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he Boa;d oted the maj;;te:r:s arising 'ffom the meeting of 10

meetmg had still tObﬁ‘he!clvmtt't the General Secretary of
the CWU. A further report would be provided after this i
‘meeting had been held. i oV

PO98/126

The Chairman highlighted the sensitivity of discussions on
the Lottery and the need to maintain strict confidentiality.

The announcement on the outcome of The Post Office
Review and the positive benefits it outlined were in no small
measure the result of the efforts of John Roberts, Jerry Cope
and the Review team.

The detail behind the statement would be contained within a
White Paper due to be published in January. The media
reaction had been lukewarm with some disappointment that
privatisation had not been announced. However, a share
sale would have resulted in at least two years of further
uncertainty as legislation was progressed.

The announcement that an annual cash dividend of 40% of
post tax profits would be introduced was welcomed, as was
the reduction in next year's EFL from £335m to £207m,
although both had already been built into the existing
Corporate Plan. It was understood that a threshold of £75m
would be placed on investment projects below which
Government approval would not be necessary. Government
would approve normal investment cases above £75m
provided they could be shown to be commercially robust.
This was a significant improvement.

The new financial regime was expected to be introduced
from April 1999.

noted further that
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The emphasis on a rolling five year strategic plan, which
would be agreed with Government, was significant. It would
detail the five year capital programme and development
capital spend. Significant one-off investments not within the
plan would be referred to Government for approval, with an
assurance that a response would be provided within 28
days.

The importance of the White Paper was recognised as was
the need for the Secretary of State to remain firm on his
stated position.

The announcement to proceed within the public sector would
be welcomed by the CWU and it would now be important to
work with them to develop relationships and agreements,
building on the impetus of the statement.

No further detail had been provided with regard to regulation,
although it was known that an interim arrangement with the
DTI acting as regulator was a possibility.

The embargo on Crown Office conversions had been lifted
and The Post Office Minister, lan McCartney, had supported
The Post Office position that the network should not be
based on a specific number of offices but rather the volume
of business transacted through the directly owned network.
He had accepted a volume figure of 15%.

The Board’s consideration of project Sapphire (PO98/131)
was of fundamental importance to the future of the
organisation and the realitively weak financial case had to be
balanced against its strategic importance.

Horizon had reached a critical stage with ICL having until 9
December to reply to the letter from Stephen Byers, Chief
Secretary to The Treasury, which sought agreement on an
acceptable Heads of Agreement with POCL and the Benefits
Agency.

The Chairman recognised the difficult commercial conditions
within which the businesses were trading. Nevertheless a
clear commitment to achieve the Group budget remained

essential, with the failure of one business being detrimental
to the image and perception of the others.
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PO98/127

Financial Performance. With the exception of Counters,
October had been a poor month financially. A successful
Christmas was therefore of increasing importance.

Pay Settlements. The Executive Committee of the CWU had
agreed Royal Mail’s pay award which was now to go to an
individual membership ballot. The deal was within budget
and the negotiating remit, adding 3% to the paybill.

Royal Mail Pricing. The DTl had received Royal Mail’s pricing
proposals but a response was not expected until later in the
month.

Horizon. (a) The letter from Stephen Byers (PO98/126) had
been meet with surprise by ICL who to date had not
responded on how they intended to finance the programme.
It was important that, in the event of Horizon being ceased,
Counters could work with the Benefits Agency on an
alternative automated solution. Counters could not afford to
lose the BA income, at least in the short term.

(b) Day to day management of the programme was now
compounding other difficulties. ICL had just confirmed that
software due to be released shortly would require further
laboratory testing. This would delay the programme by
between 1 - 2 months and move rollout from July to
September. This would further damage ICL's credibility.

(c) Authority to negotiate had been transferred from ICL to
the parent company Fujitsu. Funding requirements had
increased with the latest estimate being £800m, an increase
of £200m since November.

(d) News of the additional delays and increase in funding
made it appear increasingly unlikely that the programme
would proceed. It now had to be regarded as doubtful that
Fujitsu would be prepared to proceed when the financial
risks were so great.

(e) Government was taking legal advice on terminating the
programme, something Counters had already undertaken.

(f) Ceasing Horizon would not necessarily impact on
Counters’ vision, but it would have network implications.
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(g) In a post Horizon environment the Benefits Agency would

press for the introduction of Automated Credit Transfer

(ACT) with benefits payments being paid directly into a bank

gcc?(unt. This was unlikely to be an attractive proposition for
anks.

P0O98/128

Profit for October was:
+ Royal Mail £40m
e Parcelforce £(1.9)m
e POCL £6m
¢ SSL £1.9m

Royal Mail's poor performance was the result of increased
staff costs which, on current performance, would result in a
variance of £25m from the full year forecast. Remedial action
was being taken to eliminate the overspend, and the
expected introduction of a productivity deal with the cwu
would be of assistance. It was hoped that the current
advertising campaign would also increase revenue.

Royal Mail’s risks currently outweighed opportunities.

Debts over 90 days old remained stubbornly difficult to
reduce within Parcelforce with £18.12m outstanding at the
end of November. With no experience in this area the
business had found it difficult to reduce the level of debt
although a great deal of work was being focused on doing
so, including the use of sales staff.

Negotiations with Hewlett Packard on a settiement figure
were continuing although it was likely that a payment of
£4.2m (plus VAT) would be agreed with £2m paid in this
financial year and the remainder in 1999-00.

Trading conditions were extremely difficult with PF48 seeing
monthly growth of £0.5m moving to a reduction of £0.5min
October. Competitors were also facing financial pressures.

Manpower reductions of 2,500 would occur as a result of
lower volumes and every effort would be made to exit 1998-

99 at a level appropriate for 1999-00.
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Parcelforce’s cumulative performance was nearly £10m
below budget at -£20.1m. Income across the board was
disappointing although the business was anticipating the
award of a number of contracts. Notwithstanding these it was
now unrealistic to expect the original budgeted loss of £12m
to be achieved.

It was agreed that Richard Close would report to DTI forecast
outturns of £478m for Royal Mail, £(20)m for Parcelforce and
£35m for Counters.

PO98/129

POCL’s Vision and strategic direction had first been exposed
to the Board at its July Awayday. It had been developed to
ensure the viability of the business beyond the current
business plan.

Work had focused on the development of three areas:
wholesale cash and banking, as a gateway between
individuals and Government, and maintenance of its
traditional mails and distribution business.

Three key enablers bound these activities together: the
strength of the network, the use of smartcard technology and
the strength of POCL's trusted brand image.

The Vision provided a one-stop location for customers to
carry out banking, interact with Government and conduct
postal business. They would use a post office because it was
close, it provided a number of services in one location and it
was trusted and regarded as being independent from
Government.

Implementing the Vision would be a considerable challenge,
not least because funds would need to be found, as would
partners, whilst continuing to achieve targets.

noted further that

The business was targeting a return on turnover of 2.5%.
Even allowing an asset turn of six times, this would only
achieve a 15% return on investment. POCL needed to
compete for funds with other internal initiatives and if
partners could be found to provide 75% of the funding a
return of 18% would be achieved. Further work on
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' ncement on the outcome of
yad ghlighted Counters’ social role
h a view to grow its market the

bUsiness' wo,uld want tb consider working with external
organisations to improve standards of literacy across the

country.
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The Counters network was of considerable importance to the
mails businesses and it would be important to try and defend
this position should a regulator seek to open the network to
competitors.

Developing appropriate partnerships which would still provide
the strategic flexibility for Counters to operate as it wanted
would require careful consideration.

Thanked Stuart Sweetman for his clear and informative
paper

Supported the broad strategic direction proposed, noting that
further work on the financial viability and deliverability within
the context of Group wide initiatives was necessary.

Consider how work on literacy being progressed by Royal
Mail could be linked to Counters’ social obligation within the
community.

Bring to the Board an update paper on the Government
Gateway exercise.

Consider the possibility of a demonstration of new
technology (such as Gateway) after a Board meeting, or,
perhaps of visiting one of these pilot venues.

P0O98/130

(Secretary’s note: The minute of this discussion has been
circulated to Members on a personal basis)

P098/131

(Secretary’s note: The minute of this discussion has been
circulated to Members on a personal basis).

93
In Strictest Confidence



RMG00000012

RMG00000012

"he work done to date did not encompass Royal Mail's top
1000 customers or rural deliveries and developed the issues

gdisc’ussed by the Board at its July Awayday.

Considerable research had been conducted to determine the
~ delivery preferences of a wide range of residential and

* business customers (SMEs and SOHOs). The research
concluded that residential customers wanted improved
punctuality and reliability within the existing specification.
Business customers endorsed this view.

A number of delivery options had been considered and
following discussions at the Executive Committee the
proposal for an early delivery plus a ‘sweeper second
delivery, had been endorsed. Additionally, the Second Class
specification would be altered to an on day two service for all
second class products. This would eliminate customer

confusion around what the service specification was.

New arrangements for Second Class traffic would be
introduced and to reduce disruption and lower the risk of
customers down trading from First to Second Class the
changes would be introduced on a phased basis. Customers
switching from First to Second Class was likely to have a
negative impact of £40m, although in the worst case this
could be up to £95m.

In the context of the preferred option, two time spans were
considered feasible - delivery between 0630 and 0930 or
delivery between 0700 and 1000. An 0630 start would allow
more customers to receive their mail early, would fit with
existing specification and customer need, and provide a time
window to handle unexpected operational difficulties. The
main uncertainty with this option was the desirability of an
0630 start time and its achievability. An 0700 -1000 time
frame gave employees the benefit of a later start time and
was easier in operational terms. It would however, result in
|ater delivery for some customers and moving beyond 0930
would be politically sensitive.

noted further that
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The quality target for Second Class traffic would be set at
95% of items delivered on Day C. This was somewhat higher
than that currently achieved (88%). The balance of
judgement taken by the business was that Day C was
achievable and preferable. Work to confirm feasibility of a
95% target would be undertaken and the brand name
Second Class should be reviewed.

An 0630 delivery start time could not be achieved in every
geographical location. The number of attendance calls

before 0700 would be small and not seen as a major issue.

The impact of an 0630 start time had a significant impact on
employees and managing the change through the CWU was
a major challenge with no certainty of achievement. Whist
industrial relations benefits would be gained through
improved long term job security and the provision of a five
day working week, employee benefits were less obvious.
However, the impact of greater competition announced in the
outcome of the Post office Review could be a useful lever to
highlight the importance of securing these cultural changes .

Communication of the key issues of customers’ needs and
ultimately the future of the business, would be crucial in
securing the necessary cultural changes.

Whilst research showed that customers did not seek delivery
pefore 0700, they did want greater reliability and early
delivery. An 0630 start would provide greater flexibility to
cope with problems that might occur and improve the level of
service for the great majority of customers. This
‘contingency’ was removed in an 0700 to 1000 delivery span
and could result in dissatisfied customers removing
business.
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Health and safety implications of an earlier start time had not
yet been considered.

Endorsed the planned project direction and the focus on an
early delivery specification and improved Second Class
specification.

Supported the development of the project and the plan to
focus on HR strategy development in conjunction with the
Unions.

As part of the ongoing development work, consider re-
pbranding the re-specified Second Class product.

P0O98/133

The half year accounts had been reviewed by the Audit
Committee at its meeting on 27 November. Ernst & Young,
the Post Office’s Auditors, had also reported their
observations.

In the half year ending 27 September 1998, the Group
operating profit was £205m. The trading profit (after net
interest receivable but before taxation) was £283m.

The 1998-99 half year trading profit was £46m less than that
recorded last year. This was largely the result of increased
staff costs in Royal Mail.

Publication would be low key with the actual date being
determined in liaison with the Group Director
Communications.

Authorised the signing of the letter of representation.

Agreed that the half year results be published in the format
of Appendix 1 to the paper with the date being determined
py the Chairman, Chief Executive and Managing Director

Finance in the light of public relations sensitivities.
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outlets.

Avoid any new incremental expenditure on these projects
until the future of the Horizon programme is settled.
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P0O98/135

Appointments to the corporate trustee company, POPTL,
required Post Office Board approval

Agreed that Brian Thomson be re-appointed as a Director
of POPTL for a three year period until 31 December 2001.

P0O98/136

Review commitments and the need for meetings with Mike
Kinski.

Proceed as above.

P098/137

Ensure that lines of communication e.g. email, exist
pbetween Executive Members’ offices and those of Non-
Executive Members.

Proceed as above.

P0O98/138

Scheduled for 12 January 1999.
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