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Hodernising The Post Office Network

n Counter Revolution:

FOREWORD BY THE PRIME MINISTER

Britain's post offices are a vital part of the fabric of our country. While

28 million people are served every week at Post Office counters, post
offices are more - much more - than just businesses. Especially in rural
areas, and in disadvantaged parts of our towns and cities, podt offices play
an important role in communities across the country: keeping services
going, supporting the vuinerable, acting as a focal point. The Government
values the Post Office network. We want to see it thrive.

But there are also challenges. The trend towards a cashless society,
including the payment of benefits directly into bank accounts, as well
as increased use of direct debit, the intemet and e-mail, means that the
traditional work of the Post Office needs to change and respond to the
service requirements of increasingly sophisticated customersin a
changing world.

That's why | asked the Performance and Innovation Unit (PIU} to look
ahead: to pinpoint the challenges, and to draw up a strategy for the
future of Britain’s Post Office network. What this report shows is a
network which has become over-reliant on a few lines of business.
And a network that has not kept pace with technological change and
which is in need of modernisation.

But the PIU has also found a network with real strengths: post offices
rightly enjoy high levels of trust with their customers, and local
communities; they reach into every urban area and every sizeable rural
settlement; and they represent a unique partnership between the Post
Office and the private business people who own and run local post
offices up and down the country, and who do so much for those they
serve and the areas in which they live and work.

| welcome this report which the Government fully accepts. its
conclusions set out a programme of action both for the Government
and the Pogt Office. | am confident that by working together with
sub-postmasters and the private sector we can deliver a network of post
offices fit for the 21st century. A network which continues to occupy
the special place it has in Britain - in all our lives.

O
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Modernising The Post Office MNetwerk

= Counter Revelution:

The Post Office network is a
 unique and trusted British
. institution

The Pogt Office has the largest retail network
in Europe. It has enormous reach, with over
18,000 post offices throughout the United
Kingdom. 94% of the population lives within
one mile of a post office. In urban areas,
people are on average a quarter of a mile
from their nearest post office. Two thirds of
urban residents live within half a mile of two
or more post offices.

The network represents a particularly early
example of a Public Private Partnership in the
UK. 97% of post offices, accounting for 80%
of Pogt Office tumover, are run by private
business people - sub-postmasters - often
alongside another retail business.

Post offices offer a range of 170 different
postal, government and commercial services.
And they are used by nearly everyone in the
country. 28 million customers make 45
million visits to post offices every week.

These customers hold the network in high
esteem ~ surveys show that sub-postmasters
and the Post Office brand enjoy high levels
of public trust.

The importance of this social role of post
offices - alongside their commercial function
- is emphasised by many local communities
across the country. Appreciating it is crucial
to developing policies for the network.

' Post offices are valued not

- only for the business they do
 but for the wider social role

' they play

In rural areas and some deprived urban areas,
post offices play a crucial role in sustaining
local communities. In many areas, they help
to keep open the only village shop or other
retail outlets. They regularly provide support
and advice to vulnerable people. Indeed,
post offices can often act as a focal point for
the whole community.

' The Post Office has been slow
' to modernise the network in
 the face of a rapidly changing
- business environment

The Pogt Office network, like other industries,
needs to adapt to its rapidly changing
business environment. The lifestyles and
preferences of its customers have changed
enormoudly in recent years and will continue
to do so. Consumers expect high standards
of service and modemn facilities. And
technological and other innovations {ranging
from direct debit to telephone call centres to
the intemet) are opening up completely new
ways of doing business and leading to a
further transformation in lifestyles and
customer preferences.

The Post Office has been dow to modemise
the network in the face of this changing
business environment and o reduce its
dependence on deaclining traditional lines
of business.

The network has become increasingly reliant
on relatively few lines of business for the
majority of its revenues - for example, the
payment of social security benefits accounts
for 35% of network income. The people who
most use post offices tend to be older and
less well-off,

The Post Office’s Govemnment clients are
modemising the way they provide services o
their clients. This is why the Benefits Agency
has decided to shift to the direct payment of
social security benefits into bank accounts
from 2003 and why, for example, the Driver
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Modernising The Post Office MNetwerk

& Counter Revelution:

Post offices would be extremely well placed
to act as e-commerce distribution centres
and pick-up points for goods purchased over
the internet. The Post Office needs to make
rapid progress in exploiting these
opportunities with private sector partners, as
part of the modernisation of the network.

Post offices offer tremendous scope to play
a role as one-stop shops for central and local
Government information and transactions.
Most sub-postmasters already provide many
of their customers with information and
advice of different kinds.

Working with partners in central and local
government and the private sector, the Post
Office needs to bring forward early plans to
pilot different options.

Post offices are also well placed to help their
customers by acting as internet leaming and
access points. Sub-postmasters could help
those unfamiliar with the new technology to
use the internet and/or to carry out intemet
transactions on their behalf, including
e-commerce.

Such a role would require investment in
new technology, building on the Horizon
infrastructure currently being installed, and
in the training of sub-postmasters. The Post
Office neads to work up a business case,

in partnership with the private sector, for
piloting this idea as soon as possible.

POL00004418

modernising the network ...

Many local post offices are in poor premises,
face declining traditional lines of business and
show the signs of years of under-investment.,

in urban areas, the renaissance in
neighbourhood retailing offers the Post Office
and sub-pogtmasters the opportunity to
transform the quality of service offered to
customers and to generate new sources of
revenue. In many cases this would involve
actively re-locating post offices with
convenience stores. In other cases it would
involve modemising existing outlets. These
larger and better quality offices would offer a
broader range of both post office and other
retail products and services; could be open
longer hours; and thus attract a broader
range of customers.

As well as helping to secure the commercial
viability of the network, these new offices
might reduce the need for such a large
number of outlets in urban areas. The
responsibility for modernising the network
clearly rests with the Pogt Office. But the
Government may have a role to play in
ensuring that the Post Office has the necessary
resources to carry through the changes.

. and improving the efficient
- running of the network

As well as maximising revenues from new
business opportunities, the Pog: Office needs to
improve the efficient running of the network.

in particular it needs to address the poor
profitability of branch offices, which currently
lose around £50 million annually.

The Post Office needs to proceed with further
conversions to franchise offices in line with
fast year's White Paper commitment. It must
also drive up the efficiency of the remaining
branch offices.

Gr2117
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Modernising The Post Office MNetwerk

o Counter Revelution:

of advice on developments affecting the
network.

The Postal Services Commission should be
responsible for:

= monitoring what is happening to the size
and shape of the network and with what
impact on local communities;

kS

> advising the Government on the
appropriate framework after 2006; and

= advising the Government on the best way
to channel any support that has to be
provided to sustain the network before
then.
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This report:

+ considers the potential impact of the
challenges to traditional lines of business
for the Post Office network;

= examines to what exdent new lines of
business could replace declining revenues
from traditional lines of business;

= proposes Government objectives for the
network; and

= draws conclusions for future Government
policy.

22 The origin and remit of
 the study

On 21 October 1999 the Prime Minister
announced to the House of Commons that
he had asked the Performance and
innovation Unit (see Annex 1) to undertake
a project on the Post Office network.

The project team was asked:
= {0 identify the contribution made by post
offices to the vitality of local communities;

# to consider how the Post Office network
could best contribute to the Government's
objectives in the future; and

= {0 formulate objectives for the Post Office
network.

Modernising The Post Office MNetwerk

Counter Revelution:

ot
&

2.3 How the project was

- carried out

A multi-disciplinary team, comprising a mix
of civil servants and secondess from outside

Whitehall, was assembled in October 1999
{details at Annex 2).

There were 5 phases to the project:

= developing a clear underdanding of the
operation of the Post Office network;

= reviewing the contribution made by post
offices to the vitality of local communities,

# analysing how the network might change
in the future under different scenarios;

- considering what products or services the
network could offer in the future to
maximise its potential; and

# formulating Government objectives for the
network, and analysing policy options for
safeguarding it.

In carrying out the study, the project team
have drawn on the expertise of the project’s
Advisory Group, made up of representatives
and stakeholders from inside and outside
Government. This group was chaired by
Charles Clarke MP, Minister of State at

the Home Office who was also the sponsor
Minister for the project (see Annex 2).

Assistance, advice and support from the Post
Office has been invaluable. From the outset,
the project team worked closely with Post
Office daff. Particularly important was the
willingness of the Post Office to share
detailed data on the transactions done in
every post office in the UK. This allowed the
team to develop an analytical model of the
impact of changes in Post Office revenues
on the dze and shape of the network under
a range of scenarios (see Annex 3).

The project team visited post offices
throughout the United Kingdom (including
Scotland, Wales and Northern Ireland).
Talking to sub-postmasters about how they
saw their business was crucial to developing
an understanding of the economics of
running a sub-post office and of the
contribution that post offices make to the
vitality of their local communities.

The project team also consulted a wide
variety of other experts and stakeholders -
from the trade unions to the UK Passport
Agency, from the Countryside Agency to the
Association of Convenience Stores, from

POL00004418
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" 3.1 The business of the Post
- Office network

The Post Office network, which comprises
the physical network of post office counters,
is part of the Post Office! Group. The other
main businesses of the Group are mail and
parcel delivery and collection, through Royal
Mail and Parcelforce Worldwide. The Group
also has a call centre business - SSL - which
provides licensing and subscription services
{e.g. for the BRC). Figure 3.1 shows how
Group revenue breaks down between the
main areas of businesses.

The Post Office network receives income
from its clients (2.g. the Benefits Agency and

3. AN OVERVIEW OF THE POST OFFICE NETWORK

Royal Mail) to provide services or products
to its customers over counters in post
offices. The Post Office network’s customers
are mostly private individuals and small
businesses. Services range from the sale of
stamps, to handing out leaflets, to checking
passport applications have been completed
correctly, to cashing benefit entitlements.

The vadt majority (97%) of post offices

are run by private business people {sub-
postmasters or mistresses?) under a variety
of agency arrangements. These outlets are
known as sub-podst offices. The remainder of
the outlets - branch or Crown offices - are
staffed and managed by Post Office
employees,

v In this report the term ‘Post Office’ refers to the organisation as a whole, while “post office’ is used to describe an individual outlet.

2 in the remainder of this report the termn ‘sub-postmaster’ is used to describe both sub-postmasters and sub-postmistresses.
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Box 3.1: continued

» The Post Office Savings Bank began in 1861, offering savings facilities for ordinary wage
earners. At that time there were few banks outside major towns. Initially 700 post offices
provided a place to save money, but within 2 years this had risen to 2,500 offices.

By 1801 there were over 8%/ miillion accounts with deposits of over £140 million.

+ The monopoly of running the telegraph service was given to the Post Office in 1870 and
post offices were st up throughout the country to allow people to send and receive tdlegrams.

# The introduction of the parcel post service in 1883 meant that 15,000 post offices
had to be enlarged.

# The National Federation of Sub-Postmasters was formed in 1897,

= In 1900 there were 806 head post offices, 255 branch offices, 4,964 town sub-offices
and 15,815 country sub-offices. A total of 21,940 offices.

» From 1 lanuary 1808, Old Age Pensions became payable at post offices.

i

The Post Office took aver the National Telephone Company in 1812 to offer a unified
telephone system throughout most of Britain.

» During both World Wars, post offices played a vital role displaying general notices
and instructions, issuing forms and ration books.

= After the Second World War, state benefits (e.g. family allowance etc) became payable
nationwide via the Post Office counters network.

% The Post Office’'s new banking service, National Giro, (later called National Girobank)
began in 1968.

= On 1 October 1969, the Post Office ceased to be a Government department and
became a nationalised industry. Control of National Savings Bank was lost when it
became a separate Government Department, but post offices continued to act as
an agent on its behalf.

&

The Post Office was reorganised in 1986 into 3 separste businesses - Royal Mail Letters,
Royal Mail Parcels and Post Office Counters.

2

Post Office Counters Limited was formed as a wholly owned subsidiary of the Post Office
in 1987.

# Girobank was sold to the Alliance and Leicester Building Society in 1990,

# In july 1999 the Government published a White Paper on the Post Office (see Box 3.6).
The Postal Services Bill which enacts the changes set out in the White Paper is currently
before Parliament.

= In October 1999 the Post Office Group restructured its businesses around units which
either generate business for the network (called market-facing units) or deliver services
to customers on behalf of the market-facing units {(called service-delivery units).
The Post Office Network is a service delivery unit which looks to the market-facing
units to manage contracts with institutional clients (such as the Benefits Agency).

Source: Post O ffice
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Table 3.3: The size of other networks in
the UK, 1999

The size of the UK Post Office network is
unique among OECD countries. Figures 3.2
and 3.3 show that the UK has the most

P ol wordhip Up to 45,000 extensive coverage of offices relative both to
of which Anglican Churches 16,000 the size of its population and the surface area
Pubs 41,800 of the country. It has more post offices per
Coch michine 28,200 100,000 population than all but a handful of
o 23100 countries - 30% more than Germany and
o ' 10% more than France. Only the small island
Post offices 18,500 countries of Cyprus, Hong Kong and
Banks and building societies 14,400 Singapore have more post offices per
Potrol skations 13,700 100km2. Annex 4 provides further
vl pttoner sigee 11,000 mform_atson on post office networks in other
- countries and how they have adapted to
Libraries 4,900 changing economic, social and technological
Police stations 2,000 environments.
Benefit Agency offices and
Job Centres 1,400 : e 3
:;ﬁgs Wi 250 Although the UK Post Office network has
maintained its reach, it is not static. For
Source: PIU research example, around 10% of pod offices change

Figure 3.2: Post office coverage per 100,000 population by country, 1997
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Table 3.4: Customer satisfaction levels after office conversion, 1997

Waiting time 58
Staff friendliness 45
Access 59
Speed of Transaction 58
Opening hours 68
Easy to get to 43
Staff politeness 46

31 11
50 5
26 15
37 4
31

41 16
51 2

Source: Independent research for the Post Office at 50 franchise offices 6 months after conversion: 1997

newsagent, or stationery business. In rural
areas it will typically be the village shop.

The age digtribution of sub-pogtmastersis
shown in Figure 3.4. This shows that half
of sub-postmasters are aged over 50.

Sub-postmasters in rural areas tend to be older.

The Post Office estimate that 60% of
sub-postmasters are male, whilst 86% of
assistants are female. Where a couple run
a post office, the husband is often the
sub-postmaster, and his wife is counted
as an assistant.

In London and many other large cities, the
majority of sub-post offices are owned by
Asian families.

in general, a sub-postmaster will have
bought his sub-post office business from

an exiting sub-postmaster. Typically, the
amount he will have paid for the post office
business will be around 2-2"Y times the
annual payments that he would get from the
Post Office for running the office {(although
this varies substantially between locations).
He will also have paid for any other business
and property. S0 a sub-post office business
which receives payments from the Post Office
of £40,000 a year would typically have cost
the sub-postmaster up to £100,000 plus the

Figure 3.4: The age distribution of sub-postmasters, 1999

14%

36%

Source: National Federation of Subpostmasters
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Box 3.3: Main services available at post offices
Post offices offer over 170 services including:

# Banking services - Branch transactions for Alliance and Leicester Girobank, Co-op Bank,
Lioyds TSB, Barclays and National Savings.

# Cash management for businesses - deposits, cash provision, 3rd party cheques.

+ Bill payment, bureau de change and postal orders,

# Pensions and other benefit payments.

+ |nsurance services.

¢ Car Taxt, TV and Fishing Licences.

+ National Lottery tickets.

+ Mail and distribution - stamps, parcels, redirection, track and trace, special delivery.
# Passport renewal applications.

+ Phone and Cable services - bill payment, pre-pay mobile phone vouchers,

Post offices also play an impartant role in circulating cash. Around a quarter of the cash in
circulation at any one time has originated through a post office. A similar amount will find
its way back into post offices in the form of cash deposits.

Reciprocal exclusivity means only Royal Maill
and Parcelforce can use the Post Office counters
network for express mail and parcels business,
The Post Office network is not able to accept
express mail and parcels for distribution by
competitors of Royal Mail and Parcelforce.
Similarly, Royal Mail and Parcelforce are
prevented from using other networks to
receive express mail and parcels for distribution.

There are great variations in the volumes

of business transacted at different outlets.
Figure 3.5 shows how the volumes of
business in the smaliest post offices compare
to volumes in the largest. The largest 2,000
post offices account for around 40% of total
Post Office business whilst the smallest 2,000

account for less than 1%. The Post Office last reviewed reciprocal
exclusivity in 1994. This concluded that,
whilst relaxation of reciprocal exclusivity
would attract some new business from other
carriers, this would be more than offset by
the loss of Royal Mail and Parcelforce
business. This was because:

The mail and parcels business of the Post
Office network is restricted by agreements
with Royal Mail and Parcelforce. These

agreements enforce an arrangement known = most of the business gained from other
as ‘reciprocal exclusivity'. carriers would be at the expense of
Parcelforce;
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open. However, there are good reasons for
the restrictions:~

= Whilst some individual sub-postmasters
might gain from a relaxation of the
restrictions, the Post Office network could
{ose out. The Post Office pays some sub-
postmasters less per transaction than they
would get by negotiating directly with
jottery operators or other clients because it
uses the revenues it receives to make cross-
subsidies to less profitable parts of the
network. Without the restrictions, these
cross-subsidies could not be maintained
and it would be more difficult to sustain
the current size and shape of the network.

= They drengthen the Post Office’s
negotiating position with clients for the
network’s services. This position might be
weakened if clients could negotiate directly
with each sub-postmaster.

For these reasons, the National Federation of
Sub-postmasters generally supports the Post
Office’s policy. However, the Post Office must
continue to keep its policy under review to
ensure the restrictions are no tighter than
absolutely necessary. Not to do so might
undermine the ability of sub-postmasters to
act entrepreneurially.

POL00004418

35 People using post offices

The Post Office network serves an average of
28m customers a week who together make
45m visits. Although virtually everyone uses
a pogt office from time to time, post offices’
most frequent customers are older and
poorer people. This is mainly because a large
part of post offices’ business is benefits-
related but also because more affluent people
tend to use other delivery channels such as
the telephone, the intemet or automated
credit transfer. Figures 3.6-3.8 show the
make-up of the network’s customers,

The Posgt Office network has high brand
recognition and it is highly trusted by

its customers. Figure 3.9 summarises the
findings of Post Office research on public
attitudes towards post offices compared
with other outlets.

Post offices are also used by businesses. For
example, 80% of businesses with under ten
employees use post offices. Amongst typical
business users are shops who use the post
office to deposit their takings through a
Girobank account.

Figure 3.6: Weekly Post Office network customers by gender, 1998
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3.6 How has the network
- changed?

The Pogt Office network has, of course,
changed over its history. But compared to the
environment in which it operates,

and compared to other physical networks, the
Post Office network has changed

remarkably little (see Box 3.4). It has failed

fo take up new business opportunities quickly,
partly because of restrictions on its commercial

freedom, its social obligations and under-
investment in the network. But it is also
because the Post Office has not reacted
quickly enough to changing preferences
and new opportunities.

The Post Office White Paper (see Box 3.5)

set out how the Government plans to change
this relationship. The Post Office is also
automating its outlets under the Horizon
project (see Box 3.6}

Box 3.4: A slowly changing network

= Maore and more people expect to do business outside traditional opening hours. Other
services have responded by extending their opening hours into the evening and on
Sundays. But most post offices continue to open from 8 to 5 with a half day on
Saturday. Many also close on Wednesday aftemoons.

+ The majority of sub-postmasters still work under a contract which can be traced back
a hundred years. These contractual arrangements have played an important role in
maintaining the network. Newer contract types have been introduced in the last decade
which give greater emphasis to encouraging investment and higher service standards.

# Many sub-postmasters see themselves as employees of the post office and have weak
associated retall business. The conversion of branch offices and the entry of multiples
running convenience stores into the post office business is changing this. In urban
areas the post office is increasingly becoming another service offering alongside a

successiul retail business.

+ Other retail businesses have invested in 1T to deliver service improvements and realise
efficiency gains. Until the Horizon project - in which the Government has invested
£500m and which will, by 2001, automate and link-up every office - information was
passed around the network using paper-based methods, This has limited the scope for
efficiency savings and the exploitation of new business opportunities which require
access to on-line databases e.g. network banking and one-stop-shop advice services,

= The Post Office has been slow to exploit new business opportunities and lines of
business have remained fairly similar. The network has increasingly found itself with

customers who are elderly or poor.

+ By and large the network has been preserved. Over the last ten years the number
of post offices has declined by 10%. Almost all closures have been in rural areas
By comparison, the number of banks and building societies has dedlined by 25%
whilst the number of petrol stations has declined by 30%.

POL00004418
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Box 3.6: The Horizon project

in 1996, work began on a project to automate all post offices. The project was based
around a magnetic swipe card that could be used to claim benefits and provided an
infrastructure which could eventually enable all the other Post Office products and services
to be automated. The project was complex and delays led to higher than expected costs.

in May 1998, with the project considerably behind schedule, the Government decided

to cancel the swipe card part of the contract, but continue with the automation of post
offices. Instead of benefit claimants using a swipe card, it was decided that benefits should
be paid directly into claimants’ bank accounts, and that the Benefits Agency would transfer
benefit recipients to this method of payment between 2003 and 2005.

The project will cost around £1 billion, around half of which will be funded by the
Government. By Christmas 1999, over 1,500 offices had been automated and since january
2000, 300 post offices a week have been automated. It is planned that the entire network
will be automated by early summer 2001, There will be 40,000 horizon terminals and
70,000 people will have been trained to use them

The computers used by the counter dlerks have touch screens for easy use and the Horizon
project will allow the Pogt office to reduce its reliance on paper-based methods, streamline
its internal processes and offer a more modem service to its clients and customers. Horizon
will also help to enable the Pogt Office to extend its commercial arrangements with the
banks and to deliver electronic Government senvices by providing the ability to read smart
cards, magnetic swipe cards and barcodes. This offers potential clients maximum flexibility,
and the Post Office will need to work hard to exploit the potential benefits the automated
platform provides.

A Horizon terminal

G/21/27
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# Lottery ticket sales for Camelot.

# Other Government business, for example
passports (Home Office) and welfare foods
{Department of Health).

= Other commercial clients or services
for example the sale of mobile phone
vouchers or Bureau de Change services.

Figure 4.1 illustrates how total Post Office
network income breaks down between these
various sources, The Post Office network’s
heavy reliance on Benefits Agency and Royal
Mail income is clear.

Although the overall income of the network
has remained broadly unchanged in real terms
over the lagt five years, there have been dight
changes in its composition. For example,
whilst income from bill payment has declined
dightly as a result of greater compaetition in
the bill payment market, new sources of
income such as the National Lottery and
Bureau de Change have come on dream.

Expenditure in 1998/99 almost equalled
income. The main sources of expenditure are:

+ payments to sub-postmasters (45% of
expenditure);

= the direct costs of operating branch offices
with directly employed Post Office staff
(18% of expenditure};

@ the costs of servicing and supporting
the network (e.g. transaction processing,
agent remuneration and contract
management, cash handling, distribution,
field management, and VAT and National
Insurance contributions associated with
sub-postmasters); and

= corporate functions {e.g. marketing,
human resources, financial planning and
audit). The last two together account for
36% of total expenditure.

Over the five years to 1998/89, the Post
Office network made a small profit of around
£30m per annum. But future prospects are
less certain as the network is likely to face

Figure 4.1: Sources of income for the Post Office network by broad category, 1998/99

23%

Source: Post Office report and accounts 1998/99

: Benefits

Mails

- Bill payment
Banking

National Savings

Lottery
Other Government

Qther
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Table 4.1: The range of contract types used by the Post Office for sub-post offices, 1999

: i %‘?& i i
The fixed payment element is specific to each post
office. The variable payment rates are the same for all
offices. The contract is based on 3 month's notice on
either side,

14,900

Community 2,000 Similar to the scale payment contract, but the
fixed payment element is partly dependent on
opening hours,

Modified 660 The contract for branch office conversions. Its terms
are similar to those of the scale payment contract,

but all offices have a £15,000 fixed payment element,

Company franchise 225 A new form of contract, It is a five year franchise
agreement aimed at multiple retallers which requires
higher standards for capital investment and service

levels, Payments are made up of a veriable element

Hodernising The Post Office Network

Revolution:

Counter

&
(=]

plus a volume related premium. The result mimics a
fixed and variable payment structure,

Independent franchise 45

Similar to the company franchise contract, but aimed

at non-multiple retailers,

Source: The Post Office

buried within the history of the contract and
have continued because of the difficulty in
reducing payments to sub-postmasters
without threatening the viability of offices.

Whilst the UK network is centred around the
self-employed sub-postmaster who usually
runs the post office alongside another retail
business, many other countries’ networks
{e.g. Japan and France} are run entirely

or mostly by directly employed staff,

An advantage of the UK approach is that
sub-post offices are relatively efficient.

This is for two reasons:

= the overheads of running the post office
can be shared between the post office and
other business; and

= the presence of a post office pulls people
into a shop where they may spend money
on other products. That is, the post office
generates “footfall” or custom for the
associated business.

it is the prospect of footfall that is most
attractive to multiple retailers. In terms

of crude gross profits per square foot,

post offices can appear to perform poorly
compared to well-managed retail businesses,
But the attractiveness of the post office
business is that it brings in valuable footfall.

The sub-post office business model - using
agents or franchisees and combining the post
office with other businesses - is one to which
other countries are moving in order to
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Figure 4.3: Income generated for the network against the cost of maintaining outlets

by size of sub-post office, 1998/99
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Source: PiU analysis of Post Office data

Office. In total these offices lose the Post
Office around £35-40m. The vast majority
of these are small rural sub-podt offices

The urban network as a whole is profitable
{making over £100m a year) - with around
90% of urban post offices making money for
the network. By contrast, the rural network
toses around £25m a year - with around
60% of rural post offices losing money for
the network. Branch offices, run by directly
employed Post Office daff, also lose money -
the PIU team estimate around £50m a year.
The precise amounts depend on how

central business overheads and exceptional
items are allocated.

For sub-post offices, cross-subsidy is
administered through the fixed and variable
payment system. An office which generates
a very small amount of income for the Post
Office (and consequently receives a very
small variable payment)} receives a much
larger fixed payment. Thisis, in effect, a

“top-up” payment which serves to keep the
post office in business. On average, half of
rural sub-postrasters’ payments are derived
from the fixed element compared to a third
in urban areas.

Any reduction in overall network income
would increase the proportion of post offices
that lose the Post Office money.

Figure 4.4 shows the volume of sub-post
office business transacted by the urban and
rural networks and the costs to the Post
Office associated with these outlets. Whilst
the rural network transacts 25% of business,
it accounts for 30% of costs. Branch offices
transact 20% of business but account for
25% of the cogts.

Figure 4.5 shows how the business of the
different parts of the rural network varies.
The busiest third of the rural network
generates 85% of the business but incurs
only 80% of the cost. The least busy third
generates just 1% of the business but incurs
8% of the cost.
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# they do not fully exploit the additional
income generation opportunities from
footfall, though some minor footfall
benefits are gained from the 200 or so
Post Shops in branch offices selling
stationery and mail products; and

= they often have higher property costs
because they are in more expensive areas
in cities and large towns.

Figure 4.6 illustrates the income generated
by branch offices and their operating costs,
compared to converted offices, The largest
third of converted offices are, on average,
roughly the same size as the smallest third
of the remaining branch offices. But, as the
chart shows, they operate at around 60%
of the cost.

The PIU estimates that conversion of

all remaining branch offices would produce
recurring savings of around £80m a year.

In realising these savings the Pogt Office

would also incur one-off costs. The Post
Office White Paper, published in 1999
agreed that the Post Office should continue
to convert branch offices where this
produced economic and customer service
benefits, subject to at least 15% of the
network’s overall business continuing to

be conducted in branch offices.

Within these constraints, there is still

much that the Post Office can do to improve
branch offices. Improving the retail business in
branch offices - perhaps forming alliances
with High Street retailers could help to exploit
the valuable footfall generated by post office
customers. And in some cases, it may be
sensible to re-locate branch offices to better
High Street locations. The Posgt Office have
taken the first steps to do this by relocating
branch offices into the Co-op in Sheffield and
Birthdays in Waterlooville. They are also
engaged in a review of branch office efficiency
with the Communication Workers Union.

Figure 4.6: Comparative income and expenditure for branch offices and converted

offices, 1998/ 99

600,000
500,000 -
400,000

300,000 4

Annual average (£)

200,000 +

100,000

SRR S

SERERR

O H
converted bottorn  converted middle '

third third

converted top

branch bottom branch middle branch top
third third third

Modernising The Post Office MNetwerk

Counter Revelution:

ad
=Y

Source: PIU analysis of Post Office data
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Figure 5.1: Percentage of settlements having a post office, by settlement size, 1999
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Source: Post Office (settiement population figures are drawn from the 1891 census)

Table 5.1: Services in English parishes, 1997  85% of people in rural areas live within
a mile of a post office and 99% live
within three miles {see Table 5.2).

Table 5.2: Distance to the nearest post

Village hall/cormmunity office in rural areas, 2000
centre 72
Public house 71
Post office 57
School of any kind 51
General store 30 3 miles 99
Petrol station 25 o
Source: PiU analysis of Post Cffice data

Greengrocer/Butcher/
Bakery 18
GP 17 - 5.2 ...but the rural network
Bank/building society - is slowly contracting
brach 9 The Post Office makes significant efforts to
Library 9 maintain a large post office network. Unlike
Citizens Advice Bureau 6 other service providers, the Post Office has
Cash machine 5 not actively sought to close down any rural

, . outlets over the last decade. Rather, it has
Police station 3

seen its role as maximising the size of the
Source: '1897 Survey of rural services’, Rural Development Commission network. Whenever a Sub-postmaster
decides to resign and is unable to find

Another way of looking at the coverage someone to take over the post office, the
of the rural network is in terms of the Post Office’s regional staff make every
proportion of the rural population living effort to persuade others in the village
within a certain distance of a post office. or elsewhere to take on the office,

G/21/37
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Figure 5.3 Number of Rural Post Offices
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Box 5.2: The gradual attrition of the rural Post Office network

There has been a dow but Seady contraction in the Post Office network. Virtually all of this
contraction is attributable to the closure of the smallest offices in rural aress. These closures
~ often referred to as force majewre’ closures - are usually the result of sub-postmasters
resigning or dying and the Post Office being unable fo find a replacement sub-postmaster
o run the office.

‘Force majeure’ closures have occurred despite the Post Office having a policy which has
sought to keep such post offices open. Under the Post Office’s remuneration system, most
of the payments fo these small outlets have been fixed and are not dependent on volumes
of business. Given that this fixed element of pay has generally risen in line with inflation

in recent years, Post Office payments have usually protected sub-postmasters against
declining pogt office business,

Sub-postmasters running small offices resign for a variety and combination of reasons -
hut predominantly as a result of their age. Other factors might include:

e

+ declining financial retumn from the whole outlet;

- a desire to turn the premises back to purely residential use;

reaction to an incident {such as a crime at the office); and

£

major change which the sub-postmaster feels unable to cope with (such as the
introduction of Horizon).

G/21/39
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" 5.3 Why do rural post offices
matter?

The fact that the post office is often the only
service left in many rural settlements gives it
a special place in the community. Villagers
have seen shops, banks and petrol stations
close but have remained confident that the
post office will remain.

So even though an individual post office
may conduct only a very small number
of transactions, its perceived value to the
community may be out of all proportion
to how busy the pogt office is.

However, although there is a great deal

of anecdotal evidence on the wider social
benefits of rural post offices, there is little
systematic evidence of the magnitude of
these benefits in practice. Also, the extent of
social benefits from any single post office will
depend on local circumstances, such as the
availability of other services, and transport
links with nearby retail services.

There are three main ways in which post
offices in rural areas, in particular, can
provide wider social benefits for their
local communities:

= they help to keep open the last village
shop or other retail outlets;

= they support wuinerable people; and

= they act as a focal point for the community.

Table 5.3: Rural post offices and shops, 1997

POL00004418

in rural areas the great majority of post offices
(80%) are run alongside a shop (see Table 5.3).
In around 2,000 rural settlements the shop
attached to the post office is the ladt retail
outlet in the village. The sub-postmaster/shop
owner relies on combining the income from
the pogt office side of the business with the
income generated by the village shop. Together
they are sufficient to give sub-postmasters

a modedt living income. But with increasing
numbers of villagers preferring to visit the
nearest supermarket, village shops have been
squeszed in recent years - and are likely to
remain under pressure,

For those without their own transport, the loss
of the post office/village shop would mean
increased costs in the form of extra travel

time and transport cogs to reach the next
nearest pog office/shop. Post offices are thus
particularly important in deprived rural areas.

Bven in those rural settlements where there are
other shops, the post office can make a special
contribution to the local economy, asitis
usually the only place to take out cash (unless
a local garage or pub does cashback). Once
people have cash in their hands, they often
spend it in other local shops. This footfall
effect from post offices to other retail outlets
helps to support local businesses in many
villages. Research carried out by ERM for the
Countryside Agency earlier this year (and to

be published shortly) found that in settlements
of between 1,000 and 5,000 people, residents
spent up to £100,000 monthly in other shops
after withdrawing cash from the pog office.

Post office with shop 6,400 2.000 8,400
Standalone post office 1,000 1,100 2,100
Total 7,400 3,100 10,500

Source: Pl aestimates derived from the Rural Development Commission 1997 survey of rural services
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While sub-postmasters in rural and urban
areas both perform this role of supporting
vulnerable people, it is particularly valuable
in rural areas where alternative sources of
advice and support are harder to come by.

Even in a large village, the pod office can
act as a focal point for the community. Along
with the village hall and the parish church,
the post office gives members of the
community a place to congregate, and the
sub-postmaster is a respected member of
the local community. For many elderly
people, their weekly visit to the post office
is the social highlight of the week. it is their
one chance to meet and talk with friends.
Many arrange to go to the post office at the
same time as their friends each week.

It is also a place to access information. Post
offices are used by the police, local authorities
and tourist attractions to display information.
in Wales, the Post Office provides extensive
bilingual materials, and often bilingual
customer service,

A number of people have told the project
team that they believe ‘a village is not a
village without a post office’. Although some
of the smallest villages do not have post
offices, it is certainly the case that any larger
village would see the presence of a post
office as essential to its identity.

Post offices in rural areas contribute a great
deal to their communities - over and above
their function as a place to conduct
transactions. The Post Office has long
recognised this - and that is why they make
every effort to maintain as large a rural
network as possible.

But the Post Office’s response has not been
without cost. As chapter 4 has shown the
PIU team estimated that only around 40%

of rural offices generate enough income to
break even. A commaercially driven Post Office
which sought to close down loss-making rural
offices would realise savings of £60m a year.

54 Rural Lincoinshire - a case
- study of post offices

The only way really to appreciate the
important role that post offices play in rural
Britain is to look at some examples. The PiU
team visited rural post offices in Lincolnshire,
Gloucestershire, the Borders region of
Scotland, South Wales and County Armagh
in Northern ireland.

There are over 300 pogt offices in Lincolnshire,
of which over 250 are in rural areas (see Map
5.2). Map 5.1 shows the post offices in the
particular area visited by the PIU team.

Map 5.1: Gainsborough and Lincoin Area
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Box 5.4 describes the post offices which
the PIU team visited along the road from
the small market town of Saxilby to the
village of Corringham.
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Box 5.4: Post offices along the road from Saxilby to Corringham

The small market town of Saxilby is about 5 miles north-west of Lincoln. It has a
population of 3,000. There is a large Co-op supermarket in the town and a number of
other smaller shops. The last bank branch closed six years ago, but a mobile bank visits
three times a week for one and a half hours.

The post office in the town s the busiest office in the locality - with more than 500
pensioners claiming benefits here. It has 4 counter positions, and s co-located with o
stationery shop which also sells cards and toys. There is a separate till behind the post
office counter for this secondary business

The sub-postmaster recently refurbished the podt office at a cost of £11,000. Most of the pogt
office’s customers live in the town. But a significant proportion of customers travel from nearby
villages - either because their own village does not have a pod office, or because they happen
to be in the town for other reasons. Attached to the pogt office is a Royal Mail sorting office
which is also managed by the subpostmaster - and provides an additional source of income.

Following the road north from Saxilby, the next settlement is Sturton-by Stow - a
medium-sized village about 1'Y% miles away. The post office is within a large well-stocked
general store - which is the only place to buy groceries in the village. It has two counters
and is used by almost 200 pensioners to collect benefits. There is another small general
store in the village.

Stow is a small village less than one mile further north. It has a pub and a church but
no shops. The post office serves around 75 pensioners, and does not stock any groceries,
it is run by an elderly sub-postmistress,

Normanby by Stow s the next settlement on the road - about a mile north of Stow.
it has a population of about 20 people, and does not have a post office or any other shops.

The next village on the road is Willingham which has almost 500 residents. The post
office here closaed 3 years ago after the sub-postmaster resigned due to age and did not
offer his premises for continued use. The Post Office approached others in the village, and
found one potential applicant. But there were problems obtaining permission for the
change of use of the new premises, so the application fell through.

The small village of Kexby (located about a mile further north) has around 70 residents
and does not have a post office.

The next village is Upton (less than a mile north of Kexby) which has around 400
residents. It has a post office serving over a hundred pensioners, run by a couple, and
combined with a general store. There are no other grocery shops in the village, but many
of the village's residents opt to do most of their grocery shopping at a supermarket in
Gainsborough (about six miles away).

Going north from Upton, the next two villages are Heapham and Springthorpe -
both with about 100 residents and without a post office.

G/21/45
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# Only the post offices at Saxilby and
Sturton-by-Stow are busy - the others
each do relatively few transactions.

Villages without a post office tend to be
hamiets - four of the five villages without
a post office have less than 100 residents.

= Willingham is the only village with a
significant population without a post office
- almost 500 people. But here the post
office closed when it proved impossible
to find a replacement sub-postmaster.

= The five post offices and the mobile bank
which visits Saxilby three times a week
are the only places to take out cash along
this route.

This small stretch of road represents only a
tiny part of rural Britain, and the five pogt

offices only a tiny part of the rural post office
network. But this part of Lincolnshire is
typical of most parts of rural Britain. What is
most striking is the way that post offices
remain in villages which have very few other
services, giving post offices a special place in
the hearts of villagers.

5.5 Rural post offices in other
. parts of the country

Much the same is true throughout the United
Kingdom. Box 5.6 sets out examples from
Northern Ireland, Scotland and Wales.

Such post offices were featured in stamps to
commemorate the centenary of the National
Federation of Sub-postmasters in 1997

(see Box 5.5).

Box 5.5: Stamps issued on 12 August 1997 to celebrate the
centenary of the National Federation of Sub-postmasters

Painswick Post Office,
Gloucestershire

Haroldswick Post Office,
Unst, Shetlands

Ballyroney Post Office,
County Down

Source: Fost Office

Beddgelert Post Office,
Gwynedd

POL00004418
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56 How the Post Office and
rural communities are seeking
. to maintain rural post offices

The difficulties encountered by the Post
Office in attracting new sub-postmasters has
led it to think creatively about post office
provision - developing new models which
can function in smaller settlements in order
to provide as broad a coverage as possible.

Community offices are post offices which
keep shorter hours - ranging from offices
which only open for a couple of hours a
week to those which open for half a day,
five days a week. Typically, the Post Office
seeks to convert full-time offices doing low
volumes of business to community status
whenever a sub-postmaster retires or decides
to move on. The shorter opening hours

of community offices often make it easier to
attract replacement sub-postmasters. The
Post Office is also able to reduce its costs by
paying remuneration to reflect the shorter
working hours. Typically, a sub-postmaster
running a part-time office would receive
around £3,700 annually, with the Post Office
incurring a further £5,000 to service the

outlet. The overall cost savings from
converting offices to community status are
small but the real value of the change is the
ability to maintain an outlet where otherwise
the post office might close. Box 5.7 gives an
example of a community office.

The Post Office has been examining the
contribution that mobile post offices might
make. So far, they have run two pilots - one
in the Lake District and one on the Devon-
Cornwall border. The former is run from the
Carlide branch office and the latter by a sub-
postmaster. Because of travelling time,
mobile post offices tend only to visit each
village for a short period every week - for
example, 30 minutes each in the case of the
Devon-Comwall pilot, which has to cover
30-40 villages. There is also a significant cost
in maintaining a vehicle for mobile provision.
Given the large amount of cash which post
offices need, there are additional costs in
ensuring that the vehicle is secure. So,
moving to a mobile office, saves the Post
Office little money over a normal post office
facility. But it can help to provide post office
provision for those who have lost their local
post office.

Box 5.7: An example of a community office

Rudry Post Office, near Caerphilly

Rudry post office is in the middle of the
village and is combined with its only shop,
which sells basic groceries. Most of the
customers are pensioners and mothers

collecting child benefit payments. The
sub-postmaster helps them by running a
Christmas saving club. This was a full time
office, but was reduced to a community
office five years ago. it is open 0900-1300
and 1400-1700 on Monday and
0800-1300 Tuesday to Friday.

Rudry Post Office

POL00004418
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Box 5.9: Unusual rural offices Torksey Post Office

= Torlksey Post Office, Lincolnshire is in the
hallway of the sub-postmistress’s home -
with a specially adapted front-door which
also serves gs the pod office counter. The
office is open standard hours.

= Stanton-by-Dale Post Office, in
Derbyshire, is based in a converted World
War ll air-raid shelter, located behind the
former school. The sub-pogtmistress leases space for the office from owners of the building

to which the shelter Is atteched. It is a community office open every week day moming.
Space is alew leased to a small food shop.

+ Oulton Post Office, in Staffordshire, has been transformed from a public toilet situated
on the premises of a garage. When the previous sub-postmiaster resigned the village was
without a post office for some time and many people switched to using another nearby
office. Not all of them have switched back to use this office, although the office is open
standard hours and is easily accessible.

= Wentbridge Post Office, near Pontefract, is run from the dining room of a guest house
located in the centre of the village. The proprietor tock on the role of sub-postmistress
following the closure of the village’s two shops. it is a community post office, open each
weekday moming.

Box 5.10: Voluntary support for the post office

Brool, isle of Wight

This office was situated in a caravan without electricity. It could not therefore have a
Horizon [T terminal installed. In 1898, the Post Office arranged a public meeting to try to
find a solution. Isle of Wight council donated a Portakabin, the sub-postmistress paid for this
to be fitted out, and the local community raised £1,400 for landscaping the site, installing
the Portakabin and having an electricity supply installed. The office can now be
computerised later this year

Denston, Staffordshire
In Denston each villager bought a brick for the new post office.

Local authorities also have the power to make cost-effective solution for the council than
grants to sustain post offices. Box 5.11 supporting a post office.

illustrates an example where one has done so. ) i
The Countryside Agency supports what is

Local councils can also help by ensuring that often the retail side of sub-post offices

bus routes allow communitites without a through its Village Shops Development
post office to get to a nearby post office Scheme, which offers grants to improve
easily. In some cases, this may be a more village shops. In 1988/9 it made 254 grants

totalling £600,000.
G/21/51
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6. URBAN POST OFFICES - THE NEED FOR
MODERNISATION

' 6.1 Post offices within easy Urban offices account for 75% of Post Office
| reach of all transactions and the same proportion of the
network’s revenues.

More than 99% of people living in towns

and cities (with more than 10,000 residents) On average, people in inner-city aress live
are within a mile of a post office. But for closer to post offices than people in suburban
most people, their nearest post office is much  areas. This is because whilst the number of
closer - on average, about a quarter of amile  post offices per 10,000 population is roughly
from where they live. And almost two-thirds the same, population density tends to be

of those in urban areas live within */= mile of  higher in inner-city areas.

more than one post office.

Hodernising The Post Office Network
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This ubiquity of post office coverage is not small newsagents, or perhaps a grocery store
restricted to London - it is repeated in towns {see Box 6.1 for typical local offices).
and cities across the UK.

6.2 Where are urban pOSt Around 1,500 post offices are located on
 offices? High Streets, alongside major retail chains.

These offices tend to be busier than smaller
focal offices - providing services for local
businesses as well as residents. These are also
Most are located in local shopping parades - the kind of offices which people visit during
in general, sharing their premises with a their lunch-hours -~ as they are generally

Box 6.1: Typical local offices

The PIU team visited a number of local post offices. We have anonymised the examples
below as sub-postmasters were concerned that if their offices were named in the report,
it might make it harder for them to sell them or could make them a target for criminals.
Unfortunately this means we cannot include pictures of these offices.

A post office in North London

This post office is in a relatively deprived area of North London. it is located on a busy road
and is near a number of convenience stores and other shops. it is run by an elderly Asian
sub-postmaster and his wife, with the assistance of a younger man at busy times. Its frontage
is glass in an aluminium frame, but unlike many other local shops it does not have a roll
down metal grille for security. Its fascia is painted and shows the old Post Office and
Girobank logos, both of which are faded. It has three counters and its interior is panelled in
veneered wood. The counters and interior appear not to have been refitted for over twenty
years and reflect the wear and tear they have had in that time. It has a few shelving units,
which hold some yellowing battered cards, and padded envelopes. The area behind the
counter appears disorganised.

A post office in South London

This post office, in a deprived area of south London, is in a shop selling a few stationery
products set amongst a simall parade of shops. The sub-postmistress would like to diversify
the retail offering but cannot because the lease on the premises restricts what can be sold
in the shop. She bought the business with her husband, but he has not worked in the post
office since he was injured in a criminal raid on the post office a few years ago.

A post office on the outskirts of Leicester

This small post office, a few miles west of Leicester city centre, is in a shop selling sweets,
newspapers, cigarettes and a few grocery items. The current sub-postmistress bought it
recently. The post office is in a side street close to a busy dual carriageway. There are no
other shops in the immediate area and there is little passing trade. Most customers come
from a small set of surrounding streets. The sub-posimistress has started to sell sandwiches
to people who work in the vicinity, to boost retail business,
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Box 6.3: Post office at Curleys, Belfast

The Kennedy Centre on the Falls Road in
Belfast has a post office located beside

its anchor store, Curleys Supermarket.
The post office initially had five counters
but two more are being added to meet
increased demand. It includes a dedicated
bureau de change.

A smaller number of urban post offices are
focated in larger shopping malls or in major
supermarkets (see Box 6.3). But, in general,
as these locations can be relatively hard

to reach on foot or by public transport,

the Post Office has tended to find that
customers prefer to use offices which are
easier to get to.

There are also post offices in a variety of other
places where people need access to their
services. They vary from university campuses
{e.g. Surrey, Sussex, Lancaster and Warwick
Universities) to airports (e.g. Heathrow,
Gatwick, Manchester and Glasgow) and
tourist attractions (e.g. the Dome)}. Each of
these offices serves a different group of
customers, and as a result do a very different
mix of transactions.

Curleys Post Office

63 Retail and other trends
. affecting urban post offices

While the incomes of urban sub-postmasters
from their podt office businesses have
remained relatively steady over the past five
years, incomes from their ancillary businesses
have been squeezed by trends in retailing
{see Box 6.4).

Local grocery stores and newsagents have
found it increasingly hard to keep their
customers. This loss of income has hit local
stores - and meant that their owners have
struggled to make ends meet. The result has
been a vicious circle - falling demand has
meant that shopkeepers have been unable
to find the funds necessary to invest in their
upkeep, resulting in a greater fall in demand
{see Box 6.5).
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Those small retailers who have had a post
office have had something of a cushion. The
post office side of the business has provided
a steady source of income. And the fact that
the post office has continued to attract large
numbers of people into the shop has helped
to keep up income from impulse purchases.

In general, the quality of post offices

has failed to keep up with modern trends

in retailing. While there are notable
exceptions, post offices have become less
appealing places to visit. Affluent customers,
in particular, have tended to use local post
offices less frequently. This is a trend that the
Post Office needs to reverse by meeting the
service needs of increasingly sophisticated
CONSUMErs,

As a consequence, urban post offices have
become increasingly reliant on serving the
poorer and more vulnerable members of the
community. Sub-postmasters told the PIU
team that they have found that their main
customers are either pensioners or people
on henefits. Their main business is to collect
benefits and to pay towards utility and other
bills over the counter.

Though supermarkets have captured an
increasing share of the retail market, there
are opportunities for neighbourhood retailers
in urban areas that the Post Office needs to

exploit. The most successful are likely to be
local convenience stores. Such stores can:

= provide a locally accessible place to buy
essential groceries which run out before
the next visit to the supermarket or the
next order over the internet; and

= open the hours that customers want, often
into the evening and seven days a week.

These stores thrive on the ability to offer local
residents all the services they want under the
same roof - bringing together the services of
independent specialist shopkeepers such as
greengrocers, newsagents and off-licences.

The overwhelming majority of convenience
neighbourhood stores are currently operated
by independent retailers. Over time, thisis
likely to change given the efforts of the
supermarket chains (such as Budgens and
Sainsbury’s) to expand their market share
into this segment of the market. But well run
independent stores will continue to have a
place alongside these multiples. What each
of them will require is the ability to invest

in high-quality premises which customers
find appealing.

And as these stores need to attract as many
customers as possible, many of them will
want to provide post office services ~ since a
post office will provide valuable footfall for
the business. These stores will also attract
customers who might not otherwise use post
offices, w0 locating post offices in convenience
stores may help to boost the number of more
affluent people using post offices.
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either have to use these poor quality shops
or travel some distance to get to their
nearest supermarket.

Unlike other retail chains, the Pog Office has
not taken action to withdraw from these areas.
As a result, the density of post offices in these
areas is often greater than in other urban areas.

But, as in some rural areas, the existence of a
pogt office in deprived urban areas can provide
an anchor for the local store. The post office
side of the business provides an additional
source of income for the sub-postmaster/local
retailer - and helps them to sustain a living.

Some of the best examples of vibrant shops in
deprived neighbourhoods are run alongsde a
post office. Box 6.9 describes a post office

on a peripheral estate in Leicester - where
the post office is truly at the centre of the
community. By providing a range of services,
the sub-postmistress and her husband have
made a successful business in one of Britain’s
most deprived neighbourhoods.

But, there are also examples of post offices
which are unable to break out of the vicious
circle faced by many local retailers. The
additional income from the Post Office

helps to stop the store going out of business,
But the outlet remains poor and in need of
more investment. The outcome is a less than
satisfactory experience for customers - in
many cases, a narrow product offering with,
for example, few fresh fruit and vegetables.
Often the sub-postmasters running these
outlets are keen to get out of the business but
are unable to find a purchaser (see Box 6.10).
Research commissioned by the PIU from
Christie and Co. found that the level of
interest in buying sub-post office business
has declined significantly over the last year.

The challenge for the Post Office and for
other players is to shift the balance between
outlets which are struggling and vibrant local
stores such as the one in Leicester. Achieving
this re-invention will require an effort over
and above that necessary for the rest of the

urban network. It may be more difficult to
lever in the necessary investment for renewed
retail outlets in particularly deprived
neighbourhoods.

Box 6.9: Post office on a
peripheral estate in Leicester

Guthridge Crescent Post Office

Guthridge Crescent is located on the
Braunstone Estate and is approximately
2% miles from the city centre. The area
comprises mostly council accommodation
and is made up of low income families.
There is unrestricted car parking available
outside the outlet with a bus stop only a
few metres away. The office serves mainly
residents from the estate - there is little
passing trade,

Guthridge Crescent podt office was
completely refurbished during 1998/99.
Prior to the current sub-postmistress
taking up her appointment, the office
was located within the shop next door.
To provide additional space for customers
and to encourage retail sales, the
premises were knocked through to

make one much larger unit.

The shop sells newspapers, stationery,
swests and groceries and has an
off-licence. The sub-postmistress is
popular locally and regularly raises
money for the local hospital. The recent
installation of an online lottery terminal
will help to bring in more customers.

Guthridge Crescent Post Office
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7. CHANGING LINES OF BUSINESS

Modernising The Pest Office Hetwork

Counter Revelution:
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' 7.1 The network has new

- opportunities, but faces
challenges to existing lines
- of business

Historically, people have seen post offices as
places to do Government business, The post
office has been the natural place to buy

stamps, pay utility bills, access benefits
and post letters and parcels.

But this is changing and the Post Office must
do more to change with it. Increasingly
people are choosing to do these traditional
transactions by other means - buying stamps
in shops or paying utility bills by direct debit.
The Post Office network has begun to respond
by diversifying into new lines of business,
Selling lottery tickets, offering currency
exchange facilities and selling pre-paid
vouchers for mobile phones are all examples
G/21/65
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Box 7.1: Postal Services over the Internet in the USA

In August 1999, the US Postal Service (USPS) introduced PC Postage ™dn its website. This
allows customers to purchase and print postage stamps at home. Each stamp has a unique
barcode. The website also allows customers to order postal merchandise, celculate rates,
download software to expedite mailings, track Express Mail and confirm delivery of Express
Mail and Priority Mail. USPS also allowed three private companies to offer similar services

{Stamps.com, EStamp.com and Pitney Bowes).

With growth of emall, and internet-based
services, the Pogt Office predicts that the
overall letters market will remain static or
decrease over time. The impact on the
network will be a declining share of a
shrinking letters market.

Modernising The Pest Office Hetwork
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" 7.3 New opportunities as a
result of e-commerce

The exponential growth of e-commerceis
going to transform the business of the Post
Office Group. The effects will be felt most by
Parcelforce - which will see seismic shifts in
the nature of the parcels market. But the Pod
Office network will also be affected - with
e-commerce offering significant opportunities
for new business lines. The Post Office must
make sure it is at the forefront of responding
to people’s changing needs. it needs to
position itself quickly in this market.

The Post Office predicts that the market for
parcels will grow rapidly over the coming
years, as the number of purchases made
over the internet grows,

Pogt offices have traditionally played an
important role in the mail order industry.
While most mail order companies have not

tended to use post offices to send parcels -
shipping products directly from warehouses
instead, they have often used post offices as
places where consumers ¢an take products
they wish to retum. Ecommerce is likely to
dwarf the traditional mail-order market,
substantially expanding the market for
returns. Post offices will not be the only
players offering a retums service. But the size
of the Post Office network - and its reach
into remote areas where there are few other
facilities -~ makes it ideally placed to compete
strongly for a share of this growing market.

Another significant opportunity for the Post
Office network is the nead for companies to
get internet purchases to consumers at a
time they find convenient. Parcel delivery
companies have always struggled to find

a means of getting products to people’s
homes when there is someone there. Al

too often, people come home to find that a
parcel company tried to deliver a product
unsuccessfully - and that it is now waiting at
a depot some distance from where they live.

The growth of internet purchases will lead
to improvements in the guality of parcel
delivery services. Some parcel carriers will
deliver goods during a narrow time slot
which is convenient to customers - for
example between 7pm and 9pm in the
evening. But while this delivery mechanism
will be convenient, it will also be expensive.

Many consumers may be happy to have
their parcel delivered to their local post
office - picking it up either on their way

POL00004418
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Contracts with the Benefit Agency and the
Social Security Agency in Northam lreland
(SSANY) currently account for over £400m or
around 35% of the overall annual revenue

of the Post Office network. But paying benefits
by order books and girocheques at post offices
is expensive - the Benefits Agency pays the
Post Office up to 79 pence per transaction.
Paying benefits at posgt offices is also less
secure than direct payment into bank
accounts ~ and results in edtimated fraud of
around £140m annually. The overall cost to
the Government, once Benefits Agency
administrative cost have been taken into
account, of paying benefits by order books
and girocheques is over £600 million annually.

The Benefits Agency has been keen for some
time to reduce these costs and move to a
more modern, secure systern. The Horizon T
project, as originally constituted, would have
done this through automation of all post
offices and a benefits payment swipecard.
However, this project had to be restructured
when it became seriocusly delayed. The
swipecard element of it, which had become
outdated in any case, was dropped in order
for the project to proceed.

The Government had to find another
solution. The most effective one was to pay
benefits directly into recipients’ bank
accounts. This method of payment costs 1p
per transaction, so direct payment of all
benefits into bank accounts would codt less
than £10m pa. The Government could save
over £600 million annually if all benefits
recipients had a bank account, and recipients
were able to withdraw money without paying
any charge. The Government plans to make a
concerted effort to move as many benefit
claimants as possible over to direct payment
into bank accounts between 2003 and 2005
{though it has also said that those benefit
recipients who wish to access their benefits in
cash at post offices will continue to be able to

do s0). It is envisaged that this will become
the normmal method of payment by 2005.

To date, although the option of direct
payment of benefits into bank accounts is
drawn to the attention of benefit recipients,
it has not been positively promoted.
Nonetheless benefit recipients have
increasingly opted to have benefits paid
directly into their bank accounts. Last year,
over half of new pensioners and new child
benefit recipients, for example, chose to have
their benefits paid directly into their bank
accounts. The effect of this has been a
gradual increase in the proportion of benefits
paid straight into recipients’ bank accounts
(see figure 7.1). If the Benefits Agency or
SSANI had taken proactive steps to migrate
their customers to the cheapest method of
paying benefits, the rate of change would
undoubtedly have been significantly quicker.

However, many benefits recipients will wish
to continue to use their local podt office to
access their benefits. For many poorer
people, the weekly collection of benefits at
the post office assists with the budgeting of
their out-goings - they use the visit to the
post office to pay a little towards their bills
{see Box 7.2). For many elderly peopleit is
almost a social event - an opportunity to
meet friends and chat. For many child benefit
claimants it is a way to keep this money
separate from other household income or
save it up.

Although the number of people who will
continue to use post offices to access their
benefits is uncertain, it is likely to fall
significantly. This work would have declined
over time anyway as people switched to
having their benefits paid directly into their
bank accounts. Unless the Post Office takes
action to increase its income from new
business, the loss of order book and
girocheque payments work will have a

POL00004418
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# The High Street banks have been
rationalising their branch networks in the
face of changing consumer preferences, the
widespread installation of cash machines
and competition from telephone and
intemet banking. Over the past decade the
number of bank branches has fallen from
over 17,000 to just over 12,000 (a decline
of 30%) and further closures are expected.
The Post Office has reached agreements
with a number of High Street banks to offer
their customers basic banking facilities at
post offices. There is clearly scope to extend
these arrangements to cover a greater
number of banks and to offer a broader
range of transactions.

= The Govemment has placed significant
pressure on the banks to reduce the number
of people who do not have bank accounts.
New banking services are required for the
“unbanked”. And, once benefits are paid
electronically, the Government will need to
find a replacement for order books for
those who do not have bank accounts.
In partnership with the private sector, there
are ggnificant business opportunities here
for the Post Office.

Recent years have seen customers of High
Street banks making less use of branch
outlets. But many customers still rely on
branches for basic transactions - especially
in rural areas where there are few cash
machines. Banks are left facing a conundrum

~ falling demand for transactions at a bank
branch makes it difficult for them to justify
maintaining a large branch network, but they
still need to provide banking services for
those customers who do use branches -
especially in rural areas.

The Post Office has concluded deals with

a number of banks including Barclays and
Lioyds TSB to offer basic banking services to
their customers. This makes it easier for the
banks to rationalise their networks in the face
of competitive pressures; maintains services
for bank customers, particularly in rural areas,
who wish to conduct transactions over a
counter; and represents a new source of
revenue for the Post Office. Separately, the
Post Office is in negotiation with a number
of potential partners for the provision of
around 3,000 cash machines across the

Post Office network.

Once the Horizon IT platform is in place
across the network, the Post Office has a
good chance of extending the xope of its
exigting agreements with banks, and of
increasing the number of banks with which
it works in this way.

This will help to replace some of the lost
revenue from declining traditional lines of
business. In total, it might contribute up to
£50m annually.

There is no precise figure for the number of
people who do not use banks or building

Box 7.3: Financial Services and the French Post Office, La Poste

The French Pogt Office’s second biggest source of income, after mail handling, s the provision of
financial senvices. Over the fast few years it has built up this income stream, so that by 1988 it
was the third largest provider of financial services in France in termns of assets under management.
It has 28 milllion customers with 44 million accounts and nearly 6,000 financial advisors. This
growth was made possible by the computerisstion of the 14,000 main offices in the French

nebwork in 1993 and later years.
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Box 7.4: High Street bank accounts versus a post office product

Most people have a good relgtionship with their bank but some have a difficult relationship
or fear they would do so. The quotations below are drawn from research to look at the
attitudes of the latter group.

Attitudes to banks

“If you're on income support and benefits and things, there’s no way of travelling to a
bank, because for me to get to a bank, its either a 30 minute walk ... or go o town”
(Single mother aged 16-20 with bank account)

“You see them [banks] as a massive big giant, don't you, who are going to stamp on you”
(Single mother aged 16-20 without bank account}

“As soon as | went on the dick, | went over my overdraft by about £2, and they called me in and
had my card cut in half.” (Long term unemployed male aged 25-45)

“We're non-entities to a bank” {Long term unemployed male aged 25-45 without bank account)

“I don't know the first thing about them. | wouldn't know what the hell I'd done with my
money, but | think they're just a lot of bother and then they charge you for this and that.”
(M ale pensioner aged over 70 without bank account)

Attitudes to a Post Office bank

“The Post Office don’t judge you” (Female aged 25-40 collecting child benefit and with
bank account)

“They're not some big flashy bank... just them doing their job” (Unemployed male aged
16-19 without bank account)

“It’s [the post office] symonymous with reliability and well established and that”
(Male pensioner aged over 70 without bank account)

“A friendly face when you go in ... not trying to take money off you all the time”
(Single mother aged 16-20 with bank account)

“We know the Post Office ...| would be very happy to have my money in their hands
for the good of the country” (Female pensioner aged over 70 with bank account)

Saurce: Independent research done for the Post Office and Alfiance and Leicester Glrobank

Modernising The Pest Office Hetwork
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expressed an interest in entering into a
partnership with the Podt Office, and the
Post Office needs to seize this opportunity.

-.and to give people access to cash at
post offices

The Universal Bank could also help to meet
the needs of those benefit recipients who do
not have a bank account into which benefits
could be paid directly. From the perspective
of benefit recipients, this would minimise the
impact of the change. They would still be

able to use post offices to access their
benefits in cash. But if they wanted to, they
could use the other features offered by a
Universal Bank account - taking out money
at cash machines, or making purchases over
the telephone. They would still be able to let
benefit payments build up in their accounts
if they wished - as many Child Benefits
claimants do at present.

in short, they would have something which
had the flexibility to be little more than a
replacement for order books at one end of
G/21/73
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able to pay for goods electronically from their
benefits account - for example, paying for
shopping at supermarkets. But the virtual
benefits account would not have all the
features of a bank account - crucially it
would not be possible to pay other income
into the account. So it would not help
unemployed benefit claimants who find work
and need an account into which their salary
can be paid. Nor would it give them access
to direct debit facilities.

Modernising The Pest Office Hetwork
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76 A changing relationship
with Government agencies

Apart from collecting benefits, post offices
have traditionally been places where people
can do a range of other Government
business. Getting a fishing licence, renewing
a car tax disc, obtaining an E111 form (for
reciprocal health care in other European
Union countries), picking up a form to renew
a passport and submitting the application are
all transactions which people associate with
pogt offices. Over the next few years, the role
of the Post Office in relation to Government
business is likely to change - with much
more scope for advice and support, in
addition to transactions.

The renewal of vehicle licences (or car tax
discs) is the modt significant area of
Government business for the Post Office
network after benefits work, accounting for
around 5% of the network’s income. It has
provided the Post Office with a steady source
of income, as motorists have had to rely on
post offices to renew their vehicle licences
quickly. There has been no means of
renewing over the telephone or by direct
debit. This is because it has not been possible
to build in the necessary authentication -

checking for valid insurance and (in many
cases) for MOT certificates,

Over time, with increasingly sophisticated
databases, this will change. Major insurers are
already working on systems which will make
it possible to combine online checks for valid
insurance with vehicle licence renewals over
the telephone or over the interet. Another
innovation, which the Driver and Vehicle
Licensing Agency (DVLA} have been exploring,
is renewing vehicle licence discs at other
physical locations which motorists might find
more convenient. Car dealers or MOT tedting
centres would be potential candidates.

These innovations would give motorists more
choice. But, as a result, the Post Office
network’s share of this market seems certain
to diminish.

Similarly, income from the Post Office’s
traditional banking and financial services
client, the Department of National Savings
(DNS) will fall. In the past, DNS has used
post office counters as its ‘front office’ to
attract customers and to conduct
transactions. Now, it is offering an increasing
number of products over the telephone or on
the intermet. With many new customers
choosing to purchase products in this way,
only a small proportion of the funds invested
with DNS now passes through post offices.

Although there remain a large number of
customers with National Savings Ordinary
Accounts, most of whom use the traditional
blue passbook at their local pogt office for
their transactions, as the use of conventional
bank accounts increases, the number of
people who use post offices for BNS
transactions will inevitably decline.

POL00004418
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Figure 7.2: Public Opinion on Interacting with Government, 1999

The People’s Panel asked how attractive people would find each of the following as places
to access Government services and undertake transactions

Unattractive Attractive
Post Office 20%
Bank 21%
Library 24%

Local Council Offices 27%

Supermarket 35%

Source: Cabinet Office

Where transactions are too complex for a
purely electronic channel - perhaps requiring
a higher level of authentication (such as

While the number of people who choose to renewing a passport or driving license) -
interact with central and local Government the Post Office would be well placed to
face-to-face may decrease, the Post Office provide this service, And the Post Office
could become a niche player - acting as the network could provide an altemative channel
first point of call for information on a far wider ¢ provision if ather channels fail - as the
range of services than it does at present. Passport Agency’s problems last year

demonstrated (see Box 7.7}

Box 7.7: Experience of the Passport Agency

During the Summer of 1999, there were considerable delays in processing passport
applications. At wordgt, in June, processing a passport application was taking 10 weeks.

These delays became widely known - and as a result, there was a sharp incresse in
applications and enquiries about them. Ministers were under considerable pressure to take
action to address the ongoing problems.

In July 1999, the Home Office decided to introduce emergency measures ~ including
allowing free two-year extensions to passports at 1,500 post offices.

The Post Office was able to get the service up and running within a matter of days. And
between 7 July and 30 September 1999, post offices extended 473,000 passports, It also
served to reassure the public, who were comfortable with using post offices.

By the end of August, the Passport Agency was again within its target of processing
applications within 10 working days.

Gr21177
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Box 7.8: continued

Post offices are ideally placed to undertake this role. Their customers tend to be those who
this service would be aimed at - the poor and the elderly - and installing intemet terminals
would help to bring new technology to them. Sub-postrasters already spend a great deal
of time helping their customers to deal with central and local Government. Making them
into GGPs would formalise and recognise this role and give them additional training to
allow them to do it with more confidence, along with some reward. They are also trusted
and experienced in accepting payments and suthenticating identity. The new Horizon [T
platform can be used as the basis for the GGP.

Once intemet terminals are in place, customers could also use them to access the rest of the
world-wide-web or as Internet Leaming Access Points (ILAPS) providing access to learndirect
and local college and community leaming provision. And the Post Office could develop a
new set of business propositions based on sign-posting customers to particular websites,

The GGP service needs to be piloted to find out if it would work. One key gusstion would be
whether there was enough demand in small villages to merit the same level of service which
would be sensible in larger settlements. Pilots might include trving GGP in other outlets, such
as supermarkets, banks and libraries, Pilots would also include 3 training programme for
sub-postmasters to make sure that they have the necessary skills The Post Office needs to
take forward urgently this opportunity alongside other new business opportunities.

Box 7.9: Japan Post and access to electronic Government Services
and the internet

lapan Post has been conducting pilots since 1987/8 on ways for local post offices to
become centres of information exchange for local communities, such as being one-stop
shops for local government services, In March 1999, the pilot was expanded with {T
terminals being installed in post offices in 12 municipalities. People access the IT temminals
ysing smartcards and can then access multiple local government services and the internet.

The thinking behind this is that it will reduce administrative costs for local government and
improve [T literacy. japan Post has aimed to introduce terminals which are easy for the
elderly and disabled to use. It has trained its staff to provide support for those using the
terminals. Japan Post recognises that not all of its offices are large enough for terminals to
be installed and plans to use miniaturisation to solve this prablem.

700 Information Technology access centres
across the country,

The Government is making a major effort to
help people learn how to use the internet.
All schools and libraries will be on-line by
2002, and the Department for Education
and Employment (DfEE) is setting up over

With 28 million people visiting a post office
every week - including a high proportion of
poorer and elderly people, post offices are
well placed to help people become more
familiar with and confident about using new
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Box 7.12: Glosnet

Ten post offices in Gloucestershire offer unsupervised taster sessions on the Intermet. Each
of them has a computer that may be used at any time during opening hours to search the
intemet and GlosNet, send an email or word process a document,

queuss to access the terminal. Post offices
located in neighbourhood stores would also
be well placed to provide this kind of
personal service - as these are unlikely to be
very busy, and sub-postmasters often know
many of their customers. But those on urban
High Streets may need to employ staff who
act as assistants if they are to provide an
effective supported service.

The propositions of Government General
Practitioner and Internet Learning and Access
Points sit well together. They both require
sub-postmasters to become [T-literate (for
which investment in training and support
may be necessary}, and they both rely on
using the communications links which are
being put into post offices under the Horizon
project. But there is a real prospect that
customers, who ask sub-postmasters for
advice, migrate to gathering information for
themselves over the internet, and in the
process acquire additional IT skills.

At present, these are both embryonic
propositions. Although the Post Office has
been developing ideas in this area - particularly
around using the network in the GGP role -
there remains an urgent need for them to
work up a formal business case. The Post Office
must take responsibility for pursuing lines of
business, and make sure it has the capacity

fo do .

7.7 A declining share of the
. bill payment market

Around 15% of the network’s income comes
from bill payments. Almost all utility bills and,
in many areas, local authority bills can be
paid over a post office counter as well as TV
licences and car tax.

In recent years, there has been a dignificant
shift to direct debit as a means of paying
bills. The costs of accepting a direct debit are
considerably lower than the costs of taking in
payment over a pogt office or bank counter,
and the savings are increasingly shared with
the customers of utilities through discounts.

The Post Office network has also faced
increased competition in the over the counter
bill payment market. Since 1997, PayPoint
has become a major new player and
competitor to the Pogt Office. It hasset up a
network of over 7,000 bill payment terminals
- largely in urban areas - located in
newsagents, supermarkets and convenience
stores and captured market share from the
Post Office. Some institutional clients (such
as London Electricity) no longer offer their
customers the option of paying bills at post
offices, relying entirely on direct debit and/or
arrangements with PayPoint.

The Post Office must face up to this
competition. But it must also grasp new
opportunities. This is ancther reason why the
Post Office needs to diversify from traditional
lines of business.
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Box 8.1 The Government'’s objectives for the Post Office network

Objective 1: Convenient access for all to post offices

The Post Office network should offer people in all parts of the country convenient access to
the services available in post offices. The Government needs to establish a framework
which ensures that the Post Office maintains a network which mests this objective.

Objective 2: Maximising the potential of the Post Office network

The Post Office network has great potential ~ with its reach into over 18,000 localities, it is
by far the largest retail network in the UK. But in recent decades, the network has suffered
from under-investment and neglect. The installation of the Horizon [T platform opens up a
host of new opportunities for the network. Some of these are purely commercial, others
more social in their nature. But, together, they have the potential to replace modt, if not
all, of the revenue from declining traditional lines of business. However, they will not be
realised unless the Post Office makes a concerted effort to seize new lines of business, and
to put in place a framework which encourages sub-postmasters to use their entrepreneurial

skills to the full.

Modernising The Pest Office Hetwork

Counter Revelution:
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82 Delivering objective 1:
- Convenient access for all to
. post offices

Post offices contribute a great deal to their
communities over and above their function
as a place to do transactions. This is
especially true in rural and deprived urban
areas where post offices, which are loss-
making from the perspective of the Post
Office group, often serve an invaluable social
function. In an increasingly commercial
world, there is pressure on the Post Office
to close down these post offices,
notwithstanding their wider social value.

The Government recognised this tension
between an increasingly commercial Post
Office and the need to protect the social role
played by post offices in last year's Post
Office White Paper. It said that the
Government would set criteria for access to
Post Office counters’ services to protect those
post offices which would otherwise be
wulnerable in a commercial world, despite the
best endeavours of the Post Office.

Post offices in rural areast play a particularly
crucial role in sustaining rural communities.
In many villages, while other services such as
banks have slowly withdrawn, post offices
have remained in place.

This is a result of the Post Office’s long-held
policy of maximising the size of the rural
network. It has meant that even where post
offices are loss making, the Post Office has
not sought to rationalise the network.
indeed, where a sub-postmaster departs, the
Post Office has made every effort to recruit
another sub-postmaster. In many cases, this
has required the Pogt Office to relocate the
post office into unusual premises - for
example, in a villager's living room. In some
cases, however, post offices have been forced
to close as it has proved impossible to find a
replacement for a departing sub-postmaster.

Over time, there is a risk that the Post Office
would change its stance on rural post offices
- saeking instead actively to rationalise the
network on purely commercial grounds.

1 The commoniy used definition of rural areas is settlements with & population of less than 10,000, Thisis the definition used in this

report.
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i: The Government’s
requirement in relation to the rural
network should apply - in the first
instance - until 2006.

This would set the Post Office a demanding
task - requiring it to maintain post offices
in rural areas except where it is impossible
to find replacements for departing
sub-postmasters. While some closures

of post offices will remain unavoidable, the
Government will need to be sure that the
Post Office is doing all it can to avoid
preventable closures.

AL present, although all post offices do not
offer all services, most services including
postal services and access to benefits remain
available across the entire network. The next
few years should see radical shifts in the
services which are available over post

office counters - with the Universal Bank,
Government General Practitioners,

Internet Learning and Access Points and new
e-commerce related business propositions

all in the pipeline. For many of these services,
local access will be particularly important.
Against this, however, there is a risk that an
increasingly commercial Post Office will seek
to limit the range of services available in
uncommercial outlets.

These two monitoring functions are best
handled by independent expert bodies who
would be responsible for advising the
Government.

i: The Postal Services
Commission, informed by the
Consumer Council for Postal Services,
should report annually to the Secretary
of State for Trade and Industry on the
shape of the rural network and any
developments which affect it. In
particular, the report should assess
whether the range of services across
the network remains relevant and

meets the needs of rural communities
and any relevant regional disparities.

To date, the Post Office has found it possible
to finance a largely uncommercial rural
network through a cross-subsidy from profit-
making urban post offices. The next few
years will be a time of opportunity for the
Post Office with the real prospect of
diversifying into new business areas as
traditional lines of business decline. in
particular, automation of the Post Office
network will open the doors to a series of
new banking, internet-related and other
business propositions.

in the long term, concerted action by the
Post Office to seize new business
opportunities should be able to replace most
if not all of its logt income from traditional
lines of business. But it is impossible to
predict how quickly this diversification will
occur. It may be that new income streams do
not come on stream sufficiently early -
leaving a period when the Post Office is not
able to sustain an uncommercial rural
network.

Although it would be wrong to assume that
financial assistance will be necessary, the
Government should be prepared to provide
such assistance. The Government has ensured
that there is a power in the Postal Services
Bill which allows it to provide financial
assistance to post offices. In addition, the
Government will need to make sure, through
its spending reviews, that it has the necessary
budget provision for financial assistance to
protect rural post offices for the period from
2003 to 2006, should such assistance prove
Necessary.

5 In order to plan for the
possibility that financial assistance
might be necessary, the Government
should make provision to support the
rural networl.
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an improved level of service. Many local post
offices are in poor premises and show the
signs of years of under-investment.

By taking urgent action to modernise and
re-invent the network in urban areas - in
particular, by re-locating post offices with
convenience stores - the Post Office should
be able to provide a better quality service for
many of its existing customers, Post offices
which are well presented, open longer hours
and are co-located with shops which sell a
wide range of products will also attract a
broader range of customers.

The current renaissance in neighbourhood
retailing offers an ideal backdrop for the Post
Office to modernise the urban network. In
doing so, its aim should be to improve the
quality of urban post offices by levering in
new private investment for the network.
The PIU believes that such a programme
would place the urban network on a sound
foating for the future - whilst ensuring
continued convenient access for all in urban
areas to post offices.

A commercially run Post Office should
develop a strategy to deliver a network of
this nature. There is no need for the
Govemnment to intervene expilicitly in this
area. On the contrary, it is essential that the
Government does not constrain the Post
Office’s commercial freedom - otherwise
there is a risk that the cutcome of bigger and
brighter post offices providing better services
might be undermined. It would, however, be
useful for the Government to send a dlear
signal to the Pogt Office that it should
embark on such a programme of change.

&

#: The Post Office should
embark on a programme of
modernisation of the urban network

in partnership with sub-postmasters
and other stakeholders, including the
National Federation of Sub-postmasters.

POL00004418

Relocating post offices into busier stores may
mean that the Post Office is able to capture
more of its customers in one place -
reducing the need for such a large number
of outlets in urban areas.

There will also be other costs associated with
a modermisation programme - for example,
in terms of putting in place the necessary
management capacity to deliver change. The
Post Office network has historically operated
at alow profit, and it may not find it possible
to finance the entire costs of a major
re-invention of the network.

if the Post Office does
decide that it needs fewer outlets

than at present in some urban areas,
then it will need to ensure that sub-
postmasters who are affected are
adequately compensated for the loss of
the value of their asset. The Government
may also need to consider providing
financial assistance to the Post Office
for this purpose, if necessary.

Post offices in deprived urban areas often
serve a similar function to those in rural
areas. The work of the Social Exclusion Unit
has shown that in some deprived areas there
are few remaining retail or other facilities -
especially for purchasing basic groceries. Post
offices can often act as an anchor for the last
shop in these areas.

In some cases, post offices already play this
role well - vibrant local post offices can truly
serve as the focal point of the community.
But in many cases, the quality of post offices
and their associated retail business has
declined in deprived urban areas over the
years - as a result of the pressures faced by
local neighbourhood shops from major
changes in the pattern of retailing.
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Modernising The Pest Office Hetwork

Counter Revelution:

i3
@

example, the Local Strategic Partnerships
proposed for England in the Social Exclusion
Unit's National Strategy for Neighbourhood
Renewal consultation document.

i: The Code of Practice
should require the Post Office to
consult additional stakeholders in
deprived urban areas (such as the
proposed Local Strategic Partnerships
in England, and corresponding bodies
in Scotland, Wales and Northern
ireland) as a condition of closure and
reflocation of post offices in these areas.

Similar to rural areas, the Government will
want a source of advice on developments
affecting the urban post office network. In
particular, the Government will want to
satisfy itself that people in deprived urban
areas where there are few other facilities
continue to have easy access to high quality
post offices (preferably co-located with
good shops).

The Postal Services
Commission, informed by the
Consumer Council for Postal Services
should report annually to the Secretary
of State for Trade and Industry on the
urban network. it should, in particular,
report on post office provision and
access in deprived urban areas.

The role of post offices in society has been
changing rapidly over the past 10 to 20 years
- as a result of changing consumer lifestyles,
and in particular the impact of technology.

The Post Office has been slow to respond to
this changing world. In part, this is because
Governments have not set out clearly what
they expect from the Post Office network. The
result has been a network which is only just
catching up with trends in technology and
consumer preferences, And in urban areas,
the signs of under-investment are apparent.

The framework set out in this report for the
future of the Post Office network should
ensure that everyone in Britain continues to
enjoy convenient access to a post office. it
will hasten the modernisation of the network
- and in doing so, improve the quality of the
customer experience.

However, it is essential to prepare the ground
for the policy framework which will apply
beyond the period covered by this report.

: The Postal Services
Commission, informed by the
Consumer Council for Postal Services,
should work with key Post Office
network stakeholders, including the
National Federation of Sub-
postmasters, over the next five years
to develop a shared understanding of
the role that post offices should play in
the longer term and advise the
Government on the main options for
the policy framework after 2006.

83 Delivering objective 2:
- Maximising the potential of
 the Post Office network

in order to maximise the potential of the
network, the Post Office needs to:

= work with the private sector to develop
creatively new lines of business and
explore the potential for new partnerships;

= exploit the reach of the network -
particularty for the distribution of
e-commerce orders;

= work with the Government to maximise
the potential of the network as a channel
for Government services, and

# work with sub-postmasters to ensure that
individual post offices are modernisad so
that they are appealing places for
customers to visit.
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POL00004418

ed
&

Future Government policy for the Post Office netwerk

SISUI0 pue syueq
12438 YbBiH sy yum diysseuised

u 3desuod ay; dojenap Apuabin
pinoys 3 ‘Anuniioddo ssausng

mau sofew e se yueg jesieaiun syl s
RINOYS 82110 150d BYL -

"erua3od SnoWIoUS sey 3dsoucd sy

ng woddns Jo1pss signd jo pas) ybu syl
SSISSE 0} DGR St JBUILLIBAOT) DU} DI0IBJ 2560
SSRUBNG PIjespP e jo ucpesedaid Buipniput
1dSDU0D Jueg [BsBAltf] SYUT U0 PRPESU S| oM
aioul aulos Ajuabin 1dsouo0d sy uswRdull
pue dopaap 03 SPRSU SO0 150d BYL

"UOHNIOS Paseg-8010 sod

B SUIODBM {lim WaY] jo Auew ‘ssoio sod
25n Apealie SjUeURD S8 ‘PRspU €007 Uioy
syeuURg Builed jo poyeut auy ut abueyd

Y Joye seoie Bod Je Used U sjsuRg
SS90 0] 9|(e 99 0} BNURUOD SjusweP
PUS] Jfe BuUNSUD JO SUBSLU SAIIDSUR-IS0D &
Siao Aeiueiod yueg jesieAltf] e ‘UolIppR U

Sellijide] Jdgsp palip

puUE SSUIYDEW USED SE (DM SB JUNome

Mueg e 03 sseode jnpe Ausas Buinib
UoBNPXR epueUy 2onpRl 0 disy pinom 3 =

pue ‘afexs

O SBILIOUODS pUR SSeul [DIILD SABIYDe

Appinb pinod 31 ‘suornNysul fepueuy BYlo
pue jueq 18215 UbiH oyl bunoaul Ag =

‘@0 FOd BY3 4O Yoes
SPIMUDIEU PUe U 1SN 843 UO pling 0}

Biqe 99 PINom 31 ‘peseq 3140 1504 Bueq =

‘(0ep oyl

[IE] 10U PINOD 843 Sunooe Ha) seLuodul

MO| U DE0U] O SPRSU Y] 0} pRuoje)
seIIBSs Bupjued JoL0 0} 9jge g piInom 3 «

Bpnpul
yueg jesisnjun e 1o sabejueape enueiod ayl

POL00004418

vjdoad jo dnoib s

10} SRS Bupjueq apinosd 03 Djueq BRI
ybiH sy yum diysisuped ut Aueduiod mau
‘peumo Apuiol e dn BUMBs 2210 10d 3W
SNJOALI PINOM 3 ‘B0USSSe U 90140 150d aU}
Ag useuepun BurRq Apeale st uoiisodosd
SIUY U0 DHOM AJIQISES MUB] B LONS JO}
UOIIED0] [eapi UR 30 PINCM 2D 150d 241
wesssuiew Bupueq sy spisino aydoad

0} SediAes bupjueq Buipinord Ul pasijenads
Uoiym (yueg resisnun sy pajed uodas

BU3 Jo sesodind ayy J04) jueq mau e dn

185 01 2 Jenamoy ‘pinom yoeoadde 81eq

*{SIUNODDE Mueq INOYIM

350U} JO WiRouod Jofeus ) jgep o ob o3
SJBUIOEND Mojje (BjduwiexD Joy) 10U 0P UDIUM
‘PUILI Uf SSLIODUE MOJ LIO 850U} JO Spasu

2U1 yum paubsep ‘sponposd Bupjueqg mau
Buuslo Je Bupoo] Ausund ale jueq 2yt

Hoep 1Rup Ag buked woly (Sjig Ayan u
6'9) sjunosip pue sbunes sy sidoad ssiusp
pue {SIUN0DIe Mueq oul A1 seueles
buifed uo iU sisojduie aiaym) el
INoge] aY3 Ul wiay) sebejueapesip 'Soones
{eioueUl Jay3o jo abue e 0] SS9008 LB}
SDIUDP UOSNDXD [BIDURLY UDNG JUN0IDe
JURUND € BARY 10U Op N a4y ul uonejndod
NP BUI IO %G JOAQ SILN0DE Mue|
noym a(doad 40 quinu sy paaybiyby
Sey SIS0 pue Mainsy Bupjueg YueusioiniD
B} JUN UOISNXT [RID0S BU JO XHoM UL

Justusbeueiu 32140 1304 AQ apeus ssaubousd
BUY J0JUOUI 0] PSBU [JIM JUSLLILLBAOD)

oyl =umnd Aouspuadap siyl JO 10 ealg

O} >poMmpu 3l Jop Ajiunpoddo ue Jayo ssuy
SSOUBNG MRU BUL SWIODUL JO 32UN0s ApEaEs e
Bpincid 0} SSUBN( JUBLUWIBAOS) U Juspuadap
001 Je) Uaaq Sey oMU auy ‘AjeduosiH

G/21/92



POL00004418

Modernising The Pest Office Hetwork

Counter Revelution:

D
%)

The Government should
positively support the Universal Bank
viewing it the best means to ensure
that benefit recipients can continue
to access their entitlements in cash at
post offices. Once the concept has
been developed further by the Post
Office, the Government will need to
assess the right level of public sector
contribution later this year.

: The Government should
md;cate to the High Street banks that
participation in the Universal Bank
would meet their financial exclusion
obligations.

There are opportunities for post offices to
act as “midwives” of the information age,
helping people to develop familiarity and
confidence with information and
communication technologies and the
emerging electronic channels for delivering
Government and other sarvices. By installing
IT terminals in front of the counter, the Post
Office could help spread knowledge about,
and use of, the internet to vulnerable groups
who do not have access at home and cannot
easily travel to commercial cyber-cafes.
Sub-postmasters could assist those who
were anxious about using the technology -
helping them through their first few sessions.

This infrastructure of Internet Learning and
Access Points (ILAPs) should be dtrategically
located to complement the facilities already
established in schools and libraries and those
being created in urban areas as a result of the
Govemnment’s ICT Learning Centres initiative,

#: The Post Office should
develop a role for the network as
internet learning and access points.
The Government should positively
support the development of this role.

For those who still found it difficult to
interact with local and central government
electronically, IT-enabled sub-postmasters -
operating out of selected post offices - could
act as Government General Practitioners
{GGPs). They would provide information and
low-level advice on govemment issues and
help citizens to carry out routine transactions
with government bodies, both national and
local. In effect, these GGPs would become
one-stop shops for government - a place that
anyone could visit in their locality, which
would deal with any government-related
issue or be able to refer the citizen quickly to
the right part of government. While a range
of networks could perform this role, the Post
Office has the advantages of reach, trust and
staff experience and knowledge (since, on an
informal basis, many sub-postmasters
undertake this sort of work already).

: The Post Office should
develop a role for post offices as
Government General Practitioners. The
Government should positively support
the development of this role.

it is difficult to predict the level of demand
for ILAPs and GGPs and hence their value-
for-money. The Pogt Office should therefore
draw up proposals for pilots in different parts
of the UK (in both rural and urban areas) by
the beginning of September 2000. These
proposals need to be developead, however,

in close consultation with officials in the
Cabinet Office, DfEE, the Treasury, the
devolved administrations and other
departments with an interest and with
potential partners in the private sector and
local government. They will need to cover
the cost of setting up and running the pilots;
the contribution of the Post Office to the
costs of the pilots, how the evaluation of the
pilots will be undertaken; and how the pilots
could link into existing work of the Post
Office network in this area.
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With the compiletion of the Horizon project « improve the efficiency of its operations,
due next year, now is the time for the Post e.g. by reducing corporate and operational
Office to ensure that it is doing its best to overheads; and by making greater use of
maximise the commercial potential of the part-time offices, mobile post offices and
network. At the same time, the Post Office roving sub-postmasters where cost-

should conduct an audit of potential efficiency effective to do so; elg;

savings in the operation of the network, and
the steps needed to ensure that individual post
offices meet the standards set by the best.

# work with the NFSP to review its
restrictions on the private business
activities of sub-postmasters aimed at

. The Post Office should ensuring that they are no tighter than
urgently take forward work to maximise: absolutely necessary to maintain the
integrity of the network, whilst giving
= the commercial potential of the sub-postmasters maximum commercial
network; freedom;
« efficiency in the operation of the = convert more branch offices to privately-
network; and run operations, so the proportion of
» the quality of individual post offices. business transacted through branch offices
is reduced to 15% of the total (as set out
In particular, the Post Office will need to: in last year's Post Office White Paper);

» develop viable business cases for new = work with the Communication Workers

opportunities for the network that the Post Union and private se(.:tzl)r partners to i
Office is pursuing or plans to pursue in the ensure that the remaining branch offices
coming months; are run as efficiently as possible and

commercial revenues are maximisad; and
= ensure that it can realise these new

opportunities as soon as practicable; » review the costs and benefits for the

network and the Post Office Group of

Modernising The Pest Office Hetwork

Counter Revelution:

7]
&

# take steps to ensure that the entire
network is well-placed to take on new
commercial lines of business - in particular,
its plans to attract more entrepreneurial
sub-postmasters and help others grow the
volume of post office and non-post office
business;

for the urban network, to take stepsto
reverse under-investment and develop a
network of bigger, brighter post offices
providing better services and located
alongside thriving retail businesses,
working with key Post Office network
stakeholders including the National
Federation of Sub-postmasters (NFSP);

the reciprocal exclusivity arrangements,
particularly in the light of developing
e-commerce business opportunities for
Parcelforce and for the network.

As a responsible shareholder, the
Government needs to satisfy itself that these
actions are being fully implemented.

#%: The Secretary of State
for Trade and Industry needs to review
progress against the Post Office’s plans
for exploiting new sources of revenue
and improving efficiency, taking action
as necessary in the light of this.

The way in which clients use the network has
an impact on the efficiency of post offices.
For example, state pension {and some other
benefits) become payable and are generally
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Table 8.1 implementation: conclusions, responsibility and timing {continued)

G/21/98

No. Conclusion Lead In support/ other Deadiine

responsibility key players {where applicable}

8 If the Post Office does decide that it needs fewer outlets than at present in some Post Office, DTI HMT
urban areas, then it will need to ensure that sub-postmasters who are affected are
adequately compensated for the loss of the value of their asset. The Government may
also need to consider providing financial assistance to the Pogt Office for this purpose,
if necessary.

9 The aim of Government policy should be to provide a mechaniam to ensure that DT Post Office
people in deprived urban aress continue to enjoy convenient access to a post office.

And that where post offices have the potential to anchor high quality shops, they are
able to do s0.

10 A fund should be established to help sustain and improve post offices and retail DETR, devolved Other relevant Auturmn 2000
facilities in deprived urban areas. DETR and other interested departments should carry administrations departments
out further work by Autumn 2000 to establish the exact size and operational details of
this fund. The devolved administrations will wish to consider whether similar
arrangements are necessary for Scotland, Wales and Northemn ireland.

i1 The Code of Practice should require the Post Office to consult additional stakeholders Pogt Office CCPS, DT Auturn 2000
in deprived urban areas (such as the proposed Local Strategic Partnerships in England,
and corresponding bodies in Scotland, Wales and Northern Ireland) as a condition of
closure and relocation of post offices in these areas.

12  The Postal Services Commission, informed by the Consumer Council for Postal pPaC CCPS, DTI Annually with first
Services should report annually to the Secretary of State for Trade and Industry on the report for year ending
urban network, it should, in particular, report on post office provision and access in 31 March 2001
deprived urban areas.

13  The Postal Services Commission, informed by the Consumer Council for Postal PsC CCPS, key Post Annually with first
Services, should work with key Post Office network stakeholders, including the Office network report in Spring 2001
National Federation of Sub-postmasters, over the next five years to develop a shared stakeholders
understanding of the role that post offices should play in the longer term and advise including NFSP
the Government on the main options for the policy framework after 2006. DTl
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Table 8.1 implementation: conclusions, responsibility and timing {continued)

No.

Conclusion

Lead
responsibility

in support/ other
key players

Deadline
{where applicable}

20

Government clients of the Poat Office network such as the DVLA, Department of
National Savings and the Passport Agency should be free to develop new channels for
delivering their services to citizens. But, in parallel, there should be a presumption that
they continue also to offer their existing services at post offices - o long as there
remains sufficient customer demand to make it cost-effective to do so.

Government
clients

DT

21

The Post Office should urgently take forward work to maximise:
» the commercial potential of the networl;

» efficiency in the operation of the network; and

» the quality of individual post offices.

Post Office

22

The Secretary of State for Trade and Industry needs to review progress against the
Post Office’s plans for exploiting new sources of revenue and improving efficiency,
taking action as necessary in the light of this.

DTl

Post Office, HMT

23

The DSS and the Sodial Security Agency for Northemn Ireland should carry out an
assessment of the costs and benefits of smoothing the payment of benefits by the end
of Septembier 2000 and, if this shows that change would be both workable and
worthwhile, put in place new arrangements.

DSS, SSAN|

Post Office, HMT

Autumn 2000

Overseeing and monitoring implementation of this report

24

Overall responsibility for overseeing and monitoring the conciusions of this report
should rest with the Secretary of State for Trade and Industry who should report on
progress to the Prime Minister.

DN

Prime Minister
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ANNEX 1: THE ROLE OF THE PERFORMANCE AND
INNOVATION UNIT

The creation of the Performance and
Innovation Unit (PIU} was announced by
the Prime Minister on 28 july 1998 as part
of changes following a review of the
effectiveness of the centre of government by
the Cabinet Secretary, Sir Richard Wilson.
The PIU’s aim is to improve the capacity of
government to address dtrategic, cross-
cutting issues and promote innovation in the
development of policy and in the delivery of
the Government’s ohjectives. The PIU is part
of the drive for better, more joined-up
government. It acts as a resource for the
whole of govemment, tackling issues that
cross public sector ingtitutional boundaries on
a project basis.

The Unit’s acting Director is Jamie Rentoul
and it reports directly to the Prime Minister
through Sir Richard Wilson. A small central
team helps to identify new projects, and
manages the Unit's work. Work on projects is
carried out by small teams assembled from
both inside and outside government. About
half of the current project team staff are
drawn from outside Whitehall, including from
private sector consultancies, think tanks,
N.G.O.s, academia and local government.

Comprehensive information about other PIU
projects can be found on the PIU’s website at
www.cabinet-office.gov.ulkl/ innovation

Modernising The Pest Office Hetwork

Counter Revelution:

G/211101
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ANNEX 3: METHODOLOGY

The project had five main analytical strands,
which were conducted in close parallel with
each other. These were:

= developing an understanding of the Post
Office network’s business;

= reviewing the contribution made by post
offices to the vitality of local communities;

# analysing the outlook for the network
based on current trends and continuation
of current policies;

= considering what products or services the
network could offer in the future to
maximise its potential; and

= formulating Government objectives for the
network, and analysing policy options for
safeguarding it.

Many of the tasks, discussions and analyses
undertaken fed into more than one strand of
the project.

1. Developing an understanding
 of the Post Office network’s
- business

in order to develop an understanding of the
Pogt Office network’s business - including
the size and shape of the network, the
outlets and the people who run them, the
network’s products, services and customers -
the PIU team:

= Had extensive discussions with people
within the Post Office, drawing on their
existing research and knowledge and
commissioning new analyses from them
where necessary. These discussions took

POL00004418

place with field staff as well as headquarter’s
staff. The PIU team also undertook their
own analyses of Pogt Office data.

= Visited post offices and talked to the
people who run them. The PIU team
visited pogt offices in south and north
London, Leicester, Lincolnshire,
Gloucestershire, Scotland, Wales and
Northern Ireland.

= Gathered and analysed information from
a variety of other sources. For example,
the PIU team gained an understanding of
other countries’ networks from information
held by the Universal Postal Union, through
correspondence with other countries’ Post
Offices and visits to France and Germany.

« Had discussions with a range of
stakeholders and experts.

A clear underdanding of how the network is

currently financed was also neaeded. The PiU:-

= Obtained and analysed Post Office data
on sources of income and expenditure.

= Qbtained from the Post Office a database
of all post offices in the UK giving
information about:

- location, including whether the office
isin a rural or urban area;

- type and size of office and any
associated business;

- number of Post Office transactions and
the value of these to the Pogt Office;

- fixed and variable payments to
sub-postmasters,

G/21/103
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# how efficiency improvements and cost
savings would impact on Post Office
profits and on the size and shape of
the network; and

# how much, if any, Government financial
support to the Post Office would be needed
to achieve a network of a given size and
shape, all other things being egual.

The work of this strand is reflected in
Chapters 7 and 8.

" 4. Considering what products
- or services the network could
. offer in the future

The work for this strand required:-

# The identification and assessment of
potential new business opportunities and
understanding how they fitted into the
Post Office’s strategy for the network.

= Estimation of the potential income that
each new opportunity could generate,

= Understanding what needed to be done
by the Post Office to exploit the potential
of each new business opportunity.

PIU did this by:

# drawing on the Post Office’s existing
thinking on future strategy and new
business opportunities for the network;

& running a workshop with the Post Office
and others aimed at generating and
developing ideas for new business
opportunities;

= getting expert views on potential business
opportunities;

# discussing new business opportunities with
potential clients; and

= modelling potential income streams,

The work of this strand is reflected in Chapter 7.

5. Formulating Government
 objectives for the network,

- and analysing policy options
. for safeguarding it

This strand drew on the work of the other
strands. The PiU team:

= jdentified a number of reasons for
Government intervention;

+ formulated objectives for the Pogt Office
network to guide Government intervention;
and

= in conjunction with key stakeholders,
generated and assessed policy options.

The work of this strand is reflected in
Chapter 8.

Box A3.1 gives a full list of all the organisations
and people consulted by the project team.
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confidential meetings; used computer
modelling pattems of counter usage to
reduce queuing times; updated computer
systems; introduced intemet access at its
offices and ingtalled a number of cash
machines. It is also committed to opening
new offices in urban areas to address the
disparity of provision between urban and
rural areas. Since 1998, 180 such offices have
opened - with around 10% in deprived areas.

A vital part of the French pod office’s
business strategy has been to expand its
financial services husiness. It has been
successful, and by 1998 it was the third
largest provider of financial services in France
in terms of assets under management, and
had nearly 6,000 financial advisors, It is also
looking to expand its retailing business,
which at the moment is mainly post related
products. Another innovation is the All6
Facteur service, which allows people to ring
their local Pogt Office to request the Postman
to provide services at home that are normally
offered at counters.

The French Government has not conducted
any major reviews of the post office, but
there have heen two reports to the senate.
The most recent by Senator Larcher, entitled
“Sauver la Poste”, among other things
recommended a temporary rise in postage
prices to pay for investment in the post
office network.

" 3. New Zealand - remodelling

the network

The story of how the New Zealand pogt
office turmned itself around in the late '80s is
told in Vivienne Smith’s book “Reining in the
Dinosaur”. As the title suggests, until the late
"80s, the New Zealand Post Office was seen
as old-fashioned, bureaucratic, inefficient.

It was also unprofitable. The New Zealand
Govemnment changed its status to a
State-Owned Enterprise on 1 April 1987

POL00004418

and put in place new management. It also
put aside NZ$40m (£13m) to subsidise New
Zealand Post for expected losses in 1987/8.

The new management inherited a network of
1,250 post offices, of which 900 were branch
offices with directly employed gtaff and 350
were franchised sub-post offices. 600 of the
branch offices were unprofitable. New Zealand
Post decided to close 425 of these offices -
one third of the network - and convert the
other 175 to franchises. A government
Minister announced this as government policy,
so that the plan could not be diverted.

There was a storm of public protest, but the
changes were pushed through between
October 1987 and February 1988. in 1987/8
the government paid NZ$19.5m (£6.5m).

In subsidy. Since then they have paid none
and the network has stabilised at about 1,000
offices. This is a much less extensgive network
than the UK's. The Podal Services Act 1888
put some safeguards in place by requiring
New Zealand Post to provide 240 crown
offices and a total of 880 outlets, to be
reviewead in 2000.

The New Zealand Post Office has found other
ways to franchise out services. In February
1999, it launched a joint retail venture with
Blue Star Consumer Retailing called “Books
& More” selling books and videos, greeting
cards, stationery and postal services.
Customers in isolated rural areas have a mail
box which can be used both to receive and
to send mail. Deliveries and collections are
franchised to RuralPost drivers, who can also
make other deliveries, sell stamps and
provide other limited post products.

G/21/109
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ANNEX 5: NUMERICAL ACCESS CRITERIA

Last year's White Paper on the Post Office
suggested that one way for the Government
to protect a nationwide network of post
offices would be by setting access criteria in
terms of a percentage of the population
within a certain distance of their nearest
post office.

The PIU team considered carefully whether
such numerical access criteria would be
effective in maintaining convenient access for
all post offices.

Currently, 99% of the rural population live
within 3 miles of a post office. Therefore, on
the face of it, setting access criteria at this
level would appear to provide significant
protection for the rural network. But the PIU's
analysis showed that it would be possible for
the Pogt Office to close down two-thirds

of its rural outlets whilst still ensuring that
99% of people in rural areas lived within

3 miles of a post office.

The PiU’s view is that setting numerical
access criteria for rural areas would,
therefore, be of little value. It would be
impossible to formulate numerical access
criteria which met the Govemment’s aim
of maintaining the rural network and
preventing any avoidable closures of rural
post offices.

Similar problems arise in deprived urban
areas - where the Government’s aim is also
to ensure that people continue to enjoy
convenient access to a pogt office {(and that
where podt offices have the potential to
anchor high quality shops, they are able to
do so).

Currently 96% of people in deprived urban
areas (as defined by the bottom 10% of
wards using the Index of Local Deprivation)
live within ¥z mile of a post office. Setting
access criteria along these lines would appear
to provide protection for deprived urban post
offices. But it would be possible for the Post
Office to close around half the podt offices
serving people in these areas and still meet
the criteria.

Nor do numerical access criteria necessarily
provide protection for the best offices. The
Govaernment’s aim should be to avoid the
closure of those post offices which contribute
most to their communities - for example,
the Leicester office featured in Box 6.8 in
Chapter 6. The protection afforded by
numerical access criteria would be too
arbitrary to be useful in this instance.

Numerical access criteria have other
problems. Distance-hased access criteria take
no account of the ability to reach a post
office. A post office four miles away might be
relatively easy to get to if there was a
frequent bus service. In contrast, a post office
which is s mile away from a particular
village might be worthless if there was a busy
dual carriageway between them and no
bridge or subway to crossit.

Numerical access criteria would also be
confusing. Would they mean that the Post
Office had the freedom to rationalise the
network so long as it met the minimum
network size implied by the numerical
criteria? Or, in rural areas, would the Post
Office also be required to make every effort
to prevent any avoidable closures,

G/21111
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