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Whilst acknowledging the fact that the Hooper Report says that the modernisation process
needs to be accelerated, there does not appear to be any direct criticism of the content of
the modernisation plans as they stand, nor is there any indication as to what extent Hooper
believes Royal Mail should increase their level of investment. Similarly, even though Royal
Mail have said that their overall financing situation is becoming more difficult they haven't
provided details of the cost of the modernisation programme nor suggested that it is
becoming unachievable.

Given this context, it is not possible to take a view on how much capital is required, simply
using the publically available information. However, it does seem clear that there is a
need for more information on the likely costs and benefits of the modernisation
programme and proper consideration of the possible scenarios, including adopting
only some of Hooper’s recommendations, before it can be safely concluded that it is
necessary to sell part of the business in order to raise additional capital.
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The arguments about inefficiency
and corporate learning, as
presented so far are weak In terms
of establishing a compelling need
for a strategic partnership with a
commercial investor.
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6. Conclusions

The evidence within the Hooper Report does not prove that Royal Mail is significantly less
efficient than its European peers nor that it is not capable of effectively implementing its
modernisation programme or coping with competition in its domestic market.

The report does not offer any evidence to support its claim that whatever learning is
desirable for Royal Mail is only achievable though the mechanism of a strategic partnership
involving a private-sector company taking an equity stake in Royal Mail.

It is simply not obvious that the best way for RM to fill any skills gaps is through
strategic partnerships involving equity stakes. Nor is it obvious that its European
peers are the best sources of that knowledge.

The extent to which Royal Mail may need additional external capital in order to accelerate
and complete its modernisation programme is not clearly established. There is no clear
indication of the level of investment required and the report’s conclusions seem to have
been reached without proper consideration of the achievable cost savings. The report also
ignores the possibility of its recommendations being adopted in part, particularly those
relating to the regulatory regime and the funding of the pension deficit, and the impact
this would have on Royal Mail’s cash flow and capital requirements.

The arguments about inefficiency and corporate learning, as presented so far are
weak in terms of establishing a compelling need for a strategic partnership with a
commercial investor.

We recognise that the report does offer other arguments in support of its recommendations
on the future ownership and capital structure for Royal Mail. However, we also believe that,
given the concerns that we have raised with regard to the evidence on corporate efficiency
and learning and the need for additional capital it would be irresponsible to adopt the
Report’s recommendations without further exploration of Royal Mail’s true position
and the possible alternative courses of action, including adopting the
recommendations in part only.

Given the significance of the conclusions for the future ownership of the Royal Mail we
believe that the Hooper Report fails to make its case adequately for some of its specific
recommendations and also, by extension, its assertion that its recommendations must
necessarily be adopted in total in order to be effective.
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The Hooper Report is available here http://www.berr.gov.uk/files/file49389.pdf

Sources: As in Hooper; the data used in these charts are taken from the 2007 Annual reports of TNT and DP and the 2007-08 Annual
Report of Royal Mail. In the case of Royal Mail, GLS has been classified as Logistics and Parcel Force as Express

Sources: DP and TNT Annual Reports 2007

Source: Phase One of the Independent Review of the Postal Services Sector; Royal Mail's Response, 28th March 2008

Source: International Postal Corporation, carrier profiles at www.ipc.be

Though this data is problematic because it doesn't provide any indication of the date or FX rates used

Phase Two of the Independent Review of the Postal Services Sector; Royal Mail's Response to Questions 20 to 60, 19th May 2008

Sources: Annual Reports as detailed above.

Numbers presented in the table are for Royal Mail, Deutsche Post’s mail division excluding its Parcels and Global Mail business units and Malil
Netherlands, apart from items delivered per employee which for DP is for the entire Mail division.Where necessary, margins for the business
units of DP and TNT have been assumed to be the same as for the Mail divisions as a whole. Royal Mail's items delivered is based on 81
million items per day, 6 days per week less 7 public holidays

Source: ECB, £/€ rate for January 2009

Source: OECD, Country specific PPP rates against the US$ for GDP in 2008

Sources: IPC website as above; Charts and tables in Eurostat Data in Focus, Postal Services in Europe — 2/2007, 12/2007 and 25/2008
Source: Phase Two of the Independent Review of the Postal Services Sector, Royal Mail's Response to Questions 20 to 60, |9th May 2008
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Compass is the democratic left pressure group whose goal is both to debate and
develop the ideas for a more equal and democratic society, then campaign and
organise to help ensure they become reality. We organise regular events and
conferences that provide real space to discuss policy, we produce thought-
provoking pamphlets, and we encourage debate through online discussions on
our website. We campaign, take positions and lead the debate on key issues
facing the democratic left. We're developing a coherent and strong voice for
those that believe in greater equality and democracy as the means to achieve
radical social change.

We are:

* An umbrella grouping of the progressive left whose sum is greater than
its parts.

* A strategic political voice — unlike thinktanks and single-issue pressure groups
Compass can develop a politically coherent position based on the values of
equality and democracy.

* An organising force — Compass recognises that ideas need to be organised for,
and will seek to recruit, mobilise and encourage to be active a membership
across the UK to work in pursuit of greater equality and democracy.

* A pressure group focused on changing Labour — but Compass recognises that
energy and ideas can come from outside the party, not least from the 200,000
who have left since 1997.

* The central belief of Compass is that things will only change when people
believe they can and must make a difference themselves. In the words of
Gandhi, 'Be the change you wish to see in the world".

Compass

FREEPOST LON15823

London

E9 5BR

t: 020 7463 0633

e: info@compassonline.org.uk
w: www.compassonline.org.uk

compass

DIRECTION FOR
THE DEMOCRATIC LEFT



