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Summary

The post office network has been in decline since 1965 and, since 2000, Post Office Ltd has
been making operating losses. In 2007, the Department for Business, Innovation and Skills
(the Department) and Post Office Ltd agreed a £1.7 billion strategy to make the network
financially sustainable, including a £150 million annual subsidy. One element of this plan
was the Network Change Programme, whereby up to 2,500 post office branches were to be
closed.

The Network Change Programme was expected to initially cost £176 million, mainly in
compensation to sub-postmasters. Annual savings of £45 million were forecast, but the
Programme was expected to generate a £17 million loss in the 2006-07 to 2010-11 period
of the strategic plan. The formulation of the programme and the decision as to the number
of post offices to be closed focused principally on the size and spread of the network that
could be obtained for a particular level of funding. The Department had access to earlier
research on the social value of the rural post office network, which informed its subsequent
decision that the £150 million annual subsidy represented value for money.

The series of undertakings designed to protect post office users during the closure
programme were largely met. But there was criticism of the local consultation phase of the
programme from some of those taking part. Complaints included that too little time had
been allowed for consultation, that the decisions had already been made and that the public
were not being listened to properly.

A large proportion of the benefits of the programme and the annual savings are not being
separately monitored. Even if the forecast savings are achieved, there is still a need for Post
Office Ltd to expand its government-related revenue if the network is to become financially
sustainable. There have been positive developments in this area and the company is
planning to extend further its range of local and central government business. The
Department is also taking action to monitor the service delivered by the post office
network, which is important in ensuring that the network provides value for money and
informing future strategic decisions. However, there are presently some gaps in this
monitoring, particularly around the impacts of closures and setting national standards of
quality of service.

On the basis of the Report by the Comptroller and Auditor General,' the Committee took
evidence from the Department, Post Office Ltd, and Consumer Focus on planning the
Network Change Programme, the undertaking to protect users and performance against
them, and monitoring the progress and impact of the programme.

1 C&AG's Report, Oversight of the Post Office Network Change Programme, HC (Session 2008-09) 558







Conclusions and recommendations

1.  Of the four elements comprising Post Office Ltd’s strategy to achieve financial
sustainability, the Network Change Programme was the only one expected to
make a loss during the period 2006-07 to 2010-11, and it had the smallest
expected impact on profitability thereafter. In view of the distress for users, the
upheaval for communities, and the relatively modest financial benefits caused by the
programme, in any future planning of changes to the post office network, every
effort should be made to explore alternatives to compulsory closures.

2. The Department’s research on the social and economic benefit provided by post
offices has to date been largely limited to the rural network. The Department
should also assess the equivalent benefit provided by the urban network, especially in
deprived areas.

3.  The Department’s assessment of the social and economic costs of the closure
programme was inadequate. The Department did not undertake any specific
economic and social research to support its decisions in 2006. Instead it drew on
older work, largely completed in 2003. This analysis simply assessed the economic
benefits provided by the network as a whole and did not consider the impact of
closures.

4. The Department must now rectify the weaknesses in its evaluations by
considering the impacts of closure on rural communities. It must evaluate the
benefits from its £150 million annual subsidy, and the benefits lost through closures.
This work must compare the economic and social characteristics of communities
with, and without, post offices, and the differential impact made by Outreach
services.

5.  The Postal Services Bill currently before Parliament includes provision for the
annual publication of information about the post office network. In view of the
potential value of such information, the Department should secure annual
publication of this information irrespective of the future progress of the Bill.

6.  The aim of a consultation process is to allow stakeholders the opportunity to
contribute their views at a time when they could have some effect on the final
decision. However, only a small percentage of people were even aware of the
consultation, and because the total number of closures had already been determined,
local concerns about the scale of the Programme were in effect ignored. There is a
danger that the whole process of consultation will be brought into disrepute if key
questions such as this have already been determined. In the future, the Department
and Post Office Ltd should carry out consultation early enough in the decision
making process for the public’s view to have a real influence on outcomes, rather
than make just minor adjustments to details of implementation.



10.

11.

Post Office Ltd have undertaken to hold similar consultations on any future
permanent closures of branches or Outreach services. To ensure better
communication and stakeholder participation, the Department should extend the
minimum consultation period of six weeks when required by local responses and
public holidays. Consumer Focus should also be given the power to enforce changes
to Post Office Ltd’s communication material and processes.

The Department and Post Office Ltd are monitoring savings in sub-postmasters’
pay from the programme, but these are only two-thirds of the annual savings
expected from the Programme. They should extend their monitoring to include the
remaining savings expected from the Programme, both to provide assurance that it is
delivering all the forecast benefits, and to allow corrective action to be taken if it is
not.

Under vigorous commercial leadership, Post Office Ltd appears to have begun to
improve its range of central and local government business. We are glad to see that
the company is not relying solely on the Post Office Card Account, but seeking out
new opportunities to enlarge the range of government services and revenue streams
it offers, and to win new customers, such as in local government. The Department
should support Post Office Ltd in seeking such business and in encouraging the
innovation and entrepreneurship that is necessary if the network is to become
financially sustainable.

The Department expects there to be future voluntary post office closures, while
Post Office Ltd has expressed its strong desire to do everything possible to open
replacement offices. However, the enquiry did not produce a clear picture of what
the Department and Post Office Ltd expected a sustainable post office network to
look like. The Department should set out its expectation on the size, spread and
composition of post office network it is working to achieve.

Post Office Ltd intends to undertake internal reviews of each Outreach service
after one year in place. Users are concerned that this review will result in such
services being withdrawn. We recommend that the Department clarifies its position
and intentions over the future of any Outreach outlets that may be closed after this
one year period.



1 Planning the Network Change
Programme

1. From a peak of 25,056 offices in 1965-66, the post office network decreased to 14,219
sub post-offices in March 2007 (Figure 1). Post Office Ltd has been loss-making since 2000
and, despite financial support of £150 million per year from 2003, was at risk of insolvency
by 2005-06.2

Figure 1: Number of post office outlets in 1965-66 and 2000-07
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Source: C&AG’s Report, paragraph 1.6, Figure 3

2. Post Oftfice Ltd identified the key cause of its poor financial position as the decline in its
traditional government business, due to the move towards alternative and more
convenient forms of service provision, such as payment of pensions and benefits directly
into bank accounts. As a result of these changes, government business as a proportion of
post office revenue fell from 43% in 2003-04 to 26% in 2007-08.° Increased use of the
internet and competition from bodies such as Paypoint had also reduced business, but Post
Office Ltd had also been used to being in the position of a monopoly supplier and had not
been sufficiently entrepreneurial.*

3. The original initiative for change was taken by Post Office Ltd in 2005, when it took the
view that its current business model was no longer financially sustainable.” Post Office
Ltd’s response was a proposal for a £1.7 billion strategy aimed at returning the post office
network to a financially sustainable position by 2010-11, to which the Department agreed.
The strategy contained four elements, one of which was the Network Change Programme.

C&AG's Report, paras 1.6-1.10, 1.12 and 4.4
Qq 15 and 62; C&AG's Report, para 1.7

Qq 48, 59, 101 and 134
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The Programme involved the closure of up to 2,500 post offices and the setting up of at
least 500 Outreach outlets—more limited post office arrangements, for example provided
as a mobile service. Figure 2 shows the four elements of the strategy, the expected net
contribution to profitability between 2006-07 and 2010-11, and the expected annual
savings thereafter.®

Figure 2: Expected impact of planned initiatives on profitability

Net Impact on profitability (£ million)
Initiative
Total between 2006-07 Annual impact

and 2010-11 thereafter
Restoring Crown offices to profitability 31 56
Central cost cutting efficiencies 245 122
Network Change Programme -17 45
Developing and expanding new business 39 70
Total 298 293

Source: CRAG’s Report, Figure 5

4. Of the four elements of the strategy the Network Change Programme was the only one
expected to make a loss over the 2006-11 period and it had the lowest annual expected
savings thereafter. Nonetheless, the Department considered the programme to be an
integral part of the overall strategy. In addition to the £45 million annual savings the
Programme would put the network on to a sustainable long-term footing, which would
mean lower costs to taxpayers and guarantee an effective level of service. Taken overall, the
benefits were very considerable.” The Department saw its role as ensuring that appropriate
and good levels of post office services were provided in a sustainable and affordable way.
Post Office Ltd was also looking at introducing new business streams, but the status quo
was not an option since the post office network was dwindling and post offices were
changing in an uncontrolled and uncoordinated way.

5. The £45 million annual net savings forecast from the Programme consisted mainly of
£30.4 million in direct savings in sub-postmasters’ pay, and £15.6 million of reduced
overhead costs.® The latter savings were reductions in the costs resulting from the very
existence of a post office branch, and would not be incurred if the post office did not exist.
An example of such costs would be the cost of delivering cash to post offices; if there were
fewer post offices there would be savings in trucks and staft.’ In addition to these annual
savings, Post Office Ltd also forecast one-off savings occurring in 2008-09 and 2009-10,
worth £42 million over the two years, because of a reduction in the cost of holding some
£750 million in cash in post office tills every night." Taken together with the annual

C&AG's Report, paras 1 and 1.12-1.14
Qq 3-4

C&AG's Report, Figure 7

Q 20

10 C&AG’'s Report, para 2.16
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savings, the cash flow benefits for the programme between 2006-07 and 2010-11 were
forecast to total £159 million, at a forecast cost of £176 million (Figure 3).

Figure 3: Forecast benefits and costs of the Network Change Programme over the duration of the
overall strategic programme

Cash flow (£ millions)

Year 2006-07 2007-08 2008-09 2009-10 2010-11 Total
Benefits - 2 59 53 45 159
Costs - -71 -105 0 0 -176

Source: C&AG’s Report, Figure 6

6. To assess the financial impact of the proposed changes, Post Office Ltd and its advisors
prepared a modelling programme which produced scenarios of different sizes of network,
the costs involved, and the effects on the financial position of the company. The
Department reviewed the model with the help of its own external advisors and used these
scenarios as the basis for its decision that the most appropriate option in terms of cost
benefit was to make 2,500 closures."” The number was chosen as it was felt to strike the
correct balance between the provision of social and economic benefits throughout the
United Kingdom, and the relative cost of different sizes of network to deliver those
benefits.'*

7. The model did not take into account the impact of different levels of closures on the
wider social and economic benefits.”> However, the Department also had access to existing
research from 2003 and 2005 on the social and economic value of the post office rural
network. This research examined the social value of the rural network, but did not reach
any conclusion as to the size of the network which would be most appropriate.'

8. The research carried out in 2003 estimated that the rural network provided annual
benefits of £590 million a year, from which the Department estimated that the network
remaining after the closure programme would have benefits worth around £455 million a
year.”” The research focused mainly on the rural network; there was less research on the
impact on the urban network. The Department extrapolated to some degree from the
research on rural areas. It was aware, however, that many people in urban areas had readier
access to alternative services, except in deprived areas, which was why measures were taken
to provide extra protection for people in such areas.'

11 Q32; C&AG’s Report, paras 2.5-2.9
12 Q35

13 C&AG’s Report, para 2.10

14 Qq33-34

15 C&AG’'s Report, paras 2.11-2.12

16 Q 38; C&AG's Report, para 2.12
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9. The Ministerial decision on the optimal number of closures was made on the basis of the
model and, hence, the financial costs and benefits to Post Office Ltd. The evaluation and
quantification of the social value of the network were only taken into account in informing
the subsequent decision that the annual subsidy of £150 million represented value for
money."

17 Q33; C&AG’s Report, paras 2.11-2.12
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2 The undertakings to protect users and
performance against them

10. In the May 2007 announcement of its decision to proceed with the Network Change
Programme, the Department made a number of undertakings designed to protect post
office users. These included:

e minimum access criteria, setting out the maximum distance that most users would
have to travel to their nearest post office;

e the development of area plans for closures in conjunction with interested parties,
particularly Postwatch, followed by local public consultations on the plans, and

¢ the provision of at least 500 Outreach outlets."®

11. The access criteria do not guarantee any particular number of post office outlets, but
Post Office Ltd has estimated that they could theoretically be met by a network of as few as
7,500 outlets.” Nonetheless, at the end of the Programme there would still be nearly 12,000
outlets and the Department and Post Office Ltd were jointly committed to maintain a
network of around this size.” The 7,500 figure was a theoretical number that did not take
account of the actual distribution of branches at present, and the Secretary of State had said
that the Government had no intention of introducing a further programme of closures.”!

12. The access criteria were also included in drawing up the area plans of the branches
proposed for closure, along with other factors such as the level of customer usage, financial
benefit of closure, and branch size relative to surrounding branches.” The access criteria
also required a higher density of offices in urban deprived areas, which has tended already
to be the case because of the role of post offices in paying benefits.”

13. The Department committed to Post Office Ltd holding consultations on the closures
but an important factor angering local people about the consultation process was a feeling
that whatever they said, nothing would change, and that the process was a sham.* The
Department felt that there had been serious consultations and they had listened to the
representations that were made.” 190,000 people had responded to the local consultations
and had received replies.*

18 C&AG's Report, paras 3, 3.1 and 3.4
19 Q 17; C&AG’s Report, para 3.7

20 Q60

21 Qq 17-19

22 C&AG's Report, para 3.13

23 Q72

24 Qq53,97 and 132

25 Q97

26 Q99
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14. One of Post Office Ltd’s aims in the consultation had been to establish that the facts on
which it had based closure proposals were correct.”’” The most common reason for
overturning a closure had been fresh information about transport links, and it said that
decisions had not been based on political influence. If respondents showed that the
proposals were based on factually incorrect information, then changes were made to the
plans. However, while much of the campaigning had been about the principle of closing
post offices at all, the consultation had been around whether the facts on which individual
decisions had been made were correct.”®

15. In the early stage of the consultation process only 18% of people had been aware that a
consultation was going on in their local area, and Postwatch had gone on record to say that
it considered the six week local consultation period to be too short. However, the process as
a whole had been quite protracted and had taken some 32 weeks. This period had included
a pre-consultation period of discussions between Post Office Ltd and Postwatch of 11
weeks and the six-week local consultations.”

16. Postwatch’s involvement with the implementation of the programme had considerable
influence prior to the local consultations, and 261 closure proposals were changed at this
stage as a result of its interventions.”® A further 92 proposals had been withdrawn after the
local consultations.’® In addition, Postwatch had played a role in escalating complaints after
the consultations, which generally had not led to the abandonment of closures, but did lead
to commitments to improvements in receiving branches, for example in access for people
with disabilities.*

17. Postwatch’s role was to monitor each closures at all stages of the implementation
process, but it did so within the framework that there were going to be 2,500 closures. The
role was difficult for an independent consumer organisation to undertake, since it involved
accepting that objecting to one closure would lead to another office being proposed
instead.”

18. One factor that Post Office Ltd considered when planning the closures was whether a
post office was supporting the last shop in a village, but this did not always prevent closure.
Post Office Ltd had also been reluctant to publish financial information about individual
offices, partly because they needed the postmaster’s permission, but also out of concern
that to do so might affect the viability of neighbouring post offices. Post Office Ltd had,
however, supplied such information in writing to many MPs.**

27 Qq53and 131-132

28 Qq 131-132

29 Qq 11 and 129; C&AG’s Report, para 3.20
30 Qq 98 and 130; C&AG’s Report, para 3.14
31 Q98

32 Q130

33 Qq 126-127

34 Qq 26, 56-59 and 97
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19. Outreach services are alternative ways of providing post office counters at a lower cost
to Post Office Ltd than traditional sub-post offices. Outreach services come in three main
forms:

e Partner Outreach, where there is a permanent post office counter in a retail
establishment. Of the different types of Outreach, these are the most similar to
traditional post office branches;

e Hosted Outreach, where a sub-postmaster from another post office (‘core sub-
postmaster’) comes to a local hall, church, school or pub and carries out post office
transactions there for a limited number of hours on certain days of the week, and

e Mobile Outreach, where the core sub-postmaster parks a van in the local area for a few
hours on one or two days per week.*

20. Post Office Ltd prefers to have a location for such services, rather than a mobile
Outreach, but the latter are used where a suitable location cannot otherwise be found. If a
more permanent solution becomes available at a later date, then the company will usually
choose that option, although it depends to some extent on the core sub-postmaster.’ In a
recent survey of 895 post office customers using Outreach services, 83% of customers were
satisfied, with 94% of respondents finding the location convenient.”

35 Q 68; C&AG's Report, Appendix 3
36 Q69
37 Q7
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3 Monitoring the progress and impact of
the programme

21. The Network Change Programme was expected to be finished in late 2008, but the
programme overran, primarily due to delays in establishing Partner Outreach outlets.’®
Figure 4 sets out the progress against targets as at the end of March 2009. The projected
final cost of the programme was £161 million, against a forecast of £176 million, which was
mainly due to sub-postmasters opting to work out the full notice period, which reduced the
compensation that they were paid.”

Figure 4: Key achievements against targets

Target (for the whole Programme Outturn at end of
unless otherwise stated) March 2009

Costs of Programme £176 million £156.9 million’
(Of which compensation paid to
sub-postmasters) £139.7 million £122.3 million’
Savings in sub-postmasters’ pay £19.6 million as at 31 Mar 2009 £18 million
Branches closed under the Up to 2,500 2,383
Programme
Outreach services established Minimum 500 433
Customer migration 80% 88%

Note 1: The ‘Compensation paid to sub-postmasters’ includes both compensation paid and amounts committed to
payment.

Source: C&AG’s Report

22. At the end of March 2009, savings in sub-postmasters’ pay was £18 million, against a
target of £19.6 million. However, Post Office Ltd was not separately monitoring the central
efficiency savings or reduced cash holding costs allocated to the Network Change
Programme, as distinct from the other initiatives in the overall strategic plan.*

23. The aim of the Network Change Programme, and the overall strategic plan, was to
create a sustainable post office network. The Department and Post Office Ltd were jointly
committed to a level of service and a network of around 12,000 outlets, but could not
guarantee that there would be no further post office closures, because that would be a
choice for individual sub-postmasters.*!

24. If a post office closed through a decision by the sub-postmaster, Post Office Ltd would
immediately start a search for a replacement outlet.* The action then taken would depend

38 Q5; C&AG's Report, para 4.2

39 C&AG’'s Report, para 4.3

40 Qq 14 and 20-22; C&AG's Report, Figure 10, Note 3
41 Q60

42 Q60
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on whether the retiring sub-postmaster wanted to sell the shop and post office, or wanted
to close the business and keep the premises. In the former case, Post Office Ltd intended to
fill the position temporarily from its reserve of sub-postmasters, while trying to find a
permanent replacement. In the latter case, it would approach local retailers to take on the
contract. There were more difficulties in these circumstances, and typically at any one time
there were some 200 locations where a new site was needed for a sub-post office. In order
to protect customers, the process of dealing with such situations was subject to a code of
practice, agreed between Post Office Ltd and Consumer Focus. Post Office Ltd was
optimistic about the fact that, since the closure programme, it has been easier to find new
sites due to the impression that the network is now more viable. The company also forecast
that, even allowing for natural wastage, it expected the network to be substantially the same
size in 2015 to that at present.*’

25. Post Office Ltd believed that its network would not be truly sustainable without
redeveloping the government services side of its business.* The company could not fight
against the internet and direct payments into bank accounts, and was instead marketing
itself on the basis of its physical contact with 24 million citizens every week, thus enabling a
cost-effective way of providing government services to the populace.”” It would be looking
for business in two key areas. These were:

e Identity management services for central government—where people have to prove
who they are. Post Office Ltd recently signed an agreement to record photographs and
signatures for transmission to the DVLA for producing drivers’ licences, and was
looking for similar work with the Passport Agency and the UK Borders Agency. It had
also been marketing itself to take on transactional work on administrative tasks such as
those performed in Job Centres or HMRC inquiry offices, and believed that its focus on
cost-effectiveness would be attractive to Government departments under financial
pressure, and

e Local government services—Post offices provided a cash office and a local hub that
could be the basis for selling a range of local services, such as council tax payments and
canvassing local opinion, direct to local authorities.*

26. In addition to Government-related business, Post Office Ltd also intended to build on
its improvement of other revenue streams, in which public trust in the post office brand
was more valuable than it had ever been. It had 2 million financial services customers, was
the market leader in foreign exchange, the third largest travel insurer and had a book of
850,000 home and car insurance policies.*” As well as developing these streams further, the
company was in the process of reintroducing the Post Office Bank, and intended to launch
a current account in 2010. Its banking activities would attempt to tie in with the
Government’s financial inclusion agenda, although Post Office Ltd admitted that this

43 Qq 61, 74-75, 107 and 122-124; C&AG's Report, para 4.5
44 Q63

45 Q65

46 Qq63,65and73

47 Qq71and 90
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would probably not bring much direct benefit.*® There was a risk arising from the fact that
despite these revenue streams, the key drivers for sub-post offices are cash withdrawals,
routine banking transactions, and the mails business. As such, the relationship with Royal
Mail and the impact of part-privatisation could be significant, although Post Office Ltd
emphasised that it has formal inter-business agreements with Royal Mail for the next five
years.*

27. In addition to receiving information from Post Office Ltd on the size and spread of the
network, the Department had requested Consumer Focus and Postcomm, the postal
services regulator, to carry out research. In particular:

e Postcomm was asked to look into the social value of the post office network, and
commissioned NERA/Accent to carry out research on this, and

e Consumer Focus would be undertaking research into the quality of service provided by
the remaining network, particularly focussing on the performance of Outreach
services.”

28. Consumer Focus has already carried out initial research on some Outreach services,
finding some welcome signs of good service, but also a need for improvement in the
consistency and reliability of service. Post Office Ltd has also been carrying out research on
customer satisfaction with Outreach services; the latest findings based on a sample of 895
respondents was that there was an 83% satisfaction level.*!

29. The Department had asked Postcomm to conduct some independent research into the
impact of the network on communities, which would be available to inform the
formulation of policies from 2011 onwards. However, the Department had not set
guidelines for levels of service, for example on hours of opening, taking the position that it
would be more appropriate to decide on the service levels locally, because circumstances
vary across the country.”

30. Post Office Ltd will review internally the contracts for the new Outreach services after
the first year. This review allows both Post Office Ltd and the sub-postmaster some
flexibility in the provision of the service and the level of commitment they make. It has,
however, also prompted fears that some Outreach services might be withdrawn after the
first year, although Post Office Ltd have said that this is not their intention and that the
closure of an Outreach service will trigger a full consultation process under a Code of
Practice agreed with Consumer Focus.”

48 Qq 101-102 and 113-115

49 Qq93-95

50 Qgqb5, 7 and 107; C&AG’s Report, paras 4.6 and 4.9
51 Qg7and 134

52 Qg 5-6 and 81-82; C&AG’s Report, paras 4.6 and 4.9
53 C&AG's Report, para 3.27
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Formal Minutes

Wednesday 15 July 2009
Members present:
Mr Edward Leigh, in the Chair

Keith Hill Mr Don Touhig
Mr Austin Mitchell

Draft Report (Oversight of the Post Office Network Change Programme), proposed by the
Chairman, brought up and read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 30 read and agreed to.

Conclusions and recommendations read and agreed to.

Summary read and agreed to.

Resolved, That the Report be the Fifty-third Report of the Committee to the House.
Ordered, That the Chairman make the Report to the House.

Ordered, That embargoed copies of the Report be made available, in accordance with the
provisions of Standing Order No. 134.

[Adjourned till Wednesday 14 October at 3.30 pm
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