumption ( Refined Comments 

i Assumption 
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Model input Original Assumption Refined Comments 
Assumption 

Upfront investment £20m £5911 Based on the initial estimate of 7m 
in LRI for 1/3 of the company plus 

transactiol s costs. ! 

Per~en'_aL'm of LI`T ~' 100%., ifr Assumes that only class A stock pay 
divided equity dividends 
purchasd 

lutlI a r, a)it.il No fiii l~i.w Claritsl Capital until >~ -Asst 1f I in come from equity holder 
l,a I 'c,i;i outl,,. j s for expancon in the
Earn out payineris P.o earn out pa mcnts $4.2it pa bicc .; c ., fl u ,iii .pt }ta t St l XG of 

the  an ac,t'mIl _sYiC, - gill b 1-Wasan 
u to _=Lit cs r 7 years. 
Oasc:d on forecast LRI accounts 'Post-tax annual £? .vm Annual LRI cash 

dividends flow available to provided - cash flows available over 
acquirer 10 year period are lower due to 

expansion capital expenditures. 

Plasma supply Based on :orecast As required for HP!. buys plasma as required 
plasma supply — meets imports and Note we have not adjusted the BPL 
requirements in all exports —  forecast for plasma production. 
years except year 9 and 
10 - _-. 

Plasma price $127/litre $127/litre A „.i ncs no change in plasma price. 
N me, th I T option is less sei.s tiveto 
! .rc. !r en p as! _a1 e 

Asst` ne i the ! al all+ Asun€w;t;ese:I 1 iis sbasedoa more .derail 1 Residual value 
doe k s us -r 0--e 10 value a9 .ea to is iarecasts of Lt t growth, _.lad the fact 

ar penu l (o £34M In i 4~ f ° r5 ,~u P than the benefit fr om the growth will be 
lc ' lie 1/3 share) I to £9 hi i a ti red with the management of LRI, 

DC.h':, to i "wgh ,ern out. 

The P n src_;t1 analysis ls : n es th .t toe deal 1;111 generate o ; 1 _iti Tlc;.i e f l(_ ie cies; 
BPI al.l n rniir neh cost :isslJn pt nfl , for BPI. aid LRI t e in hangad. 

I`here Ia no inprcl aacsord in for price rises thai ta: 3y res+_!lt 1mm the increase in 

pl: st7,a pi ice if l I c -71 ifo ia)ri'fa 51_p~ y hc I TK 7".ial C . C ran a renitv1i`,' on Ille 

original op inn appraisal .f Prices --os=e by g`',fo _1vr.ra, 1 _ talus. se id ~ 5ri h„a i i a IL 

rn rk_t Ff ann --lt . l t_ 0M gPr, l .av _ p ocluce figure sage ;inn a m ch higher i_nr,,acr 

(C,2)-30v4 per annutaa}, and this would clearly depress 1111 N?\ n, options I wind 2 stile 
further. 

1 The report included a slightly understated cost of £1 7m, rather than £20m due to an 
erroneous calculation of £1.5m transaction costs. This has no impact on any conclusions. 
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PRIVATE AND CONFIDENTIAL 

Attention of: Mr Denis F Kelly 
Scura, Rise & Partners, LLC 
712 Fifth Avenue 
New York, NY 10019 

Dear Sirs, 

Private & Confidential 
Subject to Contract and Due Diligence 

t ? January 2002 

I refer to your letter of 21 December 2001 to the Bio Products Laboratory 
("BPL"). I am pleased to submit this letter confirming the Department of 
Health's (the "DOH") interest in purchasing Life Resources Holding 
Incorporated and its affiliates (`Life Resources"), to provide a preliminary non-
binding indication of our valuation and to respond to other matters set out in 
the "Preferred Transaction Structure" schedule to that letter (together, the 
"Transaction"). I am authorised to submit this letter and to try to reach 
mutually acceptable terms rapidly. 

Let me say at the outset that I consider that between Life Resources and the 
DOH we can put in place an arrangement that meets not only the objectives 
of Martin Silver, Gerald Matlin and Perry Ciarletta (the "Sellers"), but also our 
own in a way that other prospective acquirers of Life Resources cannot 
replicate. When I met Martin and Gerald last summer, with Chris Hadfield and 
Richard Lawes, and discussed our ongoing relationship with them, my team 
were pleased that the future needs of both parties were so compatible. In 
particular, I see the DOH as having some unique advantages, such as the 
following: 

+ Our desire to see the current management remain in control of the day to 
day operational running of Life Resources; 

• Payment of the consideration would be a UK Government obligation, with 
the security that this implies; 

• Funding for the consideration has been identified within the DO/ -l. The 
funding is not reliant on external, bank finance with the possibilities of 
extra complexity in negotiations and increased burden of ongoing reporting 
that often goes with this; 

• We are prepared to be flexible in structuring the acquisition both to support 
the Sellers' desire to expand the business and to meet their individual tax 
planning requirements; and 

P 1r ~m re n •lam • •n i o 
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Based upon the limited amount of information provided to date in the 
Confidential Information Memorandum, we are pleased to make an indicative 
offer of between US$60 million to US$80 million for 100% of the stock in Life 
Resources, on a debt free-basis. Our indicative offer relies on certain key 
assumptions we have had to make with respect to Life Resources and which 
we will need to confirm going forward. 

As you have proposed, we accept that a portion of the purchase price should 
be payable through an earnout linked to the achievement of financial and non 
financial targets. I am prepared to discuss the proportion of consideration and 
period of this earnout further and remain open to discussing with you 
alternative structures of paying the purchase price in order to consider the 
Sellers' tax planning. 

The purchase price and earnout would be payable in cash and would be 
obligations of the UK Government. 

Other Key Elements 

We would like to emphasise the following aspects of our initial thinking: 

• The current management could retain control over the day to day 
operational running of the business with the services of key individuals 
secured by long-term employment contracts with an appropriate balance 
of fixed and performance related remuneration; 

• The DOH would require control of the Board of Life Resources in order to 
protect its investment but the DOH would consider offering the Sellers 
board representation to allow them to participate in and make significant 
contribution to the strategic decision making process of Life Resources; 

• A long-term supply contract with BPL for a specified annual quantity of 
plasma at the annual prevailing arm's length market price is envisaged, 
with surplus plasma being sold to third parties; 

• A willingness on the part of the DOH to discuss it providing funding 
towards the expansion plans of Life Resources. Clearly we will need to 
gain greater understanding of these plans and the funding that they would 
require; and 

• Our present thinking is that the DOH would acquire 100% of the stock in 
Life Resources. Our feeling is that the Class B stock complicates the 
arrangements and that contractual arrangements can be utilised instead. 
But, we are open to discuss further the thinking behind the Class B 
Shares. 
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Yours faithfully 
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Charles Lister 
for the Department of Health 
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