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acott Chl+jes Notes 

Pirbard Dykes, Managing Director ,: Mail 
i weetman, Managing Dire,_' =Most Office Couir it1rrs I._irnited 

in , 7iil ams, Managing Director -arcelforce Wor°dvvtde 

c3the s attending Alan Williams, Director m.... n LJOIC~: t o;"1:s and :..,;orporate 
Relations, for item PO9 i
Norlan McIntyre„ Direc;. C1 ;1 for item .:,t '39;t3 

MI v7E:s OF 
E=:VR.)US MEETING 

Miles Ternpleman was unable to attend 

P099M 

The Board pro~rgq the minutes and separate record 
bf proceedings from its meeting of 8 December 1998, 

P099/2 

The Board rcted the matters arising from the meeting of 8 
December 199 

r , P099/3 
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and his influence within the top echelons of Government would be missed. Ian McCartney had not been affected bythe new appointments and he could therefore continue to provide a valued and supportive contribution. 

(iii) The Trade and Industry Select Committee had met on
December 1998 and a report of the hearing had now been 
published, Helpfully, the report set out what the Committee 
expected the White Paper on The Post Office to cover and 
this included the key issues that The Post Office itself had 
identified. It was now unlikely that the White Paper would 
be published before March. 

(iv) The acquisition of German Parcel (Sapphire PO98/131) had been successfully concluded and announced publicly 
on 11 January. The acquisition had taken considerable 
management time and effort and the Board recognised the 
work successfully carried out by a number of people and 
particularly Dom McKenna and his transaction team. 

(v) Resultant media coverage had to a great extent 
concentrated on the price of the acquisition as this had not 
been declared. This was in line with the approach of 
competitors who had acquired private companies. The price 
paid had included a small premium but compared 
favourably to similar transactions by Deutsche Post etc. 

(vi) Media coverage in Germany had been very favourable. 

(vii) Final negotiations had resulted in a slight improvement for 
The Post Office with an NPV increase of £5m. Transaction 
costs amounted to £10m and in some areas, such as legal 
work, an improved scale of charges may have been 
possible. These lessons would be learnt for future 
acquisitions. 
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'The degree to which German Parcel was left to operate 
independently from The Post Office was important, as was 
introducing some form of 'transition team' through which 
appropriate integration with The Post Office could be .. ......:......:..::. 
channelled. I II

(xi) The impact of competitors responding to the acquisition had 
been factored into the business case although it was not 
thought that this would be significant. 

(xii) A Ministerial meeting was today being held to consider the 
future of Horizon. It was hoped that the outcome would be 

It a ii ii announced quickly. Updates on Horizon and German
Parcel would beprovided to February's meeting. ry' 

(xiii) The other major item of Chairman's business was concern
over the level of trading; Royal Mail cost over-runs and 
Parcelforce performance both in profit terms and cash 

11 generation. This was discussed in detail under performance
. matters. 

Action I 
E 

Secretary 

CHIEF 
EXECUTIVE'S 
REPORT PO8(99)2 

(xiv) (Secretary's note: The remainder of this minute has been 
circulated to Members on a personal basis) 

(a) Circulate to Members the Report from the Select Committee 
held in December 1998. 

(b) Include updates on both Sapphire and Horizon for the 
February Board meeting. Outside this, Stuart Sweetman 
and John Roberts to feed information on key developments 
through the Secretary for circulation to Non-Executives. 

P099/4 

Financial Performance. Counters had performed well over 
the Christmas period and with profit ahead of budget had 
now to focus on successfully managing the year end. 
Parcelforce, together with its main competitors, continued 
to underperform and the revised full year loss of £20m was 
not without some serious risk. Royal Mail was also facing its 
most serious financial predicament for a number of years, 
with traffic in Royal Mail National down 3.9% on the same 
period last year. The performance of both Parcelforce and 
Royal Mail was being taken extremely seriously with a 
considerable amount of work being undertaken to ensure 
that Royal Mail and POCL achieved their Government 
targets and that the EFL was met. 

(ii) A 5% overspend on Mails Operations costs in the year to 
X111 R: 

In C I Strictest Confidence $I   di ~ . :t 1G + dl. X 1 3
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In Strictest Confidence 

date was the key to Royal Mail's financial difficulties with the business trying to process an increased workload, as a result of a change in the mix of traffic, whilst seeking to maintain customer service. Additionally, savings envisaged from the introduction of automation had not been realised 
and industrial relations difficulties had restricted the 
introduction of efficiency projects. 

(iii) A number of recovery actions were underway including 
Divisional performance reviews, the introduction of 
manpower controls and a weekly review of performance. 
Further options, including laying off temporary and casual 
employees, had also been identified but these could both 
reduce quality of service and increase the possibility of 
industrial action. The Union was being consulted on these 
options. 

(iv) Royal Mail had agreed a new productivity deal with the 
CWU Executive. A ballot, combined with the new pay 
settlement, was due to close on 10 February. 

(v) Parcelforce as experiencing revenue reductions in two 
key sectors - Europe and Customised Solutions where 
costs remained fixed regardless of volume reductions. 
Expenditure improvements had been achieved on vehicle 
costs and 2,700 casual staff had left the company since 
Christmas. The Activity Based Costing system now 
operating was providing useful information on market sector 
profitability and enabled Parcelforce to ensure that new 
contracts were agreed at acceptable profit margins. 

noted further that 

(v) It was a matter for Royal Mail, in consultation with the Chief 
Executive, as to whether service reductions were traded for 
cost improvements. 

(vi) A 5% efficiency improvements through automation could 
significantly improve Royal Mail's financial position and it 
was also important that local managers sought 
opportunities to reduce manpower where automation was 
deployed. John Lloyd had first hand knowledge of just what 
could be achieved through efficiency improvements and 
commended any effort taken to realise improvements within 
Royal Mail. 

Action For February's meeting produce a short paper on 
Kevin Williams Parcelforce's debt recovery programme. 

FINANCIAL P09915 
SUMMARY 

In Strictest Confidence 
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Iii rrat"r ° t 
{...

'rnntarir°oce 

Profit for November wa::> 
• Royal Mail £31.7n1 
• POCL £5,2rr1 
• Parcelforce £(1,8)m 
• SSL£D8rn 

(ii) Provisional results for Decerr oe: wprq 

• Royal Mail £2rn 
• POCL £23m 
• P'arcelfl ice £ 1 4m 
• Group £h 1 rn 

(iii) With the exception 11f POCL, whdc;h outtu n ed £4m i ar a .a a 
budget, December's ro'vi."alor'e3il ' e uit'i were :nl€ below 
budget 

(ivl In terms of ta  e try.. (Royal Hail was fore :,stinil ti:: achieve 
its RACE and RUC: targets, and OC)C.., its ROT The 
Parcelforce ROddEE target of (5 3)'ti had not been officially 
announced b Government and the business was currently 
forecasting a full year result of (8 8)% 

(v) Royat Mail's recovery plan aimed to close they £':30m profit 
gap and achie, °s budget of £478m thr+ ur1h increased 
National in ictions in discretionary spy: ra+f Anil as a 
consequ~" Wei ys to the introduction of REIMS 11 This 
plan war tut to risk, particularly should discretionary 
wings not be realised, and in the unlikely event of thi:1 
=smpiementation date for REIMS  11 being backdated, 

(vi) Parcelforce's assessment of its full year loss was now 
£(2)m with a best case of £(20)m and worst of £(30)m, 
Risks stilt outweighed opportunities by £1Om, 

vi pp iderably outweighed risk. 

(virii) Ac. ., ::. nen, the EFL (%yr' cted the financial difficulties of 
Royal Mail and Parcelforce and a shortfall of between £38n 
and £#28m war,5 rrently forec,-a recovery action had, 
however, identified dppor. the tune of £ 12Cm, 

er of 
1g .. 1 f 'r'iorrnaf' 
era ;,df 1 200

cc The 
• yff id crow 

"i °,AAd be 

jet('  Cdence 
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In "rrkt~.. t (c'n1drne

was ' rrent h O-  "t a ead r"':: 't: or,'pan ~' n a . r : a a1r t ch Svc}+.a tt result n P r', elfo : A 
r r b. ton ml er i tf a1 tt Ir home 

;'Fr or them .:o,..a ier rrr, 'h
h ed that He 1 , jreene tt cau d be e ir_.11ed by tl'1ft 
^'orlth end. The contract ha .~ alh..ae,:i :a` E 15I; m over 5 yea.,5 

f xr) it 'emained es senh a' I ha ° the Bus nesses stove to <;a4Nt,r ' e thel ,- 
ht.ade ed tar; ehs and hs message should continue to 

be ,;om^ r cat ed ama 
`inr 99-C The cost l ~{f$6:;"? 

cud be ' u r'g for a iif l I :: p rC i:i4: T .,' t 3rq ek 7 wb one 
prOflt target  ,:o ^I'lr f to a 'ho4e cn ar'i"iatiRPIn 

COMMUNICATIONS 
S TRATEG 

r,, 

POE3( 9)3 

rx; 1 It would be Important to revi : aW the full year pro! it lass 
targets at next month ;, raetnq and make any appropnwate 
adjustr^aents at ft at l'iry , I,jn`al then It uv as ageed that 
Pi hlard I_ l) ry (t I( : port f1 TI fl fo E :aa;p' o€ittl jrn:m 1;Tf 
£4 T 3rr?'or Royal IMat j i2 ;,)}I t for IParcelfl Ir€tee ar d £3°7rn for 

P09 9€ 

' key am of The oo (If c ..()fl ,I rocaWwi hr ~t, gy 
was ro on:vu e clar ty 'n 1. r'7?rr1 _Jilk a:atlon s fl"i;i m the centre 
. 8S  A:h cry t.n.atlkt)r1 If`.ro gn it1~'iwC1m 1" WLIL,ld then ti:bE 

f,u 3 s D r' to t1I P: ;Or ( 8 HcItI I lt::rivlI y Mtt1 8tri Ck'.r 4 
EO`u;Jt ulyd 4 heir! 

l 

in ty Aff fla w r ant 

11 :y ,: rItl I .ii''ai tdipry 

r'°.d7.. t Il l arl )r1s 
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try rr a f1^b! ( '1p1,1 ttt^tta 1~ 

{ .w) r 'cf. - an 'I Merr w wer1's now
 i 3 ru' ,.:~t~, ~t {rr =an 

r r

as 2rri l;ut ~. 
was t'imr'lq jarred t'"~'.rr'N1 

vi l r l c!q;,ard to 
lidfl)! P

i lp t t rr°iirr„4+ [ !'fG't Ptfit Off I.e  e "Yi3ritsat:)10'~ 
f- iift g 

Comr'i w i ltl)ns 1t 'wa:is Irnpor an, to consider 
tf e at tivi e; n urrion r+rp ,enta3t;wes and ir1 p<:a td L iar „he 
cost of pmodrn foci lips We in a :an overall ascessmeral Of 
c..)rnrrlun:atons rcyf. ;i It was also esserai W i 'ri?nirri lge the 
rl in'lbpr of rr':i ed messages that c'rc ,j atp' thin "a e 

oigunisatlon, exarnpies of wh ch could clearly be seen 
w E r1 t .:on,parlr g Courier arl11 the re spec` e employer 
arid union iw p,'ap :'rs 

l`dli 0Vitf1 the irtr'f.)d ction of increased commerc al freedom' 
The Post office as a who1.e wou ld come under f1r ate«r 
scrutiny and May have increased dealirrg with the O ,t')t. It 
would be importa^=t to develop an such seta"  hip vI"'hin 
the ccr'ate:+;t of an ovemH communications of t iii was 
also true of Europe and the i :or'n '`i; of an o' E ru's es ls 
f(lf Io,::ib0ng was an irnpor"art first step 

(Vilil It was acknowledged that CC'mmunication s across the 
organisation employed toc: rr;.any people at too h qh a cos,. 
It was also clear that the role of the Businesses and ,group 
Centre and channels of ccmmunicat:orl were confused Tne 
strategy to develop a coordinates and sinril led ,:appal icr 
which gave value for money was tnere.fore supported 

((ix) Phase one of the communications review would be 
completed in March and the E3o a'd would wek:o1ne the 
opportunity to review the outcome of this wvor in advance 
of the 1l)99 00 corurnunications budget being set. 

(x) Thanked Alan Williams for his informati e paper. 

Action Produce for the March meeting a paper on The Post 
John Roberts Office's policy on charitable giving and provide an interim 

report on a co-ordinated communications review 

PENSIONS P0947 

In Strictest Confidence 
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STRATEGY 

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

YEAR 2000 UPDATE PO9918 
PO6(99)4 

(i) The key objectives of the Year 2000 project were to 
prepare The Post Office fully for the Year 2000 and to be 
seen to be doing so by Government, customers and 
suppliers, benchmark with the best in the UK and to be 
helpful to customers/suppliers needing advice or 
assistance. 

(ii) To date progress was generally satisfactory with in 
particular, Counters' preparations proceeding well. In fact 
The Post Office was regarded as a benchmark for other 
organisations. A stretching target to have all critical systems 
compliant by December 1998 had originally been set and 
87 of 122 critical systems had achieved this. The majority of 
those outstanding were close to completion. 

(iii) Work on embedded systems had progressed extremely well 
and this was no longer an area of concern. Suppliers of 
critical services could not all confirm that products and 
services would be compliant, and 

in 

some international 
cases services would be withdrawn rather than risk service 
problems. 

(iv) Main internal risks revolved around the replacement of 
Parcelforce systems and multiple faults occurring in small 
systems. Externally, as well as concerns over suppliers. 
there was real concern that The Post Office would be used 
as a supplier of last resort which at an already busy period 
could easily overload the mails network. Contingency 
arrangements were being developed to address these 
issues. 

(v) Capital spend of £88m was forecast, spread over a three 
year period. To date 55°,S of this had been spent. 

Noted further that 

(vi) Key employees who would have to attend over the 
Millennium period, and those needed to be on standby, had 
all been identified and advised. For some key iT personnel 
it had been necessary to provide a 'golden handcuff' to 
ensure their expertise remained within the organisation. 

8 

In Strictest Confidence 
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Ir' `)trrcrrcC ( )fl I nc e 

Royal Ma i had r,ct yet con F r t,?t what dl a R's t Wouki be 
Ooeratio l art er ;side of the \e Jenntt,.fm an had not therefore ,7, 1 rnEmced an pay r? 0tl<3tio .s with the Union Tie 

main area of cane^ern , .,,  not necessarly aC r@e r g 
P CJ Settlement but getting staff to attend. 

(Vu) athough only 55% of the can tal budget ha  been spent 
011 of the critical :systems and 60% of e'rbedded i" ad 

been ompeted 

(ixj The Board commended the work done by No-an vtt;,lr°tyre 
and his team 

A 
Pray de .1 euar'teriy update, on an taxcelatecar b,r:sus ,nritrisn 
t scet Chief Executive s ,•s e~.se~t 

PROJECTS PO99i9 
APPROVED ELY 
MaPEC . Parcel 
Management 
System - Phase IV 
P08(99)5 

rt3 The 
Parcel Management System uvould provd€ P~irceiforc:e 

with the capability to track and trricn parcels thoouyh every 
sage of tree network, In this respect tt would bring 

'y 

P' arcei?or;e up to the level of tt c.~~~rrtFietitcarr~. 

(ii) Tb cf produced roil rrin 1 u,~p., I 7 r.twi of £22 9m and a 
fao . over 6 yt, r ]taff savta`igc of 436 
were furt P.t.. 

€iii Enorsev 'ti1aPEC's approval of expenditure of £40 7m, of 
which 5 ?m in respect of the trunking managennerit strand 
was g , prtricipte, with full authority to proceed with this 
strand d ,,eel to Parcelforce 

E, E: . Lotus r;iv) no.. .a.  approval for expenditure of £7,9rn at 
4 .5 Migration Cuomo n - rnigrat on of the next phase of 
I f . ie  I -Y and 

yyi MaP ;C's approval in principle for the continuation of the 
dept. , r a  ' ,.,iffier sites to complete the migration for 

a` a ;O 9$ timated at £5 $m, making total 

ii 
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MaPEC _ Property (vi) The removal of 600 posts budgeter within the paper would and Facilities be tracked using a system that was to be used in other Management Project projects across The Post Office. 
POB(99)7x 

(v:) Endorsed MaPEC's approval at a total outturn cost of £2.8m capital and £15.6m revenue, and DFE"s for: EVRs at £7.5m, relocation £0.75m, and general £0.4m. and in 
principle authority for up to £1.5.6rn, giving total project costs (inclusive of £7.5m sunk) of £50,2rn. 

CHAIRMANSHIP OF P099110 
ROYAL MAIL US 
INC. POB(99)8x 

(i) Given his wider responsibilities, John Roberts was stepping down as Chairman of Royal Mail US Inc. He was to be 
replaced by Richard Dykes 

(ii) A reed to the appointment of Richard Dykes as an 'A' 
Director and Chairman of Royal Mail US Inc. with immediate 
effect, subject to formal confirmation from the Secretary of 
State. 

DATE OF NEXT P099/11 
MEETING 

The next meeting was scheduled for 15 February 1999 and 
Ian McCartney, The Post Office Minister at the DTI would 
be joining the Board for lunch. 

Ii) 

In Strictest Confidence 


