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PREFACE

Welcome to the first volume of Pushing the Envelope: Achieving High Performance in a Competitive
Postal Environment. This edition provides postal leaders with a single resource where they can find top-

level thinking, new solutions, and the latest trends to cope with today’s business challenges.

The changes occurring in the postal industry today are monumental. As we undertook this effort and
initiated detailed conversations with postal executives around the world, they all described similar
challenges. Whether grappling with declining mail volumes or redefining their business models in an
era of deregulation, posts seeking to outperform the competition understand that they must define and
execute bold strategies if they are to survive and thrive. Our first chapter is dedicated to describing the
postal business environment and the challenges that posts are under to compete and achieve high

performance in this difficult setting.

Our conversations with postal executives also told of significant successes. Visionary postal executives
are transforming their organizations and this first volume of Pushing the Envelope is designed to tell
their story, in their own words. With case studies from posts around the world, Pushing the Envelope
highlights innovative solutions that are producing real results. In addition to case studies, this edition

incorporates thought leading white papers drawn from industry and subject matter experts.

The bulk of Pushing the Envelope focuses on these success stories and we have sought to include
topics broad enough to be of interest to any executive within your organization. From building a high
performance work force to optimizing the postal supply chain - whether interested in creating stronger
customer loyalty, focusing finance operations on performance, or simply understanding what innovative
products or services your competitors have launched - Pushing the Envelope contains content that

we believe will be of interest to you. This publication is also accompanied with an interactive Web site,
www.postalproject.com, which allows you to search for content, contact authors, or order reprints of

articles of interest.

I am confident you will find this collection of articles engaging and thought provoking. On behalf of
the Accenture global postal practice, | wish you continued success in pushing the envelope at your own

organizations. May this volume serve as a guide for your efforts toward high performance.

Sylvain Bacon
Accenture’s Global Postal Practice

www.postalproject.com 5
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Achieving High Performance in a
Competitive Postal Environment

Sylvain Bacon and Michael S. Coughlin

As the forces of liberalization, competition, and tech-
nological substitution continue their inevitable march
across the landscape of the postal marketplace,
postal organizations around the world have found
themselves under enormous pressure to change the
way they do business. The old model - the govern-
ment monopoly insulated from market forces, provid-
ing run-of-the-mill service quality at rising prices —
does not work anymore. Customers, competitors, and
governments are no longer content to live with the
status quo.

The last decade has brought significant change to
the world’s posts. The coming decade promises even
more dramatic developments. It seems certain that
new roles will be defined, new business models will
evolve, new relationships will be formed, and new reg-
ulatory schemes will emerge. Visionary postal leaders
already have begun to formulate and execute bold
strategies in their effort to drive high performance in
the face of swelling competition.

THE CHALLENGE

For decades, the world’s posts, with their govern-
ment-backed monopolies, have enjoyed the benefits
of growing volumes as population, households, and
business activity grew and economies expanded. That
volume growth and the associated revenues helped
support the large, fixed-cost networks of mail and
retail facilities necessary to provide universal mail
service.

However, with the explosion of new communications
technologies and rising customer demands for new
options, mail volume has begun to decline, particu-
larly in the industrialized countries. At the same time,
there has been a strong move in parts of the world
to restrict and even eliminate the reserved service,
the monopoly held on the carriage of letters. Some
already have lost their monopolies; members of the
European Union are in the midst of a gradual phase-
out of the reserved service, scheduled to end in
2009. With these challenges, postal administrations

find themselves faced with a true
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paradox: How do they continue to
provide affordable universal
service in the face of a continu-
ing and inevitable decline in tra-
ditional volume and revenue
sources, while maintaining large
networks with growing costs?”
Regulators also have become
more aggressive in their efforts to
bring the benefits of competition
to domestic mail markets. New
operators have been licensed and
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offered access to existing operator networks for a
fee. At the same time, the regulators are demanding
higher performances from the exisiting universal
service provider and withholding price increase
authority when quality standards are not met.

Some posts responded quickly and aggressively to
the changing conditions. They adopted new business
models, made new acquisitions and, for the first
time, initiated cross-border competition for existing
mail traffic. A new order began emerging. The his-
toric tradition of cooperation between national
postal operators has moved to co-opetition in some
cases, and to open competition in others. The
effects of aggressive international remailers lever-
aging irrational terminal dues charges has also
fostered competition.

Postal operators have begun to accept the fact that
the volume decline is not a temporary phenomenon.
The convenience, speed, and lower costs of emerging
communications technologies signal real change in
the way people and businesses communicate. One
can see the evidence in the level of penetration of the
Internet into both business and households.

In confronting the challenges, the posts often
carry a number of competitive disadvantages into
the battle. The universal service requirement - to
serve everyone, everywhere in the country - and
the large, fixed-cost networks necessary to sup-
port this, are seen as a competitive burden.
Products and services offered are sometimes

Domestic Letter Volume

425 billion pieces - down 2.5% (11 billion pieces) from 2001
28 industrialized countries generate 81% of all volume
International Letter Volume

6.7 billion pieces - down 9% (600 million pieces) from 2001
28 industrialized countries generate 72% of traffic

Parcels
4.5 billion pieces

Post Offices
660,000 offices

Employment

5.2 million people

Revenues
$240 billion estimated

FIGURE 1 The World Postal Network, 2002

Source: UPU International Bureau
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outdated. Most posts have unionized workforces
with a history of militant resistance to change,
and an internal culture that comes with a monop-
olistic rather than competitive environment.
Finally, the posts often are subject to political
restrictions on change such as relocation or
reduction in the numbers of facilities, or reduc-
tions in employment.

Admittedly, the posts also bring considerable com-
petitive advantage into the fray. Those large networks
also are a key asset to the incumbent operator. A com-
petitor must either build its own or get access at a re-
asonable cost to the existing network. At least for now,

the posts also retain some monopoly rights on

letter mail. Brand equity also is a huge factor

for most posts, and many still have a very large

base of loyal customers. All of these assets are

important sources of leverage for the post.
Essentially, postal and political leadership

has wrestled with a number of key questions

as they prepare for high performance in this

new and very competitive environment in the

postal market, including how to:

e Maintain affordable universal service;

e Sustain and/or convert high fixed-cost net
works to flexible assets;

e L everage existing retail networks for busi
ness benefit;

e Determine methods and sources for gener
ating new revenues;

e Prepare the workforce for the realities of the
new competitive order;

e Determine where and on what basis to
compete;
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e Satisfy the rising expectations of customers; and
e Deal with regulators who carry significant
authority, but sometimes little accountability.

THE RANGE OF RESPONSE

Some posts recognized early on that a traditional
and incremental approach to performance
improvement and business results would be
insufficient to meet the challenges. To survive and
prosper in the future they had to transform them-
selves. Transformation took on many different
forms, but the fundamental elements centered on
three areas: business model, strategies to compete,
and choosing the venue in which to compete.

New Business Models

New business models began to emerge as early as
1970 when the United States adopted its Postal
Reorganization Act, a version of the corporate/com-
mercial model. In the ensuing years, posts began to
separate from telecoms and new postal models were
adopted. Today there are three basic models with a
wide variety of individual variations.

The most aggressive approach to the competitive
environment has been the private sector model, with
almost unlimited commercial freedom to act. The
Netherlands, Singapore, Argentina, and Germany are
the prominent examples. Others were formed as lim-
ited liability stock companies, and the government
remains the sole stockholder. These posts all retain
the obligation to provide universal service and have a
limited degree of regulation, and most still have some
reserved traffic. Most, but not all, have managed to
generate profits, and several have aggressively pur-
sued diversification through acquisition. In the private
sector model, however, one of the larger sources of
shareholder value, if not the primary source, remains
basic mail services.

Most remaining posts in industrialized countries
operate under a corporate/commercial model, with
government ownership and varying degrees of reg-
ulation. Posts in countries like Canada, Japan, or
Great Britain operate on this model. By and large,
these organizations have very substantial commer-
cial freedom to operate but maintain the obligation
to provide universal service with a monopoly on
letters. They have the obligation to provide univer-
sal service with a monopoly on letters. The degree
of financial success achieved with this model
varies. In some cases, there has been strong lead-
ership and strategic focus. In others, there have
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650 million estimated Internet users in 2002

750-950 million users in 2004

20 countries account for 90% of users - same countries
generate 75% of mail volume

Worldwide B2B Internet revenues estimated at $1.4 trillion
in 2003

84 million European Internet banking users estimated by 2007

FIGURE 2 Internet Penetration

Source: NUA Internet Surveys, www.nua.ie

been frequent changes in leadership, some poor
strategic choices, and less financial success.

The third model is that of the traditional govern-
ment department. These exist primarily in smaller
countries and those that are less developed such as
Aruba, Cuba, or Ethiopia.

There is an interesting development on the horizon
that might become a fourth model. A few mid-sized
and smaller posts have looked to outsource the opera-
tion of their posts to either private operators or to
other, larger postal administrations, while others are
actively seeking alliance and possible merger with
other posts. It is too early to make firm judgments
about the success of such moves.

Strategies to Compete

The choice of business model and governance
structure is important. So too are the strategies
that form the basis for successful competition.
Over the last 10 years, four broad strategies for
improved performance have emerged in response
to the environment. Many of the initiatives high-
lighted in this book are part of the first two strate-
gies for competition.

Optimization - maximizing the efficiency and effec-
tiveness of existing mail processes, systems, and net-
works. These initiatives have included the automation
of mail handling, the application of new technology to
existing processes, outsourcing of noncore functions,
worksharing, public-private partnerships, and invest-
ment in new human performance systems.

Innovation - the introduction of new products
and services designed to respond to the needs of a
demanding market. Posts have moved to capitalize on
new communications technologies, offering a host of
e-services. They also have launched efforts to leverage
existing retail networks by providing products and




services not previously available, with the goal of
retaining existing customers and driving new revenues.

Diversification - entering new lines of business,
primarily through acquisition of existing entities. A
number of posts have added expanded parcel and
express services to their offerings, as well as logistics
and financial services.

Globalization - expanding and altering business
opportunities beyond local borders. These initiatives
include the establishment of a cross-border presence
and operations, as well as alliances and partnerships
set up to expand revenues and improve service quality.

Measuring Success

While it is relatively easy to define success in most
private businesses (profit and loss, return on invested
capital, return on assets, shareholder value, etc.),

KEYNOTE

PUSHING THE ENVELOPE
What follows in this publication is a story of suc-
cess, of a mature industry, rooted in monopoly
thinking and a governmental culture, confronted
with a technological and competitive revolution that
threatened its very existence. Visionary leadership
responded to the challenge and undertook real
efforts at transformation and the achievement of
high performance in this competitive environment.
A good many have been “pushing the envelope.”
Through its global postal practice, which is commit-
ted to teaming with clients to deliver innovation to
help them achieve high performance, Accenture has
had a close-up view of many of the developments and
initiatives described in this book. It is that experience
that led us to develop the Public Sector Value Model
for posts, which is outlined herein.

a0 N O MEmEE

The fundamental success measure will, in the end, be the
marketplace and how it responds to the offerings of the post.

success in a postal organization is not always so
clear-cut. For the public postal operator - the univer-
sal service provider - there is a public service factor
in play that frequently is not accounted for in gauging
success. Just ask the regulator charged with author-
izing price increases, or looking at service quality or
the level of compliance with universal service obliga-
tions. Or ask the politician who needs to respond to
constituents unhappy with postage prices, service
quality, or the location of a retail unit.

The fundamental success measure will, in the
end, be the marketplace and how it responds to
the offerings of the post. Therefore, economic meas-
ures will continue to dominate the picture of suc-
cess. Nevertheless, the public service issues will not
fade away, certainly as long as a monopoly and a
universal service obligation exists. Accenture has
invested significant effort over the last two years
looking at measures of high performance and value
in the public sector, and has found it is possible to
couple traditional economic indicators of success
with real measures of public sector value.

This story is told through the eyes of postal practi-
tioners around the world. There are high-level strate-
gic views of the postal industry, what has happened,
and what is likely to occur in the future. There are
interviews with key leaders and practitioners on some
of the critical factors in successful transformation.
There are solution offerings from major postal suppli-
ers and partners with deep knowledge and experi-
ence in the postal industry. It includes the point of
view of the regulator and the thinking of perhaps the
most important player of all, the customer. Finally, it
highlights some of the very successful initiatives
undertaken by individual posts in their journey to
high performance.

The story is far from complete. There are issues
not addressed, postal initiatives not highlighted, and
major players in the industry whose views are not
reflected. Perhaps we can capture them in a follow-
on effort. What is here showcases some of the best
efforts that have been achieved as well as thought-
provoking pieces on what might be. We hope you
find this useful.
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Universal Service Facilitates
Access to Information

The sustainable development of efficient and accessible postal services is an
important part of the solution necessary to bridge the worldwide digital and

information divide that currently exists.

Thomas E. Leavey

As a specialized agency of the United Nations, the Universal
Postal Union believes that the modernization of the world’s postal
systems is essential to increase citizens’ participation in the
knowledge society, as well as their chances of fully benefiting
from it. The UPU plays a leadership role in promoting the contin-
ued revitalization of postal services. Developing social, cultural,
and commercial communication between people through the effi-
cient operation of the postal service is at the heart of its mission.

Posts play an important role in breaking the communication
barriers between people - in the physical and electronic worlds.
Bound by an obligation to provide universal service at affordable
prices, posts facilitate access to the knowledge society in those
places where others cannot.

AN IMPORTANT COMMUNICATION LINK
Posts are major players in the global paper-based communication
industry, with postal services forming the largest physical distri-
bution network in the world. Annually, they process and deliver
more than 430 billion pieces of domestic and international mail.
Therefore, dramatic changes in the communication market-
place have had some impact on posts. Global domestic and
international mail volumes have been decreasing and are
expected to continue to do so, even though some regions of the
world are recording encouraging increases in domestic mail
volumes as a result of economic stability and service quality
improvements. Despite the rapid growth of electronic communi-
cation services, however, the existence of a physical communica-
tion infrastructure, as provided by postal services, remains
an essential element in the exchange of information in both
developed and developing countries.

In some areas of developing countries, the postal service is
the only communication link that serves the entire population.
Business and commerce also depend upon, and benefit from,
physical communication. The UPU and other studies indicate that
the physical communication network will remain a viable alterna-
tive and a reliable means of exchanging information for a long
time to come.

Substantive and sustainable development in the information
society of the 21st century cannot be conceived and achieved on a
worldwide basis without integrating all existing and future com-
munication infrastructures and services, including postal and
other physical communication services. Postal services are not
part of a sunset industry, but rather will continue to play a signifi-
cant role in the world’'s economy and information society for
years to come.

FACING THE REVOLUTION

When the Internet revolution took root in the early 1990s, many
detractors predicted the demise of the postal service. It was felt
that email and the Internet would replace traditional paper-based
communication rendering posts irrelevant. This narrow vision
failed to take into account the possibilities the new information
society offered to posts, and their contribution to its development.

In its 2,000-year history, the postal service has reinvented itself
time and time again to respond to economic and social changes,
and meet customers’ needs. And it is doing it again.

In both industrialized and developing countries, posts are taking
advantage of information and communication technologies to
expand the range of services they offer to customers, recognizing
that diversification is an effective antidote to falling into obsoles-
cence. Indeed, posts can leverage their tremen-

THOMAS E. LEAVEY has been director general of the International Bureau of the
Universal Postal Union, a specialized agency of the United Nations responsible for
postal services, since January 1995. Mr. Leavey is responsible for providing leadership
in responding to the significant challenges the UPU and its 190 member countries face,
including the increasing liberalization of postal services, new advances in technology,
and the need to adopt more customer-oriented commercial strategies. He has a Ph.D.

from Princeton University.
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dous assets, including experience, infrastruc-
ture, global reach and customer goodwill and
reputation, to become worthy and valuable
players in today’s virtual revolution.

Since the mid-1990s, posts around the world
have harnessed the power of the Internet to
develop innovative services to anticipate
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Competitive Challenges:
The New Postal World

A decade or so ago, few worried about the future of the post offices. Today,
the changes that began in the 1970s and 1980s have mushroomed into a
frenzy of privatization, partnerships, alliances, mergers, and acquisitions.

Georges Clermont

Postal reform started in the United States in the 1970s with the
creation of the USPS as an independent agency. This was soon fol-
lowed in Australia and Canada. Cynics would say that these moves
were a way for the governments to get rid of a problem. In
Australia and Canada especially, the posts were hotbeds of mili-
tant trade unionism and a source of embarrassment because of
poor service and huge deficits.

In Europe, governments were slower to move in the postal area,
having first reformed the telecommunications industry. Postal evo-
lution was slower, but, one can argue, that one event precipitated
the changes.

In 1990, five postal operators formed a joint venture with the
Australian courier company TNT. This caused a trauma in the
postal world. First, because public service providers were getting
in bed with private operators, and second, because through this
venture, the joint venture posts were indirectly going to be operat-
ing outside their home country. For a variety of reasons, the joint
venture didn't last.

At roughly the same time, the Dutch government talked about
privatizing the post and lifting the monopoly; no one took them
seriously. Yet, despite the skeptics, TPG and Deutsche Post have
been successfully privatized and a number of governments have
announced their intention to follow suit. The last years have wit-
nessed a number of new partnerships between postal operators
and logistic providers while there have also been a number of
outright takeovers or mergers by and between postal operators
and other parties. Most of that activity has taken place or origi-
nated in Europe.

SURVIVING THIS COMPETITIVE ENVIRONMENT
Postal services are one of the last vestiges of the good old days.
Few institutions still trigger such emotional reactions. Raise the

basic rate by a fraction of the inflation rate and there is an outcry,
even though those most vocal will accept a double-digit increase
in the price of oranges as long as it is accompanied by an explana-
tion such as too much or too little rain in the growing region. Move
the location of a post office counter by 500 meters and the local
MP is inundated with complaints. Franchise a money-losing oper-
ation, where hours are limited and service is bad, to the local
store, and the trade unions manage to have the population at your
doorstep. Yet consumers are using postal services less and less.
For example, one great irony is that campaigns to stop closures of
post offices are not orchestrated by physical mail, but by email
and public advertising.

It has been said that before too long, there would be three postal
operators left in Europe. The statement sounds provocative, but
give or take a few years, it may very well happen. Many nonaligned
postal operators have publicly admitted that it was going to be dif-
ficult, if not impossible, to make it alone. Privatized or commer-
cially free postal operators will need to grow their core businesses
outside their home territory if they are to generate the returns
that will attract investors and allow them to go forward with the
capital investments that are required to run an efficient operation.

But growing core business is not an easy task and postal opera-
tors face a number of external challenges, the principals being
globalization, substitution, liberalization, and regulation. These
challenges make that effort even more difficult. This article will
address the latter three.

Substitution
What has happened to cause the disappearing mail market in the
last decade?
According to UPU statistics, the total volume of domestic mail in
the decade ending in 2000 went from 385 billion pieces to 430.
Volumes of international mail did not rise

GEORGES CLERMONT was appointed president and chief executive officer of the
International Post Corporation (IPC) in Brussels in October 1999. Prior to his appoint-
ment, he served as president and chief executive officer of Canada Post Corporation until
January 1999, having first joined Canada Post Corporation as a senior executive in 1983.
Clermont studied law at the Universite de Montreal and is a member of the Quebec Bar.
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appreciably which may very well be due to a
mix of increased substitution to new technolo-
gies, primarily in the business segment, and
competition from firms that handle outbound
mail in countries where it is permissible (these



It has been suggested that no
more than 10 percent to

15 percent of domestic postal
markets will become available to
full competition. This, in itself,
might be sufficient justification
for the maintenance of some
form of regulation.

volumes are not reported to the UPU as mail and the phenomenon
will increase with the liberalization of outbound mail in Europe,
which became effective in 2003).

While total mail volumes in the industrialized countries have, at
best, remained flat over the last few years, most postal operators
are experiencing a shift from first-class mail (the term is here
used generically since each postal operator defines its various
services differently) to less expensive, and less profitable, classes
of services. Blaming the change on substitution is perhaps too
easy; the economy has much to do with mail volumes, especially
mail used as an advertising medium. And all advertising media
have suffered from the economic downturn.

Pitney Bowes Incorporated, whose good fortunes are principally
tied to physical mail, has undertaken a major exercise to look at
displacement, intending to separate myth from reality. Results
should be published in the spring or early summer of 2004.

But no one can ignore the developments in technology. And
postal operators, recognizing this as a major challenge, have all
factored technology’s advances in their longer-term plans. It is
interesting to analyze the various methods used by posts to
address the encroachments of technology.

The fear of substitution drove many postal operators to jump on
the e-bandwagon and start new business units that were mandat-
ed to generate compensating revenues. Most surprising, in look-
ing at the plans behind these ventures, is the apparent absence of
the realization that these business units were typically launched in
fields that would attract a large number of players. The ingrained
belief that posts were the trusted third party, and had been for
centuries, was not sufficient to keep other service providers at bay
and competition was fierce in these markets.

Overall, postal electronic services are growing, but they have not
proven to be revenue generators, especially for the posts where
growth has been slowest. Postal operators, who apparently forgot

THE POSTAL ENVIRONMENT

that technology is not an end in itself, but rather a means to better
serve customers and become internally more efficient, are back to
focusing on their core business. But core business has materially
changed over the last decade or so; letter mail now represents a
smaller proportion of overall activities and revenues for most
postal operators. Logistics, express services, and integrated serv-
ice offerings are becoming the norm.

Liberalization and Regulation
Liberalization has taken the postal world by storm.

The speed at which liberalization should occur is a matter of
discussion. In Europe, some don't think it's happening fast
enough, while others favor evolution rather than revolution.
Considering the huge investments that citizens have made in
postal infrastructures, it would perhaps be foolish to eliminate
protections overnight and, like all transitions, an orderly one is
preferable.

The European Commission’s 1997 Postal Directive was the first
major step towards liberalization in Europe. The objective was to
open the postal market to competition in a gradual and controlled
way, whilst simultaneously safeguarding the basic principles of
the universal service provision and ensuring improvements in the
quality of service. The directive was updated in 2002 with new
dates as targets for complete liberalization.

Once the trend is well established in Europe, it will likely spread
to other parts of the world. In theory, liberalization should result
in a totally free market where the best vie amongst themselves to
capture the highest market share in an environment that is free
from regulation, albeit subject to the laws of the land. The fact is
that, while liberalizing the marketplace, governments have insti-
tuted an often too-complex regime of regulation to ensure that the
former monopolists amend their ways. One might think that, over
time, regulation will become redundant; however, regulation is an
industry in itself and it is unlikely that it will disappear in the fore-
seeable future.

It has been suggested that no more than 10 percent to 15 per-
cent of domestic postal markets will become available to full com-
petition. This, in itself, might be sufficient justification for the
maintenance of some form of regulation. Regulation is not bad per
se, provided it is judicious, realistic, and carried out in a way that
balances the interests of the public who act as both consumers of
postal services and investors of the postal system. It so happens
that in most cases, citizens have provided the funds to operate and
modernize the postal system. If regulation does nothing better
than annihilate that investment, one might wonder what purpose it
has served. Europe has experienced excessive and destructive
regulation in some countries, constructive and enlightened in oth-
ers. Lessons need to be learned quickly before irreparable harm is
done to an essential element of our society.

THE UNIVERSAL SERVICE OBLIGATION

There was a time when posts were the primary means of commu-
nicating. Governments felt it was their duty to protect and ensure

that this was made easy and cheap. Postal operators were given a
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monopoly but, in return, had to meet certain commitments.
Though they varied over time, they can be summarized as servic-
ing the whole country without undue discrimination between
regions at a uniform price.

Today, the definition of what constitutes universal service varies
from country to country. The Canada Post Corporation is expected
to deliver basic, customary postal services with no further defini-
tion of what that means. It was argued that delivering to group or
community boxes, clustered at the entrance of a new subdivision,
was not meeting that definition. The courts decided otherwise. In
contrast, the Irish regulator decided that delivery to the garden
gate was not in conformity with a proper understanding of the uni-
versal service obligation.

Within the European Union, the Postal Directive sets the guide-
lines for a European Universal Service Obligation, but it does not
detail specific requirements. The directive mandates that mem-
ber states have to ensure the guarantee of the USO to everybody
under the same conditions. But European implementation of the
USO also differs from country to country. For example, in
Germany, the number of post offices is clearly defined (e.g.,
within no more than 2,000 meters in cities of more than 4,000
inhabitants) and the number of letterboxes is also clearly defined
(no more than one kilometer between boxes). Or Denmark,
which has the highest level of end-to-end measurement with 97
percent J+1 for priority mail and 97 percent J+3 for all other
mail. Some member states, such as Germany and France, fur-
ther try to define the USO. Their respective postal Acts add addi-
tional requirements, such as the distribution of newspapers.

The real question still remains. What is the right balance of
services with costs, and what does the public expect?

Universal service should be looked at as a responsibility
designed to meet the needs of the public at a reasonable cost. It
should correspond and be adjusted to the needs of the day, not
those of times gone by. It needs to recognize the societal require-
ments in which it is applied. For example, in locations where the
mail delivered is mostly commercial, should the need for everyday
delivery and the quality of service (all factors that dictate the cost
of the service) not be left to what the large mailer is willing to
pay? Where Internet penetration is high, should the obligation be
the same as where Internet usage is still the exception?

If Europe is to be a level playing field, should the USO be defined
continentwide? It is accepted that there should be certain unifor-
mity between countries. But because societal requirements are
different, it is preferable that each government set the parameters
that will meet the needs of its constituents.

The financing of the universal service obligation is also a con-
tentious issue. Contentions exist between governments, postal
operators, and the public when addressing the issue for domestic
postal operations. In most countries, governments have been
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loath to help the operators, arguing that they must maintain the
duty of universal service. True, it is the government’s responsibility
to ensure that all citizens are served and served well, but emo-
tions or political expediency should not be the guiding principles.

But there is also contention between postal operators when the
issue arises between continents. Generally, it is accepted that
postal operators are better off financing their own operations,
thus keeping governments at bay. But why should users of com-
petitive services subsidize the needs of a particular segment of
society, let alone if that segment is in a different country? Some
governments may include in the USO some services that others
might not (e.g., newspapers delivery, financial services). If the
financing of the obligation is done through the state, can it not be
said that this is a disguised form of state aid? How can this be
called a level playing field?

CONCLUSION

Globalization has created large, economic areas (European Union
- EU, North American Free Trade Act - NAFTA), within which the
rules governing commercial activities have been streamlined and
made more uniform. Certain commodities (steel, agricultural
products) are commercialized by an even further-reaching set of
governance instituted by the World Trade Organization. If the
postal industry is to reach some state of globalization, it will have
to shed its historical approach to serving the users. It will have to
be seen as another commercially driven industry, serving cus-
tomers, shareholders and other stakeholders on a business basis,
not on a mythical folklore of yesteryears.
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customers’ communication needs. These include electronic
stamps, electronic bill presentation and payment services, secure
email, and trusted third-party certification.

Postal entities have a long experience of developing or taking
advantage of new technologies to improve, even expand, existing
services, as well as to strengthen the distribution networks they
manage day to day. Bar codes, track and trace technology, delivery
performance monitoring systems, and hybrid mail (converting
electronic files into printable matter) are a few such entities.

The challenge for posts today is to effectively merge the possi-
bilities of cyberspace with their physical distribution capabilities,
and the possibilities are endless.

MEETING THE CHALLENGES

For all the speed and convenience they offer, the ICTs are by no
means without challenges. For businesses and governments mak-
ing a foray into cyberspace, ensuring access, trust and security,
privacy, and the effective distribution of goods have quickly
become key issues. Posts are uniquely positioned to meet each
one of these challenges.

Access to Information
While the Internet has become a widely used tool, it remains a
mystery to a majority of the world’s population. Statistics show
that there are more than 500 million Internet users worldwide, but
80 percent of them are in developed countries.

The network of close to 700,000 postal outlets that exists world-
wide provides a natural opportunity for helping people access the
Internet, as well as other communication technologies. That is

THE POSTAL ENVIRONMENT

lives and reduce poverty. People can also send photo emails or
use interactive technology to carry on a conversation with some-
one they can see on a screen at another cyber kiosk. The success
of the cyber kiosks is such that the national postal service, backed
by the government and several financing organizations, is now
pursuing a project to bring them to 40 of its 73 post offices in the
country. Neighboring countries are also following the initiative
with great interest.

In Bhutan, there are only 2,500 Internet accounts. Postal run-
ners are still required to physically carry letters for days over high,
snow-bound mountain passes to remote communities. In this con-
text, the UPU and the International Telecommunication Union are
assisting the national postal service of Bhutan in launching a serv-
ice to send letters electronically to remote areas and to exploit its
110 post offices as public facilities for email and Internet access.
With e-post, every household will be given a unique e-post
address - an email address that contains the postal address in
code form. This will enable all citizens to walk into any post office
and send an e-post letter to another post office, where the mes-
sage will be printed and delivered to the local e-post address. This
project has the potential to prepare Bhutan for a Himalayan leap
across the digital divide, as e-post will put in place an infrastruc-
ture that can be used as a platform for e-business, e-government,
and web hosting. Bhutan Post foresees e-post helping to link gov-
ernment outposts, enabling farmers to obtain relevant information
on agricultural matters and improving access to health services.

Other postal administrations, such as Sweden and India, have
also given their citizens personal email addresses, or have invited
them to obtain one through their post offices.

As traffic on the information highway becomes heavier, people
expect to deal with a trusted party that will protect the sanctity
of their messages and their right to privacy.

why posts are often seen as attractive partners in the provision of
e-government and e-business services because of their reach and
the trust they have established with their customers.

Some postal administrations are already facilitating this access
by drawing customers to Internet kiosks in their outlets, and part-
nering with other communication firms to offer convenient prod-
ucts and services.

This is the case for many posts from industrialized countries,
but the ability to facilitate access to the information society is par-
ticularly valuable for posts in developing countries. As such, the
UPU has been working hard to facilitate the development of sever-
al projects between progressive and developing posts. France’s
La Poste, for example, agreed to finance the installation of cyber
kiosks in two post offices in Burkina Faso. Using satellite and
wireless technologies to access the Web, the cyber kiosks give cit-
izens access to a variety of information and social services, includ-
ing education and government, that enable them to improve their

Trust and Security

As traffic on the information highway becomes heavier, people
expect to deal with a trusted party that will protect the sanctity of
their messages and their right to privacy.

For years, people have trusted the postal service and its employ-
ees to securely and confidentially deliver information to the four
corners of the world. In fulfilling their obligation to provide univer-
sal postal service, posts have a reputation as neutral third parties.
Regulations on employees’ conduct as well as legal guarantees,
enhance customer confidence and trust. Posts will continue to
honor that role through innovative and secure services and prod-
ucts. The electronic postmarks used by several progressive posts,
for example, protect the integrity of electronic data through the
use of auditable time stamps, digital signatures, and hash codes.
These postmarks allow third parties to verify the authenticity of
electronic content and provide evidence to support nonrepudiation
of electronic transactions (see Figure 1).
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In support of this initiative, the UPU has developed a global
standard for electronic postmarks with the assistance of postal
administrations that have them, including Belgium, Canada,
France, Italy, Portugal, and the United States. The UPU and posts
are working with major software manufacturers such as Microsoft
Office, Adobe Acrobat, and Sun StarOffice to incorporate the
standard in their applications and create a standardized interface
for individuals and businesses that want to apply trusted digital
signatures to electronic documents and transactions.

Privacy

In accordance with the “consumer choice” poli-
cies some postal administrations have adopted
for direct or advertising mail delivered physical-
ly, they propose to electronically deliver such
mail to customers who only specifically request
targeted information. This practice, supported
by state-of-the-art security features and a
guarantee that distribution lists will not be
shared with other parties, reduces the number
of unsolicited messages a consumer might oth-
erwise receive in an information age where pri-
vacy can quickly be compromised.

MARCA DO DIA
ELECTRONICA

FIGURE 1 Electronic postmarks such as this one developed by
Portugal protect the integrity of electronic data.
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Distribution Logistics

E-commerce offers an unprecedented level of convenience. But
beyond an attractive retail Web site and secure online transac-
tions, businesses must be able to rely on a delivery infrastructure
that is efficient, dependable, and fast. Posts offer an extensive net-
work of processing and delivery facilities to meet that need, and
international mail agreements mean that packages and docu-
ments can be delivered to any destination in the world using a
range of cost-effective products.

... Beyond an attractive retail Web site

and secure online transactions, businesses
must be able to rely on a delivery infra-
structure that is efficient, dependable,

and fast.

AN IMPORTANT LEARNING CENTER

The UPU recognizes that its strength, and that of its members,
comes from a collaborative and shared approach. The agency
watches its members’ progress closely in developing or adapting
information and communication technologies, and looks at how
notions can be transferred to other countries for the benefit of
their domestic and international customers. Progress, knowledge,
and expertise are shared regularly with all members through vari-
ous forums, including the Universal Postal Congress, which is
held every five years. In fact, the role posts can and must play in
the new information society will be an important element of the
World Postal Strategy that the UPU’s 190 member countries will
adopt at the Bucharest Congress in September 2004. This means
that posts will devote particular attention to how they can con-
tribute positively to ICT access for everyone, using ICTs as a tool
for economic and social development, and increasing confidence
and security in the use of new technologies.

As the most extensive means of communication available to
people, the post has always served as an important learning cen-
ter - a place where people can confidently deal with postal offi-
cials’ advice for the most effective ways of connecting with loved
ones, business, government, and others.

In conclusion, the postal service plays an active and important
role in the information society by facilitating access to knowledge
and communication technologies and furthering their appreciation.
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Worksharing: The
Essence of Liberalization

Posts around the world are hearing a wake-up call. The dynamics that drive
postal businesses are changing big-time, and the days of a post’s statutory

monopoly over mail are rapidly passing.

Dr. Gene Del Polito

Today, posts find themselves in the kind of competitive environ-
ment no one would have anticipated just one decade ago. Besides
the onslaught of electronic communication alternatives, posts now
find themselves locked in mortal combat for market shares that
are being lost to private sector express and package services
competitors. Even a post’s counter business is no longer sacro-
sanct. Just ask the customers who are much more willing to buy
retail services at establishments such as the UPS Store, Parcel
Plus, and others rather than at post office counters.

The days of being able to take your customers’ business for
granted are long gone. Financial institutions are moving quickly to
non-postal, electronic alternatives; periodical publishers are test-
ing the viability of electronic distribution; and advertisers and
marketers are dedicating increasing shares of their business
development budgets to media other than mail.

There are significant changes affecting the world’s postal reg-
ulatory scene as well. By the end of the decade, the European
Union will require member states to relinquish their statutory
monopolies over the carriage of letter mail, and to open their
postal networks for competitive access. The UK'’s postal regula-
tory board, the Postal Service Commission (Postcomm], already
has directed Royal Mail to open its network to its competition
and already has begun doing so. The EU’s competition regulator
also has taken steps to compel others to speed up the postal
deregulation process. Some EU parliamentarians are taking
various steps to level the playing field between state-run and
private postal and courier service providers by way of laws that
control the imposition of value-added taxes and customs’ duties
and procedures.

The irony is that while several posts have taken the process of
deregulation seriously, legislative and regulatory transformation
alone has proven insufficient to ensure a post’s long-term viability.

Postal executives around the world can be heard asking: “How can
I increase the market appeal of my mail products to win and keep
the loyalty of direct marketers and other businesses?” Experience
suggests that when posts are left to their own devices, they have a
hard time discerning a ready answer. Many posts continue to per-
sist in the belief that if they simply tell the market the kinds of
services they offer, businesses will beat a path to their door. Many
fail to grasp that in today’s environment the question they need to
ask is not, “Here’s what | have, what do you want to buy?” but
rather, “What do you need, and may | build it for you?”

THE RIGHT ACCIDENT

While no post is perfect, the US Postal Service (USPS) has benefit-
ed from a historical accident that more closely links marketplace
interests with the development of postal products and services. It's
called worksharing. Simply put, worksharing is nothing more than
the substitution of lower-cost, private sector resources for more
expensive resources that would be provided by a post. Some call it
outsourcing, but either way, it's the same. Find someone who can
do the job for less, and compensate him for his labors with a
share of the avoided costs.

In a sense, worksharing can be thought of as nothing more than
affording customers competitive postal network access. Since
many posts now (or soon will] have to contemplate giving its com-
petitors network access, logic would dictate they're asking why
they shouldn’t provide customers with a similar opportunity.

A SUCCESSFUL CATALYST

Worksharing within the American postal market has been a phe-
nomenal success. It has provided businesses with a method for
diminishing the impact of postal rate increases. It has created
incentives for mail-using businesses to prepare and present mail
that is more efficient for the US Postal Service
to handle. And it has also provided the kind of
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economic stimulus that has fostered a direct-
mail marketing sector that is the envy of posts
around the world. Indeed, without workshar-
ing, the USPS that exists today would have fis-
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For worksharing to succeed, the discounts a post is willing to provide
must exceed the cost the mailer must expend on worksharing. When
the shared savings are insufficient, worksharing doesn’t occur.

cally collapsed long ago under the burden of an infrastructure
that is one of world’s most labor-intensive and costly.

Worksharing in the US takes many forms. American mailers
have proven their adeptness at mail presorting, mail bar coding,
delivery point sequencing, palletizing, and drop shipping (trans-
porting) mail for destination entry. While the many forms of work-
sharing have added a certain complexity to postal rate structures,
it has allowed the Postal Service to avoid the tremendous costs
associated with the need to build more mail processing facilities
and with the need to expand the postal workforce to more than a
million persons nationwide. Without worksharing, it has been
noted, mail-processing costs within the US would have increased
by some 22 percent.

The US Postal Rate Commission has noted that even though the
US maintains one of the most stringent letter-mail monopolies, it
enjoys “the most liberalized postal market in the industrialized
world” because worksharing has put much of mail's value chain
into the hands of mailers and other third-party service providers.
“Work-sharing discounts,” it said, “proved to be a catalyst for
increasing volumes.” Indeed, the advent of parcel drop shipping
opportunities has transformed the USPS’ nearly moribund parcel
delivery service into an attractive, cost-efficient, competitive alter-
native to services offered by the private sector lions of the parcel
delivery business.

RATEMAKING IS THE KEY

So, if posts are to plan on network access becoming a way of life,
where should they begin? First it's important to understand that
when it comes to mail, customers usually start with a considera-
tion of postal rates. While they also are concerned about quality of
service, universal service, and the like, if the prices charged for
the services received do not compare favorably with other meth-
ods of communicating and transacting business, mail will come
up short. How postal rates are derived should be central to any
post’s transformational considerations.

In the United States, postal ratemaking begins with a determi-
nation of costs at what is called a subclass level, i.e., a grouping
of mail that receives the same service level and has similar
operational and market-demand characteristics. These costs
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then are marked up using statute-imposed criteria to derive a
subclass’s base rate. From there, discounts are provided off the
base rate to reflect costs that a post forgoes through mailer
worksharing (e.g., presorting, bar coding, drop shipping, and
more). In the US, this has become commonly known as top-down
ratemaking, e.g., determining costs over an aggregate of mail,
marking it up to derive a price, and discounting down to reflect
worksharing savings.

NEW RATEMAKING PROCESS NEEDED

For many years, this process of ratemaking worked satisfactorily.
In the early years, worksharing was minimal and the operational
and market-demand characteristics of mail within a subclass
were similar. Over the years, however, US mailer worksharing
has grown significantly, as has the complexity of determining the
full measure of avoided costs. In addition, the operational and
market-demand characteristics within many subclasses have
become differentiated. A subclass that formerly could be classi-
fied as homogeneous, now is considerably heterogeneous. In
many respects, the homogeneity of some US mail subclasses is
nothing more than a regulatory fiction that has resulted in a rate
structure that serves neither the best interests of the Postal
Service nor its customers.

For worksharing to succeed, the discounts a post is willing to
provide must exceed the cost the mailer must expend on work-
sharing. When the shared savings are insufficient, worksharing
doesn’t occur. The incentives that flow from rate design must
engender economically rational mailer behavior. Consequently, it
would be more sensible to base ratemaking on an accurate deter-
mination of the costs of resources consumed to provide service at
various levels (or access points) within a postal network.

For instance, within the American class called standard mail
(advertising mail), several network access points can be discerned.
Mail can be entered at multiple origins as well as destination facili-
ties. Origin-entered mail will require considerably more in the way
of processing and transportation than mail entered close to the
destination point. Similarly, mailer presorting and bar coding can
facilitate the handling and processing of mail. Consequently, if a
mailer chooses to forgo postal mail processing services, transports
the mail to the destination delivery unit, and prepares the mailin a
manner that requires nothing more than delivery service, the rate
paid should be based on the mail's actual delivery costs, and not on
the costs of all the other services that were foregone.

BOTTOM-UP APPROACH

Under such an approach, rather than using a pricing scheme
based on discounting down, a post would base its rates on the
costs associated with some nuclear level of mail service, such as
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street delivery. Rates for services requiring a greater expenditure
of resources then would be surcharged to fully recover resource
costs. This “bottom-up” approach to postal costing and ratemak-
ing would redirect incentives to help ensure that cost attributions
are accurate and complete, and appropriately motivate desired
worksharing outcomes. Thus, the task of the post (or a third-party
regulator) would be to make sure that rates charged at each level
of network access (to customers or competitors) are sufficient to
yield a reasonable profit.

This framework of ratemaking provides other benefits as well.
For instance, very few posts have completely deregulated. Some
still exercise de facto, if not de jure, control over mail services,
and many still are subject to some level of third-party regulatory
oversight. Such oversight demands that postal costs be easily
discerned. A system based on a determination of the cost of
resources actually consumed to provide service at various levels of
the postal network would facilitate not only an accurate review of
the costs that underlie rates, it also could provide a more rational
scheme upon which to determine the quality of services provided.

Bottom-up costing provides posts, customers, and postal
workers one additional benefit as well. The decision to encour-
age or engage in worksharing only makes sense if the savings
make good economic sense. When a post can provide some
essential service at a lower cost than the mailer, the decision to
forgo worksharing and let the post provide the service, is the
right call. On the other hand, when the private sector can provide
some services at much lower cost, encouraging worksharing is
the right course.

Knowing the true cost of services provided at various levels of
network access is essential employee organization as well. For
instance, if a union knows that because of the way it has struc-
tured its contract with management, it cannot possibly offer some
service more cost-efficiently than the private sector, it must face
up to the reality that its relationship with the post (e.g., compensa-
tion levels, work rules, grievance practices) must be re-explored.
With certain changes, postal employees may find they can offer
services much more cost efficiently than other sources.

WORKSHARING AND LIBERALIZATION
Many posts define service quality in terms of days-to-deliver.
Some take great pride in delivering their prime class of letter mail
within 48 hours. This sounds great, but it may be less meaningful
in the case of smaller nation-states. In such circumstances, the
idea of worksharing may seem ludicrous.

But what do you do when your task is to service areas that must

take in the territorial expansiveness of countries such as Russia
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Posts are complex enterprises.

To operate cost-efficiently,
they must be competently managed
with a thorough knowledge of
every part of the network’s func-

tioning, including an understanding
of its operational performance
as well as its costs.

or China or the topographical diversity of a Greece or Indonesia?
And will deliver-within-48 hours continue to serve as an adequate
benchmark when postal services consolidate within a larger
governmental framework? Could what is achievable today in
Germany be equally achievable if the service area encompassed
Switzerland, Austria, Lichtenstein, and Poland? Could what is
achievable today in Denmark be equally achievable if the postal
service area were to include Sweden and Finland? Under such a
scenario, worksharing could begin to make sense.

CONCLUSION
Posts are complex enterprises. To operate cost-efficiently, they
must be competently managed with a thorough knowledge of
every part of the network’s functioning, including an understand-
ing of its operational performance as well as its costs. A bottom-
up approach to ratemaking could provide the requisite framework
for a post’s investments in informational technology to yield a
means for internal performance management as well as value-
added, market-based tools (such as mail tracking and tracing].
The idea of providing customers alternative points of network
access may seem frightening. How, after all, can a post sustain its
costly infrastructure if customers are bypassing key elements of a
network upon which an institution’s overall costs are based? To
put it simply, if the expectation is that a nation’s postal system
should serve as a primary source of employment regardless of the
costs, its chance of surviving in a competitive environment is nil.
On the other hand, if postal policy makers recognize that human
and capital resources must be flexibly scaled to match actual
marketplace needs, then a resource cost-based approach to
ratemaking can facilitate an environment in which customers’,
as well as competitors’, postal network access becomes a more
comfortable way of life.
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Postal Services:

A Reform Momentum

The future for the post industry promises to be more challenging than ever before.
Postal administrations will soon have to deal with market requirements,
competition, and most importantly, customer satisfaction.

Luis Nazaré

Twenty years ago, very few market analysts could predict that the
postal service industry would one day be struck by a transforming
wave. lts stiff impact on the business economic and regulation
policies is about to change the old easygoing attitude.

The postal sector - as it was then called - was traditionally seen
as a doomed business, a nonprofit-generating, labor-intensive
market subject to tight and inefficient universal service constraints.
No technological breakthroughs were foreseen, no attractiveness
for market liberalization was truly anticipated, no medium-range
regulatory action was deemed necessary apart from quality of
service enforcement over the incumbent’s shoulder.

In the last 15 years, the postal market has grown up. In all OECD
(Organisation for Economic Co-operation and Development) coun-
tries, the privatization thrust of the utilities sectors, formerly dom-
inated by state-owned companies (telecommunications, power
supply, water and waste disposal, public transportation), led to a
reform momentum of the postal services toward a future open
market. In Europe, a roadmap to full liberalization began to be
drawn in the early ‘90s, under the command of the European
Commission and the growing pressure of private market players
who were eager to enter or widen their narrow scopes of postal-
related businesses. A package of legislation was then adopted to
grant market access to private players, in a gradual approach, so
as to give time to the old and heavy PTTs (Post, Telegraph, and
Telephone - the European name for the formerly state-owned
monopolies in the communications sector) to restructure and pre-
pare themselves for the new ages.

In June 2002, the European Council adopted a final schedule for
full liberalization. If the path remains unchanged, by January 2009
all postal services shall be open to competition. The future for the

postal industry promises to be more challenging than ever before.
In response to these strokes, classic postal administrations are
giving way to corporations of different types. “Regulatory reform,
internal restructuring and increased use of technology are trans-
forming postal services from government agencies into commer-
cial businesses with ambitious operational goals,” reckons
Thomas Leavey, president of the Universal Postal Union, the lega-
cy UN organization. Indeed, there is no doubt that the liberaliza-
tion process undertaken in most OECD countries will eventually
result in increased competition for traditional postal products and
deep restructuring of ex-monopolies.

PUBLIC INTEREST VS. OPENNESS

One of the key issues involving postal services is how to match
public interest with market openness. Traditionally, European leg-
islation considers universal service a basic set of postal services
of good quality available to everyone for a uniform, affordable
price. An incumbent, formerly PTT, is designated to provide cer-
tain mandatory services, against the exclusive right to provide
“reserved” profit-making services and possibly subsidize the non-
profitable ones. EU and national regulators” main concern has
always been not to bring the universal service concept under pres-
sure while opening the gateways to full liberalization.

For these reasons, the two major challenges for European regu-
lation are: finding the right balance between profitable and non-
profitable market segments within the universal service obliga-
tion, and clearing the obstacles that hamper competition.
Unquestionably, this is a tough job to perform. How do you “devel-
op a process of a gradual and controlled market open to competi-
tion within the postal sector, while giving the Member States

means to ensure that the provision of universal
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service is guaranteed in a lasting basis,” as the
European Commission aspires?

First, as one can easily verify, the legal seg-
mentation embedded in the European legisla-
tion has little in common with the one used by
the industry, which makes figures harder to
confront. Second, given the fact that universal



service is described in a rather broad manner under the European
directives, how high should the mandatory service provision be
kept, bearing in mind that significant alternatives to classic mail
have been developed in the last decade? Third, there is an ongo-
ing, inconclusive, theoretical struggle between the defenders of
service competition and those of network competition. What's the
optimal approach?

WEIGHTY MARKET REQUIREMENTS

Weight is no longer a sound segmentation criterion. Neither are
the rough, old distinctions between letters and parcels or printed
and nonprinted mail. In fact, mail arrives in a variety of forms: let-
ters, direct mail, newspapers and magazines, unaddressed corre-
spondence, and volumes. Each of these communication and trans-
actional forms includes consumer and business elements, as well
as profitable and non-profitable operations. Therefore, legal bor-
ders based on weights and tariffs seem inappropriate, although
they may represent a sound protection shield for the incumbents
against early, aggressive competition in the reserved segments.

New players claim that the array
of mandatory services can be
narrowed significantly with open
market mechanisms, since a
growing number of services could
be offered at an affordable price.

For the sake of political consensus within the European
Council, and the place occupied by services of general econom-
ic interest in the shared values of the Union, which is supposed
to foster social and territorial cohesion, the new directives
(June 2002) came to reflect a prudent weight-price access
regime to the “reserved” area. “Price limits for the services
capable of being reserved [i.e., national regulators can rule in a
more aggressive manner than the general principle], of respec-
tively three in 2003 and 2.5 times in 2006 the public tariff for an
item of correspondence in the first weight step of the fastest
standard category [generally D+1], are appropriate in combina-
tion with 100-gram [before 2006] and 50-gram [before 2009]
weight limits,” the European Council concluded non-unani-
mously. Experience has proven that, once a defined timetable is
set up, no surprises are to be expected. This will certainly be
the legal framework for the present decade and market players
should be better prepared for it, even though some countries
may adopt - or have already adopted, like the Netherlands,
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Germany, the United Kingdom, and Sweden - swifter liberaliza-
tion paths.

If a function-based segmentation were to be applied to the
postal services, a few surprises would emerge. Contact mail -
written communication between two parties in a particular, non-
replicable relationship - represents a significant portion of busi-
ness mail under 100 grams. Transaction mail - written commu-
nication as an element of the economic playground - also com-
prises a majority of correspondence lighter than 100 grams.
Both fall under the reserved services category. There is a case
for whether this restriction is fair. New entrants and express
mail carriers claim that weight is meaningless; all that should
count is the value-added service to the customer. In fact, they
appear to be ready to enter the business market as soon as it is
open to competition. Some of them have developed sound expe-
rience curbs in the collection and delivery phases and, therefore,
are willing to challenge the incumbents on quality and value-for-
the-money bases.

The advertising market - both addressed and unaddressed mail
- is also a good target for the attackers. Entry barriers seem
insignificant, provided that the service complies with customers’
demanding criteria. Given the high-delivery density of this seg-
ment, the trend is towards differentiation based on quality of serv-
ice. Performance will be measured by the accuracy and efficiency
of the deliveries; upstream (databases) and downstream logistics
(links to e-marketplaces and call centers) may prove to be crucial.

HIGHER PRICES, 'UNATTRACTIVE" SERVICES

In view of the expected market developments and modifications in
the value chain, it is a good time to reflect on the universal serv-
ice obligations. New players claim that the array of mandatory
services can be narrowed significantly with open market mecha-
nisms, since a growing number of services could be offered at an
affordable price. Hence, there should be no reason to believe that
a reserved category of services is required to counterbalance the
universal service. In other words, the industry will keep on push-
ing the reserved’ area of the incumbent, trying to get in, while
supporting a ‘minimum universal service’ concept, limited to
those services the market does not provide of its own will. Not
surprisingly, incumbent operators are beginning to introduce a
new theme in their strategic agendas - they are questioning how
long it will be considered as public interest that mail be collected
and delivered every working day, in the whole territory, with no
delays. Where is the socially optimal service level? It's an appeal-
ing subject, for we all know that any reduction of service (lower
delivery frequency, longer delivery time) allows for lower costs,
but does not necessarily imply lower prices.

Meanwhile, the reserved services are under attack. Many ask
the question, “Why should the incumbents keep their monopoly on
certain postal services, namely correspondence under 100 grams,
‘postboxes’ (collection boxes from which only the incumbent can
extract mail), and stamps? Why couldn’t the European timetable
be accelerated, in the interest of all players? Why don’t all players
- incumbents and newcomers - focus on real business?” The trick
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Measuring Value Creation

Accenture developed the Public Sector Value Model for Posts as a tool to
measure value creation and evaluate tradeoffs between public outcomes
and economic value creation - often competing agendas.

Mark Younger and Michael S. Coughlin

For many years, the public sector has struggled to define and
measure success; that is, the creation of value. Unlike the more
straightforward economic goals of private sector organizations,
public agencies - with missions like health care, revenue collec-
tion, or agricultural programs - find it difficult to measure the
value created by their efforts against the funds they have expend-
ed. Recognizing that a more rigorous approach was required if
agencies were to achieve the higher levels of performance
demanded, Accenture launched an effort to create an analytical
model that would measure public outcomes, as defined by an
agency’s mission, against the cost-effectiveness of the agency. The
result was the Accenture Public Sector Value Model (PSV).

This model was developed in 2003 by a group of Accenture exec-
utives from the global government practice. Leading academics
from Harvard’s Kennedy School of Government, the London
School of Economics, and Strathclyde University reviewed the
model. Essentially, the model hypothesizes that a public organiza-
tion creates sustained value for citizens if it delivers favorable out-
comes at increased levels of cost-effectiveness.

Postal organizations present a slightly different challenge. Along
with a number of one-time regulated entities such as public utili-
ties, they not only have a public side to their mission - that is, the
provision of universal service with all of its variations - but also a
private shareholder interest that demands the creation of econom-
ic value. There is a natural tension that exists between efforts to
better achieve the desired public outcomes (service quality, acces-
sibility, affordability, and responsiveness) and those that generate

favorable financial returns to postal shareholders. Hence, the
development of the Public Sector Value Model for Posts.

This hybrid model measures both the public and the economic
value created by the post, while providing an analytical framework
to evaluate the impact of various alternative actions (value levers)
on current and future results. The model achieves the value
assessment through the construction of public and economic
outcome scores, which can be plotted on a matrix (see Figure 1).
Posts can then evaluate movement year to year to determine
whether the organization is creating or destroying value over time.

To describe it simply, the model looks at two drivers of value in
the postal sector: public outcomes, as drawn from the organiza-
tion’s mission and universal service obligation; and economic out-
comes as measured by economic value added (EVA). By improving
the measured result in one or the other driver, a post creates
value. Sometimes one driver is improved at the expense of anoth-
er; a conscious trade-off between two fundamental sources of
increased value. When both drivers decline, there is a clear
destruction of value. The worth of the model is the explicit meas-
ure of both drivers and the informed choices between alternative
courses of action it enables.

PUBLIC OUTCOMES

In the postal sector, the measurement of public outcomes varies
widely from one post to another. Most industrialized posts have
some measure of mail delivery time. Beyond that, few look closely
and regularly at other desired public outcomes, such as afford-
ability, accessibility, or responsiveness. Yet,

MARK YOUNGER is a London-based partner in the Accenture Government Operating
group. Mr. Younger, who is currently leading the company’s Public Sector Value initiative,
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MICHAEL S. COUGHLIN is the global postal value architect for Accenture. Prior to
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when you look at the universal service obliga-
tion of individual posts, the definition of that
obligation often speaks of these or related
types of outcomes. Accenture has identified six
common public outcomes that measure the
public value created by a postal operator. They
generally reflect the agency mission, the uni-
versal service obligation and the expectations
that citizens have with respect to postal services.
Figure 2 summarizes these six outcomes.



Metrics around these public outcomes
often do not exist today. However, it is only
when objective, simple, and cost-effective
measures of outcomes exist, that programs
to drive performance improvement can truly
be effective. The value-creating programs
are those that will drive measured results
higher for one or more of the outcomes.

A simple but illustrative example might include efforts to meas-
ure customer responsiveness using service inquiries. Common
customer relationship management tools could be used to track
service requests by customers and then categorize the requests
by criticality. Standard response times for levels of criticality
could then be established and measured. With the metric in
place, the sales and service workforce could be aligned to handle
the more critical issues, while lower-cost options (call centers,
Internet-based technologies) could be leveraged to address less
critical inquiries.

EVA =
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FIGURE 3 Economic Value-Added Calculation

appropriate charge for the opportunity cost of all capital invested
in the enterprise (see Figure 3). Essentially, it is an estimate of the
amount by which earnings exceed or fall short of the required
return that shareholders and lenders could get by investing the
same amount of capital in other businesses of similar risk.

To evaluate the shareholder mandate, EVA is further analyzed
through the two components of the Accenture shareholder
value analysis (SVA) - revenue growth and spread (return on
invested capital minus the weighted average cost of capital).
This analysis identifies value levers; actions, programs, or ini-

A hybrid organization, such as a post, can achieve high performance
when it delivers high public value while maximizing the economic

benefit for its shareholders.

As posts put metrics in place, where they are now nonexist-
ent, program initiatives can be consciously focused on specific
public outcomes to maximize value and move to a higher level of
performance.

tiatives that are designed to increase economic value, allowing
posts to make educated choices about tradeoffs. A hybrid
organization, such as a post, can achieve high performance
when it delivers high public value while maximizing the
economic benefit for its shareholders.
The components of the SVA are further decom-

Higher Performance
Hybrid Organizations

posed into their essential elements to find the
drivers of value. For example, revenue growth is
broken down between organic growth and expansion
through merger and acquisition. Some of the basic
value levers of revenue growth include pricing, prod-
uct design and mix, and sales promotion actions.

Outcomes

The analysis allows evaluation of the impact of each
of the specific levers on revenue growth and
possible tradeoffs on future actions.

The second component of this analysis is spread; a
function of the return on invested capital minus the
weighted average cost of capital. The return on
invested capital is driven by operating margin and

EVA (Economic Value Added)

FIGURE 1 The Accenture Public Sector Value Model for Posts

EVALUATING ECONOMIC OUTCOMES

The Public Sector Value Model for Posts reflects shareholder
interests and value through economic value added (EVA), a meas-
ure of real economic value and the effective utilization of capital.
EVA is defined as the net operating profit after taxes minus an

capital efficiency. Value levers within return on
invested capital include all actions that can improve
operating margin or the efficiency of the capital
employed. Productivity improvement, cost reduction
programs, and efforts to leverage existing networks
and capital equipment are among the drivers that could help cre-
ate value through improved operating margins.

Weighted average cost of capital is a function of the cost of
capital on the one hand, while it is also impacted by the amount of
capital employed. Efforts to influence either the rate paid or the
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(1) Maintain
affordable pricing

It is important for postal services provided by state-owned
operators to be affordable to all citizens.

(2) Maximize quality
of service

Citizens expect reliability and speed of their deliveries, as
well as frequent service. This outcome applies particularly
to businesses, some of them depending heavily on the quality
of the postal service.

(3) Maximize
accessibility

This outcome addresses accessibility to the general public
through a convenient and dense network of post offices or
service points.

(4) Minimize
inequality between
users

This outcome measures differences between user groups of
pricing, quality of service, accessibility, responsiveness to
citizens, and provision of other public services, particularly
between the rural and the urban population.

(5) Maximize
responsiveness to
citizens

More and more citizens are becoming customers of public
services who expect to be treated as such by government
agencies. This outcome is taken directly from the private sector
and encompasses all actions related to customer satisfaction,
such as speed of response and easiness of relationship
between the citizens and the operator, particularly when
dealing with complaints.

(6) Maximize
availability of other
public services (i.e.,
government services
provisions, banking

Given the usual geographic extent of the post office network,
postal operators should make other government services more
available to the public. Posts also should complement private
services [i.e., banking services) in areas that do not enjoy high
levels of these services.

in non-banked areas)

FIGURE 2 Postal Outcomes for the Public Sector Value Model for Posts

amount of capital used will positively affect value created for
shareholders.

The shareholder value analysis of the key drivers of revenue
growth and spread will help the post assess the levers that will
have the greatest impact on net operating profit after taxes, and
therefore EVA. It will also enable the evaluation of actions
intended to improve value creation of public outcomes while
understanding the corresponding impact on EVA.

CONCLUSION

We believe that the Public Sector Value Model for Posts will
allow postal operators to see the forest for the trees - to under-
stand the enterprisewide impact of the large number of individ-
ual alternatives for action. It will help executives analyze
performance based on the value created for the public and the
desired outcomes, as well as the value created for sharehold-
ers. Significant performance improvements are likely to follow
the analysis when the right value levers are pulled for each

4 Pushing the Envelope

dimension. The model also provides posts with a performance
measurement tool that can be used to demonstrate progress in
economic and public value creation to their principal stakehold-
ers and raise performance to new heights. Finally, it can be
used to identify strategic initiatives and their possible impact on
outcomes and EVA.

The PSV Model for Posts can also assist postal regulators in
analyzing the markets they oversee and the likely impact of regu-
lations they might use. In this sense, the model can serve as a
mediation tool for discussions between regulators and operators.

In summary, the Public Sector Value Model for Posts is a
powerful tool to define and then deliver high performance.

With the universal service obligation still in place, economic
value and public value should be kept in appropriate balance.
This model allows posts to identify and then implement those
value levers that will generate both social and economic value
simultaneously.

The PSV Model (patent pending) is the property of Accenture LLP.
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Evolutionary Revolution

Creating high-performance capabilities and long-term value in the
postal industry depends on optimizing the efficiency and performance

of its human capital asset.

Kathy L. Battistoni and Karen Braeckmans

Accenture’s work within the public sector has led to a number
of important hypotheses about the characteristics of high-
performance organizations in government. Many of these char-
acteristics underscore the importance of the workforce: a focus
on core capabilities, the capacity to change, commitment to the
growth and development of employees, and courageous leader-
ship.” When one turns specifically to postal organizations, how-
ever, the criticality of the workforce does not take long to
establish. The workforce is, quite literally, the number-one
asset of all posts worldwide, representing 70-80 percent of the
total operating expenses of most postal organizations. Clearly,
creating high-performance capabilities and long-term value in
the postal industry depends on optimizing the efficiency and
performance of its human capital asset.

Let us be clear - postal organizations worldwide are com-
prised of millions of dedicated employees who seek to excel
personally and professionally. Yet postal executives do face
some unique challenges when it comes to implementing work-
force initiatives as part of a high-performance strategy. Or,
perhaps it would be more accurate to say that while no single
workforce challenge faced by postal executives is unique, the
sum of the individual challenges may appear to be a daunting
obstacle. Those challenges include: disparities in education,
background, and language; labor-management disputes; regu-
latory constraints; and a monopolistic mindset to the culture
that often resists even inspired attempts at change.

In the face of these challenges, postal organizations must forge

a distinctive path when creating workforce strategies. Call it “evo-
lutionary revolution.” The approach is transformational, but is built
more on phased release strategies that have become standard in
the implementation of large and complex business solutions.
Creating a high-performance workforce involves harnessing ener-
gy that builds gradually over time through a series of evolutionary
initiatives and phased approaches.

THE VISION

Workforce change and enablement are on the critical path for
every postal organization. Accenture’s own research, for
example, has identified the attraction and retention of top tal-
ent as one of the top three internal concerns among postal
executives today. A variety of other regulatory investigations
has also underscored the centrality of workforce issues.

In the US, for example, a 2003 General Accounting Office
report on performance and accountability in the United States
Postal Service (USPS) named “strategies to address human
capital issues” as one of the five planks of its overall transfor-
mation plan.

With so many immediate or short-term issues to deal with -
budgetary, regulatory, and union concerns - what does it
mean to “address” workforce issues in a way that makes long-
term cultural change and high performance possible? One
prerequisite is to better define a vision for what a high-per-
formance postal workforce would look like, and the competen-
cies or capabilities vital to personal and organizational suc-
cess. We believe five capabilities in particu-
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line specializing in HR and learning transformation, operations, and change manage-
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lar are employee characteristics in a high-
performance postal organization:

Adaptable and Agile - Postal organizations
will have difficulty thriving in the face of a
changing technological and competitive environ-
ment unless they can influence the workforce to
become increasingly adaptable and agile. Such
a program is definitely a long-term prospect. As
part of a long-term change program, a high-
performance postal organization must begin to



break the connection held by the culture that change is equivalent
to loss of security. One immediate need is to address the rather
rigid rules that make it difficult to redeploy employees in the face
of changing conditions. Without change in that area, posts will con-
tinue to battle against deeply structural impediments to building
an adaptive culture. Postal organizations could also establish
incentives for contributions from the workforce related to opera-
tional and process improvements. Labor groups could be charged
with idea generation, or made part of labor-management teams
with the express mission to brainstorm and innovate.

Technologically Savvy - Leading organizations in all industries
have long known the importance of technology. As with the change
and adaptability point, the union-based culture of a typical postal
organization has traditionally been extremely wary of technology
change. Yet many technological innovations in the postal service,
already in place or on the horizon, are actually tools that can
help employees do their jobs better and position them and their
organizations for a better tomorrow. For example, our Accenture
Technology Labs researchers have developed an innovative proto-
type for package delivery, called the Wearable Services Platform,
that equips users with wearable computers. Using this prototype,
a delivery driver speaks into a transmitter and makes the call via a
monitored home-based server. If the customers are not at home,
they can alert the driver via mobile phone, offering alternative
delivery suggestions. These kinds of technology-based solutions
are going to become increasingly important to the success of
posts worldwide; postal organizations need to make sure, howev-
er, that their workers can and will use them.

Learning Oriented - An adaptable culture is one that is always
learning. Posts that invest in training and career development
help the organizations as well as the people who work for them.
Presumptions about job security may not hold forever, and so
training becomes ever more important. For example, as noted in
the report European Postal Services and Social Responsibilities,
few jobs are guaranteed for life because of changes in the
European economy in the face of global competition. Thus, “the
more individuals are equipped with a broad range of modern
skills, the easier it is to transfer to new and growing sections of
the economy.”2 New techniques and tools for e-learning promise
to make training opportunities available to more postal employ-
ees, even those who are dispersed or primarily mobile. For exam-
ple, Accenture’s work with learning management systems and
e-learning programs at postal organizations has demonstrated
that such systems can not only reduce administrative, operations,
and maintenance costs, but also reduce time in training and
increase time to competence. Learning management systems
can provide the means to identify skill gaps, measure training
effectiveness, develop individual training plans, and enable
collaboration to enhance employee performance.

Customer-Centric - Developing a customer-centric culture in
postal organizations is vital to success. Advanced processes and
technology-based solutions for customer relationship manage-
ment (CRM) are certainly part of the answer. Yet the deeper cul-
tural change that must occur for postal workforces to become

THE POSTAL ENVIRONMENT

truly customer-centric is a longer-term proposition that includes
specific learning/training initiatives, as well as organizational
change programs. Employees at all levels must understand the
competitive pressures that make better customer service an

An adaptable culture is one that
is always learning.

absolute imperative for posts. New techniques for sourcing,
career advancement, and staffing also play an important role.
Customer-facing roles must be staffed by people who are highly
competent in that area. Although that would be obvious in the pri-
vate sector, it is too rarely the case with government agencies. In
the public sector, customer-facing positions are often awarded to
employees on the basis of seniority rather than aptitude or ability.

Highly Motivated - Motivation is perhaps the most vexing area
when it comes to the postal workforce. The global postal industry
is often comprised of people with contracts for life, which limits
postal organizations” opportunities to bring about change. The
existence of a union culture also places multiple constraints on
the way people are managed and rewarded. Increased employee
involvement is one approach being tried at many posts. The
European report notes the fact that the more employees are con-
sulted and involved, the more they work toward achieving organi-
zational goals as a team.3

Retooling employee incentives is another important strategy.
According to the 2003 Report of the President’s Commission on the
United States Postal Service, successful management of a postal
workforce requires more than fixing problems and controlling costs.
“Building an incentive-based culture up and down the ranks is key
to elevating the Postal Service to a new standard of performance.”

AN EVOLUTIONARY CHANGE PROGRAM

With these five characteristics established, what can postal
executives do to plan for the long-term journey toward these high-
performance capabilities?

Develop a Competency Model

A comprehensive workforce competency model is the first vital
step in maximizing the value of the workforce asset. Armed with a
good competency model, postal organizations can see which capa-
bilities they have in their people and in their locations, as well as
how best to develop additional capabilities. The model can thus be
the basis for determining the level of investment an organization
has in its workforce, the current value of the experience and
knowledge of the workforce (measured as an intangible asset), and
the investment needed to move the workforce toward a new set of
competencies. A competency model is also important in identifying
the particular capabilities likely to be important in the future, given
changing markets and technology. In order to build an organization
oriented toward the market and the customer, postal organizations
need to focus on building those workforce competencies, and also
determining how skills can be refreshed and updated.
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Human Capital Capabilities

Human Capital Processes

FIGURE 1 Primary Components of Accenture’s Human Capital Development Framework

Based on our work with postal clients, we have developed a
structured way to confirm that competency development is based
on business needs and is related to current competency gaps.
Ideally this seven-step approach would be applied to the entire
workforce. At a minimum it should be applied to an organization’s
most critical workforce - those employees whose performance is
most directly linked with business value. The seven steps are:

1. Develop or confirm organization vision, goals, and strategies;

2. Define the competency catalog needed to achieve the vision,
goals, and strategies;

3. Develop role profiles (future competency requirements on each
level/role, based on the catalog);

4. Assess current competency profile of each employee (current
level, based on the catalog];

5. Perform gap analysis (gaps between desired and current
profiles);

6. Implement competency development actions; and

7. Evaluate the results and the process.

Develop a Building Plan

Based on the gap analysis, postal organizations can then build

programs around key knowledge and skills. Important elements

or vehicles to consider in a successful competency-building and

development program are:

¢ Internal and external training;

e Mentoring programs;

¢ Business and/or process simulation;

¢ Role-playing;

e Job rotation;

e Integrated performance support (technology-based support for
specific tasks); and

e Special projects or assignments.

Regular performance and competency reviews are also important
means of further consolidating and enhancing the competency-

building and development effort.

Transform HR Services
HR transformation is also key to the high-performance postal
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organization, since the HR function often feels the pressure

caused by cost constraints, increased competition, and initiatives

aimed at greater workforce productivity. Transforming the HR

function involves five important integrated initiatives:

1. Enhancing employees” understanding of the organization’s
strategy, as well as their specific role in executing it;

2. Boosting the overall skill level of the workforce;

3. Improving the impact of HR and learning on overall business
results;

4. Exploring opportunities to outsource the administrative aspects
of HR; and

5. Enhancing the leadership, business, and management skills of
HR professionals.

Advanced technology-based solutions are also vital. At Canada
Post, for example, an enterprisewide implementation of
mySAP.com served as a catalyst for organizational change and
also helped the post realize cost savings. From a management
point of view, the new system is providing more accurate, com-
plete, and timely information about labor cost and attendance.
Over time, as these types of HR systems are linked to the compe-
tency model we've already outlined, postal organizations can
begin to develop the capability to monitor, in real time, the overall
competency and performance of its human capital asset.

Develop Realistic Resizing Plans

No discussion of workforce issues in the postal industry would

be complete without a mention of rightsizing. This has been

one of the more vexing issues for posts, which must balance

unionized workforces against competitive pressures. Yet

through managed attrition programs and careful planning,

postal organizations can begin to realize major cost savings

and efficiency improvements. Although most postal organiza-

tions have struggled with workforce sizing, some success

strategies stand out:

e Changes were made over a period of several years, making the
process less painful;

e The downsizing was not tactical or short term, but part of long-
term visions and strategies from top management;



e Careful management of the change process;

* Processes for management and unions to work closely
together; and

e Organizational incentives.

Guiding Investments in Human Capital

Recent surveys reveal that although executives firmly believe that
people are the most important asset, most executives are at a loss
to prove that investments in people lead to improved business
results. In interviews with senior HR executives, CFOs, and finan-
cial analysts, we found two recurring themes regarding human
capital measurement. First, measures need to be meaningful from
an operational perspective. That is, managers want measures that
reflect the way organizations create value.

Second, measures need to be useful from an investment perspec-
tive. Executives want to know where they should be investing for the
future — both in terms of the kinds of skills employees will need to
achieve the organization’s longer-run strategies, and in terms of the
kind of human resources capabilities the organization will need to
acquire, develop, and retain employees with those skills.

A comprehensive workforce
competency model is the first
vital step in maximizing the value
of the workforce asset.

One innovative approach for estimating the effectiveness of an
organization’s human capital management processes is the
Accenture Human Capital Development Framework. The frame-
work has been developed based on extensive research, demon-
strating the link between effective execution of these processes
and superior business results (see Figure 1).

The framework uses distinct levels of measurement to arrive at
an assessment of an organization’s human capital practices. Unlike
other approaches to evaluating HR organizations or assessing the
return on human capital, the human capital process focuses explic-
itly on the maturity of an organization’s human capital development
processes.

Once data is collected, an assessment is generated that repre-
sents - in numbers, graphs, and against benchmarks - an organi-
zation’s ability to use human capital to generate business results.
Each attribute in the model is scored to represent maturity. These
assessments lead to recommendations that can help an organiza-
tion focus management attention and action on human capital
processes that can, in turn, drive improvements.

Develop and Sustain Leadership Programs
Although we have restricted the workforce performance discus-
sion here primarily to the labor workforce of postal organizations,
identifying competency models for management is also critical.

THE POSTAL ENVIRONMENT

One overlapping competency area between labor and manage-
ment is in leadership education. Too often, organizations mistake
management and supervisory training for leadership training.
Being able to manage people is a vital aspect to career growth

in any organization, but existing management must also be on
the lookout for the young and gifted with the greatest leadership
potential. It is from these ranks that postal services can bring
together a number of elements previously mentioned - adaptabil-
ity, innovation, and transformation - and begin to groom people
with those traits and skills who can be forces for change. The
Motiv8 program at Deutsche Post is one innovative approach

to linking leadership competencies to evaluation and develop-
ment activities. Deutsche Post identified eight core competen-
cies in rating executives. Each executive receives annual
performance reviews from their employees, allowing ready
assessment of performance and the attainment of objectives

for each of the eight competencies. These reviews will have an
impact on promotions.

CONCLUSION: ESTABLISHING TRUST

This last point about management and union cooperation
underscores one important theme that runs throughout all
these insights into the characteristics of high-performance
postal organizations - trust. Transformational workforce change
will be severely hampered in an atmosphere lacking trust.
Unfortunately, due to decades of an often-adversarial relation-
ship between labor and management, trust is often in short
supply in postal organizations. What can be done? Postal lead-
ers must learn to communicate clearly, consistently, and hon-
estly about the challenges ahead for management and labor.
Executives must provide clear reasons behind any proposed
changes; they must not only push communication out, but also
provide the means for these changes to be owned and received
by the workforce. They must seek and facilitate not only two-
way dialogue, but also two-way interaction. Finally, leaders
must also demonstrate their willingness to share both the pain
and the potential gain of any change initiative.

One should not necessarily expect enthusiastic endorsement of
change; that would be contrary to human nature. But even grudg-
ing acceptance, and the willingness to begin the journey, is a first
step in the right direction; the first step in the evolutionary revolu-
tion of workforce change. High-performance postal organizations
will be those who have the will and the patience for the longer
journey. They will know how to work one phase at a time, celebrat-
ing the accomplishments of each phase.

ENDNOTES
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Leadership and
Cultural Change

Effective leadership is required to overcome cultural hurdles, effectively
communicate the need for change, and create a better, stronger organization

for the future.

Lynn Connors LaFiandra and Ghislaine deGive

The leaders of the world’s postal services bear the burden of the
challenges facing the postal industry. For the fortunate few who
have seized the opportunity of acting before being forced to by
economic exigencies, and the followers who are now acting under
pressure, the keys to effective change are many: transforming the
culture of the organization, changing people’s mindset, keeping a
focus on implementation, getting an executive team in place
quickly, changing middle management, finding a governmental
sponsor, and redesigning jobs. Leaders have identified these
imperatives through anecdotes. We’'ll explore these concepts as
well as what defines a leader.

This article, a distillation of interviews with CEOs and selected
industry experts, documents what is common and has been effec-
tive in the chief executives” approach as they steer postal services
to corporatization and, perhaps ultimately, to privatization. The
interviews covered the challenges facing posts, key actions in
response, the most effective behaviors, and the winning mindsets
that CEOs considered essential to their success.

Even though interviewees were at different stages of transforma-
tion and in diverse countries with dramatically different union rela-
tionships and governmental support, there were strong consisten-
cies and commonalities among the leaders” actions and recommen-
dations. The major difference was between companies who changed
their organization when it was profitable versus others that were
either booking losses or facing an ominous future when change
was being introduced. This difference in status conferred greater
degrees of freedom and financial leverage in executing change.

CHALLENGES FACING CEOS

While the challenges facing CEOs include social, economic, and
political issues, they are well summarized by one CEO as "position-
ing this postal business for future success in an environment in
which there are fewer envelopes being processed and delivered.”

You Have to Change the Culture
All leaders commented that the culture of their organization was a
major block to changing the company.

"There is no question that it is the fundamental barrier to imple-
menting change. New business disciplines that are required have
to be learned and often people have to change how they think
about their jobs and their outputs. There seems to be some resist-
ance to this sort of change. Commercial behavior is seen as dis-
tasteful or counter to principles of public service.”

The task of changing culture would not be achieved over a short
period of time. How an organization goes about addressing the
need for change and the methods by which it seeks to implement
change, are crucial. But in all cases, "a rather long timeframe can
be expected, measuring many years.” Moreover, as another CEO
summarized, culture change is not accomplished by one set of
programs aimed at culture. Rather, it is, "a holistic change, each
and every part, every nut and bolt in the company is touched...it is
about everything.”

Win People’s Minds
Every CEO stressed that one of the early and continuing tasks of the
CEO was to spearhead and direct a comprehen-
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sive communications program that reached all
employees, their families, the commercial envi-
ronment and the political arena. The message to
be delivered was that employees and managers
have to change the way they think about the
business. From a monopoly environment based
on breaking even, they would have to recognize
that they were operating in a world with compe-
tition and the possibility of financial demise
unless each person in the organization assumed



responsibility for growth. "We provided information to people about
the business and about the markets and about the margins, so that
people right though the organization understand what is going on
and what is driving and delivering our profitability.”

This core message was delivered by CEOs in numerous ways,
including public broadcasting, companywide meetings, manage-
ment memos, and floor conversations. While the message was
one of dramatic change, the technique adopted tended to be ana-
lytical and supported with facts, arguments, figures, and occasion-
ally disaster stories, all of which have the goal of “pushing respon-
sibility right through the floor.”

Each and every CEO talked of the need to be honest, to reveal
the danger, and “tell it like it is.” The message either suggested or
explicitly stated that that the only way to survive was through dra-
matic changes. The opportunity for evolution had passed; revolu-
tionary changes were needed. "The key lesson for any manage-
ment in a company that is wondering about change - face the bru-
tal facts. Be honest to yourself and really paint a picture as to
what is likely to happen. Don’t make it nicer, don’t think this will
blow over; face the facts.”

The need to get the right
executive team is pivotal
to making things happen and
is considered the first or
second priority by CEOs.

On the positive side, some CEOs use this message as the prom-
ise of better things and more job fulfillment, responsibility and
security for the company. This was an important advantage for one
of the first postal services to shift. They had the facility to back up
this claim with an adjustment to people’s reward packages, such
that productive performance was rewarded with higher salaries
that recognized the effort.

Get Your House in Order

All CEOs interviewed advise that a change program needs to focus
on the implementation of the strategy, not its creation. At the core
of implementation are robust financial and accounting systems
and an IT platform which provide a clear picture of the costs that
drive the business and also serve as an unequivocal and non-
emotional metric of how managers are performing. In addition,
CEOs recommend that operational project management proce-
dures be put in place.

The rationale for this emphasis is that without such processes
and systems, neither attitudes nor behaviors will shift. Moreover,
without these procedures, employees and managers cannot see
what is happening in the business and how it compares to compe-
tition, and as a result cannot evaluate their own performance. “If
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you don’t know what is actually happening in your business in
terms of measuring what is happening financially, you are
nowhere. You are second-guessing how well you are doing. So
establishing what your performance is through proper cost-con-
trol mechanisms, IT [and] financial structures is key.”

Once systems and procedures are in place, the CEOs have by
and large focused their attention on improvements in operations
rather than expansion of revenues. Several commented on the
reduction in costs that were achieved or being targeted by
increased automation, replacement of outdated processing facili-
ties, and other moves to improve efficiency.

Sort Out Your Team

The need to get the right executive team is pivotal to making
things happen and is considered the first or second priority by
CEOs. "Get your management team in place ASAP, because you
have no time to waste.” CEOs who participated in this research all
inherited many members of their teams, but hired just as many
external experts. These experts were chosen because of skills
that would be relevant in the new postal services such as banking,
telecommunications, and retail, and/or because of experience with
large change programs. "I surround myself with top-class execu-
tives who had proven their abilities in different companies. They
complement what | am good at.” While the number and mix of
individuals varies, CEOs agree on the value of the team.

The old consensus style management has disappeared, replaced
by deep responsibility and accountability. ”I think together we
make a good strong service team. Now, to make that work, you
must listen to the guy. That's what | do.” A common procedure is
for executives to be placed in charge of change projects that are
frequently reviewed.

Use Middle Management as

Your Lynchpins for Change

All the CEOs recommend using middle management as a key-
stone in moving the company. Changes to middle management
include redundancies, increasing levels of employees, and job
redesign. In all companies, middle managers have changed faster
than the workforce itself. The relationship between middle man-
agement and the CEO is close and allows the CEO to convey the
change message. While none of the CEOs discounted the impor-
tance of having pockets of consensus inside the company, all
agree that middle managers had to be converts. In one company
over 600 new mangers were hired. The CEO reports, “If only two-
thirds see a new view of the company, that will promote new
vision. If half or two-thirds of them speak my language and give
my message, | will be well served.”

Enlist the Sponsorship of a Government Patron
For the posts interviewed, the relationship with government
ranges from the starkly adversarial to the predominantly support-
ive. However, for each CEO the specter of antagonism was real
and had to be addressed. While not all had undertaken this ven-
ture early, those who did clearly found their change program easier.
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QO Leadership and Cultural Change

A defining characteristic of the leaders is that they all use multiple
leadership styles with a predominant use of a human relations
approach, where the leader seeks to instill trust and, with that,

loyalty and commitment.

The result was that all acknowledge that unless handled, govern-
ment relationships would be a major blockage.

For TPG, an early and effective mover, government support
was an early thrust and much time was spent searching for a sup-
porter of the strategic move to corporatization. In New Zealand,
identification and cultivation of someone of like mind
in the government became a core activity of the second five years
of the change program.

Focus on Job Design Over Recruitment

Consistent with the focus on implementation, CEOs believe that job
redesign is more relevant and useful than forward-looking recruit-
ment. In some cases, job design means reversing previous pro-
grams while elsewhere it means enhancing jobs and creating more
levels of responsibility. "It depends on the time scale you take. |
consider that to succeed, | have got four to five years. In that time-
frame, forward-looking recruitment cannot fundamentally help.”

In one country, the CEO recognized that the shift to part-time
workers, once thought to be an intelligent accommodation of
changing life patterns, actually was counterproductive because it
disengaged employees and relieved them of responsibility. Equally
however, in another country, a CEO believed that to match the
mores in the country, part-time work could well be extremely use-
ful. A consistent theme with CEOs is that jobs be structured so that
employees’ involvement and responsibility is enhanced.

Methods of fulfilling this objective include rotations to different
parts of the business, training in business techniques and
accounting to provide a better understanding of the levers of con-
trol. Whatever changes are recommended, CEOs all believe that
the metrics for measuring employee performance be clearly and
explicitly articulated. Employees should be able to understand the
consequences of their actions in terms of the costs of running the
business. People should focus on what makes this business run
and tie that to performance.

WHAT DEFINES THE LEADER?

When asked to rate eight different skills, CEOs understandably put
leadership at the top of the list, well above entrepreneurship, con-
flict resolution, and peer skills. However, in various ways, they all
pointed out that the job of the leader was a lonely one. Several
advise, "Be true to yourself.”

Another admonition is that there will not be much credit. The
CEO runs his job so that the people in the service think that they
are making the difference. "You should not have this job because
you believe you are going to be fantastic and you are going to come
out well. It's a tough job, which you do because you want to serve
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the company. | know 100,000 other jobs which are easier and
much better paid than this one.”

This emphasis on the loneliness of the job is underlined by the
fact that tied for third place, among rated leadership skills, are
introspection and conflict resolution. The latter is directly con-
cerned with the integration of different points of view and the
diplomatic handling of opposing parties, while the former is con-
cerned with whether the CEO actually knows his or her own
strengths and weaknesses and can realistically assess his or her
impact versus that of others.

The second most valued skill was information processing. CEOs
talk of their need to be able to take in massive amounts of infor-
mation without losing sight of their objectives. They emphasize
that the only way to do this is by having a good strong executive
team and to delegate responsibility to its members.

A defining characteristic of the leaders is that they all use multi-
ple leadership styles with a predominant use of a human relations
approach, where the leader seeks to instill trust and, with that,
loyalty and commitment. In place of the old command and control
model, CEOs become a coach with the executive team and a min-
ister of information with the entire company. In dealing with the
rank and file, and with unions, some CEOs become a judge. They
will establish a formal process for discussion and negotiations in
which they do not participate so as to keep distance between
those who have to negotiate the deals. This allows the CEO to
become an arbiter at some future time. Finally, CEOs have to act
as role models, "We actually do what we say we are going to do.”

WHAT DOES IT ALL MEAN?
Postal leaders are faced with possibly the most challenging time in
postal history. In an industry that looks nothing like it did 30 years
ago, and an organization mindset that is not accustomed to
change, let alone fast-paced change, postal leaders have their
work cut out for them. Moving toward a more privatized organiza-
tion after years of monopolistic comfort can seem daunting and
nearly impossible. Communicating the need for change and to
become more competitive, when competition is an unfamiliar word,
often requires some persuasion and proof on the part of the leader.
The postal senior executives we interviewed know the impor-
tance and impact of good leadership, particularly when significant
transformation is required. A good leader in this context is able to
embrace the imperatives in front of them, overcome cultural hur-
dles, effectively communicate the need to change, build a support-
ive team, and in the end create a better, stronger organization for
future success. Leadership sets the direction for the organization
and must steer the organization toward that goal.
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Q&A

Governance and
Board Structures

In this interview, Elmar Toime, executive
deputy chairman of Royal Mail, tells of the
critical element in initiating and leading
change at the UK’s postal organization.

Pushing the Envelope (PTE): Could you begin by
giving your view on what governance means and
why it is important for postal organizations?

Elmar Toime (ET): I've actually come to the point
of view that a good definition of civilization, after
plumbing, is governance. This is always talked
about for effective work in the corporate sector,
but | hear very little discussion about it in the
postal sector. And by governance, | mean the dis-
ciplines companies put in place to ensure that
shareholder interests are protected.

In our western model, we vest that governance
in a board of directors. One of the most important
issues is establishing the right board to start with,
in terms of its size, the skills of the directors, the
experiences that they bring to bear, and the quali-
ty of their thinking. The board also has to be clear
about what reserve powers it will keep for itself in
terms of running the company and how and what
it will delegate to management. The board has to
create the framework to ensure that the proper
strategic, commercial, and business protection
considerations are made. It must also carefully
choose the top management team to which it will
entrust the day-to-day running of the business.

It is my view that a state-owned postal compa-
ny is no different. It ought to have those same dis-
ciplines and the same strict approach to gover-
nance that any plc would be expected to have.
This is quite a difficult thing for governments as
postal shareholders to achieve, as governments
have two simultaneous requirements of their
postal businesses. One is to fulfill public policy
expectations (universal social obligation, national
post office network, etc.), but at the same time for
the post to act as a commercial entity; a company
that will pay its own way and make money. There
is often confusion between commercial and public
policy priorities and, in setting up a governance

structure and a board of directors, the sharehold-
er sometimes only pays lip service to one or other
of those objectives.

PTE: In Royal Mail’s case, where did the main
impetus come from for the changes to its gover-
nance structure and leadership?

ET: Within about a year of Royal Mail being estab-
lished as a plc, the government realized that the
business had run into trouble. This manifested
itself in a number of ways: lack of strategic direc-
tion, poor financial performance, productivity and
efficiency gains not being made, and the harsh
regulatory environment that was emerging. The
government, as Royal Mail's shareholder, recog-
nized that the business was going to have to
behave differently as a corporation, but also real-
ized that the business was in trouble and needed
to be turned around.

The key question was whether there was a
flaw in the governance model, meaning that the
ownership model needed rethinking, or whether
this was a turnaround task in a plc. Remember,
the government could not allow the business to
fail. Neither did it want to re-incorporate the
company as another government department. It
had all sorts of political pressures that would
inhibit it from looking at other ownership mod-
els. The government needed to decide whether
the business could achieve the necessary
changes with the particular governance model it
had and still have faith in the business pulling
itself together. Therefore it was a classic corpo-
rate turnaround situation.

PTE: How did the government decide upon its
strategy of re-engineering the leadership of
Royal Mail, and what were the key differences it
wanted to achieve?

ET: The recognition of the need for change coin-
cided with the end of the term of the incumbent
chairman. The government needed to appoint a
new chairman, so it knew it needed to refresh the



leadership. Then the question was how to make the transition
from the leadership and governance structure that it had (it
already had a board of directors) to something new.

In my view, the fact that the government appointed Allan
Leighton, a prominent UK businessperson, as chairman, signaled
that the government wanted a strong commercial focus and a
major turnaround in the business. On selecting a strong commer-
cial chairman, the government decided to entrust the turnaround
to a commercial board of directors. It wanted to achieve a change
in emphasis from planning and strategy to implementation and
execution. It wanted action!

PTE: What real changes were made to the board of Royal Mail?

ET: The government was careful to appoint external nonexecutive
directors that had the commercial, business, and people skills to
make the change happen. It wanted a leadership team that was
experienced in the industry, but also experienced in leading
change. It actually implemented a fairly classical corporate struc-
ture, but the changes made a real statement that it wanted fresh
leadership throughout the business.

Royal Mail needed to have a change program that showed
empathy with the nature of the workforce. The workforce had lost
a lot of confidence in the top leadership and this needed to be
restored. The board also needed leaders that had empathy with

tions in an environment created by the board. The field of opera-
tions, the arena, the scope for the vision, and directions are
created by the board. So, while management is able to conceive
of the tough actions needed and conceive the turnaround pro-
grams, those ideas have to be backed by a competent board.
The board must scrutinize those ideas in context, based on their
own experience and judge whether the risks are worth taking.
The board must test management and ensure that manage-
ment’'s ambitions are appropriate, and that the quality of thinking
is sound. At the end of the day, the postal model of government
ownership actually dictates that accountability rests with the
board. Management is accountable to the board, not directly to
the shareholder.

PTE: Could you explain how the apparent four-headed leadership
model came about and how well this model works in practice?
[Allan Leighton as chairman of the holding Co; Elmar Toime as
executive deputy chairman; Adam Crozier as chief executive of
Royal Mail and David Mills as chief executive of Post Offices Ltd.)

ET: Firstly, the sheer size of the organization means

that you really need to have a good number of senior people.
The depth and quality of management is very important. The
next factor was the structure and shape of the organization -
with its two main streams of business (post offices and mail).

You can put a management team in place that has the business ideas
and can put together the strategy, but the management team always
functions in an environment created by the board.

Royal Mail's historic place in the country as a trusted service
provider and leaders that could think through the myriad of issues
and problems, and select the few changes that were really going
to make a difference.

There’s no doubt that they have created an impressive board.
But it has to be - this isn’t like turning around just any company;
it'’s turning around a company where there has been a huge his-
torical investment of public trust. So it had to do things in a highly
visible and sensitive manner. But the main concern was that the
new leadership had a clear vision for change and the authority and
energy to implement that change.

PTE: What is the role of the board of directors in the new
structure at Royal Mail?

ET: From my experience in New Zealand Post and now

at Royal Mail, | see that leadership from the level of the board
and the chairman is critical to success. You can put a manage-
ment team in place that has the business ideas and can put
together the strategy, but the management team always func-

There are chief executives to head up the reform in each of
those parts of the business and | was recruited with somewhat
of a roving brief across the whole organization because of

my experience in the industry and my background with a suc-
cessful postal business.

The structure is clear, because we each have direct reporting
lines into the business which are clearly defined. This means that
we each have accountability for different parts of the business,
and the final analysis, as executive directors of the holding compa-
ny, we have shared responsibilities. The various parts of the busi-
ness reporting to us are interdependent and need to work togeth-
er towards the shared overall goals.

Allan Leighton is chairman of the holdings board, the
supreme governance body. As such, he acts as a focal point for
the board’s requirements, decisions, and delegations as they
are transmitted to management. In addition, Allan has particular
strengths in relation to communications and interacting with
people, so he plays an important role in that way. Most impor-
tantly, the chairman is the principle point of contact with
the shareholder.
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So, there is a very clear division of responsibilities. But what is
more important is our absolute unanimity on what we have to
achieve in the business, in terms of the three-year renewal plan:
to achieve a better working environment for our employees,
achieve quality of service standards, and generate cash. The whole
leadership team is targeted against the same goals and there is
every incentive for us to work towards achieving those goals.

The only real challenge we face in having this particular leader-
ship structure is that we are questioned about the duality of any
accountabilities and have to explain how it works. To address this,
we just make sure that our communications are consistent, which
we do quite well. But other than that, it is a very conventional
business model.

PTE: How has the new governance structure helped Royal Mail
implement the necessary changes? Could the turnaround have
been achieved without it?

ET: The change allows you to be bold in new thinking. Putting a new
board in place and bringing in some new executives means people
are already expecting to hear some very bold and determined ideas,
and may be in a better mind frame to accept and believe in those
ideas. It is quite difficult for an incumbent leadership to achieve that
acceptance once a business has been in deep trouble. The reason
some businesses - not speaking of Royal Mail necessarily - might
have been in trouble could have in fact been failures of the gover-
nance models, rather than the failures of individuals.

culties the business was in financially and strategically.
Consequently there was a loss of trust between staff and the
leadership. Restoring that trust in an environment that does
require quite dramatic change, does create stresses and chal-
lenges for the organization.

So the leadership team determined a number of critical success
factors. Firstly, we believe in the importance of having an enjoyable
working environment and we want to create that. We spend a lot of
time talking about this and a lot of time encouraging and helping
our front-line managers to create that sort of environment in the
business. Another factor is good communication and clarity about
simple strategies that will deliver the business turnaround, creating
money, service, and satisfaction at the end of three years. The
strategic intention is clear and communications have had a fresh
focus. The other key factor is consistency and insistence that we
actually do what we say we are going to do. This is a signal to front-
line staff that they can rely on the direction being set, that it is the
best we can do for the business and that we will follow it through.

When putting together the plan of action and the governance
structure, it is very important that all the stakeholder needs
were addressed. And the board structure maps very well to the
different stakeholder groups. For example, the chairman is there
to interact with the shareholder representatives, the appoint-
ment of a board-level human resources director was critical
to address the needs of our people (and the interaction with
employees and the unions was another dimension of structural
change). In terms of addressing the public and the media, the

The strategic intention is clear and communications have had a
fresh focus. The other key factor is consistency and insistence
that we actually do what we say we are going to do.

In my view, there is not enough discussion in the postal world
about the importance of governance structures. If governments
want their postal business to become commercial, to be bold, to
be risk-taking, to bring its people along with it, to not alienate the
public, to remember its history of public service, then govern-
ments have got to think carefully about how to achieve this and
who they are going to entrust the governance to, in terms of the
board. Then they have to leave the board to decide the detail of the
structure and of the strategies.

PTE: How easy has it been to implement the new governance
structure and gain acceptance among key stakeholders?

ET: Certainly in structural terms, | think it has been relatively easy
and direct because the structure is simple. Getting buy-in is the
process that we are going through now. Employees and middle
managers were pretty disillusioned with the business. They could
not see the link between their day-to-day activities and the diffi-
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two CEOs, David Mills and Adam Crozier, are charged with keep-
ing those groups informed. And for customers, each of the mem-
bers of the executive board has sponsorship of one or more of
Royal Mail's largest customers.

PTE: Will this be the right model for the Royal Mail in the future,
or is it only appropriate for achieving the transformation?

ET: | think this structure can work for the turnaround,

and | think it can work for achieving the stable situation. What
will change will be the goals that we want to achieve. We need
to consider what will be the next goal, what happens beyond
the renewal plan? The thinking on that is being done by the
current leadership structure. As that thinking emerges, so will
the answers as to whether this will be the right structure for
the future or not. The future structure will depend on how the
business evolves. For the moment, we have to achieve what is
in front of us right now.
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Q&A

Transforming

Japan Post

At the World Postal Business Forum in Brussels in October 2003, Masaharu lkuta, the president
of Japan Post, spoke about the biggest reform in Japanese postal services in 132 years. Until
2000, the postal operation was a part of Ministry of Posts and Telecommunications (MPT). Due
to the reform in central government, the postal services agency was established as a separate
agency under the Ministry of Public Management, Home Affairs, Post and Telecommunication
in January 2001. On April 1, 2003, Japan Post was established as a public corporation wholly

owned by the government.

The goals of Japan Post are to be managed in accordance with the best private-sector man-
agement styles; to be managed independently and flexibly with responsibility for profit and
losses; to provide the three postal services of mail, savings, and life insurance; and, to uphold
their requirement to provide universal service. Japan Post has an aggressive mid-term busi-
ness plan (2003 - 2007 to achieve significant companywide organizational reform.

Pushing the Envelope has followed up Mr. lkuta's presentation by interviewing Yoshiaki Honpo,
a senior vice president of Japan Post, who shared with us more specifics on the strategies
they have employed to transform the way they do business.

INAUGURATION OF JAPAN POST
Pushing the Envelope (PTE): Japan Post became
a public corporation in April 2003, with the new
slogan of "Straightforward Service.” This is a
very historic turning point in the 130 years of the
Japanese postal service history. Tell me about
this momentous event.

Yoshiaki Honpo (YH): For the inauguration of
Japan Post, President Ikuta (who came from
Mitsui 0.S.K. Lines), and other individuals from
both the public and private sectors, assumed
leadership positions at Japan Post. This was the
starting point of our transformation; that is, the
concept of business management was intro-
duced to Japan Post. By changing the way we
think, from a bureaucratic perspective to a busi-
ness perspective, we are proactively seeking new
value creation in terms of service delivery.

PTE: Does this mean that Japan Post has
changed from a corporate governance viewpoint?

YH: We have defined clearly in our management
vision that customers, governments, and
employees are the stakeholders of Japan Post.
This clear definition is very important for us

to make our management policy sound
and reliable, answering the fundamental
question, for whom and what Japan Post
runs its business.

PTE: |/ know that one of the first duties of a
new management team is to develop the mid-
dle-term management plan and to announce
the action plan. What is the hardest task for
you in developing this post business plan?

YH: It was very hard for us to create a feasible
and practical plan for a short time, in which
Japan Post set a management goal to achieve
accumulated funds of 500 billion or more yen
within four years.

PTE: With all the change surrounding Japan
Post, how are you approaching labor unions?

YH: We were able to share with the union
members a sense of urgency for the future

of our postal business. Also our new manage-
ment is working to build steady relationships
with the unions in the early stage, in order to
gain union understanding and acceptance of
the middle-term management plan.



NEW PRODUCTS AND SERVICES
PTE: Japan Post has launched several new services and products
one after another, especially in the postal business area.

YH: We have started EXPACK500, one-coin (500 yen) distribution
service anywhere in Japan. Since the launch of the service in
October 2003, it has been favorably accepted by customers. Its
popularity was proven in the market, where a private delivery
company launched a similar product right away.

PTE: Your positive alliance strategy with the private sector

is noteworthy. | understand that early on, Japan Post made an
alliance with a convenience store, specifically to set up a

post within a store.

YH: Yes, that is true. In this situation, a post is set up in a con-
venience store where a customer can drop their mail. What
we're trying to do is drive postal presence into the convenience
store network. We are also discussing the idea of bringing con-
venience store services into the post office network as well.

PTE: For this second situation
you mention, what specific
services do you envision Japan
Post providing?

YH: We expect to be able to
meet specific service needs in

a certain area - for example, if
there is not a bookstore in a
particular geographical area,
the post office can offer book or
magazine distribution service
as one of the convenience store
services.

PTE: / understand that Japan Post is looking at alliances with pri-
vate distribution companies [currently 19 companies] to respond to
corporate customers’ needs of total logistics service outsourcing.

YH: With the management concept of ‘every man for his own
trade,” we, as a postal business, have to collect and build know-
how and experiences as a logistics outsourcer. | believe this initia-
tive may be the foundation for expanding our business in the mid-
dle and long term in Asia and globally.

PRODUCTIVITY IMPROVEMENT AND

COST REDUCTION

PTE: |/ understand that Japan Post has introduced Toyota’s
famous KANBAN and KAIZEN systems into your post business.

YH: Yes, Seven Samurai (consultants] from Toyota are working for

Koshigaya Post Office to teach us Toyota systems, in order to
improve postal-operation productivity. Currently we have imple-
mented the Japan Post System (JPS] into 13 model offices. In and
after 2004, JPS will be rolled out nationwide.

PTE: How beneficial is JPS?

YH: Already, Koshigaya Post Office has achieved 20 percent of pro-
ductivity improvement. Other model offices are improving their pro-
ductivity incrementally: 5 percent, 10 percent, and 15 percent.

PTE: What is the essence of Toyota’s system?

YH: Its main methodology is to focus on quantification and visuali-
zation. Thus, we can discuss improvement opportunities objective-
ly, getting out of any fixed ideas. And we are continuing it persist-
ently and earnestly.

PTE: What do you expect from JPS, once it is rolled out
nationwide?

With the management concept of ‘every man for
his own trade,” we, as a postal business, have to
collect and build know-how and experiences as a
logistics outsourcer. | believe this initiative may be
the foundation for expanding our business in the
middle and long term in Asia and globally.

YH: | expect JPS to be a successful tool to improve employee
awareness and transformation of Japan Post culture,
as well as improving actual productivity.

CLOSING THOUGHTS

PTE: The current business environment for posts continues to be
challenging due to competition with private companies, spread of
electronic services, and the discussion of privatization of the post
business by the government. What do you think will be needed in
the coming years to weather these challenges?

YH: Regardless what management stylew Japan Post takes, |
believe that what must be done for these four years (implementa-
tion of the action plan) is the same. Through accomplishment of
the action plan, | expect the management vision of Japan Post to
lead us to a win-win-win relationship between customers, govern-
ments, and employees.

www.postalproject.com 3
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Managing Union Relations

To achieve the degree of transformation necessary for future success, postal
management and unions will have to embrace change and find new ways to

work together.

Lynn Connors LaFiandra and Antonia Bloembergen

Union relations can make or break a postal transformation effort.
As posts in developed countries face such pressures as automa-
tion, globalization, rising costs, competition, and privatization, they
are confronting inevitable change. Because postal organizations
are large, dispersed, and tradition-bound entities, the challenges
of managing enterprisewide change should not be underestimat-
ed. Labor-related costs comprise the largest expense for posts,
and the need to reduce them is urgent. Union relations play a piv-
otal role in making this change happen. To understand how postal
organizations are managing these relationships in the face of rela-
tively dramatic change, we spoke with senior postal executives in
several countries about union relations, the challenges associated
with them, and how they are handling them.

COMMONALITIES ACROSS BORDERS

The posts we studied face comparable business and stakeholder
pressures. They share the public service obligation to provide
universal mail delivery, and have a monopoly on the carriage

of letters. The reality for all posts is that this part of the busi-
ness is shrinking steadily; therefore, costs need to be cut and
new sources of revenue need to be developed. With labor as

the largest cost, postal management must grapple with
workforce reductions if they are serious about transforming
their organizations.

In addition to the business pressures mentioned above, postal
services operate in the public eye, with high visibility, govern-
mental oversight, and intense scrutiny. They deal with a com-
plex array of stakeholders: legislators, civil service agencies,

and advisory committees - large and influential customers.
Several executives we spoke with mentioned the pervasiveness
of posts in the fabric of society and their presence in every
village and town. Needless to say, the closing of post offices

is always controversial.

WHY CAN'T A PUBLIC COMPANY

BE MORE LIKE A PRIVATE COMPANY?

Country Context Sets the Stage

For each post undergoing transformation, there are idiosyncrat-
ic factors that shape not only the choices available to them, but
also how they go about meeting their objectives. Business mod-
els are in flux, with some posts still publicly owned and man-
aged, while others are in stages of privatization, quasi-public;
still others have divided into multiple business units or have
incorporated. These differences may limit the strategic options
they can pursue, such as worksharing with customers, out-
sourcing, diversification, or business alliances.

Political and regulatory circumstances also vary from country to
country, shaping the history of labor relations in general, civil
service traditions, and the degree of centralized control. Climates
of deregulation or re-regulation are often linked to the party in
power. Moreover, laws prohibiting strikes by public sector workers
(such as those in the US), alter the collective bargaining parame-
ters. No matter the national environment in which they operate, or
the transitional stage, each post will need to enlist the unions in
the change process.

Laying the Groundwork

LYNN CONNORS LAFIANDRA, PH. D., is a senior manager in Accenture’s Research group
and has been with Accenture for eight years. She specializes in government and B2B
research, including market and competitive analysis. Prior to working for Accenture,

Lynn spent four years working for the US Department of Defense.

ANTONIA BLOEMBERGEN, formerly with Accenture, trained as an interdisciplinary

social sciences survey researcher, and has 20 years’ experience in B2B and B2C market
research. She specializes in international and cross-industry research involving new busi-
ness models, evolving industries, organizational change, and new technology adoption.
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Wherever a post is on the public-to-private
spectrum, the transformation challenges can
be daunting. Several of our leaders sounded
beleaguered as they described the multiple
stakeholders, distinct unions for each craft,
management associations, oversight bodies,
and demanding customers they have to deal
with. As one study participant said, “We operate
in every state, and every congressman has an



opinion about the post office.” Creating a shared sense of urgency
is a common goal; however, “in a monopoly, a burning platform is
difficult to construct.”

Whether or not leaders have been union members, and
whether they have spent their careers in the post or in other
sectors, unanimity exists on key challenges. The large and dis-
persed workforce, the ingrained work culture, and the tradition
of lifetime postal employment in most countries, all contribute
to a sense of glacial change. Salaries, benefits, and pensions
result in high fixed costs. In some countries, the work environ-
ments were described as being blighted by threats, harassment,
and bullying, creating an unproductive work environment that is
less open to change. Unions are viewed as part of the problem
and at the same time, as part of the solution.

We asked our executives about their strategies for managing
labor relations through the period of change. Most described new
ways of doing business, “moving away from the old, top-down
militaristic style” of interacting with different levels and far-flung
locations. One commented, “We're trying to empower the locals
[to] move from a process business to a people business.”
Decision-making will become more collaborative; one leader said

he strives to “involve the union as much and as early as possible.”

Communicate, Communicate, Communicate
A new emphasis on communications is at the core of each
strategy for building and strengthening relations with postal

THE POSTAL ENVIRONMENT

Do the Math

Size of the workforce casts a shadow over almost all of the west-
ern posts, as labor-related fixed costs account for as much as

75 - 80 percent of total costs in some cases. Striving to follow pri-
vate sector best practices, posts must increase productivity, and
be profitable, while at the same time reducing the size of their
labor forces. This is just as true in the USPS, with close to 800,000
employees, and in France, with the highest ratio of postal employ-
ees to population, as it is for smaller countries with far fewer
employees.

Large-scale organizational change is never easy; it raises the
choice between a revolutionary approach or an evolutionary one.
In New Zealand the original workforce resizing, over 10 years ago,
was hefty, with one-third of employees laid off. In comparison to
posts just starting their transition, the timing in New Zealand may
have been easier, as other restructuring was under way in the
country. Over the last two years, 90,000 employees left the USPS
through attrition, but only 30,000 of them were replaced, resulting
in a net reduction of 60,000. While this is indeed a large number,
it is not generally believed to be sufficient to make a significant
dent in the cost equation at the USPS.

Pulling the Oars in Unison

Are postal managers and unions natural adversaries or potential
partners? Some of the comments we heard from managers reflect
both antagonism and conciliation. Managers would like unions to

Although postal unions do not usually have a formal role in postal
governance, executives believe they have made strides to engage
people in the change process. Plans, budgets, and monthly results
are shared with unions or with relevant committees.

unions, including speed, frequency, and contents. Openness
and honesty are cornerstones: “Tell the truth - do not surprise
them.” In order to instill a commitment to change programs, it
is important to “communicate at multiple levels.” During the
anthrax scares in the US, postal leadership held daily briefings
with union representatives. Easy access to management and
continuous communication are the goals senior leaders are
striving for. One manager schedules regular lunch meetings
with union counterparts with no set agenda. Another stated
that union leaders “know they can call me anytime.” “Postal
leaders should not assume that union members understand
management motives”; they need to explain that “controlling
costs is for the benefit of all, not just management.”

o JOoI

join them in planning for the long term, not just the short term.
But management also acknowledges that unions are not an easy
sell on management ideas and can be harsh at times. “Unions get
aggressive and personal; it's expected of them, but we need to let
it roll off our backs.” If indeed “the average worker believes what
the union tells them”; then good relations with unions are twice as
important during a transformation period. Acknowledging the
essence of a good partnership, one executive said, “The union
needs information to participate.”

Postal executives from posts just beginning their transforma-
tions were more likely to say that union relations were not very
good. Other post employees that have already undergone some
change said labor relations were fairly good, or much better than
they used to be. More than one of our study participants spoke of a
partnership approach, as in “you cant do it to people, you have to
do it with people.”

Although postal unions do not usually have a formal role in
postal governance, executives believe they have made strides to
engage people in the change process. Plans, budgets, and month-
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ly results are shared with unions or with relevant committees.
Also shared are figures on operational performance against set
targets. One executive cited the need to build business under-
standing on the part of the unions, and to develop a set of com-
mon objectives. Another said management needed to be clear
about their business imperatives.

When asked about the role of interpersonal relationships with
the union in regard to managing relations, most felt they were
important - “Like any relationship, they are absolutely critical.”
On the other hand, one person revealed mixed feelings, saying,

“I try not to make them important, but they are important.” Others
take a moderate stance on interpersonal relationships, saying
they are “important, but a delicate balance; you can be too close,”
or “important but do not overdo it.” Another pointed out that,
“Information flow is more important than having a beer.” Also
mentioned were the notions that where there is trust, agreements
can be reached more quickly, and that friendships can help. One
concluded, “In a partnership, both sides understand the value of
the relationship.”

LEARNING FROM EXPERIENCE

What Worked Well

Many of the successes described by our sample of postal execu-
tives build on the theme of open, fair, honest, and direct commu-
nications. Early union involvement in planning and decisions has
improved relations. One participant advised “constant communi-
cations,” to provide opportunities for union input, and to try to
address concerns. In New Zealand and in the US, consultative
committees have addressed issues as diverse as job grading,
setting goals for mail handling, ergonomics, health, and meas-
uring progress. More recently, such joint committees have dealt
with terrorism, bomb threats, and lethal substances.

Other communications methods have been used to reach all
levels of workers. In the US, television broadcasts reached all
employees to explain aspects of the change program. In another
program, employees with error-free delivery records were cele-
brated in award ceremonies to which their families were invited.
In the UK, feedback is solicited in a monthly employee survey
under the theme, “Have Your Say.”

What Did Not Work So Well

Depending on the country and its phase of change, different
things were mentioned as being less successful. In the UK, the
fact that it took 17 years of discussion before a decision was
made to reduce mail service to a single daily delivery was
described as unnecessarily slow. The Phantom Share Program,
designed to reward workers in the future when profits are
achieved, was announced without prior consultation with unions
- a serious omission.

Other comments about lack of success related to the slow pace
of change. An executive from a country viewed as a leader in
postal transformation, assessed cultural change in his organiza-
tion as not being as far along as it should be. In particular, he felt
it was not customer-centric enough. Another respondent gave his
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personal view that his entire country was not willing to think about
the future, least of all the post!

In the US, one executive cited congressional hearings on postal
matters as taking up so much time that important decisions had
to be delayed. In addition, the Quality of Work Life program did
not achieve hoped-for success, due to loose management and
vague goals. Certainly postal leaders can learn from each
others” experience.

In the end it comes down to communication. When asked specif-
ically about lessons learned, one executive said, “Be very clear
about what you are doing and why - directly engage with people.”
Also concerned with communication was the comment, “Don’t
hold back on the bad news; get input and modify what you can, if
possible.” The key is avoiding conflict, strikes, and stalemates.”If
you go to war with the unions, then your chance of implementing
change is limited.”

WHITHER THE MAIL MOMENT?

Few will argue that the volume of traditional mail will continue
its gradual decline in the future. Evolving communications
technologies have been eroding personal use of the mail for a
long time and now the high-margin business transactions are
moving in that direction as well. The mail moment, that brief
flutter of anticipation upon opening a mailbox, may be disap-
pearing, as well.

Love them or hate them, however, postal unions will not go
away; and the pressure for efficient postal processes and right-
sized work forces will only intensify. In order to achieve the degree
of transformation necessary for success in the future, postal man-
agement and the unions will have to embrace change, share the
pain, and find new ways to work together.

That, in turn, will require inspired leadership from management
and unions alike. “Both management and union leaders have to
sell change from the top down.”

PostalProject.com
Can’t find what you're looking for? Go to PostalProject.com
to search through this book. PostalProject.com has the
resources and information you’ll need to help evaluate,
select, and implement the best strategies and solutions.

A worldwide community with a strong interest in the
postal industry uses the Web site to:

e Email the authors
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* Browse through white papers
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* Forward articles to colleagues

e Order books and reprints

e Learn about conferences

* Suggest ideas for the project.

Please visit PostalProject.com soon, and be sure to tell
us what you think.
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An Integrated Approach to
Business Transformation

Strong leadership and a performance-based culture have transformed
Australia Post into one of the world’s top-performing posts.

David H. Barker

Since the early 1990s, there has been a transformation in
customer service, in business processes, and in workforce
culture at Australia Post. From a traditional bureaucratic postal
organization with an uninspiring product range, indifferent
service, and marginal financial results, Australia Post is now
achieving high levels of performance across the spectrum of
business indicators.

Some organizations can perform well in specific areas or have
exceptional results in a particular year. A true, high-performance
organization is one that achieves excellent results across the full
range of key measures and not only sustains those results over a
long period, but continues to improve.

Australia Post’s performance over the last decade measures up
strongly against such tests as:

e Service performance rising steadily to a record 96.5 percent in

2002/2003 for standard letters and 99.9 percent for express;

e Standard letter price-freezing for 11 years through to 2003 (and
with ongoing reductions in bulk mail prices); and

e Labor productivity running at double the Australian industry
average over the decade.

Despite the challenges of deregulation, competition, and substitu-
tion, the post has achieved a succession of record profits reaching
AUD$462 million in 2002/2003 with a healthy return on revenue of
11.6 percent and a return on assets of 14 percent.

HIGH PERFORMANCE DRIVERS
The above figures demonstrate that good results in one area have
not been at the expense of another; profitability has grown sharply
yet customers have also shared in the benefits through substantial
price restraint.

Arguably, when Australia Post’s performance is analyzed, the
most important catalyst of this business transformation was the

substantially strengthened focus on commercial objectives following
corporatization in 1989.

In the 1980s, despite some areas of improvement, Australia Post
remained plagued by industrial problems, poor service, resistance
to change, and low profitability. Corporatization in 1989 created a
sea change in the business:

e Focusing management objectives and facilitating profit center-
based measurement and management;

e Injecting new, private sector management skills at senior
management and board levels; and

e Creating greater recognition of the need for customer-focused

products and services, enhanced operational efficiency, and a

performance-based culture.

CUSTOMER-FOCUSED SERVICES

In the late 1980s, the Australia Post retail network recorded a yearly

loss of about $170 million (at today’s prices). Today, it is the coun-

try’s largest physical retail network with a profit of $130 million.
Driving this change was the realization that a major transforma-

tion of the retail business was necessary for its commercial

viability and survival. This change has been achieved through:

e Replacement of traditional post offices with convenient,
customer-focused post shops;

e Extensive product and service diversification ranging from
expanded agency banking and bill payment to stationery,
telephony products, and office equipment. In the year ending
2003, Australia Post collected more than $73 billion of payments
on behalf of 511 bill payment partners. The organization also
provided banking services - both personal and business - on
behalf of 76 financial institutions;

e Restructuring of and refreshing of the counter sales staff’s skills
which enables greater flexibility and improved service;

e Establishing a business center network to serve small- to medi-

um-sized business customers; and

DAVID H. BARKER is group executive officer and a member of Australia Post’s executive
committee. He has held senior positions in Australia Post since 1982. Over the last
decade, as head of human resources, he led all major union negotiations and has been

closely involved in the transformation of the organization.
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e Supplementing counter service with entry
into substitute markets (e.g., Internet bill
presentment and payment through
Postbillpay).



There has been a parallel emphasis on ensuring that the core
letters business delivers on its service promise. As mentioned
earlier, this has been achieved in terms of both service perform-
ance (on-time delivery) and value (price restraint and business
discounts). The imperative of reliable high-quality service has also
been reinforced in line management objectives, employee commu-
nication, and bonuses - in the last enterprise (collective) agree-
ment, staff received two such bonuses for meeting service targets.
The commitment to customers through the retail network, price
restraint, and service reliability has been the underlying factor in
the emergence of Australia Post as one Australia’'s most valued
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growth potential in parcels, but it is a highly competitive market.
Since 1996, the post has embarked on a series of a major opera-

tional network and technological changes, notably:

e The $510 million Future Post program that introduced bar cod-
ing, multi-line optical character recognition, video coding, and
established new highly automated letter processing centers;

e Subsequent introduction of state-of-the-art, flat mail optical
character recognition equipment; and

e Undertaking of a $125 million restructuring of the parcels
business, including highly automated, dedicated parcels
facilities.

Australia Post is a Story of Commercial Transformation

Operating Profit Before Tax
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FIGURE 1 Australia Post Operating Profit Before Tax

and trusted brands. In 2002, Australia Post ranked first among the
100 largest Australian companies in the Good Reputation Index.
Australia Post also rated second in a similar index in 2003 and
was named “most trusted” corporation in a separate poll.

This market and brand strength has provided a platform for
the effective launch of new products and services aimed at
defending the core business and extending into complementary
areas. These areas have recently included an expansion of
Web-enhanced logistics, and acquisition (through a further joint
venture with Qantas) of Startrack Express - a major Australian
express distribution company.

OPERATIONAL EFFICIENCY

Restructuring and new counter technology has enabled the retail
network to achieve substantial efficiency gains over the last
decade. However, efficiency improvement has been of even greater
significance in the letters and parcels businesses. The objective
has been to keep prices low while sustaining business reliability
given that there are limited growth opportunities in letters and
there is the prospect of actual volume decline; there is also the
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A PERFORMANCE CULTURE

In the final analysis, successful product development, customer
service, and technological change are all dependent on the capa-
bility and commitment of the people in the organization. During
the last decade, Australia Post has developed a committed, per-
formance-focused culture through encouraging employee involve-
ment and by recognizing and rewarding achievement. Specifically,
this has been achieved through:

e Providing direction and purpose;

e Harnessing and developing employee capability;

e Encouraging and recognizing improved performance; and

e Providing long-term leadership.

BUILDING DIRECTION
There has been a heavy focus on employee communication and
involvement with constant reinforcement about the need for
customer focus - and about competition, service performance,
profitability, and productivity.

Australia Post has also invested considerable efforts into edu-
cating and involving the unions - ensuring that unions understand

www.postalproject.com 3



O An Integrated Approach to Business Transformation

that employee interests are inextricably linked to long-term busi-

ness success. This cooperative approach has paid considerable

dividends with:

e Industrial disputation falling from 866 days lost per thousand
employees in 1986 to 10 days per thousand today - a third of the
average level for Australian industry; and

e Successful implementation of major business changes, even
though they have impacted significantly on the nature and the
number of jobs.

Each cultural and workforce
change has been approached as
a natural progression building
on the preceding change.

BUILDING CAPABILITY

The higher the quality service result that is sought, or, the greater

the pace of change and innovation aimed for, the greater the

importance of a highly skilled and committed workforce.
Australia Post has endeavored to unlock and build employee

capability in several ways:

e Having a strong focus on equal opportunity - recognizing that

high performance means utilizing the skills of all elements of

the workforce. In Australia Post’s case, this comprises people

from more than 120 countries;

Expanding the representation of women in management - from

four women in executive positions in 1992 to currently 38, or 20
percent of all executive positions, including Australia Post’s
board, which is one-third women;

As the largest employer of Aboriginal Australians, encouraging
indigenous employment by committing to employees’ skill
development and advancement;

Recognizing that capability is more than just having technical

skills - wide-ranging programs have been implemented toward
enhancing participative skills, quality management, and process
improvement; and

Placing a particular focus on developing and sustaining future

leadership capabilities through an integrated succession plan-
ning and leadership development program.

REWARDING HIGH PERFORMANCE
The objective has been to create an environment that encourages
people to constantly perform at their best.
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A primary organizational initiative has been the encourage-
ment of teamwork in order to enable greater involvement,
task ownership, and accountability for results. This has
occurred through natural, small teams in areas such as retail,
design of functionally based teams in mail processing, and
encouragement of an end-to-end process team culture in
transport and logistics.

It has also involved establishing performance standards,
measuring the results, and rewarding the achievement of out-
comes. Since 1992, an important pillar of Australia Post’s
performance culture has been a sequence of five productivity-
related enterprise (or collective) agreements between manage-
ment and the unions. Under these agreements, employees
have seen their wages grow by 49 percent (compared to
consumer price increases of 33 percent].

These agreements have also shaped culture and values,
facilitated productivity growth and major change, and rein-
forced the link between business performance and employee
rewards. In addition, over $3,000 in special bonuses has been
paid to employees for improvements in quality, service
performance, productivity, attendance, and overall business
results.

LEADERSHIP FOR THE FUTURE

The fourth and final principle of maximizing performance has
been to ensure that there is sustained commitment and focus
from all levels in the organization.

This requires leadership that provides consistency of purpose
rather than a stop-go approach. Each cultural and workforce
change has been approached as a natural progression building on
the preceding change.

Finally, Australia Post has been able to internally leverage the
brand and build internal pride and commitment in core values
such as trust, integrity, and reliability.

It may be a case of success breeding further success, but
Australia Post employees have enormous pride in the organization
and what it stands for. This pride and commitment provides a
great foundation for the organization to face the future and to
achieve further performance improvement - recognizing that pur-
suit of high performance is a journey, rather than a destination
that can actually be reached.

Reprints

You can order customized reprints of any of the white

papers or company profiles in Pushing the Envelope. For
more information, contact John Malick at Montgomery
Research, Inc., at 415.397.2400.
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Transforming the HR
Function in an Era of Change

New research from Accenture offers insights into how economic and
competitive factors are reshaping the role and influence of the human

resource function.

Edward W. Jensen and Jakob H. Kraglund

The strategic value of the workforce has never been greater -
especially evident as the slowing economy has caused increased
scrutiny of human resource costs and demands for higher work-
force productivity.

This fact is born out by the Accenture High-Performance
Workforce Study, which found that four of the five top strategic pri-
orities for participating organizations are directly related to the
workforce: attracting and retaining skilled staff; improving work-
force performance; changing leadership and management behav-
iors; and changing organizational culture and employee attitudes.

The survey further revealed that 74 percent of executives -
regardless of country, industry, or title - see “people issues” as
more important to a company’s success today than a year ago, while
only 6 percent indicated they are less important. Accompanying the
rise in the workforce’s importance has been increased emphasis on
the value of the HR function, especially among senior executives.

For instance, more than one-half (52 percent] of the execu-
tives surveyed reported that the HR function is “very critical” to
executing their company’s strategy, and an additional 37 per-
cent said it is “quite critical.” Furthermore, nearly one-third (30
percent) of all respondents said the HR function makes a “very
significant” value contribution to the overall organization, and
just under one-third (28 percent) of all respondents feel that
HR is one of their three most important functions.

A further analysis of the survey results reveals that the view
of the HR function is more positive among senior executives -
especially chief executive officers and chief operating officers -
than among HR executives themselves:

¢ 70 percent of CEOs, compared with 54 percent of HR executives,
said that the HR function is “very critical” to executing
corporate strategy.

e 39 percent of CEOs and 40 percent of COOs, versus 23 percent of
HR executives, believe that the HR function makes a very signifi-
cant value contribution to the overall organization.

e 56 percent of CEOs and 31 percent of COOs, compared with 26
percent of HR executives, feel that human resources is one of
their company’s three most important functions.

These results clearly demonstrate that CEOs expect their HR
departments to take a lead role in addressing their company’s
most strategic issues, something that the HR function is in an
excellent position to do.

Yet, despite — and quite possibly because of - the importance
they place on the HR function, senior executives are under-
whelmed by how their respective HR organizations are perform-
ing. Just 4 percent of CEOs and 14 percent of COOs said they
are “very satisfied” with the progress they’'ve made on their key
HR initiatives, and only 4 percent of CEOs and 10 percent of COOs
are “very satisfied” with the overall performance of their HR
organizations.

HUMAN RESOURCES’ RESPONSE

Clearly, HR executives have considerable work to do in order to
fulfill senior executives” expectations and increase their function’s
value contribution to the overall company. Based on our research
and experience, we believe HR executives can help their cause
greatly by focusing on five areas that are critical

EDWARD W. JENSEN is a partner in Accenture’s Human Performance organization, where
he leads Accenture’s Human Resources Transformation practice, with significant breadth

of experience in a number of industries. Mr. Jensen collaborates with clients on HR strat-
egy, major culture change programs, and all aspects of talent management.

JAKOB H. KRAGLUND is a country managing director for Accenture in Denmark.

Mr. Kraglund collaborates with clients on consulting, technology, and outsourcing en-
gagements. Among other experiences, Mr. Kraglund has been involved in development of
HR strategies, implementation of HR systems, and outsourcing of HR processes.
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to the success of not only their company, but
also their own function.

1. Enhance employees’ understanding of
company strategy and their role in executing it.
Having all members of a team rowing in the
same direction is key to making progress.

Yet, participants in our survey indicated that a
large percentage of their employees neither
know their company’s overall strategy nor fully



understand how their jobs contribute to the company’s ability to
achieve its strategic priorities. In fact, only 12 percent of respon-
dents reported that more than 75 percent of their workforce fully
understands the company’s strategic priorities, and just 17 percent
said more than 75 percent of their employees understand the con-
nection between their jobs and corporate strategy execution.

HR executives can address these shortcomings by not only ensur-
ing that their own function and programs are aligned with corporate
strategy, but also by helping employees across the organization
understand the strategy and how their jobs relate to it. Innovative
companies have accomplished this in various ways, including:

Developing and articulating explicit links between the organiza-
tion’s overall objectives and the capabilities that employees
need in order to take actions that help the company achieve
those objectives.

Conducting formal strategy-education programs for people
identified as potential leaders, and regular meetings and town

hall gatherings for all employees in which overarching business
issues are discussed and how employees relate to them.

Devising key performance indicators that link various elements
of employee performance to the organization’s ultimate goals.
Basing employees’ compensation not only on their ability to
achieve individual and team goals, but also on how well their

individual behavior aligns with the organization’s mission,
vision, and values.

2. Boost the overall skill level of the workforce, especially those
functions that add the most direct value to the organization. The
results of our survey indicate that there is a serious skills short-
age in many organizations. Just 15 percent of survey respondents
reported that all three of their most strategically important func-
tions perform better than the rest of their industry. Furthermore,
some 29 percent of respondents indicated that one or more of
their most valuable functions performs worse than others in their
industry. And, overall, just one-fourth of respondents said that
more than 75 percent of their employees have the skills necessary
to execute their jobs at an industry-leading level.

To help improve the skill level of their company’s workforce, HR
must equip employees with the tools and resources needed to
maximize each individual's proficiency, knowledge base, and con-
tribution to the organization. This includes redefining HR's serv-
ice-delivery model to meet the needs of internal customers in the
most cost-effective way while maintaining high-quality service;
and providing employees with a comprehensive suite of learning,
productivity, and performance-support tools.

For instance, a new HR service delivery model being used by a
number of leading companies comprises self-service tools such
as an intranet (or employee portal] and an interactive voice
response (IVR] phone system (both of which are supported by core
HR, payroll, and benefits systems), as well as a call center staffed
by HR generalists and case workers. Routine or simple requests,
such as address changes or benefits inquiry, are handled directly
by the employees through the portal or IVR system. More complex,
but still routine, requests are dealt with by a representative in the
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call center. In cases where employees need an interpretation of a
specific policy or procedure, advice or counsel on a particular
practice or subject matter expertise, they would be directed to a
case manager who would personally handle the request.

From a skills-development standpoint, several organizations are
pioneering the use of new technologies and innovative practices to
dramatically increase the effectiveness of their training and devel-
opment activities. These organizations have migrated from provid-
ing ad hoc training programs to a comprehensive learning envi-
ronment that is tied explicitly to overall corporate objectives. Such
an environment typically features a blend of several types of learn-
ing programs that, in combination, offer employees a best-of-
breed approach to addressing skills gaps quickly and at the point
of need. Critical elements of these programs often include
e-learning, performance simulation, workspace portals, collabo-
ration tools, and knowledge management applications.

3. Improve the impact of HR and learning initiatives on over-
all business results. Although HR initiatives are expected to
produce business results, many companies have no way of
evaluating the effectiveness of their HR efforts. Almost

40 percent of companies in our survey “never” or “rarely”
measure the impact of their HR initiatives on employee reten-
tion, productivity, and customer satisfaction; almost half
“rarely” or “never” measure the impact on quality; nearly

60 percent rarely or never measure the impact on employee
satisfaction; and just under 70 percent don’t measure the
impact on innovation.

If HR is to boost its value contribution, and that of the orga-
nization’s entire workforce, it must first understand the busi-
ness results of its efforts. Without a consistent and rigorous
measurement program, such understanding will be impossible
to garner. One approach to measurement, that a few innovative
companies are using, is the Human Capital Development
Framework developed by a team of researchers led by
Accenture’s Institute for High Performance Business. The
Accenture framework enables an organization to diagnose its
strengths and weaknesses in key human capital practices, and
then prioritize investments and track performance. It features
four distinct levels of measurement that help companies
assess their human capital practices and determine the bene-
fits they receive from investments in people.

Business unit results consist of organizational performance
measurements (e.g., traditional financial measures such as eco-
nomic value added (EVA), revenue growth, market shares, and
stock performance).

Key performance drivers directly contribute to business unit
and/or enterprise results; they are the intermediate organizational
outcomes [e.g., productivity, quality, innovativeness, and customer
satisfaction) often captured on a balanced scorecard.

Human capital capabilities are the most immediate and visible
(though not always measured) people-related qualities for achiev-
ing critical business outcomes. Their influence is felt through key
performance drivers.

www.postalproject.com 3
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Human capital foundation consists of granular measures of
human capital enablers, resources and operations. The levers and
programs that can enable an organization to understand and
address its human performance shortcomings reside for the most
part in this fourth tier.

Using measures such as these, HR executives can more accurate-
ly determine which HR and learning programs work and to what
degree, and more strongly justify future human performance
investments.

4. Consider outsourcing administrative HR activities. In these
trying economic times, the mantra of leadership in almost every
organization is “Increase productivity and performance while
reducing overall costs.” This is especially true for functions con-
sidered “overhead” - sales, marketing, administration, human
resources, and the like.

One of the ways companies are meeting this challenge in the HR
function is outsourcing. Of the respondents in Accenture’s survey
of 200 executives who have outsourced, more than one-half (57
percent) outsource some HR activities and 71 percent outsource
some training and development.

Accenture’s research also discovered that companies are general-
ly pleased with the results of their outsourcing initiative. Those who
outsource some aspect of human resources are more likely to be
satisfied or very satisfied with the performance of their HR function
than both those who outsource non-HR activities (but not HR activi-
ties) and those who outsource nothing. This satisfaction is rooted in
the fact that these companies are simultaneously lowering the costs
of providing services to employees and boosting service quality.
Furthermore, by using outside organizations to handle transactional
and administrative tasks, HR professionals are finding they have
more time to tend to the strategic needs of their companies.

Because of the success of these arrangements, many of these
organizations are considering outsourcing more. And increasingly,
they are looking to a single provider that can deliver an integrated
approach to their HR activities — one that encompasses the entire
employee lifecycle, from recruiting and performance management
to learning, rewards, and exit.

5. Enhance the leadership, business, and management skills of
senior HR professionals themselves. There is immense pressure
on HR leaders to rise above their historical emphasis on the intri-
cacies of HR policy and administration and bring a strategic busi-
ness focus to human resources. But in many organizations, the HR
function too often is seen as a group that lacks such a strategic
perspective. According to a recent survey of HR professionals by
the Society for Human Resource Management (SHRM], about half
of the respondents said their HR unit focuses on strategic busi-
ness issues only “sometimes” (34 percent) or “once in a while” (16
percent). Furthermore, the same survey revealed that more than
40 percent of respondents’ HR units are not involved at the outset
of major strategic company decisions on a regular basis.

At a more basic level, many HR professionals could benefit from
a stronger educational base in the area of leadership, business,
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and management skills. In the same SHRM survey, just under half
of the respondents have no more than a bachelor’s degree. In fact,
almost 20 percent have only a high school diploma.

With the pressure to improve all aspects of workforce perform-
ance increasing every day, this situation must change. More specif-
ically, HR executives must improve their own skills - as well as
those of their function’s people - that are not part of the traditional
HR “tool kit,” such as project management, strategic planning and
general business acumen. They also must gain an intimate under-
standing of workforce performance and capabilities - and where
and how these can be improved to help the organization respond
and adapt to changing business conditions.

How? For starters, HR executives must be included in all training
programs offered to other executives in the organization. This will
ensure that they are getting the same access to critical knowledge
and information as are their counterparts in sales, operations,
finance, and marketing, and will help HR executives understand
how they and their function fit in the “big picture.”

HR leaders also must revise the job descriptions and qualifica-
tions for other key positions in the HR organization to include
requirements for responsibilities and skills not traditionally found
in the HR organization. They must also make a concerted effort to
hire new people with these skills and commit to a rigorous train-
ing program to help existing staff members develop them. An
important part of that training is ensuring that rising stars in the
HR function get ample opportunity to interact with other functions
in their day-to-day activities — not just when there are layoffs or
questions about benefits administration - to break them out of
the HR silo and increase their exposure to broader business and
operational issues throughout the company.

Taking these steps can help HR executives transform their
organization from a traditionally passive group that only responds
to requests, to one that can lend a unique perspective on strategic
business issues, and facilitate and expedite organizational change.

CONCLUSION

There’s no doubt that these are difficult times for companies
everywhere, and that HR executives in many organizations are in
the hot seat. On the positive side however, is an unprecedented
opportunity for HR leaders to step up and lead major change
within their companies.

Rising to the challenge will require new approaches to not only
how the HR function interacts with and supports the rest of the
workforce, but also how it runs its own operations. We've found
that the most effective HR organizations today are those that:

1) focus their efforts on initiatives and workforces that have the
greatest potential to help the company achieve its business objec-
tives; and 2) leverage emerging tools and practices to improve not
only the efficiency of the HR function itself, but also the skills and
knowledge of the function’s people.

The mandate for HR executives to be a key strategic contributor
has never been stronger. As our research shows, CEQOs clearly
understand that having a superior HR function is no longer a luxu-
ry, but a competitive necessity.



O CASE STUDY

Enabling Human Resource
Process Excellence

Faced with rising pressures and the desire to make its workforce a competitive
advantage, Canada Post set out to transform its human resource function.

Constance Hudak and Claudia Thompson
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Canada Post Corporation is a key player in the country’s com-
munications industry. Each business day, Canada Post and its
subsidiaries deliver nearly 37 million pieces of mail, serving
more than 31 million Canadians and over 1 million companies
and public institutions. Canada Post is ranked 39th among
Canadian businesses in terms of revenue and is the country’s
seventh-largest employer. The Conference Board of Canada
reports that Canada Post’s expenditures in wages and

purchases of goods and services support at least an additional
30,000 jobs in Canada’s economy. (“The Impact of Canada
Post on Canada’s Economy,” November 2000.] For Canada
Post to achieve its strategic vision amidst the pressures of
globalization, deregulation, and increased competition, its
70,000 employees need to be a competitive advantage.
Employees cannot work effectively to generate customer
value, however, when business processes are inadequate,
not integrated, and poorly enabled with technology.

Canada Post recognized the need to align all three of these
components - people, process, and technology, with its strate-
gic vision. As a result, the corporation launched the Business
Transformation Program, which has become part of the fabric
of Canada Post. The human resources (HR] function, previously
viewed as a transactional entity, was to be transformed into
a world-class, HR process-focused organization. The HR trans-
formation work at Canada Post has focused on integrating
HR processes across organizational entities, including fulfill,
to maximize efficiency and provide value-added services to
every employee. New technology and innovative tools from SAP
have enabled employees to execute these improved HR
processes with greater efficiency and capabilities. Further,
implementing employee self-service (ESS) has created the
stepping stone for reducing transactional demands on the HR
workforce, enabling more time for

CONSTANCE HUDAK is the general manager, human resources process, Business Transformation

strategic HR work.

Program for Canada Post. Prior to her Business Transformation assignment, she was the

general manager, employee relations, where she developed and applied all corporate policies
and processes for recruitment, staffing, employee appraisal, compensation, benefits, recognition,
and health and safety. Ms. Hudak has held several senior positions within Canada Post and the

federal government of Canada.

CLAUDIA THOMPSON is a senior manager with Accenture’s Government Market Unit. She
has 13 years of management consulting experience and has held management roles on several
large process-design and system-implementation projects for both federal government depart-

ments and Crown agencies.
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DRIVERS FOR CHANGE
Leading up to the new millennium,
Canada Post was facing several
issues hindering customer and
employee satisfaction and the sus-
tainable achievement of its goal to
be a leading postal administration. A
complex and inflexible collection of
hundreds of loosely connected lega-



cy systems and inefficient business processes had developed
at Canada Post over several years. This environment reduced
the organization’s ability to adapt quickly in an increasingly
competitive industry. Within HR, several key legacy applications
operating independently did not allow for efficient information

processing, nor did they facilitate realigned end-to-end processes.

SOLUTION DELIVERED

As part of the overall Canada Post Business Transformation
Program, Accenture professionals from its Global Business
Solutions and the Government Operating Group are working
with Canada Post employees to redesign and integrate the
company’s core business processes, including order to cash;

Canada Post will be a world leader in providing innovative
physical and electronic delivery solutions, creating
value for our customers, employees and all Canadians

M

Y

Y LTy

Defend Grow Achieve Enhance
Current Competitive Operational Make Our Corporate
Business Business Excellence Employees a Equity
Competitive
l Advantage l
Rationalize our Build image

network
Replace volume
erosion

Y

Develop e-commerce capability
Leverage retail network
Develop Canada Post international business
Grow distribution business
Make business customer-responsive

FIGURE 1 Canada Post Strategic Vision

As a result, Canada Post was unable to leverage the full poten-
tial of its workforce.

In January 2000, Canada Post selected Accenture as its
implementation partner to support the Business Transformation
Program. The Business Transformation Program at Canada
Post is process driven, with technology as an enabler and
people as a critical factor. This program utilized an enter-
prisewide implementation of the mySAP.com solution as
a catalyst to transform the corporation. The program has
changed the work of nearly 12,000 employees, streamlined
core business processes, and combined more than 70
disconnected databases into a single information resource.

Reduce nonoperating costs
Enhance commercial capability
Improve information flow

Build customer
satisfaction

Energize Human
Resources

Develop flexible
relationships with unions

customer relationship management; financial management
and controlling; sourcing management; event management;
and HR.

With respect to the HR transformation, Canada Post has
successfully implemented the mySAP human resources suite
of functionality for its entire workforce, including personnel
administration; organizational management; net payroll; time
management; employee self-service; benefits administration;
and environmental health and safety. Canada Post’s commit-
ment to business process and organizational realignment has
allowed it to harness the value of the best practices for the
mySAP HR offering. Hundreds of HR activities were streamlined

www.postalproject.com 3
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to support the standardization of end-to-end HR processes.
Key process performance indicators have been implemented

to measure HR process performance and to attain ongoing
process excellence. This process-based focus is not only the
hallmark of the HR transformation initiative at Canada Post,
but it has also become part of the culture of continuous change
at Canada Post.

In conjunction with this focus on technology and process
change, an organizational realignment initiative was implement-
ed to better align both HR and operational resources. The new
organizational framework identified the best fit of roles and
responsibilities among various human resources (and HR-like)
functions and placed greater focus on process efficiency rather
than organizational structure. The tactical aspects of managing

service, explore new business opportunities, and streamline costs.

Some sample benefits include:

e Employees provided with real-time access to their
personal information;

e Trained HR knowledge workers better aligned to
service employees;

e Clear accountability and ownership of processes for identified
HR process managers;

e Increased focus by HR professionals on HR strategy and
programs execution;

e More reliable, timely, and accessible labor costs and
attendance information;

e Better analytical tools to plan for future workforce demands;

e Improved customer satisfaction; and

Canada Post’s desire to transform its business and energize

its employees required a significant investment in business

and organization change. As a result, Canada Post will reap the
ongoing benefits of world-class HR business processes:

superior employee performance, ownership, and retention.

human resources are no longer just a corporate HR responsibili-
ty. This realignment of HR staff allows HR professionals to have
greater focus on HR strategy and program enhancements and
ensures HR transactional and administrative processes are exe-
cuted efficiently by the relevant HR generalists. The hire-to-
retire lifecycle and transactional data are now largely handled by
all line management as integrated operational processes,
improving productivity not only in the HR department but also on
the plant floor. For example, mobile devices enable operational
requirements while integrating with SAP time management.
Employee self-service provides employees with independent,
real-time access to their personal information.

Canada Post’s desire to transform its business and energize
its employees required a significant investment in business and
organization change. As a result, Canada Post will reap the ongo-
ing benefits of world-class HR business processes: superior
employee performance, ownership, and retention.

RESULTS ACHIEVED
As a result of this program, Canada Post will achieve an
annual benefit stream that will enable it to provide better
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e Improved employee satisfaction.

This project was designed to support Canada Post’s strategic
priorities. The project team identified the most important
opportunity areas and developed a plan to address key issues
pertaining to each of them. A process-oriented approach was
used to maintain design integrity, while a phased implementation
strategy was used to minimize risk and strike a balance between
short-term and long-term benefits. Given the size of this project,
sound change management techniques have been applied
throughout the journey to facilitate the adoption of the new way
of doing business and to ensure a trouble-free operation.

This is one of the largest SAP implementations worldwide and
is considered a benchmark in terms of complexity, depth, and
breadth of the solution provided.

oX Jo,



O CASE STUDY

Strengthening Competence
Through ‘motiv8’

The development of high-potential employees has become a priority for globally
active companies. Deutsche Post has taken an innovative approach to improving

workforce performance.

Ralf Dirrwang
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At a time of fast growth, increasing internationalization,
and rising management requirements, the development of
high-potential employees is a priority in internationally active
companies. Deutsche Post World Net's response to this
trend is the “motiv8” program, which was designed to support
motivation, performance measurement, and employee
development.

motiv8 is not only an important management tool, but
also a positive example of advancing integration of acquisitions
of Deutsche Post World Net. The change processes require
the comprehensive development of the group’s services and
leadership culture. Until recently, differing performance evalu-
ations have prevented the creation of a standardized evaluation
of the capabilities of employees within Deutsche Post World

Net. motiv8 will now make it possible for Deutsche Post World
Net to identify and promote high-potential employees world-
wide and employ them in accordance with their particular
capabilities.

THE SOLUTION - motiv8
In October 2002, a project group within Deutsche Post’s
value-creation program STAR, composed of HR representatives
from the individual corporate divisions, started developing
practice- and demand-oriented concepts and tools for perform-
ance evaluation. Target ideas were identified through discus-
sions with internationally renowned benchmarking partners
such as DaimlerChrysler, Siemens, and Johnson & Johnson;
and, through numerous interviews with line managers.
The new system, motiv8, combines performance orientation and
employee motivation within the group.
Core elements of motiv8 are:
e One set of competencies valid worldwide and throughout the
entire group;
* One groupwide standard for performance evaluation;
e Panel discussions to evaluate and promote high-potential
candidates; and
e Focused management development based on the needs
of the group.

In annual review sessions with their employees, each executive
receives feedback on his or her performance and competence.
With this new program, target attainment and performance eval-
uations are integrated more strongly. Performance and potentials
as well as actions will now be discussed in a panel conference in
order to help planning promotion to

RALF DURRWANG has studied law at the universities of Mannheim and Freiburg. After his studies,
he began as an official in charge in the headquarters of Deutsche Post in Bonn before he became
the head of the training branch in Frankfurt in 1999. Since 2001, Mr. Diirrwang rejoined headquar-
ters as the department head for personnel marketing, and became the department head for execu-

tive development in July 2002.
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key positions and to oversee individ-
ual development monitoring.
Targeted individual development
offers, which are oriented toward the
group’s requirements, form a key



Set of Competencies Performance Evaluation

e Eight leadership competencies, valid e Annual process
groupwide and divided into the areas of
. . e Mandatory feedback on
business, leadership, and personal )
performance and competencies

e Detailed description of relevant behavior . )
e Standardized evaluation of

performance and competencies
motivé e Groupwide standards

Management development at
Deutsche Post World Net

e Discussing and confirming potentials e Focused management
and agreement on measures to be taken development based on the

ds of th
e Succession planning for key positions needs ot the group

Panel Conference Development Activities
FIGURE 1 The key elements of the motiv8 program at Deutsche Post World Net.

element of motiv8. These include, among others, proj-
ect work and the possibility of horizontal career paths.

motiv8 is currently in the stage of implementation L1
starting with performance evaluation for 2003 and
target setting for 2004. The panel conferences will e Customer orientation
then take place in the second quarter. The execu- * Business acumen

tives have been familiarized with the new processes * Cross-border thinking

through introductory training programs.

e Shaping : ¢ Building and
direction (LS managing
A MODEL BENEFITING EVERYONE . .

. e Constructive partnerships
motiv8 offers a number of advantages both for the ?\ challenge e Commitment
individual executives and for Deutsche Post World ‘70 e Building and to excel
Net as a whole. It provides employees with a fair 6\0& leading teams o“‘y
evaluation in their respective performance environ- % ??gfo

ment, professional career development, and honest
feedback on their performance.

The Group Deutsche Post World Net profits from the
|mplementat|0n of the companywide sy.stem for.exec- FIGURE 2 This represents the eight core competencies that Deutsche Post World
utive development as well, through an increase in Nt willl mes o rEe oeaiies,
enterprise value thanks to internal development that
ensures the availability of high-potential employees
for the company, and cost savings thanks to the elimination of a In the next steps, motiv8 is planned to be extended to include

multitude of evaluation processes and instruments. nonexecutive staff.
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High-Performance Supply

Chains Through

E-Learning

Companies with well-trained, knowledgeable employees operate more
efficiently, seize market opportunities more readily, and weather economic

downturns more effectively.

Michael G. Mikurak and David Y. Smith

The same innovative factors that define world-class supply chain
management - rapid development and integration of new operating
models; collaborative use of new technologies; dynamic, technology-
supported business processes; and an obsessive focus on customers
- also put huge demands on the supply chain workforce. As a result,
a full understanding of the interrelationships among functions [e.g.,
product design and procurement) has become as important as the
mastery of increasingly specialized, functional knowledge. Moreover,
human-level interrelationships occur with greater frequency across
geographically disbursed organizations, such as posts.

Fortunately, or unfortunately, all that collaboration means
unprecedented quantities of information. To leverage advanced,
collaborative technologies or supply chain event-management
applications, staff members must be able to analyze, assess, and
respond to the data they receive. Even now, people are behind
the frameworks, context, and insights that drive smart opera-
tional decisions.

Companies whose workforces have the right skills, knowledge,
and experience still must deal with turnover; from scheduled,
career rotations and normal attrition, to cycles of layoffs and
rehiring. All organizations must ensure the following:

1. Their most valuable operational knowledge doesn’t leave when
employees walk out the door.

2. They are able to bring new employees up to speed quickly.

3. Training and education are delivered consistently, no matter
where people are located geographically.

In addition to employee turnover, there is also information
turnover. In today’s business climate, knowledge becomes obso-
lete rapidly, so organizations are under continuous pressure to
refresh their employees’ skills and training.

ENHANCING KNOWLEDGE

Not surprisingly, technology is a major contributor to the
knowledge-management challenge, furthering the tremendous
increase in the quantity and portability of data. However,
technology is also a major part of the solution. To significantly
improve the performance of their workforces, more and more
companies are relying on Web-based delivery of knowledge and
training material - e-learning. However, organizations that
believe e-learning is merely an online version of the traditional
classroom are missing an opportunity to build and equip a
world-class workforce.

E-learning adds the ability to quickly build skills and expertise
through multiple channels and personalized curricula. E-learning
also has the potential to help companies and individuals build and
sustain new capabilities that foster higher levels of business per-
formance. That means key supply chain skills can be made avail-
able to a wider audience, in a shorter time, with fewer disruptions,
and at reduced cost. These skills make it possible for companies to:
e |dentify and implement new sources of competitive advantage;

e Transition people, skills, and knowledge more rapidly to capture
new market opportunities;
e Shorten product design to development times;

MICHAEL G. MIKURAK is a partner in the Accenture Supply Chain Management practice
and is based in its Tampa-St. Petersburg office. He has over 25 years of experience in

¢ Develop more effective operations; and
¢ Anticipate change and respond accordingly.

industry and consulting, specializing in supply chain strategy, materials management,

distribution operations, logistics information and systems planning, and implementation.
Mr. Mikurak has over 20 pending patents in the area of B2B supply chain management

and supplier collaboration.

DAVID Y. SMITH is a partner with Accenture’s Global Human Performance Service line.
He specializes in designing and developing human performance strategies and solutions,
and is a founding member of Accenture’s global learning/knowledge management and

performance simulation practice.
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Although e-learning’s mission is to help create
a workforce that continuously develops and
applies knowledge, skills, and capabilities, it's
too narrow to position e-learning simply as any-
time/anywhere access to courses and methods.
E-learning actually is about creating intra- and
inter-enterprise communities of people who
collectively (and continuously) learn, share, and



apply knowledge. It is a variety of Web-enabled interactions linked

together to build knowledge, skills, and organizational capabilities,

including:

¢ Knowledge systems: Providing tools and repositories to store
and access employee expertise and experience in support of
continuous improvement and innovation.

¢ Industry and supply chain resources: Leveraging supply chain
and industry experts, standards, benchmarks, and best prac-
tices to improve business performance.

e Collaboration and communication: Applying tools that allow
knowledge workers to collaborate with peers and business
leaders to share experience and knowledge.

e Virtual coaches: Enhancing the availability of job guidance -
as part of a formal performance-improvement initiative or to
support informal, regularly occurring improvement needs.

EMBEDDED E-LEARNING

More often than not, management determines what employees
should learn, and when and where they should learn it. However,
the more e-learning is embedded within
an organization, the more learning-pro-
gram control needs to reside with
employees. A primary reason is that a
learning hierarchy simply cannot adapt
to a world where 80 percent of a knowl-
edge worker’s skills become obsolete
within five years.

Consider how profoundly the entire
procurement process has changed in
less than five years with Internet usage
and the availability of new tools, such as
electronic catalogs, e-markets, and
online auctions. This effect has made
basic tasks, such as placing orders with
suppliers, largely automated through
e-procurement software - not manually
completed by a procurement staff. Also, the role of the procure-
ment professional might encompass strategic sourcing, supplier
evaluation, and auctioneering and negotiation management. The
new essence of procurement (and procurement training) is apply-
ing best-in-class sourcing and procurement techniques, refining
decision-making and relationship skills, and developing techno-
logical processes. Procurement-focused knowledge that has not
kept pace with these changes is obsolete.

Yet, traditional training is inconvenient, expensive to update,
and costly to deliver. In contrast, a well-designed e-learning
approach can deliver new content quickly and at lower costs.
Furthermore, e-learning can foster knowledge acquisition and
collaboration outside of a formal training environment, through
tools that can capture and disseminate new sourcing agree-
ments and metrics, or expert networks that facilitate innovation
and development of best practices.

Obviously, procurement is just one area where faster, more
comprehensive, and non-traditional approaches to knowledge

Enhanced

Workforce
Capability

Perform

FIGURE 1 Workforce Performance Cycle
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acquisition have become essential. Other key areas include: mate-
rials management, logistics, supply chain planning, line manage-
ment, and sales and marketing. Whether addressing the needs of
new, entry-level employees by building a basic knowledge and
awareness of supply chain processes, terminology, concepts, and
methodologies; or through supporting more seasoned employees
by identifying improvement areas, applying best practices, and
measuring results anytime, anywhere - access to training, infor-
mation, and a community of experts can powerfully influence both
individual and organizational performance. When it comes to
knowledge enhancement, management’s most important role is
providing their employees with a rich, multidimensional learning
environment, and clear performance expectations.

A good way to develop this environment is with a simple e-learn-
ing framework focused on identifying the right people, require-
ments, success measures, and learning resources. By applying
the workforce performance cycle, individuals, teams, and organi-
zations progress through a continuous, concurrent loop of learn-
ing, performance, and innovation (Figure 1).

Learn

Successful e-learning approaches integrate
strategy, process, organization, and technolo-
gy. An example is performance simulation -
placing individuals in an environment that
emulates the workplace and challenges them
to make decisions to support the strategic
objectives of their business. Using multimedia
user interfaces and best-of-breed tools,
employees are exposed to important, new
learning approaches, such as goal-based
learning, learning by doing, and failure-based
learning. They are also privy to war stories
from senior executives and can receive indi-
vidualized feedback from artificial-intelligence
coaches.

Research shows that people learn more readily with perform-
ance simulation. In a typical lecture environment, attendees may
retain as little as five percent of the information imparted. People
who read do only slightly better, retaining an average of 10 per-
cent. Computer-based training, however, typically gleans retention
rates as high as 20 percent, while learning by doing - simulation -
produces retention rates of up to 75 percent. The result is that
people perform more effectively, particularly when complex skills
are involved (proficiencies that are difficult to acquire through tra-
ditional training). In addition, performance simulations can foster
collaboration - perhaps the most essential component of the 21st
century business model.

Perform

E-learning is not just about learning. For employees to apply what
they've learned, they must also have access to performance sup-
port. That means accessing the tools, resources, and relevant
knowledge that help day-to-day tasks get done quickly and cor-
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rectly. In an e-learning environment, performance support is

immediate and specific — users have click access to whatever they

need to accomplish the task at hand.

There are numerous Web-available, performance-support tools
to assist supply chain practitioners in the field. They provide a
range of capabilities, from simply organizing and prioritizing avail-
able content, such as benchmark data, business plans, or supplier
scorecards, to facilitating direct interaction with content experts.
For example:

e Personalized, Web-based employee portals give workers point-
of-need access to the information they require most. By inte-
grating with knowledge management and Web-content-man-
agement systems, portals can be tailored to provide content and
context to collaborations inside and outside the company.

e Advanced search engines not only locate specific pieces of infor-
mation and people, but also rate the appropriateness of these
resources in addressing a particular need.

e Virtual coaches and intelligent tutors provide individualized
guidance as part of a formal performance-improvement effort or
to support day-to-day activities.

e Online labs and collaborative workshops let employees hone
their skills in a team environment led by instructors and
other experts.

Effectiveness

Learning
Effectiveness
Learning
Efficiency
Operational
Efficiency

Benefits Realization and Focus

Benefits Realization and Focus

Efficiency

Moderate High

FIGURE 2 Accenture’s learning, value-realization model

Innovate

Most companies with world-class supply chains have created a
sort of biosphere, in which innovation is encouraged and nour-
ished. In such an environment, formal mechanisms exist for
creating, manipulating, transforming, sharing, and leveraging
knowledge. Sophisticated approaches also have been developed
for optimizing knowledge generated outside the organization -
from customers, vendors, professional services firms, business
partners, and suppliers.

A good illustration is enterprise portals, which provide shared
organizational desktops that deliver personalized, relevant infor-
mation, and foster collaboration by linking businesses, customers,
suppliers, and employees to a common knowledge base and to

4 Pushing the Envelope

each other. The result is a community of users with a wealth of
ideas and a common, innovation-grounded goal.

Technology’s innovation potential has not been lost on supply
chain application vendors. For example, many of the newer
e-sourcing applications not only facilitate access and connectivity,
but also provide sourcing-knowledge repositories. Such sourcing
repositories provide excellent fuel for innovation, as well as a
means of continuously measuring and forecasting results.

MOVING AHEAD WITH E-LEARNING

To date, most e-learning solutions have focused on IT content and
customer service. However, with supply chain operations consti-
tuting as much as 70 percent of a company’s costs, the potential
value of e-learning-based performance improvements is huge. As
shown in Figure 2, companies can clarify their strategies by posi-
tioning e-learning as a sequence of contexts:

e Operational efficiency is realized by making learning develop-
ment/delivery architectures, design methods, content man-
agement systems, virtual classrooms, and tools available
across the enterprise. Developing the appropriate infrastruc-
ture is fundamental to the success of any

e-learning program.

Learning efficiency is the product of high-quality content design,
development, and delivery methods. These efficiencies can be
gained through implementing process and delivery standards,
digitizing content, and/or engaging a service provider to help
manage the learning platform.

Learning effectiveness is realized when the organization moves
beyond individual learning situations to capability development.
Transformational learning approaches help the workforce to
achieve higher levels of performance in less time, thereby
increasing the company'’s agility.

Not surprisingly, few companies have reached the learning-
effectiveness pinnacle. One exception is Dell, which for years has
been committed to employee-driven, Internet-based training.
General Electric also has enacted e-learning programs, online
mentoring, intranets, trading partner portals, and other innovative
tools to create an e-culture that supports accelerated change and
innovation. To quote former General Electric CEO, Jack Welch,
“Our only strategic, competitive advantage is the intellectual
assets of our people.”

The human-performance investments made by these and other
companies have been publicized less than their business strate-
gies, operational models, and processes. And compared to Six
Sigma initiatives or lean-manufacturing techniques, they certainly
have not been so widely implemented. However, a low profile does
not obscure two important implications. First, it may help explain
why companies like Dell and GE continue to set the standard for
supply chain innovation and excellence. And second, it tells us that
huge opportunities for knowledge- and human-performance-
enabled competitive advantage have yet to be tapped by most
companies today.
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Improving Customer

Relationships

Today, posts are looking to improve their customer relationships in the face
of decreasing mail volumes and increased competition.

Craig Cornelius and Paul Crook

For most if not all companies, improved business performance
depends largely on how a company develops, sustains, and grows
its relationships with customers. In fact, Accenture research
shows that customer relationship management (CRM) issues are
the biggest concerns of most organizations, including postal agen-
cies.

When asked to choose the three external factors that pose the
greatest marketplace challenges in the 21st century, nearly two-
thirds (64 percent) of postal chief executives cited “change in cus-
tomer requirements/expectations.” More than half of them (57
percent) identified “changes in the nature/level of competition”
and “changing technology/impact of the Internet” as significant
marketplace challenges.

Postal CEOs also told us that the greatest internal manage-
ment challenges they face are “competing for talent and
retaining talent” (57 percent), “increasing operational efficien-
cy/effectiveness” (50 percent], and “increasing customer
satisfaction/retention” (43 percent).

Clearly, postal CEOs are concerned about their relationships
with their customers in the face of changing competition and new
technology channels. But what exactly does it mean to be a high-
performance postal organization with respect to customer rela-
tionship management?

Let’s begin by defining the fundamental building blocks of CRM
(see Figure 1).

CRM begins with customer insight - understanding your cus-
tomers’ needs and segmenting customers according to these
needs. With this insight, you develop customer offerings by
designing and organizing products and services around customer

needs and intentions.
Customer interactions has four components, three of which are

design, and one is execution:

1.Design/organize the channels through which you interact with
your different customers or segments of customers based upon
their needs;

2.Determine which products/services are best delivered through
different channels [i.e., not all products/services are conducive
to all channels);

3.Calculate the cost to serve different customers or segments of
customers through different channels, and then design to achieve
a reasonable level of service versus cost of service balance; and

4.Execute interactions with customers such that you provide
consistency across all interaction channels.

Customer insight, offerings, and interactions must be supported
by a foundation of strong organization performance - the people
and structures in the company must be skilled and organized to
execute these CRM capabilities effectively.

And finally, the ability for a post to truly organize and deliver
on a customer’s intentions or expectations requires internal and
external collaboration, and the establishment, management, and
coordination of internal and external networks.

At Accenture, we have helped a number of postal organizations
design and implement CRM programs. Through our research, we
have identified several CRM characteristics of high-performance
postal organizations (See Figure 2).

CUSTOMER SEGMENTATION
The first CRM challenge faced by many postal

CRAIG CORNELIUS is the partner responsible for Accenture’s work in the marketing,
finance, and HR portfolios at the US Postal Service. Previously, he led Accenture’s US

Government CRM Service Line.

PAUL CROOK is Accenture’s lead partner for Government CRM and Customer Contact
Transformation for Atlantic and Europe. He has years of international experience within
Accenture’s Communications, Media, and High-Tech Market Unit and is using this experi-

ence to assist government clients .
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businesses is simply identifying the customer.
Certainly the postal business is concerned
about the individuals to whom they deliver the
mail every day, but without the senders of mail,
they would have nothing to deliver and no
income to support their infrastructure.

Often identifying the mail sender is more
complicated than it seems. There are a variety



FIGURE 1 The Building Blocks of CRM

of organizations involved with the preparation and distribution of
mail pieces (see Figure 3). Far too often, the post knows only the
organization that actually presented the mail at a postal facility
and has little visibility back to the true owner of the mail. To be
successful, postal organizations must know all the organizations
involved in this work stream and have clear visibility back to the
key decision makers who chose the mail channel for their com-
munication needs and are ultimately measuring the return on
what they have invested in mail-channel services.

High-performance posts recognize the significant differences
between channel partners and customers, and they provide their
employees with processes and tools that enable them to manage
both customer and partner relationships.

Distinguishing customers from service providers, however, is
just the first step. High-performance posts have a customer seg-
mentation strategy that recognizes the needs of an individual who
mails 10 - 20 pieces of personal and business correspondence
each month vary dramatically from the financial services institu-
tion sending millions of statements and customer offers during
the same period. The value these customers bring to the post
varies dramatically as well, and customer treatment strategies
must take this into account. Even similarly sized companies in the
same industry may have dramatically different postal needs.
These customers may send similar mail volumes, but their contri-
bution to the post’s profitability may be significantly different.
Leading postal organizations segment customers not only by rev-
enue, but by business needs and by the lifetime value of their rela-
tionship with the post.

By identifying discrete customer segments and their unique
characteristics, postal organizations can respond with segment-
specific marketing, sales, and service strategies. By optimizing its
mix of products and services, and identifying the most effective
and efficient channels for serving those customer segments,
postal organizations create the potential to achieve greater cus-
tomer satisfaction and higher sales volumes, while reducing the
cost to serve these customers.

THE POSTAL ENVIRONMENT

CUSTOMER UNDERSTANDING

It is not enough to understand what the customer buys, but critical
to understand why the customer buys and how those products and
services are used to achieve the customer’s strategic objectives.
The most effective postal organizations understand each cus-
tomer’s business.

They understand the strategic role the mail channel plays in
the customer’s own CRM strategy. Is the customer in a high-
growth phase and using mail products to attract new customers
and promote product trials? Is mail delivery the key mechanism
used by the customer for fulfilling orders or providing customer
service? Are mail services used primarily to build customer
loyalty and retention?

With this understanding, the postal organization can align its
offerings according to the customer’s intentions, thus making the
offer much more compelling and business relevant.

Many postal organizations have customer data scattered
throughout the organization with little or no capability for gaining
a complete view of the customer and all of their business transac-
tions. The postal business must lay the foundation for insight by
developing a comprehensive customer data model and integrating
the variety of customer data sources, including information shared
with mailing partners, into one source. With a single view of the
customer, postal organizations can better understand their cus-
tomers’ values and behaviors.

PRODUCT AND SERVICE INNOVATION
New technologies are constantly raising customer expectations
and demands for innovation from the postal sector. For example,
customers want more transparency in the mail stream. They want
access to rich data on the precise location of their mail as it moves
throughout the postal network. To accommodate these customer
demands, postal businesses are making mail products more intel-
ligent - embedding bar codes and other indicia that can be pas-
sively scanned as mail is processed to provide real-time informa-
tion on where each mail piece comes from, where it is headed,
what it contains, and where it is currently located.

Intelligent mail can provide huge advantages for postal
customers:
By accurately forecasting cash flow from incoming remittance
mail, they can improve their cash management capabilities and
get higher returns from their financial assets;
By tracking delivery of direct mail offers, they can predict their
customers’ responses more precisely and staff their sales and
service functions more appropriately, resulting in higher
resource utilization;
e By predicting merchandise returns to the warehouse, they can
improve their inventory management, restock their merchan-
dise, and make it available for resale more efficiently; and
By knowing the source and destination of each mail piece, mail
senders and recipients have more confidence in the security of
the mail.

High-performance posts have also found ways to link their

www.postalproject.com 3
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Characteristics of
High-Performance Posts

Customer Segmentation
Customer Understanding
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Customer Insight

Customer Offerings Product and Service Innovation

Channel Integration

Customer Interactions Brand Leverage

Organization Performance Customer-Centric Culture

Networks Industry Collaboration

FIGURE 2 CRM characteristics of high-performance postal organiza-
tions that are directly aligned with CRM fundamental building blocks.

traditional mail services with modern technologies, effectively
helping customers move seamlessly from the click stream to
the mail stream by introducing hybrid mail products and provid-
ing customers with the ability to print postage and mailing
labels electronically.

With the immense growth in electronic mail, customers have seen
a corresponding increase in viral marketing as consumers forward
information on new products and offers to others in their personal
and business communities. Postal customers, looking to leverage
viral marketing concepts and techniques with their traditional mail
services, are demanding new products and are looking to their
postal organizations for innovative solutions to these challenges.

CHANNEL INTEGRATION

Customers have a variety of points where they interact with postal
organizations, creating a significant challenge to capture and pro-
vide consistent customer information and service at each of these
touch points:

e Retail;

e Direct sales/service;

* Phone sales/customer service (inbound/outbound);

e Web/email/chat;

e Mail order;

e Delivery carrier;

e Bulk mail entry center; and

e Events.

In most postal organizations, the customer’s experience varies
tremendously across these interaction channels. Customers who
have a positive experience with their sales representative may
encounter a surly customer service representative at the bulk mail
entry center. Or, customers who have a positive experience with
the call center may be completely frustrated by their experience at
the retail counter. In far too many cases, the same customer
inquiry results in completely different responses based on the
channel selected.

To outperform the competition, postal businesses must have a
clear vision of the customer experience they want to deliver, and
must understand how to deliver this experience consistently
regardless of the customer’s interaction channel. They need to
have a clear understanding of their cost to serve through each
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channel and actively direct customers to choose the most econom-
ical channel appropriate for the customer’s segment and inten-
tions. Thus, high-volume profitable customers with complex needs
often have a dedicated sales and service team to work the internal
network on their behalf, while low-volume customers with pre-
dictable needs and simple problems are directed to customer
interaction centers or to self-service mechanisms such as kiosks,
interactive voice response technologies, or Internet solutions.

The key to success is striking the right balance between the
value of the transaction and the cost of performing the transac-
tion, so that customers are neither over-served nor under-served.
Customers often resist self-service approaches unless those
approaches consistently provide similar or better accuracy, con-
venience, and reliability as agent-assisted transactions at the
retail counter, call center, or sales office.

High-performance posts have found that seamless service
must be delivered not only across the channels under the post’s
direct control, but also across their channel partners in order to
ensure a positive customer experience throughout the entire
mailer value chain.

BRAND LEVERAGE

Because posts send a company representative to visit each cus-
tomer on a daily basis, postal businesses have a unique relation-
ship with their customers. Many customers have a very high
regard for their letter carrier and the postal organization benefits
from the positive brand attributes associated with these relation-
ships. Customers who encounter a friendly, local, trustworthy, and
reliable letter carrier on a daily basis tend to consider the organi-
zation to be friendly, local, trustworthy, and reliable as well.

Due to their ubiquity and saturation in the marketplace, brand
awareness for postal organizations is extremely high. Most postal
organizations enjoy a level of customer awareness and trust that
is envied by private sector organizations.

Small towns have a special reliance on local post offices for
essential services. For example, in the United Kingdom, village
post offices are seen as an essential part of the community. They
are typically combined with the village shop that offers the only
retail services, as rural independent stores all but disappeared
with the inexorable rise of the supermarket. Some petrol retailers
now offer a competing service via local garages but these are still
fewer in number and more dispersed.

The post office and local postal carriers are seen as key mem-
bers of the community and typically feel a strong sense of respon-
sibility toward the more vulnerable customers such as senior citi-
zens. The UK post office is still considered a realistic option for
offering the physical channel for a wide range of services at a
local level, benefiting from trust and convenience.

Financial services are seen as an obvious candidate for post-
office-based distribution with the closure of many thousands of
local retail bank branches following the introduction of telephone-
and Internet-based services. Many British citizens still remember
their first savings account at the local post office. In the UK, post
offices were the main channels for the distribution of government-



¢ Mail Owner: The company for whom the mailing was created
¢ Mailer: The company responsible for producing addressed
mail pieces

e Transporter: The company responsible for physically shipping
the mailing

¢ Consolidator: The company that collects and consolidates multiple
mailings into a single mailing to achieve discounts

it v IOt O IO O
l l l l |

FIGURE 3 Mailer Value Chain

sponsored financial services such as national savings accounts
and premium bonds.

Another innovative approach that posts are taking is to
transform the role and performance of their retail network.

For example, Poste Italiane is taking an innovative approach to
leveraging their retail network to include the selling of nontradi-
tional postal items. Other posts, such as Belgian Post, have a
retail transformation strategy of turning their retail counter into
a customer-centered channel through an end-to-end solution
that integrates and automates all activities carried out at post
office counters.

High-performance postal organizations leverage the strengths
of their brand and their unique market capabilities. They use their
delivery workforce’s daily touch point with customers as a tool for
gathering competitive intelligence and they zealously safeguard
the established customer trust. Many organizations have also
experimented with leveraging their trusted third-party status in
the world of e-commerce.

CUSTOMER-CENTRIC CULTURE

In today’s environment of increasing deregulation and competition,
posts must focus on improving their end-to-end customer experi-
ence in order to remain a viable alternative for their customer’s
business.

Many postal organizations define good service as short transit
time from mail induction to delivery. In order to ensure these effi-
cient transit times, they institute a variety of rules and regulations
focused on driving operational efficiency. These rules create over-
whelming complexity and frustration for postal customers and
may cause them to look for a customer communication channel
that is easier to use.

While customers certainly expect efficient delivery of their mail-
ings, they often have other expectations in their definition of
good service. Progressive postal businesses work with each cus-
tomer segment to understand these expectations. They identify
the gaps between those expectations, and the experience they
provide, and establish programs to close those gaps. Every
employee who interacts with the customer is trained and
empowered to deliver a positive customer experience. Customer
satisfaction metrics are a key component of each employee’s
performance measurement and compensation, including senior

THE POSTAL ENVIRONMENT

postal executives, who must set the example and tone for a
customer-centric culture.

The United States Postal Service is working on enhancing its
customer-centric culture by improving the tools available to the
Business Service Network (BSN), the customer service work-
force that is critical to the satisfaction and retention of large vol-
ume customers, and that also provides the essential link
between these customers and postal operations. The BSN
worked closely with internal stakeholders, as well as external
customers to ensure that a new solution would meet the
requirements of all parties involved. The result of this collabora-
tion is a sophisticated new CRM solution that supports high-per-
formance customer service delivery and encourages a customer-
centric atmosphere.

INDUSTRY COLLABORATION

Success in the mailing industry requires a high degree of collabo-
ration between mail owners, mail service providers, and postal
organizations. High performers establish a variety of mechanisms
that allow them to collaborate with customers and partners.

Some of these networks, such as the Mailing Industry Task
Force in the US or PostWatch in the UK, focus primarily on strate-
gic, executive-level collaboration, and guidance. They allow the
posts to meet with their partners and customers to understand
their competitive position and work to improve the industry.

Other networks, such as the work groups in the Universal Postal
Union, define business and technical standards for mailings.
These groups are especially important for members of the
European Union, as their customers continue to demand greater
ease and flexibility with cross-border mailings.

In addition to participating in work groups and industry councils,
posts collaborate through their alliances and partnerships. Some
postal organizations outsource components of their retail and
delivery networks or customer contact centers and must ensure
close coordination with their outsourcing partners to deliver a
consistent customer experience.

It is also critical for posts to leverage their internal networks.
For example, many posts have organizations which provide a sin-
gle “face to the customer” by leveraging various internal organiza-
tions and assets of the post to serve their customers.

CONCLUSION

For most commercial organizations, customer relationship
management principles and programs took shape in the 1990s.
Many postal organizations began focusing on CRM initiatives at
the start of the 21st century. Great progress has been made by
many organizations in a short period of time, although no single
organization has yet achieved world-class status in each of the
CRM characteristics outlined in this paper. By using these char-
acteristics as a blueprint for their continuous improvement
activities, these organizations are learning to execute at a high-
er level of performance and are on their way to earning distinc-
tion as high-performance postal organizations in the area of
customer relationship management.

www.postalproject.com 5



O CASE STUDY

Enhanced Customer Service
Turns CRM Vision Into Reality

This case study explores how the US Postal Service is turning its CRM vision into
reality by first focusing on improving its customer service delivery for major mailers.

Robin E. Ware and John R. Wargo
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In an era of declining mail volumes, changing customer needs,
rising costs, and increased competition, the US Postal Service
continuously seeks ways to keep customers “in the mail.” The
USPS recognized the need to create a holistic, integrated view of
postal customers and use this information to coordinate customer
service across multiple channels. To define the path toward one
view of the customer, the USPS embarked on developing a
customer relationship management strategy and roadmap.

The USPS approached its CRM strategy in phases, with the ini-
tial focus on improving customer interactions. Programs such as
sales and service integration and enhanced customer self service

capabilities are aimed at providing a more efficient and effective
means of managing customer interactions and the gathering/
sharing of customer insights. The second phase of the USPS CRM
strategy is focused on customer insight and marketing integration.
Key CRM initiatives such as implementing a universal customer
ID, a customer data warehouse, and customer analytics will help
the USPS use insights to personalize communications with cus-
tomers. The expected outcomes of the CRM program include
increased customer satisfaction and loyalty, revenue retention and
growth, and improved operational effectiveness and collaboration.
The USPS began the journey of turning its CRM vision into reali-
ty by focusing on the customer service workforce that is critical to
the satisfaction and retention of customers, and which also pro-
vides the essential link between customers and postal operations.

THE FIRST STEP: REVOLUTIONIZING THE
BUSINESS SERVICE NETWORK

The Business Service Network (BSN) provides the largest and
most complex customers of the USPS with one place to call for
their service questions, requests, and issues. The BSN also
engages in two-way communication with these customers
regarding USPS products and services and ways in which it can
improve the relationship with that customer. Through quality cus-
tomer service, the BSN helps retain the business of 14,000 cus-
tomers, who account for $37.8 billion dollars, or 54 percent of
USPS annual revenue. With its strong commitment to customer
service, the BSN was eager to lead the way in turning the USPS
CRM vision into reality.

ROBIN E. WARE is the manager for Business Service Network Integration at the US Postal Service.
She has held several executive positions in customer service and sales and has developed several
technology solutions for postal operations during her 25 years of service.

JOHN R. WARGO is the VP for Service and Market Development at the US Postal Service. In his 32
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as a leader of the National Postal Forum, the Postal Customer Councils, and the Mailers Technical
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In considering how to improve the
BSN’s CRM capabilities, the USPS
looked at the existing challenges
facing the organization. From a
technology perspective, the USPS
traditionally used six separate lega-
cy systems to facilitate the sales
and service process. Because these



systems were not integrated, it was difficult for the Postal Service
to generate an overall view of customers across all interactions.
Similarly, because the technology did not enable high levels of
collaboration between the BSN and customer support team mem-
bers, resolving complex issues involved manual, time-consuming
processes. Complicating matters was the fact that the BSN's
legacy software application did not provide an easy way for users
to extract service-request information or analyze data related to
recurring issues and potential root causes.

The USPS saw the opportunity to leverage new technology to
enable the BSN to be more productive and professional. The USPS
also saw the opportunity to create a solution that would not only
benefit internal employees, but would provide value for external
customers as well.

THE SOLUTION
To lead the way in developing CRM capabilities at the USPS, the
BSN set out to design, build, and deploy a new customer service
program that would serve as the foundation for an integrated
sales and service solution. The BSN worked closely with internal
audiences (from marketing and operations), as well as external
customers (through the National Postal Policy Council) to ensure
that a new solution would meet the requirements of all parties
involved. The result of this collaboration is the Integrated
Business Service Network (iBSN), a sophisticated new CRM solu-
tion that supports high-performance customer service delivery.

The new Web-based system, which leverages a leading commer-
cial off-the-shelf software package, provides a single repository of
service information for those customers served by the BSN. Key
features of iIBSN include service request management,
activity/workload management, customer satisfaction surveys, and
management reporting. Because iBSN provides up-to-date service
information and visibility into existing service trends, the BSN has
a greater ability to respond quickly to customer requests, generate
valuable root-cause reports, and make better, faster decisions. The
benefits extend to external customers as well, who have access to
BSN eService, an always-available Web-based channel for enter-
ing and monitoring service requests, updating account information,
and providing feedback through satisfaction surveys.

iBSN has been deployed to 500 customer service representa-
tives, several hundred customer support team members and
sales, and a growing number of external customers. iBSN was
demonstrated as the National Postal Forum in 2003, where it
received praise from both customers and postal executives alike.

RESULTS ACHIEVED

Through a compelling vision, strong executive support, customer
and USPS participation, and a relentless focus on results, the BSN
successfully designed, developed, and deployed a new CRM capa-
bility in only six months. The BSN has already recognized positive
results in two key areas:

Increased Customer Satisfaction

iBSN expands customer access to postal services and allows cus-
tomers to do business when, where, and how they prefer. It provides
greater insight into the service request resolution process, enables
the delivery of online customer satisfaction surveys, and eliminates
transcription and interpretation errors. Customer adoption of the
new service is strong and rising every day. In a few short months,
customers are using the self-service channel for approximately 24
percent of their service requests, and customer satisfaction scores
have risen across the board since the inception of iBSN.

“BSN eService is one of the most important tools, and certainly the
most powerful, | use in interactions with the USPS - what a view to
the postal world! | can see activity going on in Chicago, Alaska, and
North Carolina, literally from the four corners of the country -
regardless of where | happen to be on any given day!”

- Peter Glenn, VP, Bank of America.

Improved Operational Efficiency
iBSN reduces the BSN'’s cost to serve via customer self-service,
automatic assignment of service requests, faster internal commu-
nication of issue status, and enhanced reporting capabilities. iBSN
allows the BSN to serve more customers, more quickly, without
needing to increase complement. Already, the BSN is seeing close
to a 20 percent increase in productivity as service request resolu-
tion times have decreased substantially since the rollout of iBSN.
Most impressive is that this was achieved in a year when service
request volume increased 25 percent and the workforce was
reduced 20 percent.

iBSN not only provides significant benefit for the BSN and the
customers it serves, but also provides a platform for growth of
CRM capabilities at the USPS. Already, iBSN is providing cus-
tomer insight capabilities and will be enhanced to support sales
and service integration, analytics, and expanded service options
for new customer segments. All of these programs will be sup-
ported by a single integrated application, thereby reducing ongo-
ing application maintenance costs and skill requirements.

“iBSN is the first phase of customer relationship management - a
strategy that will provide the USPS with a consistent, in-depth, sin-
gle view of our business customers, allowing us to be more
responsive to their needs.”

- Anita Bizzotto, USPS Chief Marketing Officer

iBSN has established a strong model for future programs to fol-
low. The work of the BSN, however, is far from over. With sights
set high, the BSN continues to focus on being a high-performance
customer care organization. With a strong CRM technology solu-
tion in place, the BSN is now working to realign and retool its
organization, people, and processes to build an even stronger BSN
for the future.
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The Customer Care Workforce:
Driving Profitable Interactions

To realize significant bottom-line improvements, organizations must focus on
developing those workforce segments that add the most value to the enterprise.

Patrick Mosher and Eric P. Gist

Over the past decade, organizations have accepted two truisms.
First, improving the performance of their people improves the per-
formance of their business. Second, superior customer relation-
ship management capabilities are key to building customer loyalty
and enhancing revenue streams. These ideas rarely overlapped.
But today, this is changing. Organizations now recognize that
improving the performance of their customer care workforce plays
a critical role in creating more profitable customer relationships.

To realize significant bottom-line improvements when deploying
resources to develop their people, companies must focus on those
workforce segments that add the most value to the enterprise.
Some workforces - for instance, those responsible for significant
revenues or cost — are more critical to business performance than
others. Investing in improving their performance is more likely to
return immediate bottom-Lline benefits.

The importance of a particular workforce segment differs across
industry and workforce sectors and is influenced by time of year or
geography. For example, a postal customer care agent responsible
for handling delivery inquiries will experience a higher call volume
during the time of year when mail volume is up. Or, a post that
launches a new product or service targeted to a specific consumer
segment will receive more calls from customers of that type.

A well-informed customer care worker will handle these infor-
mation and service requests quickly, enhancing the caller’s per-
ception of the product’s quality and the value of the post’s service.
A well-informed, well-trained worker will steer callers toward
additional services or product upgrades designed for their particu-
lar needs, not only providing a more satisfactory customer solu-

tion, but also extending the revenue produced from these cus-
tomer relationships over time.

So, why are organizations so slow to boost the performance of
their customer care workers? One reason is the traditional focus
of CRM investments. Over the past decade, many companies
focused their CRM budgets on automating sales force operations
and adding new customer channels rather than on maximizing the
performance of their customer representatives.

These efforts produced significant savings and improved
customer satisfaction, but ironically, they also may have
reduced the opportunities for competitive advantage. The
widespread availability of software applications that allowed
companies to know their customers better created a level CRM
playing field. Indeed, the leading CRM applications that once
differentiated company A from company B a few years ago are
now commonplace.

RECASTING THE CUSTOMER CARE WORKFORCE
Organizations are now recognizing that their customer care
employees do, in fact, make up a critical workforce and that they
must re-engineer workforce performance alongside customer
care processes and systems.

Consider this: Every second a customer care representative
spends talking with customers or potential customers is another
opportunity to build the post’s brand or increase the post’s share
of the customer’s wallet. In fact, these two specific opportunities
to create economic value for the organization are what make
customer care workers critical to an organization.

If the workforce is ill-equipped or unmotivat-

PATRICK MOSHER is an associate partner in Accenture’s Human Performance practice
and specializes in large-scale organization change in large enterprises. Mr. Mosher has
over 15 years of experience in designing, developing, and deploying innovative organiza-

tion structures and performance support solutions.

ERIC P. GIST is a partner in Accenture’s customer relationship management practices
and is an expert in deploying large-scale integrated customer solutions. Mr. Gist has
more than 18 years of experience in optimizing salesforce performance and operations,

and integrating sales and marketing processes.
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ed, this opportunity quickly disappears, making
the brand vulnerable to ever-higher customer
expectations for fast service and knowledgeable
responses. Although it is not typically featured
in their job descriptions, customer care work-
ers are actually frontline brand managers.
Delivering consistent messages and accurate
information to customers will impact their per-
ception of service quality. A broad market



reputation as an organization that delivers superior service helps
differentiate the post and increase the value of its brand.

In addition to exposing their brands during customer calls,
organizations often miss significant revenue-generating opportu-
nities when agents fail to make connections between the cus-
tomer’s call and an organization’s products and services. Even
small improvements in the performance of customer care work-
ers can result in greater operating efficiencies and additional
revenue. This is especially true among interaction-intensive
businesses that depend on cross-selling, up-selling, and con-
stant customer vigilance to drive their products and services in
the marketplace.

For these organizations, customer care workers are just as
important as the direct sales force. And while simple transactions
should continue to drive toward low-cost self-service channels, an
organization should route its best customers to its best represen-
tatives - those representatives trained to cross-sell, up-sell, and
act strategically.

Companies that depend heavily on customer interactions are
among the first to see their customer care workforces as more
than just costly overhead. And they are now looking for ways to
develop the revenue-generating potential of those same work-
forces. With the right tools and training, customer care represen-
tatives can identify, develop, and capture revenue opportunities
during every customer interaction. For example, Accenture proj-
ects that improved training programs, which utilize new e-learning
approaches to improve sales and service skills, have the potential
to boost sales revenue by an average of 30 percent, while at the
same time, reducing training costs by 10 percent. This projection
is supported by Accenture research, which shows that improved
customer relationship capabilities can generate up to $40 million
in new revenue for billion-dollar organizations.

IMPROVING JOB PERFORMANCE

Innovative organizations are making workforce performance a
strategic imperative for customer care, treating issues such as
learning, organizational design, and scheduling as critical factors
in optimizing the quality and the financial performance of cus-
tomer interactions. The types of questions these organizations
continually ask themselves include: “What is the impact of hiring
the right employees, better enabling the workforce, and sustaining
an improved level of performance?” and, “What is the most appro-
priate way to staff and operate the customer care centers to deliv-
er effective customer interactions?”

A telecommunications company, for example, asked these
questions before setting out to transform its customer-facing
network operations. It wanted to improve customer service and
build new, competitive skills in its workforce. Once the company
had assessed its customer-facing workforce in light of these
goals, it designed a solution with two thrusts: new deployment
centers focused on improving the customer experience, and a
skilled field service and customer care workforce to help launch
new products. This initiative has produced business results in
three areas:
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Improved Customer Experience
e Improved customer transaction scores by 10 to 15 percent; and
e Increased first-time completions by 50 to 100 percent.

Improved Operational Effectiveness

e Increased quality by 20 to 30 percent;

e Increased productivity by 10 to 15 percent; and
e Reduced turnover by 20 to 40 percent.

Increased Capacity to Change

e Reduced cycle time to train by 20 to 25 percent;

e Decreased time to proficiency by 20 to 75 percent;

e Increased knowledge application by 30 to 60 percent;

e Increased organizationwide consistency by 30 to 50 percent; and
e Increased employee satisfaction by 10 to 50 percent.

Executives in any industry who are interested in transforming their
customer care operations need to incorporate an increased focus
on people issues into their CRM strategies at every stage of the
employment lifecycle.

There are many tools available for improving workforce per-
formance, including process improvement, performance feedback,
e-learning, knowledge management, and mobile applications.
Every organization will need to configure a solutions package for
the particular performance needs targeted for improvement. But
any solution should address the following core areas: building
core skills, continuously improving performance, and retaining top
performers over time.

BUILDING CORE SKILLS

Organizations must focus attention and resources on helping their
employees develop the right sales and service skills. Making sure
these critical workers develop and maintain the right skills requires
more than simply implementing a new course of training. It means:
e Conducting learning needs analysis: Several needs analysis
tools are currently available. They provide a holistic view of
existing customer care capabilities and enable companies to
identify specific learning goals that are aligned to customer care
objectives and the overall business strategy.

Designing the curriculum and developing specific courses:
Again, several tools are available to help organizations create the
appropriate curriculum for various learning environments. These
tools allow companies to make optimal use of resources to deliv-
er training via traditional classroom methods, computer-based
training, e-learning technologies, or performance simulation.
Managing the learning process: Content architectures, such as
those provided by Docent, and new training channels through
Web-based portals, allow organizations to administer their
learning programs effectively and efficiently.

In addition to helping customer care workers better serve their
customers, these techniques can deliver cost-saving benefits.
Streamlining course content can lead to substantial savings for new
hires. E-learning solutions decrease instructor time and cost, as
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O The Customer Care Workforce: Driving Profitable Interactions

Total number of seats 5,000 Total number of seats 5,000
Yearly turnover 90% Yearly turnover 90%
No. of new agents attending training each year 4,500 No. of new agents attending training each year 4,500
No. of hours spent in training* 180  No. of hours spent in training 120
Cost per person (function of agent salary)** $ 3,600 Cost per person (function of agent salary) 2,400
Instructor cost*** $ 162,000 Instructor cost $ 121,500
Total training costs $ 16,362,000 Total training costs $ 10,921,500
Decrease in yearly training costs $ 5,440,500
*BenchmarkPortal, Inc. 2001 reports average of 124.6
*%
**5;2223 iil::lyacr?ritj:lfizlgrzeorfr;ﬁol;uor,%o per year and Additionalianenihoursigained ZIHI
a student-to-instructor ratio of 20:1 Average proficiency of a new agent 30%
****BenchmarkPortal, Inc. 2001 Average sales per hour **** 4.79
Value per sale **** $ 78.82
Yearly value generated $ 30,581,400

FIGURE 1 E-learning solutions can have considerable economic impact.

well as increase instructor-to-student ratios. These benefits trans-
late into greater organizational efficiency and additional revenue.
Figure 1 illustrates the potential impact of an e-learning solu-
tion on a 5,000-seat call center. In that example, a new e-learning
program helps customer care representatives develop the skills
they need more cost-effectively than with traditional training
methods. The new program reduced training time and costs by
33 percent and time-to-proficiency by 50 percent. With additional
hours to perform their jobs, customer care agents are able to
generate $30 million in additional revenue. For this company, the
return on their e-learning investment is more than 600 percent.

CONTINUOUSLY IMPROVING PERFORMANCE

To maintain competitive advantage in the customer care arena,

organizations must also focus on continuously improving the

performance of their workforces. Customer care organizations
must not only evaluate the performance of their workers, but
also create programs to improve workforce performance.

Examples of continuous improvement solutions include:

¢ Portals and knowledge management: Ensuring that the cus-
tomer contact workers have full access to the information they
need, when they need it;

e Coaching: Comprehensive, one-on-one coaching and feedback
processes create performance improvement opportunities
through call monitoring systems; and

¢ Just-in-time learning: Programs that build the skills customer
care workers need, also when and where they need to learn them.

RETAINING TOP PERFORMERS

With turnover rates in some customer contact centers approach-
ing 200 percent each year, an organization’s workforce perform-
ance improvement program must include an executable plan to
retain its best employees. When employees leave, or take on dif-
ferent roles in an organization, the time and money spent training
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them is lost. In addition, the time it takes to recruit, hire, and train
replacement workers will cut into revenues that fully trained
employees would generate.

The potential value of solutions that improve employee retention
is significant. A number of factors influence an employee’s deci-
sion to stay.

e Rewards and incentives;

e Supervisor performance;

e Career opportunities;

e Assimilation activities that make workers feel part of

a larger team;

e Organizational culture; and
e Quality and quantity of training activities.

To ensure that customer care workers remain with the organiza-
tions, these organizations must implement programs that address
factors most relevant to their workforce. A workforce diagnostic
can quickly identify reasons for leaving.

CUSTOMER CARE +

WORKFORCE CARE = REVENUE

To recap, although not always considered an organization’s most
important workforce, customer care workers can drive significant
revenue and cost savings to an organization’s bottom line - partic-
ularly if the organization relies on heavy customer interaction to
deliver goods/services and maintain relationships. Today, busi-
nesses are transforming the performance of their customer care
workforces to tap into this recent hidden value. To accomplish this,
organizations need to focus on integrating people-related issues
into their CRM strategies at every stage of the customer care
employment lifecycle. When organizations devote the same level
of care to their workers as they do to the customers they serve,
the result can be significantly increased revenues, cost savings,
and even greater customer satisfaction.
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Transforming Customer

Contact

Posts must realign customer treatment in accordance with customer
profitability by undertaking major changes in customer relationship

management strategies.

Robert E. Wollan and Paul F. Nunes

The important trends that defined business in the '90s - globaliza-
tion, deregulation, and extraordinary technological progress -
made the decade’s countless customer-facing programs both a
way for organizations to show they cared about customers, and a
strategic and operating imperative.

Now businesses, including posts, face new challenges.
Executives are caught between heightened pressure to increase
revenue and reduce costs on the one hand, and increased cus-
tomer demand for new and enhanced products and services on the
other. This situation reveals the inherent contradictions in the blue-
prints for customer interaction used by many companies today.

Many organizations rely on outdated and unfocused customer
strategies, investment options, and operating models. Executives
have only a vague picture of their customers’ revenue potential
and an even vaguer understanding of the true cost of serving
them. Infrastructure and service costs are increasing faster than
company revenues. Although executives understand the scope and
complexity of what they need to change, they can't effectively put
new strategies in place to drive significant, sustainable benefits.

These are not minor challenges that can be handled with a
series of small, tactical programs and draconian belt-tightening.
Posts need to rethink their basic assumptions about how cus-
tomer interactions are designed, funded, and managed. In a world
where operational dollars will remain scarce, a more profitable
approach to getting and serving customers requires comprehen-
sive strategies that both reduce the cost of service delivery and

improve the value of customer interactions. Simply put, posts
must align how much they spend on servicing customers with how
much revenue these interactions generate.

RISKY BUSINESS

The economic downturn of the past few years cut deeply into many
customer care programs, causing companies to scale down or put
new customer relationship management investments on the back
burner. As the economy rebounds and budgets begin to loosen up,
managers will be tempted to resume spending according to old
CRM models. A brief review of these outmoded plans and strate-
gies demonstrates why this would be highly risky.

Flawed Interaction Strategies

Over the past decade, many organizations aspired to provide each
and every customer with the highest possible level of direct and
personal service. Today, many still do. However, that vision hasn’t
yet been realized. Ideally, perhaps, each customer may be a mar-
ket of one. Realistically, not all markets, or customers, are creat-
ed equally. Although customers are even more demanding today
than they were 10 years ago, organizations simply can’t afford to
conduct every customer transaction without regard for whether
the cost of service aligns with the value of the customer and the
transaction. (Nor would they necessarily be rewarded if they could.
In general, organizations earn less credit from customers for a
positive interaction than they are penalized for a bad one.)

Inflexible Investment Options

ROBERT E. WOLLAN is a partner in Accenture’s customer relationship management
practice and leads the company’s global customer contact transformation practice. Mr.
Wollan specializes in large-scale transformational sales and customer service initiatives,

and has worked extensively in a variety of industries.

PAUL F. NUNES is a senior research fellow at the Accenture Institute for Strategic
Change and is an associate partner in the Accenture strategy and business architecture
practice. Mr. Nunes’ research focuses on the impact of advancing technology on business
strategy, including work on the changing nature of channels and market forms, and the
challenges of profitable customer interaction through IT-enabled processes.

2 Pushing the Envelope

In the boom years of the "90s, companies spent
large sums to build contact centers and inter-
action infrastructures. These investments now
leave them saddled with high fixed costs and
excess capacity. As a result, many can now only
watch as margins shrink when revenues fall or
customers defect, unable to shed these assets
and costs without compromising service levels.
This burden includes not only direct costs
(labor, facilities) that are easily accountable, but



also indirect costs (support, technology) that fly under the
accounting radar and can’t be easily located or contained. Over
time, these expanding costs steadily erode the financial return
from profitable customer interactions. Additionally, slowing invest-
ment in customer capital (customer segmentation, relationship
building, target marketing, etc.) reduces the impact of CRM
capability, stifling existing programs, or limiting the capacity of
companies to drive transformational change.

THE POSTAL ENVIRONMENT

An increase in profits, however, seems unlikely with so many
basing their CRM approach on two common misconceptions
about customer interaction. One is that they can easily calculate
the cost of customer service. In reality, most are measuring only
direct charges, understating the true cost of service, and forcing
decisions to be made without facts. The other misconception is
that all customers are created equal. The reality is that
investment and operational dollars are scarce and will remain
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The reality is that investment and operational dollars are scarce
and will remain so. Organizations must align what they spend
with their most profitable customers.

Suboptimal Delivery Models

Finally, traditional delivery models for CRM no longer provide sus-
tainable solutions for satisfying customer and market expecta-
tions. Organizations actually have institutionalized the costs of
their CRM investments without institutionalizing their benefits.
While some organizations have optimized performance in specific
areas, organizational silos prevent most from optimizing across
functions, in particular by integrating marketing and customer
service. These organizational boundaries drive many of the costs
associated with CRM investments, such as maintenance, staffing,
and training - costs that continue to expand.

For example, customer-contact agents, whether in-house or
outsourced, typically are not integrated with other business
functions, which limits their efficiency. In the economics of
customer interaction, literally every second counts. For a typi-
cal company spending $500 million annually on customer
interaction, shaving one second off the average length of a
customer call can save $10 million each year - savings that
can be refocused on target-customer segments or new cus-
tomer campaigns.

A tactical response to these issues will deliver only tactical
results. Significant gains are rare. Take costs, for example.
Companies often try to contain operating costs by cutting staff.
And even though downsizing will reduce the number of pay-
checks that are issued, it won’'t reduce the number of customer
calls that must be handled.

MISCONCEPTIONS

Entirely new approaches are necessary. Certainly, any organization
would benefit from a more profitable approach to getting and
keeping customers. But those serving large numbers of cus-
tomers through increasingly complex interactions stand to gain, or
sacrifice, the most. For these organizations, profitability can rise
or fall dramatically with even small changes in the cost of serving
the average customer.

so. Organizations must align what they spend with their most
profitable customers.

One Mexican mobile-phone operator learned this lesson the
hard way, paying a stiff price for its failure to differentiate prof-
itable customers from money-losers. Locked in battle with other
providers for market share, the company was paying roughly
$1,000 apiece for new customers. Its monthly profit per customer
was around $35. However, with phone users jumping to the latest,
low-cost provider every 17 months, the company lost more than
$400 on the average customer during that time.

It would appear that some companies are too caught up in the
myth of delighting their customers to notice this kind of gross
misalignment. DataMonitor reports that only one-third of firms
expect their call centers to generate a profit, and just one-quarter
expect them to even generate revenues. Forrester finds that only
42 percent of companies even consider selling something during
a service call.

THE TIPPING POINT

When customer care is this critical to business performance,
companies must transform their approaches, not fine-tune them
or improve them incrementally. Accenture calls this investing to
the tipping point, when the cumulative impact of change moves a
company to a new level of performance. Parceling out investments
through a series of tactical programs limits the possibility of deliv-
ering sustained, market-relevant results.

Improving the value of customer interactions, in addition to
reducing the cost of service delivery, will produce better results
than focusing on just one factor or the other. Likewise, a customer
management strategy that addresses all interactions and chan-
nels is more likely to influence customer attitudes and behaviors
than a piecemeal approach.

AT&T Consumer recently demonstrated this approach by
announcing a program to transform sales and customer opera-
tions with an estimated investment of $2.6 billion in new technolo-
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gies and workflows. By driving customer operations through a
comprehensive program, rather than treating ad hoc components
through incremental steps, the company expects to reduce costs
by at least 50 percent.

So what will it take to fundamentally change
the economics of sales and service? Consider
the following:

1. Create a Customer Service Meritocracy

The first step is to escape the tyranny of the “customer as king”
principle that dominates customer care. Define a customer-interac-
tion strategy based on who customers really are and what they real-
ly want, and then allocate sales and service resources accordingly
(see Figure 1).

Tyranny Meritocracy

operational support, technology, vendor management, integration
with other business units, and other considerations.

3. Align Cost and Revenue

Determine service levels across the channel portfolio accord-
ing to the customer needs and profitability defined by the new
strategy. Typically, this will involve handling most service trans-
actions through self-service or guided-service channels, while
reserving costlier support options for the more valuable transac-
tion types. Remember that emphasizing self-service still means
emphasizing good service: personalized, efficient, and consistent
(see Figure 2).

Experience shows that many customers prefer self-service.
Some retailers have found it possible to transact as much as 40
percent of sales through self-service checkout systems.

Self-service channels also play an essential role in reducing
cost to serve. Voice recognition technol-
ogy, for example, helped Office Depot
reduce phone interaction costs by 87
percent, and orders placed by phone

have been larger on average than orders
placed with human operators. Manulife
Financial used similar technology to cut
average call time from 12 minutes to
two and to reduce the abandonment rate
- while cutting costs by 90 percent.
Money saved by cutting unprofitable

services to low-value customers can be
spent making high-value customers even
more valuable. Good customers deserve
to be pampered. Thus, Charles Schwab

Customer role King Citizen
Customer case Highest possible level Tailored care to customer
philosophy of care for every needs based on the value
customer of each interaction
Temporal Historic, including: Historic, plus future, including:
orientation 1. Spending patterns 1. Anticipated profit potential
2. Preferences 2. Evolution of tastes
3. Demographics 3. Lifestyle changes
Contact:
Breadth Broad-based Selective
Targeting Undifferentiated Highly focused
Frequency Repeated Timed to coincide with an
anticipated need
Relationship goal Retention Long-term high-value
customers

FIGURE 1 A New Paradigm for Customer Care

Modeling and segmenting the customer base, building integrat-
ed capabilities for analyzing customer data, and creating links
between customer channels - these actions will have clear impact
on business results. For example, National Australia Bank uses
predictive modeling techniques and data mining to determine how
often the bank communicates with customers - via which channel,
at what times, and with what offer. As of June 2000, National had
the highest share of wallet, customer satisfaction, and retention
rates for high net worth clients in Australia. Using a similar focus
on modeling customer value, Harrah’s achieved a 90 percent hit
ratio in turning customers worth $500 into customers worth
$5,000.

2. Know What It Really Costs

Develop a detailed and accurate picture of what it really costs to
execute current sales and service models by customer segment.
Although direct contact center costs for labor, facilities, and
telecommunications are usually readily available, most organiza-
tions will have to dig deeper to define and measure indirect costs:
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clients who maintain at least $100,000 in
net assets or trade 12 times a year and
maintain a minimum of $10,000 in net
assets, never have to wait longer than 15
seconds to have their calls answered.

4. Boost Workforce Performance

Given that labor costs make up more than 60 percent of a con-
tact center’s operating budget, the right organizational structure
and performance tools are especially important for optimizing
headcount and for increasing agent proficiency and motivation.
According to a study by Hackett Benchmarking & Research,
high-performing customer contact agents handling 2.5 calls for
every 1 call at an average company, can reduce cost per contact
to $4.73, compared with the industry average of $14.73.
Traditional performance measures, such as average handle time
and first-call resolution, will suffice. But remember to look at
the entire employee lifecycle: hiring, training, speed to productiv-
ity, performance measurement tied to business results, and
other factors. Incentives, for example, encourage customer
contact agents to focus on performance targets during customer
interactions. E-learning programs are not only effective ways to
reduce training costs, they also train agents to improve sales
and service.



5. Explore Alternative Sourcing Models

Effective partnering through outsourcing and co-sourcing (the
joint management of existing resources) is critical in transforming
the economics of customer interaction. Outsourcing provides a
flexible alternative to traditional CRM investment models by low-
ering the fixed-to-variable cost ratio in customer care. According
to Jupiter Media Metrix, transferring contact center technologies
and operations to offshore contact centers can save organizations

Using Customer Insights to

Re-engineer the Customer Experience
and Maximize the Value of Each Interaction

THE POSTAL ENVIRONMENT

strategy into operation, they cannot be expected to define or
drive the strategy.

PUT IT ALL TOGETHER

Organizations should follow a basic set of guiding principles for
delivering cost-effective, high-quality sales and service interac-
tions. First, eliminate calls at the source. In sales, develop more
targeted sales campaigns to increase conversion. In service, sim-
plify product and service offerings, elim-
inate unclear communications, etc.
Other guiding principles include:

e Use customer insight to differentiate
sales and service channels and levels;

e Increase the use and effectiveness

High
Touch

Incentive to use
low-cost channels

Customer
Preference

Minimize cost-to-serve

Low
Touch

T

|

|

|

I ) .

| Focus high-touch services,
! high-cost resources here
|
|
|
|

Find opportunities to
cross-sell and up-sell
within interactions

of self-service channels;

e Handle calls that are directed to live
agents more efficiently through opera-
tional improvements; and

e Balance internal and outsourced
personnel to take advantage of labor
arbitrage opportunities.

CONCLUSION

Since the mid-90s, business gurus have
preached that the customer is king. In
many cases, though, the customer has
become a tyrant, demanding high levels
of service from every seller. A combina-

Low Profit

Potential Customer Value

FIGURE 2 Determine service levels based on customer needs and profitability.

up to 30 percent of the costs of maintaining these operations in-
house. United Airlines directs most customer service calls to a
100-person call center in Mexico City, while General Electric relies
on call centers in 15 countries.

Innovative deal structures with these partners and third-party
suppliers can help boost ROl by creating incentives for them to
deliver results beyond traditional pay-by-the-call outsourcing
arrangements. Outsourcing and co-sourcing models also allow
companies to launch new customer strategies with less capital
spending up front and less financial outlay over the life of the
investment, with the cost of strategic change amortized over a
declining cost to serve. And financial markets tend to reward com-
panies that focus on their core business strategy while realizing a
better return on customer spending.

But take note: The call center outsourcing market is increas-
ingly fragmented, and solutions are, for the most part, commodi-
ties. Historically, call center outsourcing has not been about
innovation. Innovation, and transformation, must come from
within the company. External vendors should be aligned with
the organization’s business strategy and focused on putting that

tion of new customer treatment strate-
gies, more flexible investment options,
and creative operating models make it
possible to transform the old system of
tyranny to a meritocracy, where cus-
tomer treatment is aligned with cus-
tomer profitability. However, to realize the full power of these
new approaches - and the multiplier effect of implementing them
all at once - organizations must be willing to substitute transfor-
mational programs for piecemeal CRM improvements.

High Profit
Potential

Organizations should follow a
basic set of guiding principles
for delivering cost-effective,
high-quality sales and Service
Interactions.
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O CASE STUDY

Poste Italiane Retail Strategy:
Nontraditional Retail Offerings

In an age of declining mail volume, posts are faced with expansive, fixed-cost retail
networks. Poste Italiane is taking an innovative approach to leverage its retail net-

work for nonpostal activity.

Giacomo Robustelli
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Poste Italiane is the largest Italian employer (over 155,000],
one of the top Italian companies in terms of revenue (more
than €7.4 billion), and one of the first five postal organizations
in Europe.

Poste Italiane may be considered the main Italian distribution
network, based on the various client-contact channels: 14,000
postal offices throughout the entire Italian territory (more than 1
million contacts per day), 13 call centers with 1,200 employees
(75,000 contacts per day), mail delivery (4 million contacts per
day), Web site, etc.

Poste Italiane’s goal is to exploit its unique physical network
of postal offices, aspiring to transform defined spaces of postal
offices into stores that sell nontraditional postal items such as
household appliances, mobile phones, and books.

THE CHALLENGE

Poste Italiane is facing new business challenges related to
maximizing its large retail network to better cover infrastruc-
ture costs and find new sources of revenue. The strategic intent
is to gain an advantage over new competitors (firms with large
retail networks) and to reposition the role of postal offices in
specific geographic areas.

The business driver for change is the desire to make postal
offices a point of sale (one-stop shopping), not just a place where
one buys only financial or postal services. Expanding the Poste
[taliane retail network to include the selling of nontraditional
postal items will increase the profitability per office and enhance
Poste Italiane’s image in the country as a preferred customer-
contact channel.

THE SOLUTION

In 2001, the commercial direction of the retail division decided
to launch a project named PT shop to define a new market
offering to transform post offices into stores that sell nonpostal
items such as household appliances, mobile phones, books,
and the like.

As part of the PT shop development, Poste Italiane decided to
differentiate the selling method based on several parameters of
postal offices (dimension, type of customers, geographic position,
available space, etc.). After this analysis, postal offices were
divided in two categories:
1.Those that indirectly sell products; and
2.Those that directly sell products.

In the first category, these postal offices do not have a specific
space for selling, nor do they have a
warehouse for storing merchandise.

GIACOMO ROBUSTELLI, who has a Master of Science at the London School of Economics, is a mar-
keting manager in the retail network division of Poste Italiane. He has been working in this role for
the past four years, gaining deep knowledge of the postal industry. Currently he leads the organiza-

tional unit dedicated to selling the PT shop service.
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As a result, customers would choose
products from a catalog and these
products would then be delivered
using existing logistic channels.



In the second category, postal offices are provided with specifics
spaces for selling, and selected resources are trained on product
features and selling processes.

These two selling methods may vary depending on the type of

(mail and financial services); thus it has defined service level
agreements and delivery processes that have as little impact as
possible on their most common business processes.

Poste Italiane is able to offer favorable prices because of com-

As much as possible, Poste Italiane tries to avoid warehousing
issues. Its strategy is to fill up the distribution network with new
products and services without changing its traditional business

(mail and financial services).

goods sold (e.g., small goods like stationery are directly available
in the postal offices, while other types of goods like air condition-
ers or personal computers are sold through a catalog and thus
the customer cannot choose the type of product to buy).

The marketing results change depending on the types of prod-
ucts. Poste Italiane periodically updates the types of products sold
and the catalogs based on marketing results and customer needs
and intentions.

This market offering is based on two categories: “permanent
selling” and “promotions.” Permanent selling consists of basic
commodities - digital cameras, books, mobile phones acces-
sories, etc. - while promotions consists of seasonal products
such as air conditioning. In both cases, Poste Italiane has
signed commercial agreements with product suppliers that
define terms and conditions of the delivery and the price (with
a discount as compared to other distribution networks such as
retail shops).

As much as possible, Poste Italiane tries to avoid warehousing
issues. Its strategy is to fill up the distribution network with new
products and services without changing its traditional business
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Can'’t find what you're looking for? Go to PostalProject.com
to search through this book. PostalProject.com has the
resources and information you’ll need to help evaluate,
select, and implement the best strategies and solutions.

A worldwide community with a strong interest in the
postal industry uses the Web site to:

* Email the authors

* Review case studies

* Browse through white papers

* Get answers to questions

* Forward articles to colleagues

e Order books and reprints

e Learn about conferences

* Suggest ideas for the project.

Please visit PostalProject.com soon, and be sure to tell us
what you think.

mercial agreements with suppliers, based on the quantity of
goods requested and on savings on value channels’ costs.
Customers can choose their preferred method of payment (cash,
loans, credit cards) and the delivery channel, thus also expanding
financial and postal services volumes.

During the pilot phase of this initiative, various logistics and
change management issues were identified. In order to
address these issues, Poste Italiane underwent a reorganiza-
tion in the post office network in order to align people,
processes, and IT applications to the new market offering
(e.g., personnel were trained on how to sell the products,
inventory processes were set up, and selling agreements
with suppliers were signed).

The challenge for 2004 concerns the growth in the number of
postal offices qualified to sell nonpostal items. It is expected that
this number will reach 500 units by the end of the year. After this
phase, the great majority of postal offices in cities with more than
40,000 inhabitants will be qualified to sell products through this
new distribution channel.

CONCLUSIONS

Statistics say that about eight in 10 Italians enter a post office
at least once per year, and those customers feel that this
physical network is friendlier than other financial or commer-
cial institutions. Poste Italiane has decided to capitalize on
these customer touchpoints and employ a new retail strategy
to maximize the post’s existing physical network and provide
new opportunities for revenue growth.

Poste Italiane is changing its market image from a postal
institution to a global product and service supplier. In years to
come, it is expected that there will be an increased demand for
a broader range of products to be sold through the post office,
which will ultimately drive increased revenue for Poste Italiane.

In terms of specific results of the new market offering, in 2003 PT
shop was rolled out to 200 post offices (mostly in capital cities and
large towns), all characterized by a significant number of customer
visits per day. Already, PT shop is considered a great marketing
success, providing a relevant contribution in repositioning the mar-
ket image of Poste Italiane’s physical network, and representing
one of the top product portfolios in the 2004-2006 business plan.

www.postalproject.com 3



O CASE STUDY

Retail Transformation:
PostStation and PROnet

A new point-of-sale application, PostStation, combined with an innovative
implementation approach, PROnet, support Belgian Post’s retail transformation
strategy of turning the retail counter into a customer-centered channel.

Johan Vinckier
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PostStation is the Belgian Post’s end-to-end solution that inte-
grates and automates all activities carried out at post office
counters. The introduction of this Web-based solution is part of a
retail transformation journey launched by the Belgian Post in
2000, transforming its post offices into genuine customer-orient-
ed points of sale. This custom-built, net-centric application uses
the newest Web standards to decrease total cost of ownership.
The implementation in the field was handled by a business-unit-
driven organizational entity set up to coordinate the rollout of
new solutions to the Belgian Post’s office network and support
the benefits realization. Today, PostStation has been successfully
implemented in more than 600 of Belgium’s 1,338 post offices,
and the first business benefits are being identified.

WHY DID DE POST LAUNCH

THE POSTSTATION INITIATIVE?

The Belgian Post is Belgium’s second-largest employer, with
42,000 employees serving 4.5 million homes. Its retail network
consists of 1,338 post office branches and over 6,000 staff at the
counters who perform many diverse activities. They sell the tradi-
tional mail and retail products, and they also provide financial
services in collaboration with the Post Bank. In addition, they per-
form a number of internal administrative functions.

Post office counter staffers have traditionally performed
most of these activities by hand, which is time-consuming and
requires duplicate or repetitive data input. Many tasks were
more administrative than commercial by nature, and the
software applications being used were neither user-friendly nor
customer-oriented, making it difficult to create new customer-
oriented sales channels.

In 2000, De Post decided to transform the post offices into
genuine customer-oriented points of sale, which required the
implementation of a new system to support this effort and
automate processes.

POSTSTATION: THE KEYS TO SUCCESS

The solution, PostStation, was developed by the Belgian Post to

drive the following success factors:

1.1t maximizes automation so that the postal employee can focus
on the customer; and,

2.1t minimizes the total cost of ownership over the expected life-
time of the solution.

Maximize the Automation:
Focus on the Customer!

JOHAN VINCKIER joined De Post in May 2000 to lead ICT, the Financial Post, and as of April 2001,
e-Services (the predecessor of Certipost). As of October 2003, Mr. Vinckier is responsible for
corporate operations, ICT, Certipost, procurement, facilities, and real estate. He started his career
at McKinsey & Company where he specialized in the ICT business consulting in the European
financial and industrial sector. He is one of the founders of McKinsey’s business technology office.
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The new PostStation solution covers
all functions needed by postal organi-
zations at office counters: It supports
retail, mail, and single-banking servic-
es while enabling genuine accounting.



Bar code and OCR readers help select products and identify
documents. Prices can be centrally adapted to reflect special
actions. The customer can follow whole transactions via the cus-
tomer display, and after choosing from a wide array of payment

This Web-centric design ensures the scalability of the system.
The size of the Web server farm can easily be adapted to the
needs of De Post. PostStation is also easy to deploy and maintain.
There is no need to install software at the individual post offices

While the Belgian Post’s retail transformation is an ongoing process,
this innovative solution and collaborative implementation approach have

proven successful.

methods - cash, debit card, check, electronic wallet (Proton) - can
review the transaction on a detailed ticket. The common office
inventory is updated during the sales process and can be consult-
ed in real time by the counter clerk, who can generate reports for
stock orders. The printing of postage labels is totally integrated
with the scale, destination information, mail dimensions, etc. As
the front office for the Post Bank, PostStation manages banking
operations with, for example, account information, investment
products, or money orders.

As a centralized, but open and scalable system, PostStation
logs all transactions into a central database. The implementa-
tion of PostStation allows for the rapid integration of new
products and services, and ensures all offerings can be made
available quickly at all points of sale. Accounting data is
processed more quickly, and the system can deliver a wealth
of marketing information.

As counter staff no longer have to sort through price lists and
procedural manuals to find the correct prices and conditions, they
have their hands free - literally and figuratively - to serve the post
office’s customers. Even verification of a customer’s signature has
been automated.

Thanks to the built-in wizards, the system is totally intuitive at
the user level. This user-friendly design makes it possible to limit
the training of post office staff to only two-and-a-half days. And
that includes time to strengthen knowledge of Microsoft Windows
- such as learning how to handle the mouse and the graphic
interface - to bring post office employees with minimal IT skills up
to speed. Moreover, the multilingual application allows each
employee to work in his own language, and to open a customer
transaction in the customer’s language. Different user profiles
and authorization levels guarantee security.

Minimize the Total Cost of Ownership

The ICT department made a point of building PostStation on

a state-of-the art platform, designed with total-cost-of-owner-
ship considerations in mind. PostStation is a centralized,
Microsoft-based solution with a browser interface. It encom-
passes 4,500 workstations in all of the 1,338 post office branch-
es, each connected via an ADSL-broadband network to the
central server farm.

with each new release because the solution is Web-based.
Additionally, the central hosting environment eliminates the need
for local servers. This reduces operational maintenance costs and
improves time to market.

PRONET: A SYNONYM FOR A SMOOTH
POSTSTATION IMPLEMENTATION

The Belgian Post realized that rolling out such a solution to thou-
sands of users would be a significant challenge. Therefore a dedi-
cated implementation organization called PROnet, which stands
for professionalizing the post office network, was established.
This organizational entity coordinates the implementation of all
modernizing projects (not just PostStation) that have an impact on
post offices. The previous model had different projects organizing
their own implementations individually in a “push” mode, which
often resulted in offices being overwhelmed by the multitude of
non-coordinated initiatives. PROnet was created as an extension
of the business to address these issues, and ensure maximum
realization of business benefits; minimum disruption of the busi-
ness; and maximum efficiency of rollout efforts.

PROnet looks at the different improvement efforts holistically,
with the viewpoint of an office, and establishes a priority calendar
for different initiatives. The PROnet team members ensure a
smooth and harmonious implementation, be it in the infrastruc-
ture, communication, training, or organizational areas.

PROnet’s clear, coordinated approach to implementation, com-
bined with the user-friendliness of PostStation, have certainly
been the keys to successful implementation in an environment
with active unions where the majority of users are unionized,
statutory employees with minimal IT skills.

CONCLUSION

While the Belgian Post’s retail transformation is an ongoing
process, this innovative solution and collaborative implementation
approach have proven successful. On one hand, the ICT department
works on a state-of-the-art solution both functionally and techni-
cally, with strong user support for requirements definition and test-
ing. On the other hand, PROnet implementation professionals roll
out the solution to the office network, partnering with the business
and the other service units. It is a win-win for all parties!
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Insight-Driven Marketing

Marketing leaders must reinvigorate their field with science and discipline in
order to drive greater customer value and bottom-Lline results.

Shep Parke, Neil Miller, and Kevin Messer

Today, postal organizations face many challenges: remaining
viable and relevant in the face of increased competition, improving
the value of products and services, developing new offerings to
satisfy customers’ changing demands - to name just a few.
Between the dual urgency of competitive threats and customer
opportunities, the temptation to react to one or the other is strong.
Nevertheless, taking a few moments to ask, “Where to start?” is
prudent. Before responding to these challenges, leaders need to
know where to find answers and how to gain deeper understand-
ing of customer needs, including the fundamental insight of cus-
tomer choices for mail services. Once customer needs and choic-
es are understood, they then can be effectively influenced.

Traditionally, marketing is the group that helps an organization
understand customer needs and choices. But according to
Accenture’s High Performance Workforce Study 2002/2003, the
biggest challenge of marketing leaders is often found inside their
own companies. Based on a survey of 200 executives, this study
revealed that marketing is not held in high regard by a large
majority of executives at organizations worldwide.

When asked to rate 11 principal corporate functions in terms of
their contribution of value to the overall company (where 1 = no
contribution and 5 = very significant contribution), executives gave
marketing an average rating of 3.7. By comparison, executives gave
an average rating of 4.4 for sales and 4.1 for customer service,

How does your marketing function rank compared to other
companies' marketing functions?

Better than others
Same as others

28%

Worse than others

FIGURE 1 Ranking of marketing function as compared to other

companies’ marketing functions

making these the top-ranking functions. Even

SHEP PARKE is a partner in Accenture’s Global Customer Relationship Management
practice, specializing in large enterprise customer information management solution
delivery. Mr. Parke began his career in 1980 with Procter & Gamble and in the mid-90s
worked at KPMG Consulting where he helped build their Customer Value Management

practice in the US.

NEIL MILLER is based in the UK and is a partner in Accenture’s Global Customer
Relationship Management practice. Mr. Miller specializes in customer data warehousing,

analytics, and marketing automation design and delivery.

KEVIN MESSER is a senior manager in Accenture’s Global Customer Relationship
Management practice and specializes in helping organizations leverage customer data

to accelerate profit growth.

2 Pushing the Envelope

more significant, just 23 percent of executives
said that marketing makes a very significant
contribution of value, compared with 61 percent
for sales and 43 percent for customer service.

Furthermore, when asked to indicate which of
the 11 corporate functions they considered
most important, second-most important, and
third-most important, only 21 percent said that
marketing is in the top three.

Finally, of those who indicated that market-
ing is one of their three most important func-
tions, just 28 percent said that the marketing
function in their company performs better than



the marketing functions at other companies in their industry. In
other words, approximately 20 percent of executives believe their
competitors’” marketing function actually performs better than
their own, while 43 percent think their function operates at parity
within the industry.

Why does marketing get so little respect and/or support from
top executives around the world? Accenture believes there are two
principal factors for this. The first factor is that many senior exec-
utives have finance or operations backgrounds, quantitative fields
from which marketing'’s highly creative and somewhat intangible
contributions appear to be more like art than science. The second
factor is that marketing’s contribution is dependent on other func-
tions - especially information technology, sales, and customer
service — making it difficult to measure the effectiveness and
return on investment of marketing activities. As a result, execu-
tives often lump marketing into the general category of overhead
instead of viewing it as a function that plays a key role in stimulat-
ing demand and generating revenue.

MARKETING: A NEW APPROACH

Change, however, is on the horizon. Mindful of executive opinions
of their function, increasing demand from the executive suite for
better return on investment from all corporate expenditures, and
the potential impact of marketing on the company’s economic
value added (EVA), some pioneering companies have adopted a
new and more quantitative approach to marketing. This approach
is characterized by three elements:

e A willingness to demystify the marketing process and instill dis-
cipline, science, and rigor in the function that enables marketing
leaders to systematically and accurately measure the tangible
return on their portfolio of marketing activities;

An understanding that marketing is responsible for rigorously
analyzing transaction, demographic, and market data to develop
deep insights into customer behavior and needs, and using
those insights to develop more targeted campaigns to make
sales and customer service more effective; and

An acknowledgement that the marketing organization, not sales
or customer service, is the owner of the company’s customer
data, and that the marketing leader’s role is broader and has
potentially greater impact than ever before.

An example of how this new approach has been brought to life is
a case where a major financial services company in the United
States planned to launch a new online brokerage product for sale
to its existing customers. Despite the success of its current
Internet banking site, the company realized that traditional con-
version rates associated with its marketing efforts would not
meet the new and aggressive goals for growth. By gaining a deep-
er understanding of customer preferences and creating a capabili-
ty that would enable it to rigorously measure marketing concepts,
the company set out to determine the most effective way to create
higher growth in online customer response.

The company decided to partner with Accenture, who had a ded-
icated customer analytics factory, which would provide the tools
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and expertise needed to design and execute various campaigns in
a quick timeframe. The company knew that the program’s success
would depend on improved ability to effectively cleanse, segment,
and enhance its customer data. To this end, the team took a scien-
tific approach by first categorizing customers into three groups -
those who had never used the company’s online service; those
who used the service in the past, but had stopped; and those who
used the service regularly, but had never purchased bank prod-
ucts online.

Accenture’'s marketing accelerator platform - a prebuilt infra-
structure utilizing best-of-breed tools from leading Accenture
alliance partners including NCR Teradata, Acxiom, KXEN, and
E.piphany, and protected by four patent applications covering over
100 product innovations - helped the team move from concept to
execution in only six weeks.

Using Accenture’s Marketing Accelerator Platform, the team
implemented a leading data-warehouse solution built on Teradata,
to enhance data quality and create a single view of the customer
base. With high-quality, precisely targeted data in hand, the team
set out to generate maximum return on investment, as quickly as
possible. It accomplished this by using the Marketing Accelerator
Platform’s behavioral segmentation and sophisticated predictive
modeling techniques. Central to this activity was the rapid execu-
tion of multiple marketing campaigns, enabled by the marketing
accelerator platform’s unique real-time, closed-loop marketing
campaign execution and ongoing enhancement process.

Once the campaigns began, the team constantly monitored key
metrics and improved the campaign process to drive ever-higher
returns. By analyzing and optimizing the cross-channel mix of
telephone, outbound email, and Internet advertising initiatives -
and by using real-time feedback analysis to modify offers and cre-
ative concepts in near real-time, the program delivered better-
than-expected results.

By implementing this new solution, the company was able
to enjoy an integrated view of its customers across the business,
to segment them, and to apply predictive modeling techniques
to drive campaign success. These new capabilities directly
contributed to a number of tangible business results. Executing
its first campaign only six weeks after the start of the project,
the company:

e Executed 15 distinct campaigns within just four months;

e Opened more than 1,600 new brokerage accounts;

e Achieved a 600 percent improvement in its outbound, calling,
campaign, and conversion rates;

e Achieved a 150 percent improvement in its conversion rate

for email campaigns targeting existing online banking

customers; and
e Achieved a 200 percent improvement in its response rate for

email campaigns targeting offline-banking customers.

By building science and discipline into marketing, the new
approach helped the company improve its operational effective-
ness in distinctly quantifiable ways. Not only did the state-of-the-
art program significantly expand the bank’s marketing capacity for
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its online brokerage accounts, but it also enabled the detailed and
ongoing tracking of campaign results and performance.

As this example illustrates, such sweeping transformational
change to how the marketing organization operates and interacts
with other corporate functions, creates many new challenges -
the foremost of which is workforce related. More specifically, com-
panies that shift to such an insight-driven marketing approach
find that attention to employee skill levels can spell the difference
between success and failure. In Accenture’s experience, marketing
organizations can greatly improve their chances of successfully
adopting an insight-driven approach - and subsequently boost
their contributions of value to the organization - by ensuring that
the marketing workforce is enabled with improved technologies
and processes. Validating the maxim, “you get what you measure,”
these high-performance organizations first develop a new set of
key performance objectives (KPOs] for marketing personnel that
directly link their specific day-to-day actions and the financial and
operational performance of the overall business.

Accenture has identified seven basic, key performance objec-
tives that marketing organizations should have:

Maximize the return on marketing investment. Use integrated
marketing, customer, and financial data to develop, implement,
and monitor marketing-resource allocation strategies.

Increase brand value. Ensure that the company and its product
or service brands hold the most value for customers and, conse-
quently, generate greater value for the company at large.

Increase the acquisition and retention of profitable customers.
Measure and then maximize the profitability of these customer
relationships.

Optimize the development and launch of new products. Ensure
that new products are developed and launched to maximize tangi-
ble customer relationship value and market share.

Win the war for marketing talent. Attract, develop, and retain
the people who meet the key performance objectives of the mar-
keting function.

Organize the marketing function for efficiency and effectiveness.
Maximize the time during which employees and activities are
adding value to the organization.

Reduce the time to learn required competencies. Reduce the
elapsed time from day-one introduction date to the time it takes
for a marketing employee to meet the targeted performance level.

For employees to achieve these objectives, organizations must
ensure that employees both understand and exhibit the critical,
specific corresponding behaviors. This is where training and
human resource programs that address the three primary drivers
of behavior - ability, motivation, and context - play a key role.

ABILITY

Ability comprises both knowledge (familiarity with a subject gained
through study or experience), and skills (developed proficiency or
dexterity that is acquired or developed). In a postal setting, there
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are three types of crucial knowledge: 1) offerings related (in-depth
employee understanding of the post’s products/services); 2) job
related (What's involved in carrying out a specific role in the post?);
and 3] customer related (To whom is the post selling or to whom
should it be selling? What do those individuals/businesses need?
How do the post’s products and services meet those needs?).

MOTIVATION

Motivation is the second critical aspect of transforming the mar-
keting workforce and in many ways, the most difficult. An individ-
ual can possess the requisite knowledge and skills, yet still fail to
make a positive contribution due to a lack of motivation. There are
four key elements of motivation that a post must address:

Goals. Do people know what is expected of them? Adopting a
new marketing model will not be successful unless the goals of
individual employees reflect and support the post’s new goals.

Metrics. How is performance measured? In addition to knowing
what is expected of them, employees must know how their
progress toward those goals is evaluated.

Feedback. Are people advised how they are doing? Managers
should provide continuous feedback to employees so their
employees know if they are taking the necessary steps to achieve
their goals.

Rewards. How are people compensated? Compensation -
whether it's an annual salary, a monetary bonus, a nonmonetary
reward, or a combination of the three - is a key element of motiva-
tion, and must be appropriately tied to achieving the new goals
laid out for the marketing organization.

CONTEXT

The context in which marketing employees do their jobs also has a
high degree of influence on the effectiveness of the overall work-
force. By context, we market business processes, information
technologies, culture, organization structure, reporting relation-
ships, job descriptions and physical environment - most or all of
which may need to be altered or upgraded to accommodate a new
marketing model.

CONCLUSION

It is indisputable that successful companies need effective mar-
keting organizations to understand customer needs and choices.
Once understood, marketing can improve sales and service
delivery to customers. Yet today, few executives are able to artic-
ulate why they need marketing or the quantitative value that
marketing contributes to their organization. As companies
demand more value and return on investment from all their
functions, such a situation is unacceptable. More than ever, mar-
keting leaders must reinvigorate their field with science and dis-
cipline, not only to implement the operational and workforce
changes necessary to increase the tangible bottom-line impact,
but also to adopt the metrics that will effectively assess and
quantify this impact.
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The Power of Mail

Posts can help their business customers see the value of using the mail
channel as a key component of their own customer relationship

management strategy.

John R. Wargo and Ken Ceglowski

Customer relationship management (CRM) is an important con-
cept for postal agencies, not only for optimizing the relationship
between the post and its customers, but also because the posts
themselves are a key tool for businesses to manage interactions
and activities across the entire customer lifecycle. Successful
posts effectively market and sell use of the mail channel as a key
CRM strategy.

Direct marketers know, through proven business results, that
mail is one of the strongest media for establishing and maintain-
ing customer relationships — whether relying on its ability to work
effectively on its own or as part of a marketing mix.

The business environment is evolving - companies must com-
pete to entice, keep, and grow customers. Customers are sophisti-
cated and they leverage technology to determine how to conduct
business and go about their daily routine.

Savvy businesses effectively use mail as a CRM tool to: 1) con-
tact customers - send information and promotion material to
increase sales and service opportunities; 2] provide mail-return
mechanisms such as courtesy and business reply mail to facilitate
customers’ response or interaction; and 3) to send and return
merchandise.

All business revolves around a value chain (see Figure 1) - the
sequential steps that drive company revenues and profits. It repre-
sents the core of customer interaction and service delivery in a
typical company. It helps businesses identify the tools necessary
for building and maximizing customer relationships at every stage.

It includes everything from promotional marketing to payment
processing to loyalty management.

The value chain is divided into three core business processes:
customer acquisition, customer or service fulfillment, and cus-
tomer retention. As shown in Figure 1, each provides the company
multiple opportunities to touch the customer with mail in ways
that improve the experience and build the relationship.

STANDING OUT FROM THE REST

Direct mail offers the opportunity to acquire new customers
because it is targeted, flexible, tangible, and measurable - allow-
ing a business to test and determine the right approach for its
message. No matter the strategy or approach, there is a mail for-
mat that can find the right customer to build business.

Direct mail works because it has the ability to find a customer
and have that customer take action based on targeted messaging.
Rather than saturate a massive area with the hope of catching
someone’s eye, direct mail uses proven methods to send a com-
pelling communication to a customer most likely to receive, com-
prehend, and respond.

TARGETED, RELEVANT MAILINGS

Whether a message is intended for thousands of homes a few
times a year or hundreds of offices once a year, no other media
can effectively target an audience better than direct mail.
Success lies in understanding the appropriate audience, and
putting a targeted, relevant offer in front of
the right person. Using real-time CRM data

JOHN R. WARGO is the VP for Service and Market Development at the US Postal
Service. In his 32 years, he also served as VP of Strategic Marketing and VP of
Customer Relations. Mr. Wargo serves as a leader of the National Postal Forum, the
Postal Customer Councils and the Mailers Technical Advisory Committee.

KEN CEGLOWSKI is the manager for the US Postal Service’s Customer Relationship
Management group. In his 24 years at the Postal Service, he spent 18 years in the
Information Technology group, working in various positions in systems development,
computer operations, telecommunications, and technology standards. Mr. Ceglowski
also held positions in market research and new business development.
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to understand how to target customers with
direct mail allows a company’s product to be
placed directly in customers” hands, which
ultimately will increase response rates and
drive revenue.

Successful mailings start with customer
databases and information. Data about cus-
tomers, collected and maintained in databas-
es, is used to differentiate and target specific
customers with offers and messages that are
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relevant. An accurate customer database or list of addresses is

a key element of that success. Addresses that are properly main-
tained, cleansed and standardized will lead to quality mailings
that are delivered quickly and accurately. Customers who utilize
the address tools offered by the postal service, including Move
Update and National Change of Address (NCOA] service, will
save money - not only by cutting down on production costs,

but also by keeping returned pieces to a minimum. These serv-
ices help drive the quality of mail-based, relationship manage-
ment initiatives.

GET THE MESSAGE OUT THERE
Once you have identified your target audience for your relevant
offer, it is crucial that the direct-mail piece itself be presented in
an appealing way to grab the reader’s attention. Alternative for-
mats and mail product enhancements are advanced methods for
delivering communications that stand out and get noticed.
Enhancement options include utilizing dimensional mailings
and oversized formats to command attention; adding reposition-

Order
Confirmation

able notes to bring attention to a product or call-to-action; and
sending communications via Priority Mail or Express Mail
envelopes to demonstrate a sense of urgency.

FULFILLMENT: A POSITIVE EXPERIENCE

From order placement to fulfillment, using the mail can be a
powerful response mechanism and customer management tool.
Whether sending merchandise, information, a contract, or
pledge card via the mail, the speed in which it arrives is part of
fulfilling your promise. Use the mail and you can offer your cus-
tomers a variety of delivery options.

Should customers need to return an item, the mail serves that
function as well. If returning items is made easy, a customer will
be encouraged to continue doing business with that vendor. For
instance, the US Postal Service's Merchandise Return Service lets
customers return packages via letter carrier, any post office, or col-
lection box. It also creates options for merchants to either include
a pre-paid, pre-addressed return address label, or allow customers
to electronically print return labels directly from a Web site.
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There are many ways to simplify, speed up, or lower the cost of
all merchandise-related mail experiences. The easier the experi-
ence, the better a company’s chances are for that customer to
continue a relationship with a company.

TOOLS IN ALL SHAPES AND SIZES

Focusing marketing efforts on building customer loyalty and main-
taining existing customer relationships is fundamental to retaining
as well as growing customers. Direct mail meets the need of
customer relationship management to turn data into action.

Whether it's a bank, an airline, or the local bookstore, contacting
customers through the mail makes good business sense.
Americans check their mail every day. One out of every four
Americans - 73 million people - responds to direct-mail advertis-
ing, ordering $520 billion a year. The check is still in the mail. And
so are your profitable customers.

The obvious use of mail is to put a targeted offer in front of the
right person. From statements to postcards, every communication
reinforces that relationship, ultimately helping to build trust. Over
time, trust builds customer loyalty. And customer loyalty builds
and retains revenue.

OTHER MARKETING TECHNIQUES

Television, print, and radio are used to build a company’s brand to
a large and broad-based audience. Since mail is a quickly meas-
urable and targeted medium, it is a natural accompaniment to
print, television, radio, or Internet marketing. In the United States,
more than three-quarters of companies that use combined adver-
tising channels engage mail as the second reinforcing medium.
Mail works with existing advertising to close the sale.

Companies that move away from mail often miss the touch-
points that mail provides. Every contact with a customer creates
top-of-mind awareness about your services. And, you get quick
results, understanding exactly how many people have responded
to messaging, once direct mail has been sent out. Performing
measurement and analysis of a mail campaign allows for refine-
ment of personalized communication with customers and poten-
tial customers. Most important, mail offers an easy way for cus-
tomers to talk back — with business reply cards, inserts, or profile
updates attached to bill coupons.

Creating and sustaining strong customer relationships is
beneficial to both customer and company. Maximizing the
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Once a company has a customer’s attention, it can acquire
new business or grow existing sales in an unbeatable manner.

Mail is tangible and portable - allowing people to touch and feel
the message intended for them. This enables the messaging of
other media to be reinforced and passed on to potential new cus-
tomers. Once a company has a customer’s attention, it can acquire
new business or grow existing sales in an unbeatable manner.

RETENTION IS THE KEY TO SUCCESS

Direct mail provides a pipeline to and from customers that all cus-
tomers pay attention to. For example, in America only 55 percent
of the population reads a newspaper, 95 percent have telephones,
and 98 percent have television sets with remote control. Yet, every-
one in America has a mailbox!

4 Pushing the Envelope

customer lifespan with a company is critical for creating a
competitive advantage and thriving as a business. Mail has
proven itself the ultimate key to customer relationship success
through its versatility along the customer lifecycle - performing
equally well at acquiring and retaining customers on its own
or as part of a multimedia marketing campaign.

Mail touches customers in a personal way that helps build
relationships. Whether receiving that gift, curling up on the
couch with a favorite magazine or book, planning the next holi-
day trip, or getting the satisfaction of organizing and paying the
bills - mail connects companies to the daily cycle of their cus-
tomers’ lives. What better way to build a relationship?
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Innovation in Products

and Services

Innovation in postal products and services is necessary to address volume
decline, margin pressures, and competition resulting from deregulation.

Elina Piispanen and Jerome Vercaemer

Posts operate as part of the communications industry, which has
undergone dramatic changes in recent years due to advances in
technology. The rise of fax machines, electronic communications
and other technologies offer alternatives for conveying bills, state-
ments, and personal messages. In addition, entrepreneurs and
publishing companies are setting up alternate delivery networks
in an attempt to hold down the delivery costs of magazines and
newspapers. Many third-class mailers, finding their mailing budg-
ets reduced and their postage rates increased, have been shifting
some of their expenditures to other forms of advertising, including
television and telemarketing. Private companies continue to domi-
nate the market for the urgent delivery of mail and packages.
Postal operators’ traditionally high-margin products, such as first
class mail, face serious threats due to these advances.

Add to these challenges the fact that the pace of liberalization is
increasing in the postal industry. As this happens, competition will
focus on price, quality of service, and innovation. Marketing, in
combination with research and development, will need to become
even more strategic for posts as they try to increase market share
and grow profits.

In looking at the deregulation journey in other industries, such as
telecommunications or energy, it is commonly forecasted that
competition will focus on the large volume mailers and the main
mailing routes in a country. This customer segment not only con-
tributes the most to postal operator profits, it is also responsible
for the size and the geographical presence of posts’ sorting and
distribution networks. Identifying their needs and providing the

appropriate products and services is of paramount importance for
the future of postal operators.

Innovation is necessary to address mail-volume decline and
margin pressures, as well as to help posts rise to new perform-
ance heights. Postal operators need to develop a better under-
standing of the link between new electronic technologies and their
business. There are successful new models in hybrid mail, which
demonstrate how technology and traditional mail can be combined
so that a post’s core business isn’t cannibalized. For posts that
embrace the need for change and are willing to explore new ideas
in the area of products and services, the opportunities are limit-
less and high performance is well within reach.

TRACK AND TRACE

An early form of value-added services that posts offered was track
and trace. As technology evolved, mailers wanted to electronically
track the status of their mailings. In addition, posts were seeking
to improve processing efficiency and service performance through
the analysis of mailers’ data.

The United States Postal Service (USPS] addressed these inter-
nal and external needs by developing the CONFIRM service and
Mail Tracking and Reporting Web site. CONFIRM collects mailing
data from mailers and from various processing points in the mail
stream to determine the progress of both incoming and outgoing
mailings. Mail tracking data and the ability to synchronize outreach
efforts enables more efficient operations and provides a competi-
tive edge in the direct mail industry. These tools have addressed
the mailers’ needs and have provided the ability

ELINA PIISPANEN is the client partner responsible for Accenture’s work at Finland
Post and is the partner in charge of Accenture’s Public Services group in Finland. Ms.
Piispanen has a Masters of Science degree In management information systems from
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JEROME VERCAEMER is an Accenture partner in France, working in the government
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ing in the e-government arena, Mr. Vercaemer worked in many countries to help telecom-
munication companies address challenges from the deregulation of their market.
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to analyze processing efficiencies, which targets
improving service to USPS customers.

In a recent survey conducted with 13 postal
operators, the following pattern of requirements
emerged regarding what large-volume mailers
want from track and trace:

e Distribution information - when will mail be
distributed;

eDelivery delay warranty - service should
synchronize mail delivery to the clients’ core



processes (e.g., call center proactive calls, treasury plan-
ning, etc.);

¢ Proof of mail deposit in the distribution center. This proof legally
binds postal operators in the delivery process. The deposit
process is also key to ensuring accurate billing of clients; and

e Proactive alerts from postal operators to customers in case of
mail delivery issues which would impact the quality of service.

These same customers, however, indicated they are not ready to

pay for a sophisticated and individual track-and-trace service until

postal operators have addressed their primary needs:

e Mail is often a significant expense and they will look first for
quality of service at the lowest cost, and

e Distribution information is paramount; other sophisticated infor-
mation identified as a need is expected as a standard service
once customer service gets involved.

What the track-and-trace requirements illustrate at this stage is
very clear: Quality and price come first for postal operators’ core
products and services.

A NEW OPPORTUNITY: GOVERNMENT SERVICES
A major opportunity for innovation in products and services lies in
the area of government services. Governments today are facing
numerous pressures (see Figure 1).

Governmental departments and agencies are being asked to do
the following:

Monitor and Reduce Budgets

¢ Predict and control budgets in
line with objectives

* Reduce paperwork

Enable Public Service Quality
¢ Decrease turnaround time

® Increase accuracy
Government

Sustain Presence on Territory

* Provide accessibility to citizen
service

Bridge the Digital Divide

¢ Provide access to information
& technology at fair and equal
costs

Ensure Secured Interactions
¢ Provide reliable interactions

THE POSTAL ENVIRONMENT

e Ensure secured interactions - Security is at the top of most
governments’” agendas. Providing confidential, reliable, and
secure interactions is crucial as new channels emerge for inter-
facing with government agencies.

Bridge the digital divide - Access to technology and new infor-
mation media (e.g., the Internet) must be provided at a fair and
equal cost across the territory. As with territory presence, tech-

nology infrastructure can be a real challenge when businesses
or individuals are located in hostile or thinly populated areas.
Governments have to ensure equal cost for a basic service so
that citizens and businesses are treated equally.

Monitor and reduce budgets - Governments continue to be pres-
sured to monitor, and in many cases, reduce their overall budgets.

The needs and expectations of the citizen combined with the pres-
sures governments are facing call for an integrated end-to-end
model, which involves different types of service delivery vehicles,
including virtual models (which rely on technology) and distributed
and physical models (which rely on traditional office presence).

This new environment offers a tremendous opportunity for
posts. Most posts already combine Internet presence with their
traditional counter network, which is a great asset in helping gov-
ernment agencies address accessibility challenges. Mail
exchanges, such as hybrid mail, offer a fast, reliable, and cost-
effective means of interaction between governments and citizens.
In addition, scanning and other electronic document management
solutions, such as optical character reader (OCR) and electronic
data interchange (EDI), are extra links
which move traditional information
storage to digital in a cost-effective
manner. And finally, many posts are
developing e-security offerings such as
ePostmark.

These results across market seg-
ments, combined with a growing need
from governments, lead to the favor-
able adoption of these new lines of
service by government agencies.
Several posts have demonstrated their
ability to address the needs of govern-
ment (see Figure 2J.

Multichannel Presence:

¢ Ensure confidentiality

¢ Enforce proximity with citizens

FIGURE 1 Government Missions and Challenges

¢ Provide high quality service - Governments need to improve the
quality of service provided to constituents. Citizens and busi-
nesses expect efficient turnaround times on issues and accuracy
of responses.

e Sustain territory presence - It is important for governments to
have an affordable presence in its territory, especially close to
its citizens. Distance, however, is not the only measurement for
government presence; availability and opening hours for govern-
ment offices are also important factors.

e By co-locating some of its offices,

in rural towns mostly, with city halls,

La Poste is sustaining presence in
the territory, enabling public service quality, and monitoring
costs by mutualizing resources. An interesting way of helping
the government bridge the digital divide is Cyberkiosque,
which is a high-speed Web console through satellite targeted
at local government agencies and representatives in ADSL
dark zones;
Poste Italiane partners with the government for the collec-

tion of street fines. This innovative solution is cost-effective
and secure; and

www.postalproject.com 3



QO Innovation in Products and Services

Enable Public
Service Quality

Monitor and
Reduce Budgets

Multichannel

Sustain Presence
on Territory

Ensure Secured
Interactions

Bridge the
Digital Divide

La Poste: Post office co-located with city halls, Cyberkiosk for ADSL dark zones
Poste Italiane: Internet payment of street fines

Presence y - ; -
Australia: Post offices deliver government official papers
E:’e:::::':: La Poste: Aspheria for document printing factory, scanning, and OCR-reading solutions
Management Posten AB: EDM activity profitable
Mail CPC: Electronic Post Box (ePost), PostECS, online change of address
Exchange La Poste: Maileva for hybrid mail, laposte.net with 2 million email addresses
Poste Italiane: Online change of address
USPS: NetPost hybrid mail offering
Posten AB: Hybrid Mail activity profitable
e-Security CPC: ePostmark used for the government-secured channel processes
e-Trust La Poste: Certification with online VAT and revenue tax

DePost: PKI offering
USPS: ePostmark with Microsoft support

FIGURE 2 Posts’ Response to Government Pressures

e In Australia, to cover the vast countryside, post offices are
allowed to handle official papers such as hunting permits or
driving licenses.

Electronic Document Management:

e At places like La Poste and Posten AB, Electronic Document
Management (EDM] leads to cost reductions and increases in
quality. These EDM solutions are instrumental to agencies
that are looking to reduce their spending on paper procure-
ment and document storage. In many cases, the square
meters currently occupied by paper archives can be freed up
and potentially sold, thanks to digital storage. Some posts in
the world have EDM solutions that are derived from their
scanning and OCR industrial capabilities. In other places,
EDM becomes the entry point to send documents electroni-
cally and to feed hybrid mail services.

Mail Exchange:

e Online change of address is available in Canada and Italy, and is
currently being considered by France;

e In France, there is an opportunity to uniquely combine the mil-
lions of virtual addresses from laposte.net to physical address-
es, and secure the exchanges in those e-mailboxes; and

e Hybrid mail is now a standard offering of many posts (e.g.,
Finland, USPS, Sweden).

E-Security and e-Trust:

e ePostmark is an initiative to secure electronic interactions and
translate the legal value of letters mailed in the virtual world.
Microsoft is supporting this in its future office suite, which
includes ePostmarks valid in the US; and

e La Poste and De Post in Belgium have private key infrastruc-ture
offerings, and France has had success with online value-added
tax certification and is currently planning online tax declaration.
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There are clearly many interesting opportunities available for
posts in the area of products and services. What will make
some posts more successful than others in their endeavor

to achieve high performance? Certain key success factors
emerge which enable high performance in product and service
innovation:

e Governance - Top management must be committed to invest-
ing in new products and services and the organization must be
well aligned to quickly move innovative ideas into actual prod-
ucts and services;

Alignment with customer values/needs - New products and
services must address a need articulated by customers (and
customers must be willing to pay for the new product/

service);

Focus - In the realm of new technologies and new competi-
tors, there is a need for clear direction and concentration on
the few services that will have the greatest impact on the
bottom-line financial results of the post;

Alliances - The involvement of major IT players in many
initiatives can accelerate new projects or the adoption of new
technologies; and

Creativity - Finally, as with any innovative company, there is a
need to think outside the box and be open to starting new
initiatives.

In this new world of technology advances, postal operators can
either sink - playing victim to reducing mail volumes and elec-
tronic substitution - or, swim - harnessing technology, new
business partnerships, and new ways of doing business, to cre-
ate new products and services which will help them in their
journey to achieving high performance.



O CASE STUDY

CONFIRM Service: Intelligent
Mail Technology 24/7

This case study explores using Intelligent Mail technology to retain customers,
improve operating efficiency, and enhance service performance.

Anita J. Bizzotto and Charles E. Bravo

were being processed. As technology evolved in the mailing indus-
try, mailers wanted to electronically track the status of their mail-
ings. In addition, the USPS sought to improve processing efficiency
and service performance through the analysis of the mailer’s data.
To meet both internal and external needs, the USPS developed

the CONFIRM service and the Mail Tracking and Reporting Web
site. This service collects mailing data from mailers and from vari-
ous processing points in the mail stream to determine the progress
of both outgoing and incoming mailings. Mail-tracking data and the
ability to synchronize outreach efforts enable more efficient opera-
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CHALLENGE
Each day, millions of business mail pieces are inducted into the
US Postal Service at hundreds of facilities across the United
States. Until recently, mailers had little visibility to their mail until
customers responded to their mailing. In addition, the USPS did
not have a way to fully track mailings from end to end as they
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market development, product development, pricing and classification, and advertising. She previ-
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tions and provide a competitive edge in the direct-mail industry.
Together these services have provided the benefits expected for
mailers, but have also provided the ability to analyze processing
efficiencies, aimed at improving service to USPS customers.

The US Postal Service was increasingly faced with requests from
mailers for the ability to track and trace mail pieces. The USPS
was eager to address these requests since business mailers make
up a significant portion of the Postal Service’'s annual revenue. In
fiscal year 2002, over 50 percent of the $66.46 billion of USPS rev-

enue was generated by business
mail. In addition, 70 percent of the
202.8 billion mail pieces processed by
the USPS in fiscal year 2002 were
business mail.

Mailers wanted to “see” information
about their mailings at various points
in the USPS processing stream as
well as get feedback on the status of
the mail processing stream and how
well it was working. In particular,
mailers wanted to know the following:
e Had their mail pieces been

entered into the Postal Service

mail stream?
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FIGURE 1 Sample PLANET Code and POSTNET Code

e When and where was their mail inducted?

e What Postal Service facilities processed their mail prior
to delivery?

e When would their mail be delivered?

e Were customers responding to Business Reply Mail?

e What staff and inventory would be needed to process incoming
mail orders?

e Who was returning payments?

Satisfying the mailers alone, however, would not make the
CONFIRM service a success. The service also needed to provide
information that could lead to improvements in mail processing
operations and service performance standards. The challenge
was that electronic information about mailings was limited and
not accessible by USPS customers and mail operations personnel.

SOLUTION

In response to the growing demand for real-time information

about business mailings, the USPS set out to design and

develop the CONFIRM service. The program combines active

scanning and passive scanning to gather data that is distrib-

uted to customers and summarized in system reports. The

program exists in two complementary parts: 1) the CONFIRM

service, and 2) the Mail Tracking and Reporting Web site.

e The CONFIRM service collects, packages, and distributes
mail-tracking data for PLANET Code mail pieces. The

CONFIRM service tracks PLANET Code mail by grouping
PLANET Code, POSTNET Code, and ID Tag data into mail
pieces, then tracks the progress of those mail pieces as they
are sorted by machinery throughout the mail stream.

The Mail Tracking and Reporting Web site provides the
ability to maintain information regarding CONFIRM
customers, maintain scan data file delivery schedules,

submit advance mailing data, perform ad hoc scan-data
downloads, and view reports. The site is used both by
USPS personnel and by external customers.

In order to participate in the CONFIRM service, mailers are
required to place two bar codes on their mail pieces in order
for the monitoring data to be collected. The first bar code is
the PLANET code. It identifies the mailer and the mail type.
The second bar code is the POSTNET code. It is a representa-
tion of the destination address for the mail piece.

Advance mailing data provided by customers is matched to
induction scans that start the clock when freight becomes mail.
“Start-the-clock” scans are then matched to mail processing
equipment scans as mail pieces move through the mail stream.
Information related to the movement of mail pieces through the
mail stream is made available to customers in electronic files
delivered to the customer based on schedules that they create,
in electronic files accessible via the Mail Tracking and Reporting
Web site.

www.postalproject.com 3
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BENEFITS OF CONFIRM

The CONFIRM service and the Mail Tracking and Reporting Web
site deliver benefits to a number of audiences. The CONFIRM
program is viewed by the USPS as an integral part of its efforts to
retain large customers in challenging economic times. It is also
viewed as a key infrastructure component of the USPS Intelligent
Mail initiative as well as a tool to improve operating efficiency and

mailings. Information regarding the number of incoming mail
pieces related to a particular mailing provides the ability to
adjust staffing or personnel schedules in advance, allowing for
more efficient business operations.

e US Postal Service Marketing: The CONFIRM program cre-
ates an incentive for mailers to use the US Postal Service as
a vehicle for their outreach efforts. The marketing organiza-

The CONFIRM program is viewed by the USPS as an integral part of
its efforts to retain large customers in challenging economic times.
It is also viewed as a key infrastructure component of the USPS
Intelligent Mail initiative as well as a tool to improve operating
efficiency and service performance.

service performance. The CONFIRM program benefits a wide vari-

ety of stakeholders in the following ways:

¢ Business Mailers Using CONFIRM for Outgoing Mailings:
The CONFIRM program tracks the status of outgoing mailings.
Information regarding the status of mailings and the ability to
synchronize outreach efforts are viewed as a competitive edge in
the direct mail industry, financial institutions, credit card com-
panies, and among major retailers.

¢ Business Mailers Using CONFIRM for Incoming Mailings:
The CONFIRM program tracks the status of incoming response

PostalProject.com
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to search through this book. PostalProject.com has the
resources and information you’ll need to help evaluate,
select, and implement the best strategies and solutions.
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e Learn about conferences

* Suggest ideas for the project.
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tion within the US Postal Service can leverage that incentive
when recruiting new customers and when maintaining its
relationship with existing customers.

e US Postal Service Processing Operations: The CONFIRM
program collects service performance data and creates sum-
mary reports. The reports are displayed in the Mail Tracking
and Reporting Web site and can be viewed by processing
operations personnel. Analysis of the reports can identify
intermittent processing issues and potentially identify
improvements in processing efficiency.

CONCLUSION

Through the collaborative efforts of the USPS and its cus-
tomers, the CONFIRM program addressed the need to develop
a comprehensive mail tracking and tracing capability, and is
the first Intelligent Mail product of the USPS. The program
successfully implemented the requests and demands of busi-
ness mailers and satisfied the needs of internal USPS stake-
holders. The program provides mailers with the ability to
improve customer service and further increase the viability of
direct mail. In addition, it also provides the USPS with infor-
mation to further improve operational efficiency and service
performance.

The following trademarks are among the many trademarks belonging
to the United States Postal Service: Intelligent Mail, United States
Postal Service, US Postal Service, USPS, CONFIRM, PLANET, PLANET
CODE, and POSTNET CODE.
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Electronic Notifications

Delivery

Electronic notifications delivery defines a new set of value-added services
for senders and recipients alike, creating potential for improved customer
service and reduced costs for mail organizations.

Joaquin F. Bas Monerris and Jeronimo Reguera

Business transformation toward electronic services offers postal
operators an opportunity to maintain growth and competitiveness.
Electronic notifications delivery (END]) is a channel of transferring
information (e.g., statements) that is effective and efficient, has
legislative support (very important for public administration notifi-
cations), and is frequently not only accepted, but demanded in the
business world.

The business of moving parcels and letters from one place to
another is a very manual, labor-intensive operation.
Traditionally, technology has played a very limited role in posts,
with its most common area of application being in the sorting
and classification areas. Hybrid mail - where a sender gives the
postal provider electronic information and then the post prints,
envelopes, and delivers it using traditional mail - is a first
attempt to use electronic means to improve the delivery of postal
services. In the last decade, we have witnessed the advance of
electronic mail as a means to transfer information from senders
to receivers in a more efficient and effective manner, bringing
quantifiable benefits to postal operators.

The main benefits of electronic mail fall into two primary cate-
gories: cost and time. From a cost perspective, electronic mail is
less expensive than traditional mail. Take into consideration fixed
costs (hardware and software equipment for electronic mail, ver-
sus trucks, facilities/plants, tools, etc., for traditional maill, and
variable costs (people and maintenance); electronic mail is a more
attractive proposition. Then there is the matter of time. There is no
doubt that electronic mail is faster and more efficient than tradi-
tional mail. Furthermore, it is independent of a recipient’s location

that would eliminate the need to take into consideration address
changes (permanent or temporary).

CHALLENGES

The movement towards electronic services is not an easy one for
many posts. Historically, postal operators are businesses with
tremendous experience in handling physical objects, but are far
from being technology savvy. Although the technology required to
implement electronic mail services is available, there are other
issues at stake, such as how to guarantee the Universal Postal
Service, security policies/procedures, and workforce anxiety.

Universal Postal Service

One variable that remains constant for posts is the fact that uni-
versal postal service is still a requirement. The mandate for uni-
versal postal service poses challenges for electronic mail services
due to one slow-moving challenge - household Internet penetra-
tion. Physical locations (for mail delivery), have always been a
requirement; however, there is no obligation (legal or moral) for a
person to have an electronic address. The best that can be done is
to provide the right incentives to promote access to the Internet.

Security Policies/Procedures

Another challenge to electronic mail concerns security policies
and procedures. How can posts assure that the right mail has
been delivered to the right person? Although this may seem a
simple question, providing the correct answer is not a simple mat-
ter. Think about traditional mail: Do letters always get to the right
person? This is an assumed fact even for certi-
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fied mail. Postal carriers deliver letters to
addresses where it is assumed people on the
face of the envelope live. For certified mail, car-
riers deliver mail to anyone at an address who
identifies himself or herself as a relative or
friend of the person on the face of the envelope.
Electronic communication tends to be more
restrictive; however, experience proves other-
wise. Electronic signature is used to guarantee



that messages from electronic addresses belong to a specific indi-
vidual. But who guarantees the person reading it is the intended
recipient? Little has been gained in this area.

Workforce Anxiety

As the paradigm shifts, and posts move from a manual to a tech-
nical framework, there are direct impacts to the workforce. The
skills and capabilities required to handle electronic mail are radi-
cally different from those required to handle physical mail.

Future Model

Classification

Current Model

Distribution

Physical Physical ———————— Physical

Electronic ———» Electronic': Electronic

@ Traditional Mail
@ Telegrams
@ Hybrid Electronic Mail

THE POSTAL ENVIRONMENT

are limited, e.g., proof of delivery, proof of arrival at face location
(change of addresses usually are not allowed). Electronic mail
opens a whole new set of possibilities since it is ubiquitous, paper-
less, quick, flexible and can be read from anywhere in the world.
All change can be seen as a threat or as an opportunity for

improvement. Successful companies work under the later premise
while failures embrace the former. Setting up the proper infra-
structure to support electronic mail services opens up a whole new
horizon for value added services. In the end, postal operators move

(VG CLIAYLLEN | Future Model
| Admission

Physical

Distribution

» Physical g ; Physical

Electronic ——  Electronic Electronic

@ Traditional Mail
@ Telegrams
@ Hybrid Electronic Mail

| Value-Added Services |

FIGURE 1 Future model for value-added services enabled by Electronic Notifications Delivery.

Consider the percentage of people who work in back-office
processes at a post. In a regular postal operator about 50 percent
of the workforce belongs to the mail division (classification, sort-
ing, and delivery). Furthermore, this workforce is highly unionized,
and unions have a say in postal strategies. Electronic mail usage
is clearly reducing the volume of letters sent through the postal
network. Even though the volume of parcels is growing, the num-
bers do not support the need for the same amount of postal
employees. Some of these displaced employees can be moved to
different positions within a post, but few posts have actually
undertaken restructuring efforts because it is an uncomfortable
activity. Take a person who has been delivering mail for a few
years, whose main responsibility has been to drive a truck and
deliver mail to houses. Now try moving this person into a cold
room full of servers. The probable response is known to all of us -
stampede. Thus, changing the basic skill profile of the workforce
representing half the company is not an easy task. Although to
survive in the electronic mail era, it must be accomplished.

ELECTRONIC NOTIFICATION DELIVERY

A particular area of interest in the electronic mail services field is
electronic notifications. By way of definition, END is the act of
delivering government information that is a part of an official
process to a specific concerned citizen. For example, when a state
traffic department electronically communicates that you have got-
ten a ticket. You will receive a photograph of your infraction, the
actual ticket, and additional payment information. As it can be
perceived, as with traditional mail notifications, additional services

information in a physical format back and forth - a letter gets to a
destination and a proof of delivery goes back. Furthermore, the
electronic age is not restricted to computers. Access to the Internet
is not only possible through computers, but also through PDAs,
telephones, TVs, etc. Although parcel delivery can never be re-
placed by electronic means, it is certain that the mail process to
deliver physical goods can be improved by electronic means.

The specific legal features of electronic notifications require
responsibilities that many electronic mail providers do not want to
provide, or cannot provide. Of all the different types of electronic
mail services, electronic notifications delivery presents the best
opportunities for postal operators. Given the legal requirements
under which notifications operate, there is an opportunity to
restrict this service to government postal operators.

Consider the needs of the sender in electronic notifications. Of
all requirements, the most important is the need to get the notifi-
cation to the intended recipient. This could be accomplished in a
myriad of different ways, such as sending alerts to mobile phones
informing the recipient that a notification has been delivered;
downloading the notification to a PDA; and sending a short,
informative message via email.

If the government could deliver all notifications in electronic for-
mat, it would mean great savings. The postal operator could be
responsible for delivering all notifications to the respective citi-
zens, through either electronic or physical delivery, depending on
the recipient selection. This idea is a variant of hybrid mail, which
is an operation that is already in process in quite a few countries.
This is one example of value-added services that could be easily

www.postalproject.com 3
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implemented. It is an excellent way to launch END services that
would help society (government agencies, citizens, and enterpris-
es) in a cost-effective manner.

From the recipient point of view, electronic notifications are ubig-
uitous, which in itself is a great advantage. Other value added serv-
ices could depend on the nature of the notification. For instance, if
a notification requires the recipient to send documents back to the
sender, an automated secured reply could be generated so this can
be done automatically. If the notification informs an individual that
an appointment is required, an applet could be launched that
would allow the recipient to indicate their availability based on their
schedule. All kinds of applications, which in the traditional postal
world were unthinkable, are now possible.

Speed to deliver is a metric that is measured for all types of mail.
Measuring the cycle of a notification, however, is somewhat differ-
ent. In this case, a notification is sent, a proof of arrival is delivered,
each notification has a waiting period at the delivery unit which
varies from 10 to 30 days one or more times; finally, if delivered,
the information on the recipient is sent back. If delivery was not
possible, the notification is sent back. Allin all, the time to process
a notification (from the moment the government application gener-
ates the notification to the point when confirmation is received as
to whether or not the notification was received by the intended
recipient) is rarely less than a month, in a best-case scenario.

4 Pushing the Envelope

Electronic notifications play under a totally different set of stan-
dards. Other than the waiting period, which is mandatory, the
remaining operations are done instantly and the information trav-
eling back and forth minimized. This is a much more effective and
efficient way of doing business. From a cost perspective, deliver-
ing an electronic notification is a fraction of the cost of regular
mail - savings that is split between the postal operator (logistics
savings) and the sender (process savings and logistic savings).

SUMMARY

Current legislation that applies to regular mail does not always
take into account electronic flows of information. Therefore, and
depending upon the said country’s legal constraints, it will be nec-
essary to set up new or update existing laws to support this frame-
work. Issues such as electronic signature, information flow, and
infrastructure provider must be taken into account when modifying
or creating the laws governing this industry. Delivering a mail mes-
sage is done by a myriad of private services; however, delivering a
formal government message that would hold in court requires
much more legal support which must be developed. Postal opera-
tors, government agencies, and citizens alike, would benefit from
advances in the area of electronic notifications delivery. It is up to
individual posts to weigh the benefits and risks of moving into
electronic mail services.



O CASE STUDY

Poste ltaliane:

Introduction

Of Government Services

This case study explores Poste Italiane’s decision to move from the role of a carrier
to the role of a service provider in the Italian government sector.

Giuseppe Pantano, Laura Mattei, and Vittorio Delmonte
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Poste Italiane is the top employer in Italy in terms of number of
employees (over 155,000), and one of the top 10 in terms of revenue
(over €7.4 billion). Poste Italiane is considered the main distribution
network in Italy, with its 14,000 postal offices spread out over the
entire Italian territory (over 1 million contacts per day), 13 call cen-
ters with 1,200 people employed (over 75,000 contacts per day), mail
delivery (4 million contacts per day], Web site (www.poste.it], etc.
Poste Italiane is seen as a major part of the country’s infrastructure
and is one of the main citizen contact structures.

Poste Italiane intends to capitalize its unique distribution net-
work (physical network and customer contact channels), and its
assets (postal and financial services), to become the ltalian
Government Office’s preferred partner and delivery channel for
government-related services.

THE CHALLENGE

Poste Italiane is facing new business challenges as a result of the
elimination of monopoly barriers and the growing market compe-
tition. New competitors are entering this mature market with
decreasing revenues in traditional mailing services. It has become
increasingly necessary for posts to differentiate their market
offerings with new services that address evolving customer needs
while still leveraging the post's main assets. Poste Italiane can
leverage a very widely distributed retail network, which can be
used to offer its clients the most impressive front-office capability
in the country, with daily contact with virtually every family. Such a
widespread retail and postal carrier network, however, can be
seen as a cumbersome burden to carry, generating fixed costs
that have to be turned into a profitable investment.

It was becoming necessary for Poste Italiane to differentiate its
market offering with new services that address evolving client
needs and leverage the current core assets. Poste Italiane saw the
opportunity to take advantage of government budgetary con-
straints and the decision by the government to move toward non-
strategic process outsourcing. The
[talian government is currently facing

GIUSEPPE PANTANO is the chief of mail division of Poste Italiane, where he is responsible for
launching new mail products. In his 30 years at Poste Italiane, he has acquired a deep expertise in

mail operations, planning and control, and IT.

LAURA MATTEI is the marketing director for the mail division of Poste Italiane. Her responsibilities
include identifying new market needs and the products and services to meet these needs.
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the challenge to set up an e-govern-
ment capability in line with what the
citizens of the sixth-largest economy
in the world expect, and at the same
time avoid creating a digital divide
among residents.

While setting up these e-govern-
ment capabilities, the government
realized it had to provide services



through multiple channels and guarantee a delivery of whatever

physical outcome the service has (i.e., requesting a passport

requires delivering a passport). Creating such a physical network
could be an impossible task within the boundaries of the budget.

Poste Italiane is the natural provider of this physical network and

delivery capability to the government, as this allows Poste to fill

its network capability to provide services and allows the govern-
ment to buy these services at a competitive price.

To respond to the challenges of differentiating its market offer-
ings and generating profit through a fixed-cost network, Poste
[taliane decided to move from the role of carrier to a role of serv-
ice provider. This transformation includes:

e Definition of new value-added services integrated with business
processes currently provided under a monopolistic market,
which drives revenue growth and a better workforce utilization;

e Integration with customers’ processes, which leads to stronger
customer loyalty;

e Investments in the IT infrastructure to enable integration and
service-providing capabilities; and

e The need to re-qualify part of the workforce in order to
increase performance and enable redeployment to higher-
value-added activities.

THE SOLUTION
To move into the role as a government service provider, Poste
Italiane set up different typologies of new value-added services,
integrating the end-client (i.e., government, utility companies,
etc.) business processes with its own postal and financial servic-
es. This integration was enabled by the adoption of innovative
technology architectures. These architectures are mainly based
on an extensive use of Web-based applications, integrated with
Poste Italiane’s back-office legacy systems and directly available
to customers or integrated with customers” applications. The use
of imaging technologies has helped reduce paperwork in all serv-
ices provided, creating electronic files where the image of original
documents is readily available to customers.
Some of the main new services provided to Italian citizens
through Poste Italiane include:
¢ Integrated notification services: This service manages the
entire government official communications process (200 people
involved, more than €40 million turnover per year);
¢ Management of immigration permission requests: (200 people
involved, 700,000 requests processed, more than €40 million
turnover);
Improved mail services: This includes tracking of the delivery
outcome, payments management, data elaboration, reporting,
etc.; and

e Citizen interaction services: On behalf of government agencies
and third-party utility companies, the post office becomes a sin-
gle point of contact for the citizen for managing administrative
cases and issues (e.g., passport request/renew).

These new services have necessitated the setup of shared service
centers to act as primary points of contact for various public
administrations (police forces, local municipalities, etc.) for notifi-
cation, payments, and communication services.

Post offices and postal carriers act as a front office for citizens,
while all the data management workload is mainly concentrated
in the service centers, to avoid overloading the peripheral struc-
tures, which continue to be focused on traditional mail and post-
bank services.

A main benefit of this solution has been a reduced pressure on
government offices for direct interaction with citizens. Since many
interactions have been directed to the more widespread postal
network, there has been an increase in the service level and cus-
tomer satisfaction and a reduced number of government officials
involved in low-value-added administrative activities (such as data
entry), since these tasks have been turned to specialized services
centers. Poste Italiane is also acting as an integrator among dif-
ferent government agencies in cases where multiple parties are
involved. In a situation in which jealousy among agencies may
have reduced chances of easy communication, the perceived neu-
trality of Poste Italiane facilitates streamlined collaboration.

The outcome of this collaboration between Poste Italiane and
the government has resulted in an increase in revenues amount-
ing to approximately €80 million in 2002.

CONCLUSION

Poste Italiane recognizes that, within the next few years, all postal
services will be liberalized. In order to position itself well in a lib-
eralized marketplace, Poste Italiane’s strategy is to leverage its
current assets (e.g., distribution network] to offer new value-
added services that the government wishes to outsource (to
reduce its own operating costs).

Poste Italiane has introduced several successful services, which
have generated significant economic results in terms of revenue
and return on investment. In addition, Poste Italiane has recog-
nized additional benefits, such as increased value of basic postal
services, effective reutilization of personnel, and increased mar-
ket awareness and positioning.

Poste Italiane has obtained a strong market reputation in the
government services area and is now able to position itself as a
reliable partner for private and public customers in innovative
communication, delivery, and payment services.
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O CASE STUDY

Driving Innovation Through
New Products and Services

La Poste developed an innovation strategy to develop new products and services
based on the opportunities presented by new technologies.

Nathalie Andrieux
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La Poste is a public entity owned by the French government.

As Europe’s No. 2 postal operator and the fourth-ranking post
worldwide, La Poste achieved €17.33 billion in revenue in 2002. La
Poste operates in three core business sectors:

 Mail (59 percent of its 2002 turnover);

e Express/parcels (18 percent); and

e Financial services (23 percent).

These activities are delivered by Europe’s most widespread and
most dense local service network, with approximately 17,000
customer outlets in 11,000 cities and towns and approximately
100,000 postal carriers distributing mail and parcels six days a
week in around 71,000 daily deliveries.

In response to increasing industry pressures, and the opportuni-
ties provided by new technologies, postal operators have been

planning and developing a range of e-postal initiatives. In 1998, La
Poste created a new department charged with innovation and new
product/service development in the “e-postal” business area. This
department was recently renamed Dides: Direction de 'Innovation
et du Développement des e-Services.

CLIENT CHALLENGES

Since 1997, the first challenge for La Poste was to create a new

division with employees dedicated to the development of products

and services based on the use of new technologies. Initially, the

mission of this division was to:

e Ensure internal and external intelligence around products and
services using new technologies;

e Conduct research and development for new “e-services”;

e Facilitate the use of new technologies by postal carriers; and

e Develop the venture capital activity.

This new structure was built with a strong top management
sponsorship and a leader was put in charge of the startup of the
new division. The growth of the Internet was a catalyst for the
launch of this new structure. In addition, La Poste Sofipost created
subsidiaries and affiliates of the Sofipost holding company, to
support this effort, by focusing on the development of new mail
technologies and services.

Since 1998, La Poste developed several initiatives around e-postal
services, in cooperation with the three core business sectors of La
Poste. The goal was to bring these new initiatives to market with the
objectives of fulfilling universal service obligations and increasing
profitability. The idea was to use the organization in charge of the
development of new products and services as the innovation and
incubation organization. As soon as the products/services grew to the

NATHALIE ANDRIEUX is the division manager of the innovation and e-services development division
of La Poste (Dides). Mrs. Andrieux is in charge of the design and implementation of La Poste’s
high-tech strategy by developing new services with the help of new communication and information
technology. Prior to her position at La Poste, she held several positions at Banque Populaire.
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right level of maturity, either the core
activities put them in their offer range,
or, a new subsidiary under the Sofipost
holding company could take over
product development/management.



In early 2003, a new management team refocused the mission

and reorganized Dides with four main goals:

e Align the mission of Dides with the mission of La Poste;

¢ Review the existing portfolio to align it with the mission;

e Involve the business divisions in the innovation and new product
development processes; and

* Re-engineer the innovation and product development
processes.

Dides is well on its way to achieving these goals, and has rede-
fined a strategy aligned with the new 2003-2007 contract between
La Poste and the French government.

THE SOLUTION
La Poste is very active in developing new services and products
based on the use of new technologies. Several initiatives are
currently operated within the Dides division, while others are
operated by either the business division or by Sofipost sub-
sidiaries companies.

The services in Dides are currently split into two main
categories:
e Promotion and online services; and
e Security of exchanges.

The main services that are already developed and are currently
managed by the Dides division include:

Promotion and Online Services:

e Cyberposte is an Internet-enabled kiosk available in post
offices. It allows easy access to the Internet for all citizens with
a smart card, who do not have a personal computer with access
to the Internet. There are currently 100,000 customers using the

registered on Laposte.net. A similar service targeted at
professionals, called Lapostepro.net, is under construction.

Security of Exchanges:

PostECS is targeted at enterprises that require a secure
exchange of documents via the Internet. PostECS, which
was developed jointly with the USPS and Canada Post,
provides secure document mailing through the Internet,
and allows the sender to track the sending steps. In 2002,
there were 14,000 transactions across 40 clients.

Hybrid registered and full electronic registered mail will be
launched in 2004, leveraging several existing components of the
overall e-service offerings.

In addition to the services provided by Dides, several electronic
services in the direct marketing and CRM space are provided by
the subsidiaries of Sofipost. The main companies dealing with
e-postal services are:

* Aspheria (www.aspheria.com): Management of all

the document value chain from the editing to the archiving.
* Maileva (www.maileva.com): Hybrid mail service.

e Mediapost (www.mediapost.fr): Proposes combination of geo-
marketing and e-mail marketing.
* Selisa (www.selisa.fr): OCR at industrial level.

CONCLUSION

Like many postal operators, La Poste has defined a strategy
and an organization to develop new products and services
based on the opportunities offered by new technologies.
Although the path to profitability and growth is not easy to
find, La Poste has demonstrated its capacity to innovate and
bring to market a large panel of products and offerings to

Through its experiences, La Poste has gained valuable insight
into how to select, develop, test, market, and eventually retire

new products and services.

900 Cyberposte kiosks distributed across the French territory.
Dides has transferred the management of Cyberposte to the
counters division since the beginning of 2004, given the maturity
of this offer.

Cyberkiosque is an Internet-enabled kiosk, targeted at local
administrations. With Cyberkiosque, local administrations
could access the Internet on a high-speed connection via
satellite. This program is currently in deployment to connect
to distant sites.

Laposte.net is an electronic mailbox targeted at individuals.
Functionality includes a free mailbox with personal email

address, forums, discussion groups, e-postcards, research
capabilities, etc. There are currently 3.3 million addresses

their various customers. Through its experiences, La Poste
has gained valuable insight into how to select, develop, test,
market, and eventually retire new products and services.

At the October 2003 Post Expo in Brussels, M. Bailly, CEO of
La Poste, stressed the importance of new technologies: “The
integration of new technologies into its various activities must
allow La Poste to be tomorrow’s main French player on the
e-commerce market.”

The target is set and the teams are in place to face this chal-
lenge with the benefits of five years of experience. The challenge
will be to integrate the business divisions in the development
process, specifically the mail division, which faces major trans-
formation in the coming four years.
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La Poste is a public entity owned by the French government.

As Europe’s No. 2 postal operator and the fourth-ranking post
worldwide, La Poste achieved €17.33 billion in revenue in 2002. La
Poste operates in three core business sectors:

 Mail (59 percent of its 2002 turnover);

e Express/parcels (18 percent); and

e Financial services (23 percent).

These activities are delivered by Europe’s most widespread and
most dense local service network, with approximately 17,000
customer outlets in 11,000 cities and towns and approximately
100,000 postal carriers distributing mail and parcels six days a
week in around 71,000 daily deliveries.

In response to increasing industry pressures, and the opportuni-
ties provided by new technologies, postal operators have been

planning and developing a range of e-postal initiatives. In 1998, La
Poste created a new department charged with innovation and new
product/service development in the “e-postal” business area. This
department was recently renamed Dides: Direction de 'Innovation
et du Développement des e-Services.

CLIENT CHALLENGES

Since 1997, the first challenge for La Poste was to create a new

division with employees dedicated to the development of products

and services based on the use of new technologies. Initially, the

mission of this division was to:

e Ensure internal and external intelligence around products and
services using new technologies;

e Conduct research and development for new “e-services”;

e Facilitate the use of new technologies by postal carriers; and

e Develop the venture capital activity.

This new structure was built with a strong top management
sponsorship and a leader was put in charge of the startup of the
new division. The growth of the Internet was a catalyst for the
launch of this new structure. In addition, La Poste Sofipost created
subsidiaries and affiliates of the Sofipost holding company, to
support this effort, by focusing on the development of new mail
technologies and services.

Since 1998, La Poste developed several initiatives around e-postal
services, in cooperation with the three core business sectors of La
Poste. The goal was to bring these new initiatives to market with the
objectives of fulfilling universal service obligations and increasing
profitability. The idea was to use the organization in charge of the
development of new products and services as the innovation and
incubation organization. As soon as the products/services grew to the
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right level of maturity, either the core
activities put them in their offer range,
or, a new subsidiary under the Sofipost
holding company could take over
product development/management.



In early 2003, a new management team refocused the mission

and reorganized Dides with four main goals:

e Align the mission of Dides with the mission of La Poste;

¢ Review the existing portfolio to align it with the mission;

e Involve the business divisions in the innovation and new product
development processes; and

* Re-engineer the innovation and product development
processes.

Dides is well on its way to achieving these goals, and has rede-
fined a strategy aligned with the new 2003-2007 contract between
La Poste and the French government.

THE SOLUTION
La Poste is very active in developing new services and products
based on the use of new technologies. Several initiatives are
currently operated within the Dides division, while others are
operated by either the business division or by Sofipost sub-
sidiaries companies.

The services in Dides are currently split into two main
categories:
e Promotion and online services; and
e Security of exchanges.

The main services that are already developed and are currently
managed by the Dides division include:

Promotion and Online Services:

e Cyberposte is an Internet-enabled kiosk available in post
offices. It allows easy access to the Internet for all citizens with
a smart card, who do not have a personal computer with access
to the Internet. There are currently 100,000 customers using the

registered on Laposte.net. A similar service targeted at
professionals, called Lapostepro.net, is under construction.

Security of Exchanges:

PostECS is targeted at enterprises that require a secure
exchange of documents via the Internet. PostECS, which
was developed jointly with the USPS and Canada Post,
provides secure document mailing through the Internet,
and allows the sender to track the sending steps. In 2002,
there were 14,000 transactions across 40 clients.

Hybrid registered and full electronic registered mail will be
launched in 2004, leveraging several existing components of the
overall e-service offerings.

In addition to the services provided by Dides, several electronic
services in the direct marketing and CRM space are provided by
the subsidiaries of Sofipost. The main companies dealing with
e-postal services are:

* Aspheria (www.aspheria.com): Management of all

the document value chain from the editing to the archiving.
* Maileva (www.maileva.com): Hybrid mail service.

e Mediapost (www.mediapost.fr): Proposes combination of geo-
marketing and e-mail marketing.
* Selisa (www.selisa.fr): OCR at industrial level.

CONCLUSION

Like many postal operators, La Poste has defined a strategy
and an organization to develop new products and services
based on the opportunities offered by new technologies.
Although the path to profitability and growth is not easy to
find, La Poste has demonstrated its capacity to innovate and
bring to market a large panel of products and offerings to

Through its experiences, La Poste has gained valuable insight
into how to select, develop, test, market, and eventually retire

new products and services.

900 Cyberposte kiosks distributed across the French territory.
Dides has transferred the management of Cyberposte to the
counters division since the beginning of 2004, given the maturity
of this offer.

Cyberkiosque is an Internet-enabled kiosk, targeted at local
administrations. With Cyberkiosque, local administrations
could access the Internet on a high-speed connection via
satellite. This program is currently in deployment to connect
to distant sites.
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capabilities, etc. There are currently 3.3 million addresses

their various customers. Through its experiences, La Poste
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At the October 2003 Post Expo in Brussels, M. Bailly, CEO of
La Poste, stressed the importance of new technologies: “The
integration of new technologies into its various activities must
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The target is set and the teams are in place to face this chal-
lenge with the benefits of five years of experience. The challenge
will be to integrate the business divisions in the development
process, specifically the mail division, which faces major trans-
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The Address as an Asset

Addresses are a key asset that provide competitive advantage and
are critical to the success of keeping the mail relevant.

Leigh-Anne Stanton, Robert Leighton, and Mark Lambert

There has been much discussion around the declining relevance
of physical mail as options for electronic substitution continue
to develop and take hold in the market. This, in turn, has created
a discussion around how posts can keep the mail stream rele-
vant. This article will look at how success in keeping physical
mail relevant might be linked to keeping the physical address
relevant. Most posts use address data primarily to support the
fulfillment aspects of the business by enabling operations to
effectively sort and deliver the mail. As mail volume starts to
decline and these organizations look to identify new revenue
streams, it is time to view addresses as a valuable asset and
look for ways to leverage it.

IN THE PAST
The physical address has historically been the fundamental
enabling element required by posts around the world to establish
a strong, reliable, heavily used physical infrastructure for the
delivery of messages, goods, and commerce both domestically
and internationally. Most posts have invested heavily in defining
addressing standards - postal code (or ZIP code] systems exist in
almost all countries, along with applications and processes for
maintaining high degrees of address accuracy.

In addition, postal codes (or ZIP codes) have become common-
place in society, and are used for several purposes outside of their
original intent of supporting the effective, efficient delivery of mail.

For example, postal code information is often used to help gather
demographic information, to bundle consumer purchasing habits,
to identify a key location, or to determine delivery territories.

THINGS HAVE CHANGED

Today, however, despite its historical importance, the address, like
the mail, is facing some serious competition as consumers, busi-

nesses, and governments continue to expand their use of Internet
and mobile technologies.

A person’s home telephone number, business telephone num-
ber, cell phone number, work email address, home email address,
instant messenger accounts, personal Web sites, etc., all present
alternative addresses for an individual, as well as for businesses
and governments.

At the same time, postal code (or ZIP code) systems are becom-
ing less and less relevant as character recognition technology
improves. The physical address is beginning to stand on its own.

LIVING IN A NEW REALITY
So how does the physical address stay relevant in the face of this
new and ubiquitous set of alternatives? The answer is to focus on
the competitive advantage of the physical address, and to merge
the physical address with other key data sets and methods of
reaching the consumer.

The competitive advantage of the physical address over other
address alternatives is that it represents where
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Canada Post. Ms. Stanton has been with the organization for 20 years and is currently
heading the transformation of Canada Post’s address management function.
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a person lives or where a business is located.
This strong connection to geography is some-
thing an email address or a URL to a personal
Web site does not have. This link to geography
is one of the keys to enabling address data to
be merged with other data sets, and enables
the grouping of addresses. For example, it's far
easier and often more relevant to consider
grouping all the addresses within a postal code
(or ZIP code) for the purposes of analysis, tar-
geting, or service provision, than it is to group a
series of email addresses.



LEVERAGING ADDRESS DATA AS AN ASSET

For the most part, collection and maintenance of address data is
viewed as an enabler for internal mail operations rather than a
customer-facing asset that can drive revenue. Historically,
address data has been freely distributed by posts or priced at less
than market value in order to improve mail quality. Other compa-
nies have been able to leverage the address data to create rev-
enue-producing solutions - as accurate addresses have significant
value to mailers. Not only does the correction of inaccurate
addresses allow mailers to avoid unnecessary costs related to
printing, mail preparation, postage, and delivery, but it allows for
deliveries to be made to the correct person the first time, thereby
improving satisfaction.

And the value of the address increases considerably if it is
merged with other key data sets and methods of reaching and tar-
geting specific audiences. Mailers place high value on address
lists that have been matched to demographics, psychographics,
and/or credit bureau data. By associating physical and electronic
addresses to the information that describes the consumer, posts
may be able to enable such capabilities as providing email
addresses within a given geography and demographic group.

A recent study in the United States has shown that a low per-
centage of consumers expect personal correspondence in their
next mail delivery. In fact, this percentage is significantly lower for
younger consumers. Consumers are no longer drawn to their
mailboxes expecting to find a letter from a friend. Today’s con-
sumer knows that the vast majority of content in their mailbox will
be bills and advertising, yet they continue to frequent the mailbox
as part of their daily routine.

Campaign
Planning

\)\

Extend Reach across the Value Chain

Mail

Design

THE POSTAL ENVIRONMENT

In examining the different types of physical mail, it is clear that
social correspondence via the mail gave way to business mail long
ago. Communication volumes continue to be eroded by business
practices that are enabled by electronic medium. However, con-
sumers continue to shop from home and use advertising mail to
assist in their buying decisions. The volume of advertising mail
continues to grow even though it is in competition with other
channels. Direct mail sales still exceed Internet sales by a wide
margin, making it a clear growth opportunity for most posts.

However, today’s sophisticated consumer also wants advertising
mail that is relevant. By leveraging the physical address, posts can
enable capabilities that allow advertisers to effectively locate their
potential customers and provide them with timely and relevant
information to assist them in their buying decisions.

POTENTIAL BUSINESS MODELS

Posts are well positioned to take advantage of the growth in the
advertising market. They have a valuable address repository asset
and play a key role in the distribution of advertising mail. In order
to fully realize this opportunity, posts must make a concerted
effort to extend their reach into this marketplace by further
embedding themselves in the direct mail value chain. They can
either develop deeper data management capabilities or pursue
opportunities across the value chain.

Several posts have developed address validation and correction
services that allow mailers to have their mailing lists validated for
proper addressing. Posts can expand their data management
offerings by adding an address-targeting capability that adds value
to mailers by enabling targeted address lists filtered by demo-

)

Induction

Print

Prep/
Presort

Response
Mgmt

FIGURE 1 This graphic depicts the options posts have for expanding their presence within the direct mail value chain.
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graphics, psychographics, and/or credit bureau data. For example,
Deutsche Post Direkt partnered with two other companies to offer
mailers targeted address lists that are not only accurate, but can
be segmented based on socio-demographic data (e.g., age brack-
et, family status) and consumer data [(e.g., automobile prefer-
ences). These address lists are based on point-of-call data that
include almost every residential address in Germany. To protect
people’s privacy, these address attributes have been pooled into
microcells of German households that are within a geographic
proximity based on the assumption that individuals with similar
purchasing and behavior patterns live in similar areas.

Much of what happens next
wWill likely be decided in the
court of public opinion.

Posts can further enhance their data management capabilities by
merging the address data with consumer preferences. For exam-
ple, posts can collect consumer preferences through surveys.
Individuals consenting to complete the survey can be matched with
an accurate address. The resulting preference database can then
be used to rent targeted lists to direct marketers. GeoSpend Direct,
a wholly-owned subsidiary of Australia Post, offers a range of con-
sumer-list rental and customer-profiling services to businesses.
Since 1997, GeoSpend Direct has distributed semiannual lifestyle
surveys to three million Australian households and has established
a preference database of over two million Australians who have
voluntarily provided up to 200 pieces of information about them-
selves and their preferences.

Posts also have the alternative of expanding their reach across
the direct mail value chain. They could create an innovative one-
stop shop for outbound and inbound mail solutions, ranging from
direct mail campaign management to mail induction and response
management. Royal Mail has entered the direct mail market and
has developed an online service that competes in certain parts of
the direct mail value chain, including campaign planning services,
mail-piece design services, printing/mail prep/pre-sort services,
and induction services. Royal Mail refers companies to a partner
company for database management and list hygiene services.

Of course these business models are not mutually exclusive.
Posts can maximize their revenue opportunity both by expanding
their reach across the value chain, and developing deeper target-
ing capabilities such as database management or list hygiene.
Posts can provide a one-stop shop that includes targeting services
(addresses and preferences) and direct mailing services. Vicindo, a
subsidiary of De Post-La Poste, is one example of this strategy.
Vicindo manages the complete value chain for the direct and
e-marketing channels, including services ranging from the collec-
tion, analysis and enhancement of data, to the creation and pro-
duction of the message, delivery, and follow-up.

4 Pushing the Envelope

CHALLENGES

How far postal administrations go in pursuing any of the business
models presented here will depend, in large part, upon their
shareholders. There is little doubt that most postal administra-
tions will extend their reach into the advertising market in search
of new revenues. However, in order to realize the full value of this
opportunity, posts will find themselves in a competitive market
pitted directly against some of their current customers.
Competitors may focus on the post’s perceived abuse of a monop-
oly position and lobby governments for relief.

Privacy is another key concern for many posts. Through a rich
history, posts have developed their brand as trusted intermedi-
aries. It is this heritage of trust that presents a significant issue
for posts as they consider whether to exploit address data as an
asset. If they begin to offer addresses to direct marketing chan-
nels, will that be seen as violating the trust that has been devel-
oped over so many years? The issue becomes increasingly sensi-
tive as the address becomes merged with other data sets that
describe the consumer, such as their given name, email address-
es, or demographic information.

Much of what happens next will likely be decided in the court of
public opinion. In order to overcome these challenges, posts need
to build consumer trust by proving that they are acting on the
receiver’s behalf by helping them manage their mail and protect
their privacy.

NEXT STEPS

Posts that are not exploring opportunities to exploit the address
asset might want to ask why not. Postal executives need to chal-
lenge their address management groups to make more out of this
opportunity. Some posts may never be able to get too far into the
direct marketing value chain. However, the opportunity is too great
to ignore. Posts need to make a serious effort to capitalize on their
address asset. Steps that can be taken include:

Evaluate the market opportunity. The size of opportunity for
posts is not the same in all markets. Posts need to understand the
market size and growth opportunities within their geographies.

Understand the privacy and legislative restrictions. Privacy
laws vary significantly from country to country as do the mandates
of postal administrations. Posts should seek to understand the
details of these restrictions in order to determine how far they are
allowed to go in leveraging the address asset.

Create focus in the organization. Address management groups
need to be given a mandate that includes marketing and product
development. The posts that are serious about pursuing the
opportunity have moved their addressing functions outside of their
operations organizations.

Commit to a business strategy. Posts should evaluate the busi-
ness models available to them and develop a strategy and commit
to it with appropriate investment.

More and more posts will make efforts to leverage addresses in
order to generate revenue. It is a key asset that provides a com-
petitive advantage and it is critical to the success of keeping the
mail relevant.
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Hybrid Mail at Finland Post

The movement toward electronic communications and the desire to move toward
paper-free offices has propelled the uptake of hybrid mail.

Vuokko Skytta
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Hybrid mail is one of the major electronic services offered by
Finland Post. The idea is based on electronic transfer of high-
volume letter content, which can be prepared, printed, and
delivered in a cost-effective manner. Because of its easy
adoption and integration, hybrid mail has concretely brought
Finnish companies one step closer to paper-free offices.

THE BUSINESS ENVIRONMENT AND
CHALLENGES

Finland Post recognized the importance and potential of IT-lever-
aged postal services in the 1980s. The idea of paper-free offices
was discussed, as traditional mail volumes were predicted to
decrease in future years. This led Finland Post to become actively
involved in developing methods of optimizing the use of electronic

data, centralizing mail flows, and using the same printing
interfaces for different clients.

THE SOLUTION - HYBRID MAIL

The breakthrough innovation was a large-scale hybrid mail
production process. A standard user interface was defined, the
process itself was managed electronically, and standard paper
and envelopes were used. Predefined electronic forms including
logos, payment slips, and bar codes for different customers and
electronic signatures enabled personalization.

The basic solution is a comprehensive service for sending first-
and second-class letters. A customer delivers an ePost letter file
in electronic form to the ePost letter center. Then, the file format
is determined in the planning instructions of the ePost letter,
which is available from the Web page of the Post. The ePost letter
center processes and prints the letters and places them in
envelopes. Letters printed on paper and put into envelopes are
delivered to the addressees in accordance with the general deliv-
ery terms of the Post as part of normal postal delivery.

The customer may send individual letters or several letters at
a time directly to the ePost letter center daily. In addition to the
contents of the letter, an ePost letter can also have printed bar
codes as well as electronic forms designed in advance and
stored on the server of the ePost letter center. ePost letters are
printed on white, perforated or non-perforated A4-sized paper
and placed in envelopes with large windows. Standard material
is included in the prices, and the ePost letter center maintains
acquisition and storage of materials. There are different service
options available in hybrid mail. For example, it can be sent
economy or priority. Other hybrid mail products such as entrance
or transportation tickets are printed
on a special security paper.

VUOKKO SKYTTA is the managing director of Atkos Ltd, which is part of Finland Post group.
Atkos Ltd focuses on providing various e-services in the Finnish market. Vuokko Skytta has had a
long, successful career in Finland Post in various positions; prior to her current role, she was

responsible for the corporate sales function in Finland Post.
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Another value-added service for
hybrid mail is electronic archiving,
with Web browsing to view and
retrieve the sent documents. For



example - a company can send
invoices in electronic form through
the ePost letter center and a recipi-
ent will receive that invoice on paper
in the mail. Web browsing, which is
available as part of the service,
makes the sender company’s cus-
tomer service significantly easier and
improves its quality. With Web
browsing, the recipient’s invoice can
be retrieved quickly and easily, such
as during a telephone conversation
with the recipient. Web browsing is
ideal for companies with offices all
over the country or those in which
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FILED MATERIAL
Electronic filing

e CD ROM
for permanent filing
e WWW browsing for
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ePOST LETTER

e ePOST letter service
package

® Reception of data
® Printing

¢ Enveloping

* Delivery

several people answer customer ¢ Data transfer
queries. The actual permanent file is
available at agreed intervals on a
CD-ROM.

During the 1990s hybrid mail vol-
umes started to grow significantly. In
recent years, the growth has been
strongly leveraged by electronic
communications. Hybrid mail has
been easy to integrate as part of IT
systems, such as financial management
systems; thus it offers companies a
paper-free alternative.

RESULTS

For the sender company, hybrid mail is an easy, reliable, and low-
cost option. There are several financial management and payroll
software solutions that support hybrid mail connection. Since the
early days of hybrid mail, Finland Post has put strong emphasis
on cooperation with software development companies. There are

over 300 software systems with a built-in interface for hybrid mail.

This is one reason behind the success of hybrid mail.

Thanks to high-level automation and standardized process-
es, the treatment of hybrid mail is very efficient. Finland Post
has been able to maintain high quality in both production and
delivery of hybrid mail. Hybrid mail costs are kept low by
offering customers the entire package, including all materials,
production, and postal delivery. Atkos, an affiliate of Finland

¢ Material

RECIPIENT
* Management of Data

FIGURE 1 Hybrid Mail Process

Post, provides the hybrid mail service, including data process-
ing, production, and all material.

The ePost service is highly profitable to Finland Post
Corporation, enabling it to extend cooperation with customers
much more broadly than the traditional postal services. ePost
expands the Post’s role in the service chain and offers the
customer significant savings in materials, labor, and time. In
addition to savings, the customer also benefits from the high
quality both in letter production and delivery. ePost clearly
strengthens the customer-supplier relationship by offering a
total service for customers, from invoicing and wages and all
other communications.

The volume of hybrid mail in 2002 was 63 million letters, and
the volume increased nearly 8 percent in 2003. Thanks to hybrid
mail, Finland Post has a solid base for future development of new
electronic services.

During the 1990s hybrid mail volumes started to grow significantly.
In recent years, the growth has been strongly leveraged by elec-

tronic communications.
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The Evolution of Certipost

With the rise of electronic communications, posts need to define new ways of facing

the challenge of the e-future.

Erik Weytjens and Johan Vinckier
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Over the last several years, electronic communication has seen
enormous growth. The breakthrough of the Internet has resulted in
an electronic substitution effect for postal operators worldwide.
After years of steady growth, postal operators are looking at the
erosion of up to 20 percent of traditional mail volume over the next
five years, according to some sources. Posts need to take this trend
into account in their modernization strategies, which are required to
prepare for the opening of the mail market in the European Union.
In response to a request of the previous government, and in par-
allel with the trend of mail volume reduction, the Belgian Post
decided to position itself to play a role in the new e-world, both in

e-business and e-government projects in Belgium. It became
clear that the interactive element of such an e-project (the online
communication between governments, citizens, businesses, and
institutions) required particular guarantees concerning identity,
authenticity, and integrity of the communication. These properties
are essential when the communication has an administrative or
official character. Guaranteeing these properties is exactly what
all posts currently do with paper-based communications.

In the beginning of 2001, Belgian Post created e-Services with a
mission to support safe, identified, and trusted electronic communi-
cations. An electronic communication platform was developed on
which applications were made available to support several electron-
ic communication flows (B2B, B2C, G2B, G2C, C2C). With the cre-
ation of this subsidiary company, the Belgian Post established itself
as a key player in the Belgian market of electronic communications,
both in the commercial market and e-government arena. The com-
munication platform was marketed under the name “Post box.”

Meanwhile, Belgacom, the local Belgian telecom operator, had
also brought solutions to the market for securing electronic com-
munication. These activities had been concentrated in the area of
business unit e-trust (e.g., certification authority, electronic signa-
tures, digital certificates, etc.). In late 2002, both government com-
panies reached an agreement to bring these activities together in a
50-50 joint venture with the name Certipost. By doing so, a broader
set of electronic services could be offered to the local market.

THE SOLUTION: CERTIPOST

Certipost provides an e-communica-

ERIK WEYTJENS is the CEO of Certipost. Before joining Certipost, he was the director of corporate
development at Seghers Better Technology and general manager for components workshops at
Sabena. Weytjens has a civil engineering degree from Katholic University of Leuven, a Master of
Science degree from Georgia Institute of Technology, and an M.B.A. from INSEAD.

JOHAN VINCKIER joined De Post in May 2000 to lead ICT, the financial post, and as of April 2001,
e-Services (the predecessor of Certipost). As of October 2003, Vinckier is responsible for corporate

operations, ICT, Certipost, procurement, facilities, and real estate.
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tion platform with a set of services
that enables organizations to com-
municate electronically with any cus-
tomer, supplier, citizen, or partnerin
confidence by streamlining informa-
tion flows, automating document
exchange, and securing and certify-
ing electronic communications.



These services can be categorized as ID
services and communication services,
both for individuals and businesses.

Identification Services
With E-Trust
Identification of correspondents is one
of the key challenges of
the Internet. European directives and
Belgian law organize these identification
services (also called public key infra-
structure, or PKI) by assigning them to
trusted third parties. Certipost
(Belgacom E-Trust] has been playing in
this market since 1998.
Today the most important offered
services are:
¢ Electronic identity (E-ID): Certipost provides the digital certifi-
cates for the new Belgian identity card. All Belgians older than
18 will be able to identify and sign digital transactions on the
Internet using this card.
Certified communities: Specific user groups not only want
to identify themselves with their ID information, but they also
want to link data, such as profession, with additional rights and
services. For the moment, Certipost offers ID services for: the
Belgian Notary Organization, the French bar of advocacy of
Brussels, and certain national health service organizations and
hospitals. As such, the E-Trust Trusted Communities package is
the most comprehensive, standard, and flexible outsourced PKI
solution on the market to date.
» Add-on services [Time stamping, notarization): This service
guarantees a specific Internet transaction took place (notariza-
tion) at a specific moment (time stamp).

Identification
Services

E-Trust

E-ldentity (E-ID)
Certified communities

Communication Services With MyCertipost

MyCertipost is a portal with which citizens and small companies

can manage their personal administration simply and effectively.

They can send and receive important correspondence in total pri-

vacy, conduct a number of administrative operations of their

municipality from home, and receive and send registered mail.
The most important services are:

e Electronic counter for cities and municipalities: Certipost has a
contract with 100 cities, of which 20 are operational, to manage
an electronic counter. These counters allow the citizens to inter-
act electronically for many contacts with the registry office.

¢ E-bill and e-salary slip: Large businesses can use MyCertipost
to distribute electronic invoices to their clients (both consumers
and small business), with 100 percent security and legal validity.
They can use MyCertipost to distribute other important mail,
such as salary slips, administrative and official communication,
or insurance documents.

@ertipost

Belgacom & De Post / La Poste

Communication
Services

Communication
Services

MyCertipost Certibusiness

E-counter for cities
E-bill
E-salary slip

E-invoicing
E-supply chain
Retail hub

E-registered mail Pharma hub

FIGURE 1 Certipost Scope of Services

¢ E-registered mail: MyCertipost's electronic registered mail has
the same legal value as traditional registered mail and is cur-
rently the only service of this kind in Belgium.

Communication Services With CertiBusiness
The amount of electronic information exchange between compa-
nies is continuously growing. The typical challenge is to simplify
this communication as much as possible, in spite of different file
formats, communication protocols, etc. Certipost responds to this
market demand and offers a set of communication platforms that
allow organizations to have an electronic exchange of confidential
information with its correspondents that is simple and legally valid.
The most important services offered today are:
¢ E-Invoicing between companies and organizations: Using the
Certipost communication hub, companies can fully, automatically
exchange invoices. CertiBusiness complies with both the techni-
cal regulations of the Belgian Ministry of Finance and is already
compliant with the European directive, which was transposed into
Belgian legislation in January. As a result, CertiBusiness allows
businesses of any size and IT capability levels to invoice electroni-
cally in compliance with legal requirements.
Electronic data exchange in the supply chain: CertiBusiness
helps these companies to focus on their supply chains - not on
technology - by offering best-in-class data transformation, any-
to-any mapping, and robust workflow features, in an ASP model.
Industry specific solutions are also supported.

WHERE IS CERTIPOST TODAY?

Certipost continues to work on the full deployment of its service
offering in the Belgian market and has established sales offices in
the Netherlands and in France. Certipost has connected more than
1,000 companies and government agencies in Belgium and most
other European countries. It is the market leader in e-invoicing in
Belgium and is advising the Belgian government, the Luxemburg
government, and the European Commission on the E-ID.
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High Performance Posts
and Supply Chain

Effective management of processes and networks, essentially applying
supply chain best practices, is critical to achieving high performance.

Brian Moran and Jaime Ferrer

Postal organizations face an increasingly competitive environment,
where delivering stakeholder value is as important as demon-
strating shareholder value in the private sector. To succeed and
achieve peak performance in this environment, postal organiza-
tions need a comprehensive, efficient supply chain they can rely on
to deliver a high level of service, and to collect the data needed to
support business decisions.

To achieve high-performance levels, postal organizations must
transform their supply chains to support their organizations in
three areas: infrastructure, planning, and execution. The right
supply chain design can help them increase their revenue,
decrease their operating costs, and maintain an infrastructure
capable of meeting service requirements, with the flexibility to
scale as demand dictates. Accenture draws on its global experi-
ence generated from working with 30 postal organizations around
the world and cross-industry supply chain expertise to help posts
transform their operations achieve high performance.

INFRASTRUCTURE

The infrastructure strategy must be aligned with a postal organi-
zation’s business goals. This alignment requires making long-
term decisions about capacity, physical locations, and the associ-
ated visibility into this network.

For instance, a postal facility may process two million pieces of
mail daily, but the local distribution volume may fluctuate by 55-
60 percent on any given day, requiring overtime processing the
mail. Overtime can be costly and can create a stressful work envi-
ronment for postal employees.

Network optimization enables postal organizations to maximize
the benefits of facility location and size, automation, staffing, and
transportation capacity. Optimizing the network enables a postal
organization to increase utilization of capacity and align fixed
infrastructure costs (e.g., number of plants, ownership structure,
automation investment, full-time labor and transportation fleet)
with the lower end of demand. The ideal design results in a net-
work that is flexible enough to handle mail volume peaks, but
does not permanently carry the costs of handling those peaks.
Flexible labor resources, part-time resources, outsourcing, and
spot-buy transportation capabilities can be used to complete
network optimization.

Visibility into the operations of the network is a long-term
strategic decision typically enabled by technology solutions. The
visibility strategy is effectively a choice of decentralized,
autonomous operation versus a centrally standardized operation.
One of the ironies in the postal industry is the gap between the
incredible scale of the supply chains and the limited amount of
information regarding these supply chains. Most of the postal
industry has been hesitant to make the investments in visibility
technology, such as bar coding and radio frequency identification
(RFID), due to the large entry costs. Without visibility technology,
management is operating by line-of-sight and/or reactively.
Visibility technology is a long-term investment that provides infor-
mation in regard to the operations of the supply chain. It allows
management to actively manage cost and service, and is an
enabler that allows a post to undertake many of the other steps
necessary to become a high-performance post.

BRIAN MORAN is the Global Lead Partner for Accenture’s Postal Supply Chain Practice,
specializing in assisting posts in the design, development, and implementation of supply
chain and logistics business processes and information technology solutions.

JAIME FERRER, based in Barcelona, is the lead partner in Accentures supply chain man-
agement service line in Continental Europe, which includes more than 250 supply chain
professionals working in areas such as supply chain pan-European strategies, integrated
supply chain management, supply chain planning, procurement, manufacturing and
design, e-fulfillment, distribution operations, and fourth-party logistics alliances.
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PLANNING

With the appropriate supply chain infrastructure
in place, a plan can be created that focuses on
highest service and lowest cost, rather than net-
work utilization. Developing a high-performance
operations plan relies on medium- and short-
term forecasts, and understanding mail flow
and routing, operating schedules, and labor
availability. In an environment of decreasing



Description

FIGURE 1 Tools Required for Flawless Execution

mail volumes and increasing automation investments, planning
becomes a vital link between strategy and execution.

Collaborative forecasting is a technique that enables planning for
volume in the network and the individual facilities, and matching
this demand with the ability to process the demand. To create this
capability, organizations must work with their largest customers to
understand their mass mailing schedules, their mail service needs
and then plan for volume fluctuations. For example, the US Postal
Service developed a collaborative forecasting vision involving mar-
keting activities that entices their customers to cooperate and col-
laborate in planning mass mailings. The customer must see the
value in working with the postal organization for collaborative fore-
casting to achieve adoption.

Postal organizations also face higher operating efficiency
requirements. A detailed plan to meet these requirements is
necessary. In Europe, one large post is researching a number of
trial projects to find ways to improve all aspects of its opera-
tions. In one of these trials, they are seeking to apply finite
capacity scheduling principles and software in one sorting
center. Finite capacity scheduling is widely used in processing
and manufacturing companies worldwide. Postal operators
can achieve greater throughputs in their sorting centers and
more efficiently use capital and labor resources by applying
these principles.

THE POSTAL ENVIRONMENT

A staff planning system can enable postal organizations to
react to mail flow, mail routing, equipment availability, and
labor requirements. Pressures, including declining mail
volumes, contributed to the need for the US Postal Service to
build a staff planning system. The USPS worked to develop
and deploy a staff planning system to 10 locations to help
increase labor utilization. The staff planning system suggests
strategies for management to align worker supply with mail
processing demand. By adopting a staff planning system,
postal organizations can achieve potentially significant bene-
fits, including as much as a 7-10 percent reduction in payroll
and associated expenses.

FLAWLESS EXECUTION

In the end, delivering real value to postal customers relies on
flawless execution. Being a reliable postal service provider
requires the ability to execute the plans to meet service and pro-
ductivity targets. The postal organization must have the ability to
make real-time decisions to efficiently process, transport, and
deliver mail.

Flawless execution requires a set of tools and concepts that cre-
ate or support induction management, shop floor management,
delivery management, transportation management, and a network
operations center.

www.postalproject.com 3
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Induction Management

The goal of every post should be to ensure that the product that is
inducted into their network is inducted at the correct point, is
prepared according to standards, is secure, and remuneration has
been received. Accenture has built and implemented tools for
induction management at multiple posts. Core to these tools is the
use of advance notification by the mailers that provide information
about the content, location, and value of their mailings. These
tools have allowed postal operators to become partners with their
major mailers and benefit the mailers by allowing for track-and-
trace capabilities on large-volume mailings. Multiple posts have
also realized revenue by minimizing revenue leakage through
induction controls combined with audits.

Shop Floor Management
The sorting centers within posts offer tremendous opportunity for
service improvement and cost reduction. These centers have typi-
cally been the recipients of large capital investment in the form of
mechanization and automation. This equipment is clearly beneficial
in both productivity and service, but huge opportunities still exist.
The sorting center is usually managed by line of site. Line of site is
effective in small facilities, but degrades significantly in larger
facilities. Consistently throughout the world, the largest sorting
centers are the least efficient, contrary to intuition.

The primary driver to this issue is a lack of visibility for the man-
agement team. Line of sight management is no longer viable, and
these managers often do not have information available to effec-

consistently meeting service goals. Productivity is realized

through the appropriate alignment of routes with carriers and

the daily supervision of carrier hours. The supervision function is
dependent upon limited information when carriers are walking
their routes. Gaining insight into the carrier’s time while en route
can be enabled through simple methods such as route logs or
more sophisticated tools such as GPS trackers. Service is maxi-
mized by ensuring receipt of the mail by the necessary time and
dynamically assigning routes to the carriers. These techniques
can ensure that the carrier function remains a vibrant, competi-
tive advantage.

To help the US Postal Service manage mail delivery, the delivery
operations information system (DOIS) was developed. The system,
which has been deployed to more than 6,500 USPS delivery units,
helps postal management to:

e Deliver mail to households and businesses on a consistent
schedule through an equitable allocation of resources to cover
the daily workloads of each delivery unit;

e Reduce operating costs through improved scheduling and
deployment of letter carriers, based on daily mail volumes and
correctly established mail routes;

e Reduce time spent on route inspections and adjustments by
introducing a mechanism to inspect routes more efficiently and
adjust them accurately; and

e Improve employee productivity and morale through a balanced
distribution of workloads across delivery units and routes.

While the cost of implementing tracking tools can be significant, the
information they provide is an enabler for all types of capabilities
that inevitably result in productivity improvements and higher

service levels.

tively manage. Are my employees productive? Will we fulfill our
service obligations? Plant managers don’t know because they do
not have visibility into the operation. By utilizing tracking technolo-
gies such as RFID or bar coding, visibility into the flow of mail
through the operation can be achieved. Similarly, with detailed
tracking of employee activities, these valuable resources can be
deployed where they add the most value, rather than performing
the same task they performed yesterday. Information systems can
consolidate and aggregate this information, to present actionable
data to managers, creating a sorting center that responds to
change. These concepts have been deployed into many other
industries, over the last 20 years, with tremendous benefit in both
service and productivity.

Delivery Management

Delivery is the heart of the postal business and represents the
one clear, competitive advantage the posts hold over potential
competitors. To maximize this advantage, postal operators can
utilize information to ensure the carriers are productive and

4 Pushing the Envelope

Transportation Management
Transportation costs account for a large portion of a postal organi-
zation’s operating expenses and are a critical part of the service
equation. Several opportunities exist to manage these expenses
and maximize service through the use of alternative procurement
strategies, effective fleet management, and leveraging off-the-
shelf software. The following examples are all dependent upon
having information available regarding volumes and capacity. With-
out this visibility infrastructure, management has limited choices.
A postal organization can quantitatively assess the volatility of
mail being shipped, and determine the best procurement technique
to fulfill this demand - internal versus external, and long-term
contracts versus spot-market purchases. Most posts today have
transportation capacity that is inflexible - large internal fleets
and/or long-term external contracts. This is appropriate to service
volumes that exist consistently, perhaps 90 percent of the time. But
posts should consider alternate approaches for the rest of that vol-
ume as the peaks that occur throughout the year are often more
economically purchased as a spot-buy at the time of need.



Once the post has determined the right amount of long-term,
fixed capacity, it should begin to evaluate fleet management prac-
tices. Fleet acquisition requires evaluation of the pros and cons
associated with leasing or buying, and operating versus capital
expenses. The fleet strategy must be aligned with financial objec-
tives and long-term capacity requirements. To effectively manage
the fleet to those financial objectives, posts need to understand
the full-vehicle lifecycle including vehicle use, maintenance prac-
tices, and replacement strategies. Collecting and analyzing data

THE POSTAL ENVIRONMENT

Addresses are among postal organizations’ most valuable
resources. Addresses should be managed and used in a way that
creates value for the postal organization. By making address data
management a priority, postal organizations can reduce the cost of
handling undeliverable mail by identifying those pieces when they
enter the mail system, not at the point of delivery. Additionally, given
the value of addresses to mass mailers, postal organizations may
have the opportunity to claim a larger portion of the market for
address-related products and services. Postal organizations can tai-

To function as high-performance organizations, postal businesses
must create a strong infrastructure, create detailed plans, and

execute them flawlessly.

around vehicle maintenance can support a postal organization
with the development of lifecycle cost models. Fleet management
also requires the postal organization to determine the right mix
between its own fleet and contractors. In making this determina-
tion, managers must evaluate the impact of transportation costs
on cash flow and earnings, as well as the book value of vehicles.

Postal organizations also can take advantage of the capabilities
built into off-the-shelf software products to support many of the
transportation functions. For example, fleet management soft-
ware packages fit the postal industry quite well and can allow a
post to achieve quick benefit realization. Also, the packaged soft-
ware industry offers solutions for functions such as carrier bid-
ding, load planning, load tendering, and network planning.

Network Operations Centers

With so many aspects of the operation to manage in multiple loca-
tions, a network operations center provides a central control point
for postal organizations. The center oversees client service, deliv-
ery, plant operations, and transportation providers. The center also
manages exceptions to minimize impact on final delivery, assesses
cost/benefit tradeoffs, and focuses on enterprise-level results. A
network operations center can be implemented locally, regionally,
or nationally, depending on the size of the network.

The effectiveness of such a network operations center is greatly
increased in networks that have a high degree of mail visibility. Bar
coding and RFID allow the postal organization to monitor mail as it
goes through each step of the mail supply chain. While the cost of
implementing tracking tools can be significant, the information they
provide is an enabler for all types of capabilities that inevitably
result in productivity improvements and higher service levels.

NEW APPROACHES

In addition to these execution tools, new approaches to address
management and procurement can have a dramatic impact on
operational expenses.

lor mass-mailing pricing on the basis of the address quality used by

the mailer. However, it is essential that postal organizations comply

with data privacy concerns as they consider offering such products.
Transforming procurement capabilities can save organizations as

much as 10-15 percent on cost of goods over two to three years. To

improve procurement capabilities, postal organizations should:

e Use strategic sourcing to negotiate better prices and service
contracts;

e Set performance targets that provide an additional catalyst for
change in procurement practices;

¢ Strategically deploy procurement professionals within the postal
organization to gain greater efficiencies;

e Place a premium on recruiting, training, and developing a top-
flight team of procurement professionals; and

e Equip procurement professionals with accurate and timely infor-
mation that executives can use to make business decisions.

To function as high-performance organizations, postal businesses
must create a strong infrastructure, create detailed plans, and exe-
cute them flawlessly. By increasing the visibility into their net-
works, and by using tools like network optimization and finite
scheduling, postal organizations can lay the groundwork for
achieving high performance. Planning based on forecasts, mail
flows, operations, and labor requirements can create an environ-
ment ripe for success. Finally, the flawless execution of the pro-
cessing, transportation, and delivery strategies will affix the high-
performance label to postal organizations around the world.

Solution Providers
The solution providers profiled in Pushing the Envelope are
actively involved in providing cutting-edge goods and serv-

ices to the industry. If you would like information about how
to reserve a place as a solution provider in future editions,
please contact the publisher at Montgomery Research, Inc.,
at 415.397.2400.

www.postalproject.com 5



O CASE STUDY

Enhancing Products and
Increasing Strategic Growth

Committed to growing revenue in the distribution business, Canada Post set out to
transform its supply chain management function.

Allan Bisback and Jim McDade

L L L R L L A Al L
."_.*"'*--***-*' *".ll'

L
LN ]
. W
[ N
[
¥ W
.
&
W
|
.} »
&
|
R ]
L
¥ ¥
[
& m
" R
LK ]
" ow
-
.
[ N ]

Canada Post Corporation is a CAN$6.2 billion company head-
quartered in Ottawa. Canada Post serves more than 31 million
Canadians and 1 million companies by delivering 37 million
pieces of mail every business day. Canada Post’s vision is to be a
world leader in providing innovative physical and electronic deliv-
ery solutions, creating value for customers, employees, and all
Canadians.

Canada Post has been implementing business change initiatives,
enabled by SAP software products, since the late "90s. In 2000,
Canada Post elevated the scope of change with the inception of
the Business Transformation (BT) program - the largest change

initiative in Canada Post’s history. BT is a journey to build a world-
class, process-based organization that brings together people,
process, and technology in new ways to enhance customer and
employee value.

The first two releases of BT involved a two-year journey of
process design, deployment, and stabilization of four major
process areas:

e Order to cash;

e Procurement;

e Human resources management; and
e Financial management.

In 2003, the BT program adopted new supply chain management
(SCMY) initiatives to build upon existing infrastructure and to lever-
age skills and capabilities already developed. The SCM

initiatives drove the BT program from the back office to new fron-
tiers — namely, to transform how core operational processes deliv-
er value to customers.

DRIVERS FOR CHANGE
As technology and business practices influence the way people
communicate, it is essential for Canada Post to adapt to a chang-
ing business mix. And it is imperative that Canada Post maintains
a business model that supports access to 31 million Canadians at
13 million points of call.

Canada Post’s strategy requires a strong and viable advertising
mail and product distribution business. In these areas, the needs

of Canada Post’s commercial cus-

ALLAN BISBACK is team lead of supply chain management for Canada Post Corporation. He led the
transition of the supply chain organization to a process-based organization. He holds an MBA from

Western Business School.

JIM MCDADE is the lead partner for the Government Operating Group in Canada and Strategy and
Business Architecture global lead. Jim is also the Accenture partner responsible for Canada Post.
Having worked in the industry for 12 years, Jim has extensive postal experience in all elements of
the postal business internationally, including operations, finance, sales, and marketing.
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tomers continue to evolve. Large and
small shipping customers and the
product recipients demand more
delivery options, greater reliability of
service, and improved visibility to the
location of a traceable item.

In the late "90s, Canada Post
defined a core strategy to grow the



product distribution revenue. But without making an investment in

new infrastructure, the company was limited in how this growth

could be achieved. Pricing actions, sales campaigns, and cus-

tomer contact initiatives did not fundamentally change the prod-

ucts and services. Canada Post needed to:

e Transform delivery processes such that consistent quality was
built in; and

e Make the supply chain visible to customers.

But these objectives were hampered by the legacy track-and-
trace system. Previous initiatives to upgrade or replace this sys-
tem were unsuccessful. A new approach was needed.

SOLUTION DELIVERED

In early 2002, SAP was introducing the first limited release
version of a new software product called Supply Chain Event
Manager. After the conceptual fit was proven, the project began
the development of a business case to replace the legacy track-
and-trace system. The SAP Event Manager product seemed to
provide a reasonable fit, but this application of the software had
not been proven. When the board of directors approved the busi-
ness case, the vision for how to use Event Manager was broader
than any previous implementation of the product. But Canada
Post’s strategic intent to develop world-class supply chain visi-
bility meant that it was prepared to put the support and guidance
behind this bold venture.

The initiatives, which comprised the SCM program, went beyond
process excellence and system integration. The business cases
were revenue based, and thus tightly aligned with a core strategic
thrust to grow the product distribution business. This program is a
series of interdependent initiatives to enable the “perfect delivery”
and to receive fair compensation for the delivery of that service.
The common application thread through these initiatives is the
innovative use of SAP’s Event Manager product. The initiatives in
this program included:

e In-line cubing: This process focuses on revenue recovery, which
applies when customer-declared shipping information is incom-
plete or understated in respect to the actual physical item.

E-signature: If a customer requests a signature image as proof
of delivery, they expect it to be available in a timely fashion.
However, before the e-signature project, Canada Post’s ability to
service this basic request was slow and costly.

Commercial Expedited Parcel-USA: In response to the market
need for faster delivery from Canada to the US, Canada Post’s

international product management group created a product for
business customers who desired flexibility in duty and tax pay-
ment options. The investment in Event Manager was leveraged
as the platform for managing this new product.

e Distribution product visibility and quality: The major release for
distribution products occurred in October 2003. The Event

Manager software was leveraged to track and monitor all bar-
coded packages handled by Canada Post. The new solution
allows tighter control over delivery procedures by providing
alerts to the delivery agents in the field.

Event management for advertising mail: The Event Manager
software was also extended to track advertising mail products
(of which Canada Post processes 4 billion pieces annually).

This innovative use of the Event Manager product allows Admail
containers to be tracked all the way to the delivery facilities.
Customers are informed when the Admail shipments arrive at
the delivery facilities and when those items are being delivered.

The value proposition of the BT supply chain management
initiatives is based on increasing the visibility into the supply chain
and increasing data accessibility to facilitate operational execu-
tion. In order to connect all of the customer, delivery, package,
and billing data, a complex web of legacy and SAP systems at
Canada Post had to be connected seamlessly. This was accom-
plished by putting Event Manager at the heart of the data transac-
tions representing the millions of packages that Canada Post
delivers each month.

Customer shipping systems transmit package delivery and
bar code data into Event Manager to identify the delivery
options requested for the items, and submit the order infor-
mation into SAP’s R/3 for billing purposes. Scanners at the
postal facilities match this billing data with the physical pack-
age to ensure customer compliance to product specifications.
Once the items reach their destination, delivery agents use
portable data terminals to capture information such as deliv-
ery specifics and signatures. All of this information is stored in
Event Manager. Tracking and status details from Event Man-
ager are provided to customers not only through the corporate
Web site but also through Canada Post’s 1-800 phone line,
SOAP XML connectors in Event Manager, and customer legacy
system interfaces. All of this information is also available
internally to Canada Post customer service agents to allow
them to serve Canada Post customers better.

CONCLUSION

This implementation of SAP Event Manager not only allows
Canada Post to remain a world leader in the postal space, but
the capabilities that have been implemented will enable devel-
opment of more innovative and flexible products and services
in the future. By being able to locate items in motion in the
supply chain or the delivery cycle, Canada Post can serve
customers better. The richness and depth of data that Canada
Post can provide to customers is world class. And great
customer service is a great competitive advantage for any
company.

www.postalproject.com 3



O CASE STUDY

Resource Planning for Posts

New technologies around machine and labor planning create significant insight into
opportunities for higher efficiency and better utilization. Australia Post and the US
Postal Service have implemented this capability and are realizing the benefits.

Howard Devlin, Gerard O'Donnell, and Lisa Hardin
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Mail sorting facilities are complex processing operations. Many
factors, both external and within the postal sector, have height-
ened the need to improve delivery standards, achieve improved
operational outcomes from expensive capital equipment, and
reduce operating expense.

The allocation of resources in many mail sorting facilities is
based on local optimization of individual resources. This can lead
to the less-efficient flow of mail, unacceptable delivery outcomes,
overstaffing of resources, and increased costs. This technique lim-
its the ability of posts to reach maximum efficiency and perform-
ance while keeping costs in control.

Posts need to dramatically change the way they plan and

manage their mail sorting facilities if they are to achieve their tar-
gets. Several posts have recently broken from the pack and are
taking innovative approaches to resource planning. Australia Post
and a major European post have focused on a comprehensive
resource planning effort, while the United States Postal Service
(USPS) has focused more specifically on labor planning.

EFFICIENT USE OF PROCESSING CAPACITY

Mail sorting facilities typically have a large capital investment in
mechanized mail sorting facilities and large labor pools for machine
operation and manual processing. However, they are part of a larger
supply chain and are impacted by mail arrival patterns outside of
their control. Regardless of arrival exceptions, they are still required
to meet service standards that are imposed on them by other sort-
ing operations or delivery networks. On a single truck, there may be
many types of mail that have different or alternate processing
routes with different service standards and processing characteris-
tics creating an environment with considerable variability.

In addition, the nature of mail flows within a mail sorting
facility generally lead to a daily cycle. This daily cycle contains
one or more peaks in flow as the various mail arrivals and pro-
cessing capacities are matched to the delivery standards.
These waves of mail result in varying loads on the processing
and labor resources, which can swing from feast to famine sev-
eral times over the course of a day. This management of con-
strained flow requires the prioritized allocation of labor
resources to the individual operations to ensure the achieve-
ment of delivery standards.

In such an environment, this prior-

HOWARD DEVLIN and GERARD O'DONNELL are directors of SMT, an Australia-based supply chain
consulting company formed in 1985. Since its formation, SMT has specialized in the application of
planning and scheduling tools in leading companies throughout Australia, Asia, and the UK. The
authors have extensive experience in the steel, metals processing, dairy, and postal industries.

LISA HARDIN is a senior manager at Accenture, based in Atlanta. She has spent five years designing
and implementing systems for posts to reduce costs in mail sorting centers.
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itized allocation - the efficient and
effective use of resources - is a com-
plex management task and cannot
be carried out by simple line-of-sight
processes. Planning loads on individ-
ual resources, in particular the allo-
cation of labor resources over a daily



cycle, requires a detailed activity plan or schedule, which must
simultaneously consider:

e Mail types;

 Mail process flows (process operations for each mail type);

e Machines and operations;

e Labor availability;

* Processing rates; and

e Delivery standards (differs for each mail type).

These activity schedules need to describe, in some detail,

the operations to be performed for both machine- and labor-
resources during a daily cycle. This typically means that the activi-
ty plans for machine and labor resources need to be generated in
15- or 30-minute time intervals if they are to be used as the

focus for development of machine and labor rosters.

Resource planning is a two-step process. The first step is to deter-
mine the most effective production schedule by aligning resources,
both equipment and labor, with the mail flow. Australia Post and a
large European post have taken an innovative approach based on
proven manufacturing industry techniques. The second step is to
develop the optimal labor roster based on the production schedule,
taking into consideration a number of factors such as time and
leave policies, working arrangements in the employment contracts,
and even weekly trends in sick absences. The USPS took this
approach to focus on fixed labor costs, its highest cost expenditure.

THE SOLUTION

Australia Post, in an effort to simplify the scheduling process and
allow supervisors to focus their time on value-adding activities,
sought and implemented a machine and labor resource planning
tool. The Postal Optimizer Interface, developed by SMT, enables
posts to use the power of planning and scheduling software that
has been developed over many years for the manufacturing and
process industries. The interface includes data entry and mainte-
nance and enables the translation of Australia Post data into a
form suitable for scheduling software. This enables Australia
Post to use and maintain much of the data currently available
within its systems while providing the data in a format that is
meaningful. In addition, the interface contains a series of reports
focused on critical information needed for the successful man-
agement of processing facilities.

Experience from this implementation demonstrates that the
potential benefits to Australia Post are similar to those achieved
in manufacturing process industries. SMT's experience over a
range of process industries is that the potential for cost reduction
or increased processing capacity is not marginal. For instance, it
is common to identify the potential to reduce labor resources by
20 to 50 percent or increase throughput by 20 to 30 percent.

Finite capacity schedulers are a subset of a much more com-
prehensive approach to managing processing facilities. This
approach is generally termed the “theory of constraints” and
provides a holistic approach to optimizing processes.

The software tool provides the key central core of control and
forms the model of the process capability. It enables machine and
labor activity plans to be developed and provides a powerful what-
if capability to explore processing potential. It also helps identify
the constraints to flow, and forms the basis for identifying
improvement opportunities.

These activity plans or schedules become the best representa-
tion of the process capabilities of the facility and therefore form
the basis for operating standards and procedures. The schedules,
in addition, become the primary management policy objective.
These translate into a cascading series of performance measures
based on schedule adherence. These three elements of core
schedules, operating procedures, and management policy are
keys to achieving the desired business outcomes that have been
successfully applied in Australia Post. They are also being piloted
at a major European post.

Developing an optimal labor roster, the second step in the
resource planning process, allows the post to right-size the fixed
labor component. This approach addresses mail sorting facilities
that have built-in overstaffing and less-than-optimal usage of the
various labor categories. For example, the USPS has implement-
ed a toolset to assist facilities in staffing to an appropriate level to
match mail volumes.

The primary advantage of focusing specifically on the fixed labor
component is that spending on labor wages and the associated
benefit typically accounts for 60 to 70 percent of overall costs in a
mail sorting facility. Thus, focusing specifically on labor allows the
USPS to obtain the largest return on investment with the least-
significant operating impact. Based on early results of this
focused implementation, the USPS anticipates cost savings of 5 to
8 percent in reduced labor costs.

CONCLUSION

Posts everywhere are under pressure to improve delivery serv-
ice, reduce operating expense, and make better use of their
large capital investment in sorting machinery. The resource
planning process is allowing innovative posts to apply tech-
niques used in other industries to make more efficient use of
processing capacity.

Recent experience in posts confirms that the potential for
cost reduction and increased throughput are typical of the ben-
efits that have been achieved in process industries in general,
with labor cost reductions of 20 to 50 percent and throughput
increases of 20 to 30 percent.

www.postalproject.com 3
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Maximizing Fleet

Effectiveness

Maximizing fleet effectiveness is a rigorous and holistic process for
re-engineering the management of large and diverse vehicle fleets in
achieving the goal of lowest total cost of ownership.

Brooks Bentz and Kris Timmermans

Postal organizations typically operate large, specialized fleets of
vehicles in support of their operations. These fleets inevitably
entail large commitments of scarce capital and are expensive to
operate and maintain. Specialized fleets are also typically larger
than necessary, due principally to the view that avoiding service
failures is more important than managing operating costs and,
therefore, having an abundance of spare vehicles is seen as a
good thing.

But there are drawbacks to having too large a fleet. Fleet
asset utilization is not typically tracked or measured, which
leads to unwanted outcomes, such as having more vehicles than
necessary, additional operating and maintenance costs, and not
always having the right vehicles for the jobs. Standards and
specifications for these fleets also have typically grown out of
control, making internal maintenance and repair programs
difficult to manage. Decision support technology, necessary to
understand these costs and rigorously evaluate alternatives, is
rarely prevalent. Additionally, without this technology, it is diffi-
cult to understand usually fragmented fleet costs, which leads
to problems in trying to adequately and accurately assess
operating efficiency and evaluate outsourcing opportunities.
And without the technology, managing to lowest total cost of
ownership (TCO) becomes a daunting task.

Postal organizations are not alone in these challenges. Most
non-transportation organizations rarely employ cross-industry

best practices to drive operating and process improvements.
Rather, these organizations lean more toward traditional prac-
tices and seldom employ leading-edge fleet management
processes. And while many organizations have conducted third-
party outsourcing reviews for some or all of their operations, in
the majority of cases, incomplete or inaccurate data and
unwillingness to rigorously challenge established practices has
caused these efforts to lead nowhere. Finally, work demand
and work practices are often overlooked when determining
fleet needs in these organizations, and technology for
improving asset utilization and productivity is often lacking

or underutilized.

BUY SMART. RUN SMART. SELL SMART.
Leading-edge fleet management is focused around the con-
cept of maximizing fleet effectiveness. This is defined as
enabling operating entities and business units to provide
world-class customer service by making available the right
number of vehicles that are designed and engineered to per-
form the right jobs at the lowest TCO, as measured by the
appropriate metrics and key performance indicators (KPIs).
See Figure 1.

Fleet effectiveness and managing to lowest TCO transcends
traditional silos related to buying, operating and maintaining,
and ultimately disposing of vehicles. Thus, TCO can be viewed
as one integrated and continuous process that

BROOKS BENTZ is an associate partner in Accenture’s Supply Chain Practice. Over the
past 30 years he has worked with fleet operators in a variety of industries, including
manufacturing, retail, utilities, chemicals, motor carrier, rail, intermodal, air, and
ocean freight. He has assisted them in analyzing and dealing with fleet effectiveness,
cost-to-serve, analyzing and reducing operating costs, lifecycle cost analysis, vehicle
pooling, and procurement practices, with the overall objective of improving efficiency

and bottom-Lline results.

KRIS TIMMERMANS is a senior manager in Accenture’s Supply Chain practice. Over the
past 10 years, he has developed deep expertise in defining and implementing company-
wide projects, leading to increased performance [service and cost) in road transportation

practices across Europe.
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can be colloquially referred to as “buy smart,
run smart, sell smart.” Executing at a level
anything short of this drives up fleet operating
and capital costs.

Buying and selling smart, which are intrinsi-
cally linked, begins with a rigorous review of
existing standards and specifications to deter-
mine the optimum set of vehicle types. This is
typically done by convening a standards and
specifications committee composed of field
operating and fleet management experts who
then conduct a re-engineering workshop. This



virtually always results in a more simplified, standardized fleet
configuration, with higher concentrations of volume in each
class of vehicles.

The next component of this process involves sourcing activi-
ties: building a request for proposal; selecting the appropriate
supplier base to invite; and putting the entire fleet out for bid.
Typically this covers a multiyear period through the use of a
fleet replacement calendar, which specifies the number and
type of vehicles that will be acquired over the life of the pro-
gram. These programs may run anywhere from four to eight
years in length. The core goal is to build a replacement calen-
dar around the best practice utilization requirements for each
class of vehicle.

An example might be the replacement schedule for a fleet of
1,000 light-duty pickup trucks. If the standard for this class is
48 months or 80,000 miles, whichever comes first, then the
replacement calendar would show 250 trucks per year for a period
of four years. In theory, if the utilization assumptions are right,
this would go on forever, with annual adjustments in quantity and
specifications as needed, so that the average age of the class
remained constant at the target level and lowest TCO was
achieved by maximizing use and residual value.
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FIGURE 1 The elements of total cost of ownership.

These fleet sourcing activities should also account for sourc-
ing of products and services linked directly to the total cost of
the vehicle. For example, the sourcing contract should take into
account services for preparing and maintaining the vehicles as
well as address acquisition of spare parts. Important opportuni-
ties are on the table in the European Union with the introduction
of new block exemption regulations which limit the OEMs’
exclusive channels for distribution, maintenance, and spare

THE POSTAL ENVIRONMENT

parts. Most organizations do not undertake a comprehensive
fleet re-engineering program all at one time; rather, they do
pieces and parts as time, resources, and budgets permit. The
advantage to the comprehensive approach is that a level of con-
tinuity and momentum is achieved that, once executed, can
carry the program for years to come, and provide optimum fleet
efficiency. In each of the major areas of focus, there is value to
harvest, which can be undertaken by prioritizing the initiatives
and developing the respective project work plans for achieving
the goals set forth.

Running smart is, however, just as important as buying and sell-
ing smart. The first step to running smart is getting a good handle
on the existing fleet in terms of its makeup, utilization and operat-
ing cost; reviewing the administrative and operating practices
related to procurement, operations, maintenance, and disposition;
and determining replacement scheduling.

The next step is to conduct a right-sizing exercise to determine
if the fleet’s size and makeup is appropriate to the function it is
intended to perform. This will typically identify potential surplus
vehicles that show a pattern of low usage. A fact-based business
case should be made for their retention, or they should be
marked as candidates for disposition.

Removing vehicles from a fleet is usually an emotional and
difficult task to carry out. This key step often can be mitigated
by shifting low-use vehicles into geographic or functional pools,
where they are treated essentially as rental vehicles, moving in
and out of the pool points as demand warrants. The pool’s uti-
lization can then be monitored, and those remaining low-use
vehicles can be retired. This is known as the kinder, gentler
approach and is very effective, although it tends to slow down
the benefit stream.

A comprehensive review of maintenance and repair practices
is also called for. This review examines everything from inven-
tory on hand and vendor management, to mechanic productivi-
ty and shop facility costs. The focus of the review should be
on establishing a reliable baseline of costs and getting a good
handle on whether the operation is running efficiently and
effectively versus what could be accomplished by third-party
providers.

www.postalproject.com 3
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FIGURE 2 Fleet Management Opportunity Buckets

SOME THINGS TO CONSIDER
Figure 2 gives a high-level view of the major buckets of opportuni-
ty typically found among large fleet operations. Developing an
actionable fleet strategy and deciding how and when to pursue
the identified opportunities is management’s first job in getting
realizable results.

When considering implementing improved fleet management
practices there are a series of key questions that need to be asked
and answered to assess existing practices.
¢ What is the total cost of ownership (TCO) of the existing fleet?

e |s lifecycle modeling used to drive to lowest TCO?

¢ How is utilization measured and is it used to determine appro-
priate fleet size?

¢ How are service levels and cost effectiveness measured?

e Should the fleet be a profit center?

¢ How is asset planning and analysis done?

¢ How are standards and specifications managed and controlled?

e |s the right decision support technology in place to capture good
quality, accurate data?

¢ Have the appropriate key performance
indicators (KPIs) been identified and
does the data exist to measure those?

e Where is outsourcing viable? How are
alternatives evaluated?

RIGOROUS IMPLEMENTATION
While all of these concepts are critical to
successful fleet management, none of

4 Pushing the Envelope

Description

the theory or models, strategy or work plans, goals or objectives
mean a thing if the program is not rigorously implemented. Only
then are the true, hard-dollar benefits realized. This is also the
hardest, grittiest, most detail-oriented, painful, and demanding
part of fleet re-engineering and often the downfall of programs
large and small.

Figure 3 provides a basic checklist of implementation tasks and
issues that must be given due consideration in establishing any
fleet management program, if positive results beyond expensive
window dressing are expected.

Achieving high performance in the postal service business
requires vigorously addressing the costs of the supporting
vehicle fleet. Ignoring this critical area is the equivalent of a
passenger airline claiming to want to be number one in cus-
tomer satisfaction by having nice employees, good food, and a
glitzy Web site, but not focusing any attention on the aircrafts.

Fleet management and fleet operations are not generally
viewed as core competencies by non-transportation companies,
so it's not surprising that focusing the spotlight on the key areas

The overall goal is to conduct a thorough,
fact-based, data-driven assessment of the
existing fleet that evaluates improvement
opportunities and produces an action-oriented
plan of attack.
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Fleet Management

Procurement

FIGURE 3 Fleet Management Checklist

will illuminate opportunities for operational improvements.
Many of these opportunities can be identified through best prac-
tices benchmarking, implementation and utilization of appropri-
ate decision support technology, and employing high-quality
data to measure results and progress.

The overall goal is to conduct a thorough, fact-based, data-
driven assessment of the existing fleet that evaluates improve-
ment opportunities and produces an action-oriented plan of
attack. With a well-developed plan, all that is left is rigorous
implementation in an organized, efficient manner that achieves
lowest total cost of ownership.

Illustrating the impact that can be generated through an inte-
grated fleet management process, the following example involves
real data from an organization that has recently undertaken a com-
prehensive fleet management effort. This project combined the
tasks of re-engineering fleet standards and specifications while
executing a companywide strategic sourcing initiative. The net

Operations

Disposition

effect has been a significant reduction in the cost of acquiring vehi-

cles, a drastic reduction in the type and variety of vehicles, stan-

dardization of vehicle lifecycles, and improvement in maintenance

and repair practices. Some of the basic achievements include:

e Reduced make and models from 450 to 32 in the core fleet;

¢ Single-sourced with one vehicle manufacturer;

» Reduced average vehicle cost from $32,000 to $25,000, a greater
than 20 percent reduction; and

o Year-one overall benefits equal 25 percent.

While the potential benefits are substantive, the development of
a sustainable, re-engineered process can have results far into
the future. Such far-reaching and effective initiatives have the
long-term effect of freeing up scarce capital while producing
sustainable reductions in operating costs. And in this competitive
postal market, that extra cash could be the competitive advan-
tage a post needs to achieve high performance.

www.postalproject.com 5



O CASE STUDY

USPS-FedEx Agreement
Delivers First-Class Service

In forming an agreement with FedEx, the US Postal Service leverages a world-class
air transportation network that has improved service levels and reduced costs.

Paul Vogel
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For years, the United States Postal Service (USPS] relied on a
disparate air transportation network comprising commercial
airlines and cargo providers. In an attempt to streamline its air
transportation network, the USPS began to search for a new,
innovative alternative. The solution found was one nobody
would have expected: team with a fierce, direct competitor and
reap the benefits of the synergies created. The USPS agree-
ment with FedEx is exactly that solution, and the benefits to
both companies have been well worth the effort.

WHAT WAS TO BE GAINED?

As the USPS analyzed air transportation options, two necessary
objectives became clear. First, the Postal Service sought an
alignment with a provider that would result in better service
performance, especially for first-class mail, which was suscep-
tible to diversion, and expedited mail. And second, the USPS
sought to reduce infrastructure and air transportation costs.

Using commercial airlines, the Postal Service faced chal-
lenges gaining visibility into the air network because mail often
moved from a provider to third-party ground handlers and then
back to the provider before making it to the USPS. Thus poor
performance on one leg would have an impact on the remain-
ing legs, and the USPS had little to no visibility into which leg
or carrier was responsible for the delay. As a result, the USPS
could not hold the remaining legs to service-level agreements.
Thus, in seeking a new solution, the USPS sought to ensure
that movement through the air network would be transparent,
allowing service issues to be identified and addressed without
the vagaries of the current system.

While improved service and visibility objectives were a pri-
mary driver, the USPS was also seeking an innovative solution
that would deliver reduced infrastructure costs. The USPS real-
ized that a dedicated network placed all of the infrastructure
costs on itself; therefore, it sought to find a complementary
service provider with its own products so that infrastructure
costs could be shared with the provider.

FINDING A PROVIDER

As USPS vice president of network operations management, PAUL VOGEL is responsible for the
nation’s network of 350 mail processing and distribution centers and the $7 billion worldwide
transportation network supporting it. His operations and logistics expertise was developed through
management opportunities in New York, Boston, Chicago, Connecticut, and Michigan. Mr. Vogel
earned his Bachelor of Science degree in economics from Boston State College and his Master of
Science degree in business management from the Massachusetts Institute of Technology Sloan

Fellows Program.
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As the process to find the right
provider progressed, the USPS and
FedEx quickly realized there was
opportunity for both to gain from a
mail transportation agreement
between the parties. FedEx had
available capacity that could be



filled with USPS mail to better leverage the network and
improve utilization. And the USPS quickly understood that
choosing FedEx as its service provider offered an air trans-
portation provider with a record for service. The contract with
FedEx offered improvements in service and visibility while pro-
viding reductions in cost through the following:

FedEx had a dedicated network that could offer the Postal
Service point-to-point delivery. Mail did not need to go
through a separate ground handler, as FedEx had its own
hubs with its own handling capabilities. The USPS therefore
could measure FedEx’s performance and hold the company
accountable for performance scores without exceptions for
ground handler handoffs. The contract also specified that a
certain level of service would be maintained.

DELIVERING FIRST-CLASS SERVICE

The agreement between the US Postal Service and FedEx is a
successful, innovative example of a government entity working
with a private-sector company to improve performance and
provide benefits to both parties. As a result of this win-win
agreement, the Postal Service has been able to streamline its
network and improve service on both expedited and first-class
mail while reducing infrastructure costs.

Insight into the air transportation network has assisted
USPS accounting functions in ensuring accurate payments
while providing operations personnel deeper visibility into
areas for operational improvements. For example, when
mail is incorrectly placed in a container destined for the wrong
location, FedEx must route that mail back through its hub,

The agreement between the US Postal Service and FedEx is a
successful, innovative example of a government entity working
with a private-sector company to improve performance and provide

benefits to both parties.

e By aligning with FedEx, the USPS entered into a shared net-
work. Since the USPS was not the sole customer of FedEx, it
was able to share the infrastructure costs, rather than
assume them, which was the case with previous providers.

e FedEx also offered increased insight into air transportation
operations through deeper levels of data granularity. While
the USPS had data demonstrating performance of its own
operations, the information exchange between the Postal
Service and FedEx gave visibility into the movement of mail
as it traveled through the entire network. This data offered
the USPS more robust network planning capabilities and pro-
vided insight into what mail was intended to move on FedEx
compared to what mail actually had. The USPS could then
use this data to improve plans for what volume it would
send on FedEx.

Reprints

You can order customized reprints of any of the white

papers or company profiles in Pushing the Envelope. For
more information, contact John Malick at Montgomery
Research, Inc., at 415-397-2400.

which results in a charge to the USPS for additional handling.
Tracking those costs has allowed the Postal Service to identify
potential operational issues and pinpoint where to focus
attention.

The agreement also proved critical after Sept. 11, 2001, allow-
ing the USPS to keep the mail moving while commercial airlines
redefined security measures. In the early months of the agree-
ment, approximately 50 percent of the priority mail that traveled
via air was being transported by commercial passenger carri-
ers. After Sept. 11, all of this mail was shifted to FedEx as the
Federal Aviation Administration ruled that no mail weighing
more than a specified weight could be carried on a commercial
passenger flight. Without the FedEx agreement, the USPS
would have faced an insurmountable logistics problem.

The ability of the USPS-FedEx agreement to improve
first-class performance scores and streamline the air
transportation network has no doubt influenced subsequent
transportation contracts to be more innovative in establishing
win-win arrangements. Contracts with the commercial air
carriers now carry incentives to deliver mail to the USPS on
time or early in exchange for increased mail volume. Thus,
the agreement with FedEx has improved the entire USPS air
transportation network and allows for a continual improvement
process that will provide benefits for years to come.

www.postalproject.com 3
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Procurement Reform
Using Strategic Sourcing

Posts should consider strategic sourcing, a tool to make the process less
cumbersome and more effective, in order to streamline procurement

processes and achieve real savings.

David P. Gragan and William Kilmartin

In an ongoing effort to uncover better ways of doing business,
many purchasing leaders are discovering that a well-established,
commercial best practice translates well to the public sector,
including postal service organizations, or posts. Procurement in
the public sector, as a profession, generally strives to find ways to
make a necessarily cumbersome process more efficient, and more
useful to the people it purports to serve.

One of the great ironies found in public procurement is that
people often seem to expend more time and energy finding ways
to bypass the process than it should take to use it correctly. But,
obviously, if the system met their needs, they would be using it.
So, the the key to procurement reform is understanding the
needs of the people who are served by the requisition to the
purchase process.

Further, and more importantly at this point, in the evolution of
world-class public purchasing process, tremendous financial
pressure is being brought to bear on posts. Lower revenues cou-
pled with increased spending pressures have resulted in large
budget deficits in many organizations. Public entities are seeking
creative solutions to help meet the balanced budget requirements
outlined in their charters. To address this issue, several state and
local governments in the US, including Pennsylvania, Ohio, New
York City, Florida, New Mexico, Oregon, Ohio State University, and
the University of Illinois, to name but a few, have recently under-
taken a comprehensive approach to better understanding their
goods and services expenditures.

Their approach, known as strategic sourcing or spend manage-
ment, focuses on elevating buying practices to a strategic, value-
added task - one targeted squarely on generating lower prices
while delivering improved value and efficiency. This approach
affords these entities an opportunity to improve efficiency by
streamlining business processes and practices through which they
purchase, while simultaneously contributing hard-dollar savings.

WHAT IS STRATEGIC SOURCING?

Strategic sourcing is a series of procurement best practices that
enable an organization to buy more effectively and efficiently. It
combines a deep understanding of commodity and market infor-
mation with quantitative analysis about a post’s needs and spend-
ing patterns in order to achieve lower costs. There are three over-
arching principles of strategic sourcing: First, it is predicated on
understanding current and future requirements and developing a
strategy to procure required goods and services; second, it uses
analytical tools and a fact-based approach to more effectively
negotiate contracts with suppliers; and third, as part of a strategic
sourcing program, key performance indicators (KPls) are defined,
and a process to monitor and measure suppliers’ performance as
well as the internal performance of an organization’s procurement
function are outlined. Implicit in these themes is that strategic
sourcing approaches must also be flexible enough to adapt to the
post’s regulatory environment and specific sourcing needs.

TARGET SPENDING AREAS

DAVID P. GRAGAN, a certified public purchasing officer, is the director of government
procurement programs at Accenture. Mr. Gragan has served as president of the National
Association of State Procurement Officials and is on the board of advisers for the
National Contract Management Association. He is a graduate of the United States Air

Force Academy and the University of Southern California.

WILLIAM KILMARTIN is a senior manager at Accenture, focused on supply chain optimiza-
tion via strategic sourcing and e-Procurement. Mr. Kilmartin has served as comptroller
for the Commonwealth of Massachusetts and as the president of the National Association
of State Comptrollers. He received his bachelor’s degree from Cornell University and his

master’s degree in public administration from Suffolk University.
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The overall universe of postal sector procure-
ment can be described in four general cate-
gories. These categories are: construction, pur-
chase of service for health and social service
programs, procurements for unique and ad hoc
projects, and acquisition of routine and recurring
commodity goods and services. While the princi-
ples of strategic sourcing are relevant to all
these categories, the focus of this article is on
the third and fourth categories. This is the acqui-
sition of both routine and specialized goods and



services used to support the post in the business of mail delivery. In
a wide range of categories, public sector organizations acquire
massive quantities of goods and services. Spending in these cate-
gories alone typically comprises at least 5 percent of expenditure.

THE FACTS

Strategic sourcing is a commercial best practice that is rapidly

migrating to the public sector, largely driven by budgetary needs

in governments, but also by an increased awareness by many pro-

curement officials that there is value in viewing procurement in

terms of total cost of ownership, as opposed to simply low cost.

Some facts about strategic sourcing include:

e Focuses on total cost, quality, and social considerations;

e Delivers tangible, bottom-line savings;

e Focuses on needs, not wants;

e Optimizes decisions at the enterprise level;

e Establishes standards for common goods and services;

e Facilitates a disciplined, fact-based decision process;

e Includes implementation of demand-management practices; and

e Supports posts’ goals for increasing work with qualified minority
and women business enterprises and supports efforts to
strengthen environmentally friendly policies.

SOME MYTHS

In addition to the truths, there are a number of myths about

strategic sourcing in the public sector. Misconceptions about this

approach have caused some organizations to hesitate before

undertaking this type of spend management reform. Throughout

this article, | will address many of these myths.

e Some of the myths about strategic sourcing:

e Strategic sourcing only focuses on cost at the expense of quality;

* These programs minimize decision-making by the users;

e Strategic-sourcing projects subject the organization to increased
operational risk;

e Savings cannot be achieved if an e-Procurement system is not in
place prior to program initiation; and

e Strategic sourcing undermines organizational goals for building
partnerships with minority- and women-owned business enter-
prises and small businesses.

In fact, strategic sourcing helps organizations save considerable
amounts of money. In addition, if strategic sourcing is conceived
and executed properly, it can be complementary to many of the
vendor preference programs that public entities support.

THE PROOF

The proof of a successful strategic-sourcing program is in the hard-
dollar and soft-dollar benefits captured. Hard-dollar savings are
measurable cost reductions in the total purchase cost of a product
or service, including lower prices paid for goods and services, lower
costs for maintenance and support, and lower costs gained through
standardizing product specifications. Soft-dollar savings include
important benefits such as: 1) knowledge transfer to drive sustained
benefits; 2] more efficient procurement processes and improved

THE POSTAL ENVIRONMENT

procurement policies; 3) reduced costs to perform purchasing
transactions; 4) reduced errors rates and time for corrective action;
and 5) improved compliance to laws, regulations, and policies.

For the average organization, it is common that 5 percent of the
budget is spent on goods and services needed to support the mis-
sion. Savings from strategic sourcing generally run from 5 to 15
percent (sometimes more), with 5 percent being a conservative esti-
mate. For example, Ohio, which spends $1.5 billion annually on cap-
ital and operating expenditures, recently saved $33 million (24 per-
cent] on electronic voting machines. In addition, the New York City
Department of Education, with an annual budget of $12 billion, has
saved over $86 million during its 18-month strategic sourcing pro-
gram. Efforts are under way in Oregon, Delaware, Virginia, and a
number of other states, and are expected to achieve similar results.
When these types of strategic-sourcing programs are accompanied
by a strong program of knowledge transfer, government organiza-
tions are empowered to sustain the savings and increase them by
applying a robust strategic-sourcing methodology in new areas.

The remainder of this article will discuss the key steps of a
strategic-sourcing program, share insights about what other
government organizations are doing to generate significant
savings and discuss some key factors for success.

Most public organizations that have undertaken this type of pur-
chasing reform have done so for three primary reasons: 1] there
was an understanding of the hard-dollar savings available; 2)
there was both an interest and a willingness to change processes
to become more efficient; and 3) there was an awareness of
proven processes and tools available to help drive savings quickly
without making an initial investment in technology.

For organizations evaluating strategic sourcing as a possible
option to generate savings for their organization, here are several
questions to ask and answer. Does your organization:

e Spend more than 5 percent of its budget across several
categories?

Purchase the same or similar products from many

different suppliers?

Conduct business with suppliers that sell multiple products to

your organization?

Have a high volume of transactions with major suppliers?

Conduct a significant amount of purchasing in a decentralized
manner, with limited standardization and ability to enforce
compliance for central or statewide contracts?

Lack the tools to optimally manage supplier performance

(e.g., consistent data and external benchmarks)?

Lack skilled resources who have sourced categories in multiple
environments?

If yes is the answer to many of these questions, you likely have a
great opportunity to capture significant savings through a strate-
gic-sourcing program. There are several ways to get started.
Organizations can start slowly, by piloting one commodity or pur-
sue several commodities simultaneously. Either approach will get
a post on track for generating benefits that can be used to help
close current and projected budget gaps.

www.postalproject.com 3



O Procurement Reform Using Strategic Sourcing

KEY COMPONENTS OF A PROGRAM

Although public entities typically engage in many of the components
of strategic sourcing, the most effective way to jump-start this pro-

curement-reform initiative is to bring aboard expertise for the com-
prehensive and sustainable change-management effort. Frequently,
this means use of an outside consultant. The tools and approaches

used by firms engaged in this type of work are significant and bring

true value, as well as speed, to the transformation process.

The foundation of an effective strategic-sourcing program is a
standard and proven methodology. A robust strategic-sourcing
methodology should enable the post to leverage its buying power
and redesign its procurement practices to create an effective, cate-

10-12 months

8 weeks

importantly, the business case for pursuing the savings. This busi-
ness case is the most critical document that is produced, as it out-
lines the expected cumulative benefits in terms of reduced expen-
ditures, as well as the work required to achieve the savings. This
is your decision paper for determining whether or not to proceed
with the implementation phase.

IMPLEMENTATION PHASE

The implementation phase builds upon the work done in the

assessment phase. This phase is typically divided into two or three

waves, which require five to six months each to complete. During

the implementation phase, the post approves categories that will
be addressed in each wave. Using this
approach encourages rapid-savings real-

A

Program Management

Knowledge Exchange

FIGURE 1 High-level, strategic-sourcing methodology

gory-by-category strategy. It also provides the ability to realize
ongoing price reductions, meet the needs of end users, and accel-
erate benefits realization during the implementation phase. As
shown in Figure 1, a strategic-sourcing program is typically divided
into two key phases: an assessment phase and an implementation
phase. The project is supported and enabled by solid program
management and a well-integrated approach to knowledge
exchange. Each of these components is discussed in Figure 1.

ASSESSMENT PHASE

The assessment phase, which typically requires six to eight
weeks to complete, helps the post assess savings opportunities
by answering the following questions: What are the high-level
spending areas? What is the category segmentation and potential
savings? Who participates on the category teams? What is the
appropriate sourcing tool (e.g., reverse auction, request for pro-
posal, renegotiation of existing contracts, etc.) for achieving the
potential savings? Typical tasks completed during this phase
include: segmenting spending categories, analyzing spend data,
reviewing invoices and contracts, and prioritizing categories into
implementation waves.

The outcome of the assessment phase should provide the pro-
curement organization with key products or deliverables to drive
fact-based decision-making. Among the deliverables resulting
from the assessment phase are category selection and prioritiza-
tion tools, a savings opportunity summary, a strategic plan for
realizing the savings, a category prioritization matrix, and most

4 Pushing the Envelope

Strategic Sourcing Implementation

ization early in the project and builds
momentum for future waves. As part of
this phase of work, additional in-depth
analysis of the data and procurement
processes for specific categories are per-
formed, new bid solicitations are conduct-
ed, bids are evaluated, and contracts are
implemented. In addition, performance
metrics are defined to monitor contract
implementation, using supplier compli-
ance on an ongoing basis in order to drive
continued satisfaction with the planned
outcomes. The primary goal of this phase
is the implementation of new or revised contracts with reduced
pricing to drive hard-dollar savings and the overall improvement
in procurement-process efficiencies.

KNOWLEDGE EXCHANGE

One of the sourcing consultant’s responsibilities is to build sus-

tainability into the effort, and to ensure that the client is fully

capable of sustaining the savings into the future. Sitting side by
side with the postal professionals ensures that they are fully
aware of what analytical tools and data are being used. This effort
requires some investment of time on the part of the procurement
staff, as well as the professional buyers and managers, but it is
kept to a minimum and is done on a not-to-interfere basis. The
return on that investment is measurable and clearly in the posts’
interest. Through this knowledge exchange, posts can institution-
alize the strategic-saving methodology.

When working with a consultant, knowledge exchange, through
effective training and knowledge transfer, is a key enabler to cap-
ture and sustain the benefits achieved through strategic sourcing.

e Training: Effective training of key employees has a significant
impact on compliance. For this reason, training should address
several sourcing implementation topics, including internal per-
formance management (compliance and benefits tracking),
monitoring supplier performance, and managing contracts.
Training is typically provided in two ways. First, a core part of the
employee training occurs as a result of their participation on the
sourcing category teams. Secondly, training is delivered through



structured classroom-style training
courses. Typically, the audience for this
training includes key buyers, stakehold-
ers, and purchasing supervisors. Training
courses should be tailored based on a

THE POSTAL ENVIRONMENT

Theme Success Factors

Identify Sourcing
Opportunities
and Build a
Business Case

Conduct a strategic sourcing assessment and make decisions
based on a robust business case

detailed, sourcing-skills assessment of
Assign the Right

purchasing professionals.
Resources

Knowledge Transfer: Knowledge trans-

fer, which is the process of delivering
Develop a Plan

for Benefits and
Compliance
Tracking

information to the appropriate procure-
ment professionals, should be embedded
in the strategic-sourcing approach.
Knowledge transfer is key to sustaining

benefits and building procurement

Address Key
Accounting and
Policy Issues

organization capabilities. Information
transferred through the sourcing process
should include software, databases,

Organize executive sponsorship

2 | Ensure adequate and appropriate assignment of resources
and knowledge transfer
Outline an approach and plan for agency buy-in and

3 compliance

Establish a benefits tracking plan and reporting
frequency

Determine the special accounting issues for savings
measurement and savings capture

4 Decide policy issues, such as impact on small, socioeconomic

vendor preferences programs

Address special requirements and constraints on bidding and

workflows, role descriptions, policies, sourcing

tools, templates, methodologies, training Monitor Project Develop a risk mitigation plan

materials, and negotiation techniques. and Mitigate 5

Risks Monitor and manage project weekly
Effective training and knowledge transfer f
. J J c°r|:|mun|cate Continually market project successes, both internally and

together help improve the performance of Project 6 externally
procurement professionals because they Successes
focus on de_velc’pmg targeted Sk_'us that can Choosea Choose a self-funding project model that aligns with the post's
be applied in many areas of their current Flexible Funding 7 interests
jobs. Ultimately, the procurement organi- Model
zation's overall capabilities will be signifi- Select the Right _Select_a committed partner with broad business capabilities
cantly enhanced because employees have E 8 | including technology, human performance, process and

the knowledge, skills, and tools to achieve
business objectives and repeat sourcing
activities as needed.

PROGRAM MANAGEMENT

Program management is a key support and enabler of the overall

sourcing process. Through effective program management, the

progress and performance of the strategic-sourcing project are
closely managed, monitored, and executed. Three tools used to
manage the project include:

e A detailed work plan, which guides the efforts of all resources
and project tasks and is monitored to confirm that category
teams are reaching their milestones in the appropriate
timeframes;

e A checklist of all deliverables and work products which is used
to monitor the scope of the project and confirm that all agreed-
upon materials are produced/executed; and

e A robust and flexible communications plan to ensure that the
post and the consultant as partners are fully in tune with each
other and with mutually supportive objectives.

WHAT DOES IT TAKE TO BE SUCCESSFUL?

There are several factors that can help increase the likelihood of a
successful strategic-sourcing project for postal organizations.
Figure 2 lists some of those factors.

strategy

FIGURE 2 Strategic Sourcing Success Factors

HOW DO YOU PROCEED?

To gain the advantages of a comprehensive spend-management or
strategic-sourcing program, with the attendant benefits of process
improvement and sustained procurement transformation, a num-
ber of steps can be undertaken.

Clearly understand your goals, and craft a solicitation that allows
you to find the right partner for this effort. Seek not only the hard-
dollar savings that may provide the impetus for pursuing strategic
sourcing, but also look for a clear understanding of the unique
nature of public-sector purchasing. Ensure that knowledge transfer
is part and parcel of what is expected of the consultant. Only
through this approach can you be assured of sustained performance
into the future. Look for relevant and substantial experience. This is
possibly the most significant mitigator of risk for the post seeking to
improve its procurement process and pricing. Work collaboratively
with the affected parties in the post, to ensure understanding and
support, which is critical to the success of the program.

The benefits can be substantial and the trend in government
is clear. This effort ultimately benefits not only the requisition-
ers who rely on the procurement process to provide needed
goods and services, but ultimately the public that they serve.

www.postalproject.com 5



O CASE STUDY

Lean Production in
Post Danmark A/S

Post Danmark has seen significant benefits from implementing the Lean philosophy
in production and distribution. This article explores hardware (Lean production
structure) and software (Lean management).

K. B. Pedersen and Thorkild Jacobsen
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Industrializing postal processing and distribution has been an issue
at Post Danmark for a long time. In 1997, Post Danmark initiated
the Total Involvement in Quality program (Excellence modell. In
2000, as a supplement for handling the process of industrializing,
Post Danmark chose Lean as the critical strategy for developing
production and distribution. Lean originated at Toyota, but is now
widespread in many industries and branches - including postal
processing. Lean has given Post Danmark tremendous results in
production and distribution, as well as a more stable development.
The Lean tools provide the ability to focus on value for the cus-
tomer and remove waste in all processes. They also help to create
end-to-end processes in place of function-based production

structures and are critical to driving stable results through stan-
dards and enhanced production and distribution knowledge.

CHALLENGE
The basic challenge for all posts is to create value for the customer.
Post Danmark sought to create that value by ensuring on-time de-
livery throughout the process at the lowest possible cost. To achieve
both of these goals, standardization was needed throughout the
process, from collecting the mail to delivering it to the customer.
This standardization effort entailed analyzing and then standard-
izing every operation throughout the process. Operations at differ-
ent letter-mail and distribution centers should be identical. Man-
agement techniques and decision-making processes should also
be standardized across different centers. Finally, if standardization
has been effective, costs across facilities will also be standardized.
This standardization effort required an entirely new set of lead-
ership and management skills than what were required in tradi-
tional postal environments. It was estimated that establishing and
maintaining a standardized process would take more than half of a
manager’s and supervisor’s time. And that sort of management is
certainly not what they are accustomed to; however, keeping daily
focus on standardization around value-adding processes is the
most important job managers and supervisors perform.
To keep the focus on the value-adding activities, the board of
directors of Post Danmark established five targets:
e Increasing productivity by 25 percent;
¢ Reducing the lead time by one hour;
e Establishing teams with end-to-end responsibility;
e Increasing job satisfaction; and

K. B. PEDERSEN has been deputy chief executive officer at Post Danmark since 1995. He initiated
the Lean implementation at Post Danmark. Mr. Pedersen also serves as chairman of the board of

directors of Scandinavian Distribution and Postal Service A/S.

THORKILD JACOBSEN is the head of development for letter production and transportation at Post
Danmark. Mr. Jacobsen has been involved in the implementation of Lean at Post Danmark for the

last four years. He holds a Master of Science in engineering.
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e Increasing delivery service quality
to a stable level of 95 percent.

THE SOLUTION

Both the distribution and production
organizations developed a very spe-
cific framework outlining the process



for implementing Lean and came up with a plan that included
implementing this framework at every facility. The framework
identified the tasks for the project; when each should be complet-
ed; the expectation for input and output from development semi-
nars; the project organization; and the involvement from the vari-
ous organizations.

The use of Lean development tools was mandatory for each proj-
ect. Value Stream Mapping was used to identify what could be
done to create more value for the customer as well as identify pro-
cesses that added no value at all. Project managers were asked to
define processes that could be used across the organization. This
began with analyzing the production structure and creating end-to-
end processes for each product line (standard, large, and oversized
letters) to replace the functional production layouts (e.g., optical
character read functions and bar code sorting functions) that were
previously used. This analysis produced standardized process lay-
outs for all centers, both production and distribution. Key perform-
ance indicators were also part of the standardization effort, so that
benchmarking, as well as comparison between production cells,
could be done regardless of the center size.

One example of a standard management tool is the creation of
charts displayed in a prominent location on the Kaizen Key Perfor-
mance Indicator (KPI) board. This display is used to present the
KPIs for each team (see Figure 1). In the middle of the display is the
Kaizen tool. On the left side of the display is a process flow upon
which suggestions, written on small Post-its, can be placed to
describe ideas for improvement. On the right side of the display
there is another process flow where all the continuous improve-
ments are marked with stars. Every team in production and distri-
bution has a Kaizen Key Performance Indicator board. Once a week,
a team meeting is held where team members gather around the
board with their supervisor and manager to discuss the KPIs and
how they can perform better as a team. If one of the KPlIs is lower
than the goal (e.g., in the red), the team performs a small Kaizen to
make an action plan ensuring the KPI will be in the green next
week. The most important aspect of these team meetings is “being
in Gemba (shop floor)” and involves the participation of the center
manager, HR manager, development manager, technical manager,
production manager, and financial manager. This is where they get
most of the information they need to drive better performance.

To make continuous improvements work, Post Danmark has an
award-driven suggestion system. Employees and teams can suggest
any improvement through the system. Each suggestion is evaluated
and, if it fits into our plans and goals, the employee or team are
awarded. This gives a lot of motivation throughout the organization.

Implementation of Lean practices has not been easy, but there
are three aspects that have been critical to its success.

Fast-Track Analysis to Implementation
The average implementation takes one year from start to finish.
These implementations are comprehensive, touching all aspects

3 POST

Kaizen & MBO =
Visability + Structure + Management

Kaisen Board

Key Performance Indicatol

FIGURE 1 The Kaizen Key Performance Indicator Board

of the center. Moving machines, creating new production teams
around end-to-end processes, and implementing new production
planning techniques are all involved in a Lean implementation.

Train Leaders and Workers

Throughout the Implementation

Implementing Lean is not just moving around machines. Basically,
it is teaching a new way of thinking. That makes training aimed at
changing people’s understanding of production and logistics, a key
aspect to the use of Lean tools. Managers are trained and then
participate in the training of the workers.

Heavy Involvement From All Levels Of the Organization
Lean does not work unless all levels of the organization under-
stand its philosophy. Therefore, the project teams consist of many
local people and a few Lean specialists.

CONCLUSION

This first phase of the Lean journey has been a tough one. While
changing the production structure is not easy, changing behavior
throughout the organization has been even more difficult. But this
will be even more critical in the next phase, which will focus on
zero defects and will establish a Kaizen culture.

The first phase, however, has been successful. Lean implemen-
tation has eliminated 20 percent of the total production and distri-
bution costs while service performance has been maintained at 95
percent. The results have been almost too good and were achiev-
ed almost too easily, which indicates that even higher goals are
possible. To reach those higher standards, it will be necessary for
standards to be accepted throughout the whole organization. Only
then can stable, sustainable results be achieved. Stability is now
the focus with the whole organization concentrating on quality and
productivity, and looking at 2004 with the aim of maintaining high-
performing production and distribution levels.

www.postalproject.com 3
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RFID Applications for
Postal Operations

Data-capture technologies are making choices and managing resources
easier. These technologies are being employed to transform posts

around the world.

Robert E. Mann, Cyrille Bataller and Kevin M. Mitchell

The Mandarin ideogram for the word “crisis” includes one symbol
for the word “opportunity” and one for the word “danger.” This
perfectly describes the challenge of radio frequency identification
systems (RFID). The world is facing a silently building RFID crisis,
and postal operators are facing it along with everyone else.

A not-so-new technology, RFID has matured, making it practical
to consider for many applications involving object identification. It
can silently and transparently alert computers and people so that
they can act on that information. Taking the form of specialized
tags that are attached to or even imbedded in items, containing a
microscopic computer chip and a paper-thin antenna, RFID tags
may one day be imbedded in almost everything.

LOWERING INFORMATION COSTS

The first opportunity from RFID is lowering the cost of information.

Today, business information is often conveyed by a combination of
bar codes and electronic data interchange (EDI) between comput-
ers. After 30 years’ experience with these mature practices, we
have substantial knowledge and infrastructure for generating and
reading bar codes. However, there are significant shortcomings:
bar codes need to be physically oriented to be seen by a reader
and must be read sequentially; bar codes cannot be changed once
printed and are susceptible to dirt or scuffing; and finally, though

the information connected with a bar code can be dynamic, trans-
ferring it to the point-of-need (typically the scan location) quickly
and efficiently is highly uncertain.

In contrast, RFID tags do not need to be seen to be read; they can
be read at a distance, even through or around many materials.
Tags can electronically store large amounts of information, which
can be changed and updated. And, since information is, by defini-
tion, attached to the thing itself, it's always available right at the
point of use, without being separately transmitted. These features
lower labor needed.

INCREASING ACCURACY

The second opportunity from RFID is increasing information accu-
racy. By allowing information to be captured and stored instantly,
wherever it is most convenient, RFID helps ensure the information
is correct. In fact, because RFID increases the instances in which
humans can be taken out of the loop altogether, it can help raise
accuracy levels to near perfection.

NEW INFORMATION

Finally, RFID tags can capture and convey new kinds of informa-
tion that are difficult or impossible to get using traditional meth-
ods. Tags can be made unique and they can easily carry encrypt-
ed authentication information. RFID tags
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can also be combined with sensors on a chip,
making it possible to have tags actually collect
data about conditions they experience. These
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CAUTION AHEAD

While RFID offers undeniable benefits, there
are several dangers for organizations that
apply it. Perhaps the greatest concerns involve
privacy. The idea that things might be uniquely
identifiable and tracked by an invisible sea of
radio waves makes many people nervous.
Several recent efforts to apply RFID commer-



cially on a large scale have been delayed until privacy concerns
are addressed.

Standards are lacking for commercial applications. There are
starting points for important applications, like the electronic prod-
uct code (EPC) - analogous to the common universal product code
- for marking consumer products. However, few standards exist for
many important applications. Initial efforts by the Universal Postal
Union have created standards for RFID information encoding.

RFID usage can put large demands on back-end computer
systems. When an item is being read automatically over and
over and generating hoards of data (compared to bar codes)
each time, transaction volumes on supporting systems can
grow enormously.

Early adopters will need to balance many complex trade-offs
when choosing which RFID technologies to use. Radio-frequency
bands, tag formats, data encoding schemes, reader technologies,
the items to be tagged and the environments where they will be
used all need to be considered during system design. The options
are complex and subtle, meaning that expert advice is all but
essential to arriving at the best solution.

Finally, the greatest danger may be waiting too long to learn to
use RFID. If the history of other, similar technologies is any indica-
tion, the early adopters will have considerable influence in solu-
tions, standards, and infrastructure.

BRIEF HISTORY

The earliest development of an RFID-like technology was in

the 1940s for aircraft recognition systems. Later, in the 1960s
and 1970s, RFID was evolved for use in nuclear weapon and rail-
road car tracking systems. These areas had needs for tracking
critical or expensive items that could tolerate the high costs of
tags and readers available at the time. The first large-scale
applications came in the 1980s for cattle identification, where
tags were actually imbedded under the animals’ skin. Therefore,
RFID is not a new technology; tagging has been around for more
than half a century.

It is very likely that RFID will experience explosive growth in the
next few years. This will be driven by adoption among prominent
consumer products manufacturers and retailers as the next evolu-
tion beyond bar codes. Four very notable events are propelling
usage. The world’s largest retailer, Wal-Mart; the world’s fifth
largest retailer, Metro; the largest retailer in the UK, Tesco; and
the US Department of Defense announced they will require ven-
dors to adopt RFID by 2005 for some applications. These organiza-
tions will adopt a form of the EPC for their purposes although
using different flavors of the EPC standard. For example, Wal-Mart
will use standards maintained by EPCglobal, a joint venture com-
pany of the Uniform Code Council Inc. (UCC) and European Article
Numbering International (EAN International], the same companies
that administer common bar code standards. The DOD is currently
using standards set by the International Standards Organization
(ISO) for assets and EPC for goods. Ultimately the goal is to har-
monize into one global standard, however this will take some time
due to the origins of each organization.

THE POSTAL ENVIRONMENT

. -~ —
", - B ¢ Ty
H '—--l"-. “n -
) — —
.-"'f - : b
'\-\..\_""_i. - ..—"" T
- I ——
- .
x.\'- - = k ‘.-'hnnll'--... A

The ultimate consequence of such a dramatic increase in RFID
usage will be price reductions, and improvements in quality and
features of tags. Other organizations can look forward to a much
easier time with RFID as the groundswell builds around these
early adopters.

THE ART OF TAGS

There are a wide variety of important technical characteristics in
an RFID system: the radio frequency of operation, whether data on
the tag must be modified, how much data must be carried, the
range at which tags are to be read, the environment in which tags
must function, the materials to which they are attached, etc. At the
highest level, tags divide into two categories: passive and active.
Passive tags derive power for their circuitry from the external
reader’s radio signal. Active tags, meanwhile, contain a battery
that provides independent power to the tag.

The amount of power that can be delivered to passive tags is
extremely small, and consequently the power of these tags to
compute and store information is limited. In fact there is so little
power, that passive tags don’t transmit a radio signal of their own.
For similar reasons, passive tags must be read at short range,
about two to 10 feet. Passive tags tend to be smaller and thinner.
For example, the tag may be laminated into a self-adhesive label.

Active tags have much greater capabilities. They can hold and
manipulate more information. They can communicate at much
greater distances - as great as 300 feet. And, they can more easi-
ly have sensors. Active tags are larger than passive tags and more
expensive.

FALLING COSTS

Today, passive tags are designed to be written once and read many
times. WORM tags have reached a “street price” of 20 to 50 cents,
still far too high for marking individual consumer products. More
capable passive tags may range upward of $5 each, depending on
features. This is one of the principal barriers to widespread use of
RFID. However, the price is low enough that RFID can compete
with bar code labels for use on pallets and other containers used
in logistics operations. This is the area where most current efforts
are under way in the consumer products supply chain, at least
until prices reach a target of about 5 cents per tag.

www.postalproject.com 3
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Today, postal operations have implemented RFID in various closed-
loop systems to measure, monitor, and improve operations. For
example, RFID is being used to monitor international mail service

between major hubs.

Active tags have also dropped in price over the years, but they are
still relatively pricey. The range of costs varies greatly due to the
tag’s features. The more powerful, the more rugged, the more
memory, and the more sensors an active tag has, the more it will
cost. At today’s prices, a permanently affixed, read-write tag with a
few kilobytes of memory will cost in the range of $10 to $50. This
price is far too high to allow the tag to be discarded after just one
use; they are used in systems that allow the tag to be reused hun-
dreds of times, in order to spread their cost over a large number of
transactions. These tags are the ones most likely to find immediate
use in postal operations. For that reason, most early postal applica-
tions for RFID are likely to be closed systems. For example, tags
might be permanently attached to mail bags or parcel carriers.
They could also be used to track test mail pieces through the deliv-
ery network to measure service quality or identify bottlenecks.
These tags would be used, erased, and reused each time the carrier
or bag was used.

POSTAL PILOTS

Today, postal operations have implemented RFID in various
closed-loop systems to measure, monitor, and improve opera-
tions. For example, RFID is being used to monitor international
mail service between major hubs. By randomly “seeding” tagged
letters into trays, elapsed delivery time can be measured. This
allows service issues to be identified and addressed in a reliable
and cost-effective manner.

Other postal operations have piloted tracking mail containers
to measure trailer utilization and to track container locations.
Manual container tracking systems tend to break down when vol-
umes are high and there’s a deadline to meet departure times.
By allowing information to be captured automatically, RFID makes
sure it is done, even under stressful conditions. Postal managers
can rely on the information to make decisions that improve trans-
portation costs and to relocate containers when needed.

RFID-tracked mailbags, which provide delivery status, have
already been created for priority mail services. Tagged mailbags
are automatically read at specific points in the network to provide
this automated track-and-trace capability.

Four additional areas can benefit from the cheap, accurate, and
pervasive information obtained using RFID. Each of them has the
prospect for returning substantial monetary benefits, as well as
having the potential to significantly upgrade postal service capa-
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bilities, an ever more important consideration in the competitive
delivery market.

Track and Trace

Most postal services provide at least a limited form of track and
trace, particularly for premium delivery services. Today, tracking
uses bar codes. Switching to RFID tags can lower tracking labor
by eliminating the need for most manual piece handling. It can
also allow many more checkpoints to be conveniently captured
within the postal network. Clearly such a pervasive use of
tracking would increase the information volume handled by
back-end systems.

Workload and Transportation Planning

Either in combination with pervasive mail piece tracking, or in
conjunction with higher-level container tracking, it will be possible
to capture much more reliable real-time information on workload
volumes within the postal network. This kind of information is at
the heart of efforts to make the mail sortation and transportation
networks more dynamic. It will be much more practical to adjust
routings to lower transport costs and speed mail efficiently
through the network. The same information can also be used to
bring about more efficient utilization of the postal labor force. By
including both available and constrained capacities within the
labor force, the flow of mail can be optimized. The global com-
bined potential results in billions of dollars in savings.

Asset Management

RFID can also be used to track items other than mail: vehicles,
trailers, rail cars, and various containers, for example. These
are expensive assets representing an enormous capital invest-
ment within the network and their availability continually affects
the capacity of the network. Pervasive, reliable tracking of these
assets using RFID makes it practical to know where everything
is and allows for better informed decisions to balance resources.

Security

The value of the previous opportunities varies with each opera-
tor’s environment, but everyone shares the need to dramatically
increase the security of mail movements. RFID can play a central
role in helping provide higher levels of mail security. By enabling
continuous monitoring of access, environmental conditions, and



other factors, RFID can promote physical security. Security is
further enhanced using RFID’s ability to provide authentication
services for mail, and by capturing more refined information

on mailers and recipients. Postal services will have to approach
these ideas cautiously because they also imply much more
intrusion into personal privacy. This was demonstrated by
some of the negative comments drawn recently by the US
President’s Commission’s report calling for “intelligent mail.”

A DISCIPLINED APPROACH

We suggest that organizations use a disciplined approach to
RFID consisting of five steps. The purpose of this approach is
to ensure that early projects in RFID have tangible benefits
and are most readily implemented in a controlled way. By
following these steps, postal operators can learn how to

best apply RFID, while minimizing the costs of knowledge.

THE POSTAL ENVIRONMENT

effectively. This period also proves benefits that are needed to jus-
tify continued investment.

Refinement and Integration

Learning from the pilot will suggest how to refine the original
process and technology design. At the same time, it is neces-
sary to integrate the pilot processes and technologies into
existing operations. During the pilot, it is likely that corners will
be cut to simplify and speed the test; they need to be restored
in a fully operational solution.

Deployment

Deploying the new RFID application in most postal environments
is a very complex undertaking. Everything has the potential to
change in the new processes: there are new activities, new ways
of doing old activities, potential new jobs, and of course new tech-
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RFID is a technology that has achieved its time. It's real, It
WOrks, and it's making never-before processes possible.

Value Targeting

First, review all operations to identify benefits of RFID and the
likely costs of initial and long-term investments in new processes
and technologies. Focus on processes that involve information
exchanges, and initially focus internal processes. Although the
long-term benefits of RFID exchanges among mailers and recipi-
ents are the largest, these processes are also the hardest to han-
dle in a controlled way.

Process Design and Technology Selection

Once specific activities are identified as high-value targets for
RFID, take a comprehensive look at the entire process and
design a new one that exploits the capabilities of tags. This
design helps identify the exact information requirements tags
must satisfy, specific environments in which they must operate,
and the points of interaction for reading and writing. Once these
requirements have been detailed, complex trade-offs must be
made to select the exact technologies of tags, readers, and req-
uisite supporting information systems.

Piloting and Benefit Validation
We advocate piloting RFID processes for a long enough period of
time to ensure the processes and enabling technologies work

nologies that may be viewed with skepticism. With thousands of
sites, and potentially tens of thousands of people affected by the
change, the complexities cannot be overstated. Clearly a very
structured approach must be taken to introduce the change, to
motivate compliance with new requirements, and to monitor
achievement of benefits.

CONCLUSION

RFID is a technology that has achieved its time. It's real, it works,
and it's making never-before processes possible. Organizations
that find ways to explore RFID, and at the same time create bene-
fits, will be in the best position to leap ahead of their competitors
as the systems mature and costs drop even further.

It is truly a crisis that requires action from postal executives
to motivate their organizations to use it and learn. The opportu-
nity it presents cannot be ignored. Organizations that wait for
costs to drop and for standards to be institutionalized will end
up playing their competitors’ game, by someone else’s rules.
Therein lies the danger the crisis presents. At the same time
moving too quickly can mean investments in dead-end technol-
ogy solutions, applied to processes that don’t give clear bene-
fits. Finding the proper balance between speed and caution is
at the root of the crisis executives face with RFID.
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Optimizing Delivery at the
US Postal Service

The Delivery Operations Information System provides delivery unit supervisors
of the US Postal Service the tools they need to manage the delivery workforce more

efficiently and effectively.

Patrick Donahoe
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Delivering 670 million pieces of mail a day to 141 million delivery
points, six days a week, is an enormous undertaking for the United
States Postal Service (USPS). However, the regulatory framework
continues to require the Postal Service to provide universal access
to mail delivery services throughout the United States (and US ter-
ritories) and to break even financially over time. Financial perform-
ance in this environment continues to be difficult due to steady
growth of the delivery network by approximately 1.8 million new
addresses per year and a general decline in mail volume revenues.
Labor costs are the most significant portion of the Postal
Service operating budget, and delivery operations made up
42 percent of all Postal Service labor hours in fiscal year 2003.
Therefore, one of the major challenges for the Postal Service is
the effective management of these work hours while maintain-

ing high-quality delivery and customer satisfaction. The US
Postal Service believes that the key to success in this delivery
environment is a skilled front-line supervisory team with tech-
nology tools that provide actionable data for daily management
decisions. To provide that data, the US Postal Service imple-
mented the Delivery Operations Information System (DOIS) in
2001 as the cornerstone application to support delivery opera-
tions supervisors.

THE CHALLENGE

In 1996 the United States Postal Service conducted a study of
the amount of time delivery unit supervisors spent entering
data at the delivery unit computer (DUC). Focus groups were
created to assess and prioritize needs identified by field users.

The focus groups visited two districts per area and collected
295 surveys.' The results of this survey showed that current sys-
tems were not used by delivery unit supervisors to support deci-
sions. Supervisors spent too much time each day entering data,
leaving little time to manage the delivery unit. The focus groups
also identified current systems as ineffective, but critical to deliv-
ery unit management.

These applications were legacy systems from the 1980s con-
sisting of various programming languages, data structures, and
communication methods. The applications had limited perform-
ance measurement capability, were time-consuming, and had
been inconsistently deployed to the field. Large technical issues
existed, including limited help, lack of ownership, poor response,
and lack of application support.

Furthermore, the need was identified to provide a single tool
to assist delivery unit supervisors and route examiners in con-
ducting route inspections and

As chief operating officer and executive VP at the United States Postal Service, PATRICK DONAHOE
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adjustments. A retooling effort was
needed to make the DUC usable
and valuable for day-to-day deci-
sion-making by combining technol-
ogy with highly integrated applica-



tions, a central data repository, a consistent user interface,
and a standard and scalable technical architecture.

With more than 6,500 delivery units in 80 USPS districts located
in 50 states and US territories, implementing the solution pre-
sented significant challenges. Deploying a new application would
require assessments in all deployment locations, upgrades in
hardware, and a training program for over 20,000 people. The
effort would need to be precise, well orchestrated, and thoroughly
tested to effectively minimize and manage business risk.

THE SOLUTION

In 1997, as a result of the assessments and studies, DOIS was de-
fined as a mechanism for developing a baseline infrastructure for
re-platforming the DUC applications. The DOIS project was not go-
ing to be just another software deployment, but an overall business
solution. Deployment management, training, readiness assess-
ments, and site activations would all be strategically implemented.

Office management and route management were identified as
the highest-priority areas requiring attention. As mentioned
above, delivery operations made up 42 percent of all Postal
Service labor hours in fiscal year 2003. From these hours, over 70
percent of delivery hours were in the city carrier labor category.
By having readily available, accurate volume data, coupled with
the carriers’ demonstrated ability, delivery unit supervisors could
make improved decisions and have a positive impact in both cap-
turing under-time and reducing overtime. Nationally, the potential
results in achieving savings, increasing productivity, and improv-
ing service would be significant.

Between June and December of 1999, DOIS was deployed on a
pilot basis to 345 sites in six USPS districts.? Over 1,200 delivery
unit supervisors and managers were trained during DOIS pilot
deployment. The results achieved from pilot deployment of DOIS
were favorable:

DOIS supported the delivery of mail consistently to households
and businesses, through equitable allocation of resources to
cover the daily workloads;

DOIS reduced operating costs through improved scheduling and
deployment of letter carriers, based on daily workload and cor-
rectly established route structures;

DOIS enabled more effective route inspections and route adjust-
ments by introducing a comprehensive mechanism to collate
inspection and adjustment data; and

DOIS improved productivity through a balanced distribution of
workload across delivery units and routes.

On Aug. 29, 2000, following the success of the DOIS pilot deploy-
ment, national deployment of DOIS was approved. DOIS national
deployment, completed in four phases to the remaining 80 USPS
districts, ended in September 2002. At the end of the national
deployment, more than 6,700 delivery units were actively using
DOIS and more than 20,000 people had been trained.

The decision to proceed with DOIS national deployment in
August 2000 was based on an economic decision analysis report
(DAR). The calculated benefits in the DAR were based on the DOIS
pilot results. The DAR estimated the annual productivity of DOIS
sites would be 1.5 percent better than non-DOIS sites and that the
annual productivity savings would be $91.9 million.

The business performance page of the fiscal year 2002 account-
ing period 1 “Performance Measurement Report” showed that for
fiscal year 2001 accounting periods 12 and 13, the DOIS sites
nationwide experienced a 1.5 percent better productivity rate than
the non-DOIS sites. This is the same level of productivity increase
resulting from DOIS reported in the DAR. However, today this 1.5
percent translates to a $193.9 million annual productivity savings
vs. the $91.9 million in the DAR.

There are many intangible benefits of DOIS that are difficult to
measure but that should be considered when evaluating DOIS per-
formance. During the Pacific area’s national deployment training,
new Postal Service end users identified and documented over 100
advantages of DOIS. For example, the user friendly, point-and-click
navigation was accepted by the end users and DOIS gave the
supervisor access to all the tools necessary for daily management
decisions. The supervisors were trained and are using it.

CONCLUSION

Maximizing on-time and profitable delivery of the mail while
maintaining high levels of customer satisfaction are the goals of
every organization involved in delivery operations. From the days
of the horseback, stage, steamboat, and railroad to multi-line
optical character readers that have processed approximately 24
billion address images per year at their peak,’ the United States
Postal Service strives to achieve those goals. DOIS was developed
to improve the management of delivery unit operations and trans-
port the delivery of mail into the 21st century; from the initial
results, the DOIS solution has exceeded expectations and sur-
passed the expected results.

Whether in delivery or in leading the development of new and
better ways to process the nation’s mail, the Postal Service always
has sought the latest and most effective ways to get the job done.
The transformation will continue, and DOIS will continue to deliver
high performance along the way.

ENDNOTES

The Postal Service is divided into 10 geographical areas (Capitol Metro, Mid-

-

Atlantic, Western, Eastern, Great Lakes, Southeast, Northeast, Southwest,
Pacific, and New York Metro) consisting of three to nine districts per area for a
total of 80 districts.

N

Salt Lake City, New Hampshire, Sacramento, Lancaster, Erie, and Fort Worth

were the districts involved in the pilot.

w

The United States Postal Service: An American History, Government
Relations, United States Postal Service, 475 LEnfant Plaza, SW, Washington
D.C., under the direction of Ralph A. Moden, senior VP.
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Finance and Infrastructure:
Competitive Advantage or
Performance Drag?

Posts must transform their finance and back-office operations from transactional-
focused cost centers to organizations that drive performance.

Thomas Holtmann and Paul Duff

Postal organizations, whether measured in terms of revenues,
employees, supply chain complexity, retail presence, or real
estate holdings, are ranked among the largest in their respective
countries. Not surprisingly, so are their finance organizations and
the IT infrastructure necessary to support such large and geo-
graphically dispersed organizations. A central question in today’s
challenging postal environment is whether these structures are,
or can be, real competitive advantages or whether they act as a
drag on a post’s ability to achieve high performance.

Finance organizations, for example, are often focused on trans-
action processing. Recent surveys found that finance employees
spend some 39 percent of their time processing transactions, 27
percent consulting with the organization and 20 percent on fiduci-
ary duties. Only 14 percent of time was spent developing and driv-
ing corporate strategy (see Figure 1).

Another way to look at this is that 60 percent of an average
finance professional’s time is devoted to lower value-added activi-
ties. Typically, postal finance organizations deliver the least
desired services - back-office transaction processing and data
collection - at costs most consider too high; while the most-
valued services - business analytics, performance information,
and strategic insight — are in short supply.

These high-value services, however, are considered by the
organization to be the most essential to drive true performance
improvement in the business units. Industry and postal CEOs rec-
ognize the value of change. Recently, CEOs were asked, “Do you
want finance to provide unit performance analysis on demand?”

Eighty-nine percent answered yes, with 57 percent believing they
have that ability today. When asked, “Do you want finance to pro-
vide customized advice to business units?” seventy-seven percent
said they did, with 54 percent believing they were doing so today.
Finally, when asked, “Do you want IT systems that allow business
managers to analyze their own unit performance?” Sixty-two
percent responded yes, with only 20 percent believing that capa-
bility existed today.

Clearly, executive sponsorship exists to establish a robust
IT infrastructure and change the focus of these finance organi-
zations from transaction processing to performance consult-
ing. At Accenture, we have helped a number of posts begin
this transformation by leveraging our experience and success
at other large organizations. Through our research and work
with posts, we have identified fundamental actions that can
convert finance organizations and transform IT functions into
real competitive advantages that drive high performance.

ACHIEVING FINANCIAL OPERATIONAL
EXCELLENCE

The first, necessary step in this transformation effort is to
improve the operational excellence of finance organizations;
that is, put in place the processes and technology that free up
finance professionals and capture the critical performance
data. These efforts are often directed at making back-office
and transaction processes more efficient while deploying
robust technologies that enable business analysis, perform-
ance information, and strategic insight. Cost

THOMAS HOLTMANN, a partner based in Germany, is the client partner responsible for
Accenture work at Deutsche Post. He is specialized in performance management and
serves as a subject matter expert in supply chain management in postal organizations.
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and time savings from these improvements
allow finance professionals to begin focusing
their time on value-add activities. Technology
investments serve as the cornerstone for
improved information access that is required
for the deployment of business analysis
toolsets [see Figure 2.

Posts seeking to achieve operational excel-
lence in their finance organization have taken
various approaches.
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FIGURE 1 How Finance Functions Spend Their Time

Modernize and optimize - All posts, during the course of their
transformation, will seek to institute new, more modern tech-
nologies that allow for more efficient processes. As a benchmark,
real progress has been made over the last 15 years in driving
improvements across finance organizations. In the late 1980s,
those costs represented over 2 percent of revenues at typical
companies. By the mid-1990s, ERP systems from companies
such as Oracle, Peoplesoft, and SAP had helped bring finance
costs to the range of 1.5 percent. However, to obtain these sav-
ings it is critical to select the right technology capable of handling
the business requirements for multiple dimensions as well as
constant evolution. There are products in the market today with
rich features capable of meeting this challenge. For example,
tools such as information brokers are available that offer power-
ful data mapping and time-tracking features capable of meeting
the information needs for both enterprisewide uniformity and
local business-unit diversity. Also, enterprise information integra-
tion (Ell) has emerged as a new XML-based technology capable of
real-time data exchange between applications within and across
enterprises. Posts seeking true high performance have automat-
ed significant portions of transaction processing and have state-
of-the-art systems that capture and report performance data.

Self-service capabilities - Finance organizations found another
wave of efficiency gains as they moved to Web-based financial
transactions and toward virtualization. These efforts often elimi-
nate intervention by the finance employee entirely and can drive
average costs to 1 percent or even lower. In a number of large
organizations around the globe, Accenture has helped our clients
reduce the burden on finance professionals by streamlining the
financial processes and implementing self-service Internet-based
solutions. These self-service capabilities drive additional costs out
of the finance organization while enabling robust data capture.

Critical to efficient self-service capabilities is an IT infrastruc-
ture that can handle the transaction volume while providing quick
response times and intuitive interfaces to users. This infrastruc-
ture can also be leveraged to further drive non-value-adding tasks

39%

Transaction
processing
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out of other back-office operations and into
lower-cost options. For example, some posts
have implemented online training solutions that
allow employees at all levels to receive training
whenever, wherever it is needed without the
need for travel or facility costs. Others have cre-
ated online job posting sites that provide
employees the opportunity to review job oppor-
tunities and apply online for new assignments.
Regardless of the back-office operation affect-
ed, taking costs out of these CFO organization
responsibilities enables posts to achieve better
results for less cost.

Business outsourcing - Accenture has helped
posts and other large organizations take advan-
tage of the power of outsourcing. This option
allows posts to transfer tasks that are not part

of its core capabilities to organizations that spe-
cialize in these areas. Outsourcing entities provide economies of
scale and expertise that are difficult to replicate. Forward-looking
finance executives are adopting this new model of outsourcing as
the way to transform themselves from a perceived overhead func-
tion to a value creator. For example, various posts have success-
fully outsourced back-office functions such as IT or HR to outside
organizations. In one case, Canada Post Corporation, in an effort
to reduce IT costs while enabling state-of-the art IT delivery for
the entire Canada Post Group, joined with CGl and Accenture to
form Innovapost. This innovative outsourcing agreement has
already enabled Canada Post to reduce IT spending while main-
taining the pace of their transformation efforts.

Achieving operational excellence is not an easy task. The
approaches listed above are broad strategies that successful
organizations around the world have employed to create an
atmosphere in which their finance organizations can focus on
performance. Operational excellence is simply the first step in
that transformation.

CAPITAL ALLOCATION

Postal finance organizations must also struggle with a paradigm
shift if they are to truly drive the revolution that leads to high
performance. For too long these organizations have had a trans-
actional focus, captivated by administrative efforts. But postal
finance organizations, more than any other entity at a post, are
positioned to lead transformation. As they are freed from trans-
actional focus, postal finance organizations should begin to focus
on how best to utilize the capital of the enterprise. As Warren
Buffet said, “I'm in the capital allocation business. My job is to
figure out which businesses to invest in, with whom, and at what
price.”! Postal finance organizations should choose the business
segments and projects in which to invest capital and then insti-
tute a robust capital productivity framework to ensure that actual
day-to-day capital spend is consistent with the strategic capital-
allocation decisions made and that those decisions lead to
improved shareholder value.

www.postalproject.com 3
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There are three main ways to improve capital productivity:
increase cash flows from existing assets, increase expected
growth, and reduce the cost of financing. The constituents of this
framework seem reasonably intuitive, but many posts struggle to
put them into practice.

Here are some examples of specific actions that are designed to
impact the key levers of capital productivity:
¢ Renegotiate debt schedule and take advantage of lower interest

rates to obtain cheap financing. By reducing financing costs, a

post can increase its debt capacity and lower the risk of the

equity-financing layer (where applicable), thus increasing the
value of the equity;

* Reduce operating leverage (i.e., the proportion of fixed costs
within a company’s overall cost base) to reduce the volatility of a
post’s earnings, thus reducing overall risk. Where the proportion
of fixed costs is high, reductions in revenues have a dispropor-
tionately high effect on cash flow. If there is a bigger proportion
of variable cost, then total costs will move more closely with
revenues, and thus margin, profit, and cash flows will all be
more stable.

PERFORMANCE CONSULTING

At many organizations, learning how to drive insight from different
information sources and how to act based on enterprise perform-
ance objectives is a funda-
mental shift in culture.
Posts are no exception.
Some posts may have the

mindset to simply deter-
mine the financials of a
budget and, accordingly,

meet the budget. A high-
performance post, howev-
er, generates the appropri-

ate performance informa-
tion and drives business
decisions based on this

TODAY FUTURE
A Decision-Making Support
Financial Reporting
Decision-Making Support
-
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o
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e Examine the capital investment portfolio and re-evaluate all
investments. Given the changed expectations around returns,
many of these investments may no longer be viable;

e Manage your overall risk exposure through hedging, co-financ-
ing, etc.;

e Evaluate asset performance to understand where value is being
created and destroyed. Management then needs to take action
to rectify any problems. This could necessitate divesting under-
performing assets or halting any further capital investment
(depending on a comparison of continuing value, liquidation
value, and divestiture value);

e Reduce operating risk arising as a result of the environment
(e.g., customers, industry) through increased diversification in
markets and customers or by making products less discre-
tionary to customers. Increased diversification will, up to a point,
reduce reliance on small numbers of customers or markets
insulating the post from risk of, for example, customers having
very strong pricing power. Diversification must be a balance,
though, since having many small customers would be an
increasingly onerous administrative burden and would prevent
economies of scale in servicing the customer; and
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information. For example,
decisions might be made
based on maximizing effi-
ciency or meeting cost-
reduction objectives with
the processes in place to
iteratively adjust and adapt
to changes as required.
There is no doubt that driving these new types of decisions and
processes will be a fundamental shift in many cases, but as the
benefits of these changes become tangible to

the organization, existing mindsets will begin to change.

In a study done by the Cranfield School of Management, research
found that there are three major areas of weakness in traditional
planning and budgeting. Budgets are rarely strategically focused,
budget management is time-consuming and expensive, and the
budgeting process only strengthens the vertical command and con-
trol structures and not the necessary network building, which is
another precondition for high-performing organizations.

Today’s technology for planning and budgeting is far superior to
what existed at the time budgeting reform was originally proposed,
and we believe it is now powerful enough to support earlier pro-
posed reforms. However, we also believe the technology must be
combined with a new approach to budgeting. Posts must move from
a process of annual budgets to one of continuous planning, moni-
toring, and adjusting. This new approach, with the supporting tech-
nology, mirrors how we are seeing the private economy changing.

In conjunction with improved budgeting practices, postal finance
organizations should use scorecards and dashboards to deliver



performance management consulting to the organization. How-
ever, one critical area in which these typically break down is the
metrics and subsequent actions developed as standards. This area
is not effectively focused on achieving the results desired by an
organization striving for high performance. Therefore, care should
be taken to tie incentives and action plans to the scorecard. A bal-
anced scorecard with appropriate incentives and rewards for those
making the decisions down the pyramid is a powerful tool to
spread the performance management through the total organiza-
tion, and is critical to the overall shift toward becoming a high-
performance postal service.

OTHER OPPORTUNITIES
Closely related to finance transaction processing activities are sev-
eral other back-office functions that experience similar service
gaps. Value-creation opportunities worth tens of millions of dollars
and potential contributions to the corporate bottom line of 4 to 8
percent are out there. Back-office functions such as information
and communications technology (ICT), human resources (HR), pro-
curement and supply chain, real estate, and facility management
present opportunities to drive real performance improvements.
Here are some examples:

ICT - Posts tend to source all services in house because of their
size and complexity. We have seen that a fundamental redesign of
the service-sourcing framework around a definition of service
blocks, with measurable performance benchmarks, and a hybrid of
selective outsourcing and sourcing-on-demand can result in effi-
ciencies exceeding 15 percent of recurring ICT expenses.

Innovative approaches, such as outsourcing or partnering, pro-
vide effective means of stabilizing ICT costs, and delivering the
best-of-breed technology solutions. At the United States Postal
Service (USPS), the need to remain competitive and quickly
implement technology solutions resulted in the creation of the
preferred portfolio partnering strategy. This innovative contractu-
al agreement has helped the USPS achieve significant progress in
its ability to quickly deliver solu-

THE POSTAL ENVIRONMENT

procurement organization, optimized procure-to-pay processes,
and the concept of total cost of ownership can produce significant
reductions, ranging from 5 to 25 percent, in the purchase costs of
goods and services.

Real Estate - Typically, postal organizations have very large real
estate portfolios, oftentimes measuring in the thousands of build-
ings and millions of square feet of space and very significant
acquisition and occupancy costs. A multi-year rationalization plan
driven by the gradual implementation of best practice, industry-
specific infrastructure norms can reduce the amount of space
occupied by 10 to 50 percent, with the equivalent drop in direct
occupancy costs.

Facility Management - A large reduction in the size of the real
estate portfolio will also help reduce the indirect occupancy costs
such as project management, maintenance, and custodial work. A
Facility Management Information System will enable the uniform
management of the portfolio, but also the methodical follow up on
building-related work.

CONCLUSION

Postal service finance organizations must align their organizations
to the new goal of performance management and begin

to operate in a manner that is more strategically focused. While the
transactions they perform today must still be performed, a com-
mitment should be made to operational effectiveness that reduces
the administrative burdens on these resources. Those efforts will
allow postal finance organizations to focus their efforts on better
capital allocation, performance management consulting, and back-
office optimization. Only then will these organizations become the
competitive advantage a post needs to outperform the competition
and achieve high performance.

ENDNOTE

1 “Leaders of the Most Admired,” Fortune, Jan. 29, 1990

tions through a core group of
skilled, postal experienced IT
professionals.

Human Resources - An inte-
grated HR system with central
data architecture can substan-
tially improve core HR activities

Accenture Financial Solutions

To help our clients achieve success quickly in business transformation outsourcing, Accenture has created
Accenture Financial Solutions (AFS), a business unit of Accenture that provides finance and accounting
business process outsourcing services. Accenture Financial Solutions gives organizations the option to

remove routine financial transactions, and other less routine functions, out of their finance organization.

such as time and attendance,
compensation and benefit man-
agement, and employee-record
keeping, in the area of 20 per-
cent. In comparison, detailed
redesign of the underlying busi-
ness processes will substantially
improve the service delivery.
Procurement and Supply
Chain - The adoption of strategic
sourcing methods, a streamlined

This enables the streamlining of those organizations into a group of financial analysts whose responsibility is
to understand internal financial performance, external pressures and events, and consult the rest of the
organization on options they have to improve overall performance. It is not a model where organizations
lose control; rather, it is a model that allows for a relatively quick change of the finance organization's priori-
ties. Accenture Financial Solutions is an option posts could use to rid themselves of transactional tasks.
Since AFS has many clients, and an economy of scale, they generally perform these tasks to the same or
better service levels while decreasing the overall service cost. With sensitivity to your business culture, AFS
has the experience to deliver solutions that surpass today's complex business requirements. This translates

into creating real business value through outsourcing.

www.postalproject.com
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Transforming Budgeting

In Posts

Posts that re-engineer their budgeting processes away from a time-consuming
process to a continuous planning and monitoring paradigm, can unlock the
power of budgets to improve responsiveness and strategic decision-making.

Mark Howard

Budgeting is generally acknowledged to be one of the most
important processes any post undertakes. It is all the more
important as posts try to continually transform themselves in
the face of a changing operating environment, with technology,
such as email, and increased competition from third-party
carriers or other posts.

However, there is increasing dissatisfaction among public and
postal officials because of the length and complexity of the budg-
eting process, and costs of that effort to the post. A post’s ability
to react effectively to change is limited because of these cumber-
some processes.

Today’s technology for planning and budgeting is far superior to
what existed in the past and has certainly enabled more detailed
planning. However, the technology must be combined with a new
approach to planning. Posts must move from a process of annual
budgets to one of continuous planning, monitoring, and adjusting.
This new approach, with the supporting technology, mirrors how
we are seeing private sector organizations changing.

BUDGETING PRACTICES TODAY

Given the importance of the budgeting process, it is surprising
how cumbersome, frustrating, and resource-consuming the
process typically is. The points below describe how most budget
processes work today:

Strategic planning. The strategic planning process generally
begins with a review of the previous year’s accomplishments; con-
tinues with a survey of current competitive, economic, and organi-
zational conditions; and concludes with general direction and
high-level goals for the upcoming budget year.

Operational goals. This next step involves taking the high-level
strategic goals and converting them into more detailed operational
goals, sometimes down to the level of individual post offices. Most

posts actually do not make the connection of strategic to opera-
tional goals in any structured fashion.

Trends analysis and long-range forecasting. Near the begin-
ning of most budgeting processes is some sort of long-range fore-
casting exercise. Trends in service demand and associated rev-
enues and expenses are usually applied to future years to deter-
mine if the budget under consideration should account for
changes foreseeable more than one year ahead.

Detailed budget development. With the direction from strategic
plans and operational goals and the results of long-range fore-
casting, the line managers are then asked to develop detailed
budget requests.

Options development and analysis. There are three levels of
options development and analysis for the budget requests. First,
the line managers are generally supposed to provide options for
how to meet specific organizational goals (e.g., “"How can we cap-
ture more of the overnight mail coming from small businesses?”).

The second level of options analysis is when all of the detailed
budget requests are gathered together, and the central budget
staff begins to develop cross-organizational options and analysis.
Examples might include questions about the effects of a wage
increase based on recent union contract negotiations.

Finally, the third level of options analysis occurs when top postal
executives consider the budget proposals for the upcoming year.
They will review and revise the options the line managers and
executive staff propose, and they will bring up their own options
and approaches to issues.

Operational planning. Once the budget is finally approved, the
line managers are told which resources they will have for the
coming year, and what goals they are expected to achieve. The line
managers then create operational plans for the year, detailing
when they expect to accomplish certain plans and goals, and how
much money they will spend at regular inter-
vals, generally monthly.

MARK HOWARD is Accenture’s global program director for public sector finance and
performance management. He has assisted numerous agencies around the world to
improve their budgeting and financial management operations. Mr. Howard has also
served several US governments as a budget director and general manager.
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Tracking and reporting. With operational
plans in place, the post can then regularly
report on actual versus budget for such things
as mail volume, work hours utilized, revenues



and costs, and more. The objective of regular reporting is to see
how actual events are occurring compared to plan, and to point
out if any adjustments are required.

In order to carry out all of those processes, the organization
requires a vast amount of information. That information comes
from a wide variety of sources, ranging from the centralized
administrative systems (accounting and HR/payroll) to unit-specif-
ic systems or spreadsheets (load tracking and package tracking in
individual offices) to individuals’ memory.

HOW WELL ARE THEY WORKING?
The ideas behind current budgeting processes are sound, but as
the processes have grown and changed as a group, the following
challenges have arisen:

Most processes and information sources are not very well-
integrated. There are a number of points where budgeting
processes and the systems that support them are not very well-
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and planning process, posts will have to meet the challenges
mentioned. Simply making incremental changes to make the
budgeting process faster or more efficient is inadequate. Without
dramatic change in the paradigm of budgeting, posts will not be
able to compete effectively and will lose credibility with their
sponsoring governments. The following is an outline to address
those problems:

Improve the integration of current processes and information
systems. Posts can address the various integration problems of
current budgeting processes as follows:
¢ Posts need to be more structured in determining specific oper-

ating objectives associated with broad strategic goals.

e Posts need to create a standard practice of developing operating
plans after a budget is approved.

e Information systems must be more integrated so that the
detailed information needed during budgeting and planning is
easily and seamlessly available.

The overall strategy to improve budgeting and planning is to move

from the process of developing an annual plan to a process of

continual planning.

integrated. For example, operating plans, if they are prepared at
all, are generally treated as allocations of budget, and are not
usually tied to strategic objectives. As a result of processes and
systems not being tied together, the overall process is cumber-
some, time-consuming, and not as productive as it could be.

Options analysis is limited. As a direct result of the lack of infor-
mation integration, detailed information needed for robust analysis
is generally scattered across the organization and difficult to gather.
Thus, there is more time and energy spent on gathering informa-
tion, and less on analysis. The quality of the options analysis suffers.

Budgeting is now an end unto itself. It isn't an ongoing manage-
ment tool. Budgets are monitored without regard to performance,
focusing simply on whether a post is spending more or less than
requested/allocated. Budget monitoring should focus on dollars
spent and achievements made. A post that supports the continual
monitoring of performance data will quickly see whether service
and demand levels are meeting plan and can respond quickly to
right the ship if not.

All of these shortcomings are typical of most budget processes
today. Taken together, it is easy to see how the existing budget-
ing process does little to provide advanced warning or drive
improved performance at posts. This is a very high risk for posts,
as small changes in the economy can have significant impact to
postal finances, causing the post to lose money and credibility,
resulting in requirements for cash infusions from an unhappy,
supporting government.

HOW CAN THEY BE IMPROVED?

To make the dramatic change that truly improves the budgeting

More time should be spent on analysis, not on gathering data.
If a staff can spend more time on analysis, the quality of the deci-
sion-making process will normally improve.

The decision-making process should be shortened. Posts
face continually and rapidly evolving competition as well as a
changing business environment. Yet, they are generally ham-
strung in reacting to those changes by a long, drawn-out and
highly structured decision-making process. Posts should move
ideally to a process where changing circumstances can be
quickly evaluated for their impact, options for response can be
developed and analyzed, and decisions for changes can be
made quickly. Results of the change should then be measured
regularly to determine if the desired results were achieved.

HOW CAN POSTS IMPLEMENT THESE CHANGES?
It's easy to offer up the suggestions described above. However,
there are a host of obstacles to implementing them. Posts
need to develop a change plan that would ideally address
budgeting strategy, business processes, and supporting
technology.

Budgeting Strategy

The overall strategy to improve budgeting and planning is to move
from a process of developing an annual plan to a process of con-
tinuous planning. The continuous planning process includes
strategic planning on an annual basis and target setting that
translates the strategic plans into specific targets for lower lev-
els of the organization. But the process also involves continuous
rolling forecasting where the data from the previous month is

www.postalproject.com 3
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reported and compared to plan, and then used to revise the
forecasts for the next periods as appropriate.

Continuous rolling forecasting is where the data from the previous
month is reported and compared to plan, then used to revise the
forecasts for the next periods as appropriate. Budgets are then
adjusted at the lowest levels as warranted by actual experience.
This is the point in the process where revisions and different
approaches (options analysis) can be brought to executive officials
as appropriate, making decisions and adjustments more timely.
With good forecasting models that are continually updated as events
occur, the post will effectively have established an early warning
system for an unforeseen revenue decrease due to competition.

Business Processes

Most of the changes in process are probably self-evident at this

point, but to summarize the new process at a high level:

e Strategic plans should be revisited once a year (less frequently
is possible; more frequently is likely to be unproductive).

e Detailed annual plans and the associated budget to meet the
strategic operating objectives will continue to be prepared as
part of the legally required budgeting process.

When executive officials approve the detailed annual plans and
associated budget, the organization will prepare detailed operating
plans. Those plans will outline anticipated levels of demand and
performance by period (likely by month, but quarterly is possible)

relationships among data. This will allow planners to develop
what-if models.

Forecasting. There must be tools allowing powerful data collec-
tion to perform accurate forecasting and planning. The forecasting
tools should be easy to use and provide a means of tracking the
progress of data collection.

Performance measurement. Finally, the platform must include
a powerful data-reporting tool that will support the performance
measurement part of the continual planning process.

Finally, all of these pieces of technology for your planning sys-
tem need to be integrated with existing information systems. The
detailed data to support reporting actual events will have to come
from your existing information systems.

BENEFITS OF THESE CHANGES

The changes proposed in this paper will yield the potential for the
following benefits, and quite possibly more. First, continuous plan-
ning may provide earlier warning of potential problems. With reg-
ular and consistent re-forecasting as events occur, problems and
threats will become evident much earlier. With earlier warning of
potential problems, posts will have more time to consider options
and to react appropriately.

Another benefit is higher-quality decision-making. A continuous
planning process will allow for more comprehensive options analy-
sis and evaluation, with more time for decisions to be considered
and made. Decisions will be made at more appropriate times for
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Even with the right strategy and procedures In place, the right
kind of technology must be ready to SUpport the entire process.

and associated spending. The detailed operating plans will be the
basis of a process of continuous reporting and re-forecasting. As
each period of actual experience is reported, managers will be
able to revise their forecasts. If the revisions require a change in
policy, practice or approach, the issues will be brought to the
appropriate executive officials for options analysis.

With this type of a process, the annual budgeting exercise
should become more focused on strategic goals, rather than
on operational details. Decisions for changes should be made
at a time more appropriate for the issue at hand, and the options
analysis to support those decisions should be more thorough.

Supporting Technology
Even with the right strategy and procedures in place, the right kind
of technology must be ready to support the entire process. There
are three basic components technology must support:

Planning. The technology must provide tools to prepare complex
models that pull in data from various sources and to establish
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the given question, with more current information and with less
speculation about the future.

A third benefit would be improved responsiveness to chang-
ing circumstances. Should demand for services decrease
dramatically, or an economic downturn be worse than expect-
ed, or a natural disaster hit, the continuous planning process
will enable the organization to respond more quickly. Man-
agers will be better able to quickly analyze the scope of the
change, how it is affecting the organization, and the best way
to respond.

CONCLUSION

Changing budgeting to a process of continuous planning is highly
ambitious. Clearly, there are many challenges. However, posts
must start making changes in the direction discussed here.
Continuous budgeting is the most effective method to institute
sound strategic planning, timely reaction to change, and effective
delivery of postal services to the public.



O CASE STUDY

From National
Global Player

Post to

Deutsche Post’s merger and acquisition strategy has allowed it to transform from a

national post to a worldwide organization.
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Deutsche Post’s international corporate expansion began in 1997.
By that time the internal restructuring and turnaround had been,
for the most part, completed, which allowed the company to turn
its focus to its growth strategy and to newly position itself in the
international markets through acquisitions.

Even then, the special and growing significance of the courier,
express, and parcel business was recognized, particularly on the
European level. At that time, the market volume in Germany was a
mere 12 billion deutsche marks, whereas Europe was experienc-
ing revenues in this segment amounting to 44 billion marks.

PURSUING MARKET DOMINANCE

More businesses, active both throughout Europe and internation-
ally, continue to emerge in the courier, express, and parcel service
segments. Deutsche Post was convinced that in the long run only
a handful of international corporations would be able to navigate
the market successfully. Therefore it would be necessary to estab-

lish in a first step a local presence in all major European markets,
either through buying existing and successful companies or by
creating them where these companies were not available.

BOLD GROWTH

Although various strategies exist, Deutsche Post determined that
the most effective way to achieve its goals would be to pursue a
challenging acquisition plan that would allow it to leverage key
assets while bringing immediate presence and market share in
various regions. The acquisition of a majority holding in Poland’s
parcel market leader, Servisco, in April 1997 was the first step
toward the creation of Deutsche Post’s own European parcel net-
work in the business-to-business segment. That same month,
Deutsche Post took over the majority holding in Belgian Parcel
Distribution, while one of Deutsche Post’s subsidiaries worked
together with local forwarding companies in Austria to found a
new parcel service named Quickstep.

While acquisitions were continued with an eye to expanding the
European parcel network, in 1998 there was a growing participa-
tion in the global express business. In March 1998, Deutsche Post
attained a 22.5 percent holding in the express company DHL, the
worldwide leader in courier dispatch with a 35 percent share of
the global market. The DHL Worldwide Express group had gener-
ated revenue of 7.7 billion deutsche marks in 1996 and was
already present in over 220 countries around the world. By 1998,
DHL was No. 1 in the international express business in Europe
and Asia. Deutsche Post holdings in DHL accelerated its activities
in the international arena.

Meanwhile, the European parcel network continued its own
course of expansion. In November 1998, Deutsche Post took on
50 percent of the British company Securicor Distribution, whose
core business was the delivery of business express and parcel
shipments in Great Britain and Ireland. This company, known as
Securicor Omega Express, was

Taken from the book From a Government Agency to a Global Enterprise, published by

Deutsche Post World Net.
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the leader in this market. In early
December, the acquisition of a



majority holding (68 percent) in the French parcel and express
service Ducros Services Rapid rounded out the acquisitions.

BROADER INTERNATIONAL PRESENCE

Deutsche Post strengthened its international activity in the
mail segment as well. In September 1998, Deutsche Post took
over Global Mail, the largest private international mail service
provider in the United States. With the turnaround successfully
completed, it was time for Deutsche Post, already Europe’s
largest postal company, to recast itself as the internationally
leading mail communication and logistics group and continue
on its path of growth.

The takeover of Swiss logistics group Danzas at the start of 1999
was distinct from prior acquisitions. In December 1998, Deutsche
Post submitted an offer to the shareholders of Danzas Holding AG
for the purchase of all outstanding shares.

While presenting the takeover bid Dec. 10, 1998, Deutsche
Post Chairman Klaus Zumwinkel listed the three pillars of the
company’s reorientation strategy:

involvement in the US postal market. In May it acquired
YellowStone International, with specialization in the dispatch of
direct mail and publications as well as catalogs.

In November 1999, Deutsche Post and Air Express International,
the United States’ largest international air-freight provider, finally
signed a takeover agreement. Danzas, and by extension Deutsche
Post, thus took on the position as worldwide leader in air freight;
the group was one of the five largest ocean-freight companies in
the world.

NEW CENTURY, NEW NAME

Deutsche Post presented a new name to the public and its cus-

tomers at the beginning of 2000: Deutsche Post World Net

(DPWN). This was a clear reflection of the group’s changing scope

and self-image and was the result of the corporate reorientation.
With the success of the previous years behind it, DPWN further

specified its corporate goals at the beginning of 2000:

e The group will strive to become No. 1 in transport and logistics
worldwide; and

Today Deutsche Post World Net is one of the largest high-performing

logistics providers in the world.

e Formation and expansion of a top-of-the-line European
transport network for parcels via targeted participations
and cooperations;

e Expansion of the international express business; and

e Formation and expansion of value-added logistics services.

With these targets as the backdrop, Deutsche Post and Danzas
were an ideal complement to one another, and by mid-March the
acquisition of the Swiss logistics company was completed.

Deutsche Post went through a significant growth spurt during
1999. In January, Deutsche Post extended its parcel network to
Italy with a 90 percent holding in the national parcel and express
company MIT. With the acquisition of the parcel and logistics seg-
ments of the Dutch company Royal Nedlloyd in March 1999,
Deutsche Post took another important step along the way to form-
ing its own European parcel network.

The next significant step was taken in April 1999 with a bid
submitted to the shareholders of the Swedish ASG Group
through Danzas. ASG, one of Scandinavia’s leading forwarding
and logistics companies, would add considerable strength to
the Deutsche Post presence in the Scandinavian countries.
Not slowing pace, in the beginning of July Deutsche Post
acquired 49 percent of the Spanish parcel forwarder
Guipuzcoana.

In the meantime, Deutsche Post was also building up its

e The same applies to the mail and express divisions for Europe.
A particularly important acquisition was the increase to 51 per-
cent in the group’s interest in the express company DHL at the
beginning of 2001, and then the complete acquisition in 2002. This
move increased Deutsche Post’s share in the European courier,
express, and parcel market to 16 percent, thus making DPWN the
Europe-wide market leader in this segment.

THE RESULTS

This step simultaneously brought about more growth and value
enhancement through synergies with related divisions within
Deutsche Post World Net. The internationalization strategy
therefore served to achieve the Group’s first subgoal of becom-
ing an important player in the international mail, parcel and
logistics business. In the coming years, it intends to utilize its
strengths gained to date in meeting its objective of becoming
the No. 1 logistics company worldwide.

Today Deutsche Post World Net is one of the largest high-
performing logistics providers in the world. With its brands
Deutsche Post, DHL, and Postbank, the group offers its cus-
tomers a global mail, express, and logistics service, as well as
a wide range of financial services. The company is thus excel-
lently positioned on the way to becoming No. 1 in the global
express and logistics sector. Approximately 380,000 employees
generated worldwide revenues of €39.3 billion in 2002.

www.postalproject.com 3
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Seeing Activity-Based Costs

In addition to supporting dimensional profitability, emerging techniques
such as activity-based costing can play a greater role in overall business

performa nce management.

David Southiere and Hiroshi Goto

Dimensional profitability is the assignment of costs and revenues
to business segments as a means for for evaluating each busi-
ness segment’s contribution to the overall enterprise profit and
loss. Those business segments, also referred to as dimensions,
typically include such areas as product, customer, sales channel,
and business.

An organization leverages profit and loss information by devel-
oping reporting structures consistent with its overall business
strategy, aligning this information with organizational accountabil-
ities, and ensuring that information is actionable. More than sim-
ply reflecting sources of value creation within the enterprise,
dimensional profitability provides insight to help companies
enhance business performance through:

e Pricing strategy development;

e Product and customer mix optimization;

e Go-to-market strategy development;

e Product rationalization; and

e Business process measurement and improvement.

Dimensional profitability relies upon meaningful expense data
made available through activity-based costing and management
(ABC/M). Once perceived to be limited to tactical process-based
analysis, ABC/M plays a key role by linking operational data with
strategic decision-making. When leveraged effectively, it can
support performance improvements that drive better business
unit results.

For example, a large telecommunications provider used prof-
itability information to identify policy and process differences that
were increasing product costs and reducing net income.
Profitability reporting showed that residential telephone service

maintenance costs were higher in one metro service area than
another. By further examining the cost basis for specific activities
using drill-down reporting, it was determined that service techni-
cians in the high-cost area were being assigned a specific number
of jobs to complete per day. In the low-cost service area, repair
jobs were dispatched continuously (i.e., when one repair was com-
pleted, another was immediately assigned). The data, in conjunc-
tion with a closer inspection of regional processing differences,
showed that continuous dispatch resulted in higher repair techni-
cian productivity, since it removed arbitrary quotas that limited
technician output.

THE EVOLUTION OF COST MANAGEMENT
Many companies are limited in their ability to understand the cost
structure of specific business segments and, as a result, cannot
easily determine a segment’s profitability or contribution to margin.
Revenue is relatively easy to determine since most key financial
systems capture revenue origin details. Expense, however, is much
more difficult to associate with even fundamental business seg-
ments such as product. One key reason for this is that shared infra-
structure isn’t directly attributable to any one product or service.

Advanced cost management techniques and support tools,
including ABC/M, have evolved throughout the "90s to replace
static allocation functionality available within most general ledger
packages. Best-of-breed vendors readily adopted ABC/M as the
means for showing how resources were consumed, supporting
cost reduction through process improvement. Figure 1 illustrates
the fundamental difference between traditional cost accounting
and activity-based cost accounting.

The road to more effective cost analysis and management hasn't
stopped with ABC/M. New techniques are con-

DAVID SOUTHIERE is an associate partner in the Accenture Finance & Performance
Management Service Line. He is the Americas lead for the Accenture Dimensional

Profitability marketing offering.

HIROSHI GOTO is a partner in Accenture’s Strategy & Business Architecture Service Line.
He specializes in the areas of management strategy, enterprise resource planning, and

shared services, with an emphasis on the government industry.
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tinuously being developed to accurately and
efficiently generate cost management informa-
tion. For example, Robert Kaplan, leading
author and professor at Harvard Business
School, introduced a modified approach to
ABC/M in 1998 that addresses the tedious and
subjective task of evaluating labor resource in
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example, research and
development is a relatively
fixed cost when compared to

Compensation $ 2,014 Prepare Trouble Tkts $ 2,502

. product assembly and pack-
Benefits/OT 662 Install Products 1,205 .

) ; ) ing expense.
Supplies/Materials 596 Field Support and Control 388 While dimensional prof-
Rent/Leases 791 Perform Routine Maintenance 590 itability yields important
Depreciation 1,086 Perform Product Repairs 1,342 information to support a
Admin. and Other 878 company’s go-to-market
Tatizll $ 6,027 Total $ 6,027 strategy, it can also support

Explains what was spent Explains how it was spent

FIGURE 1 Traditional Accounting vs. Activity-Based Costing

performing activities. It also provides a framework for measuring

organizational capacity to perform business process.

Improvements like this will continue to emerge as the role of cost-

ing expands in the broader performance manage-ment landscape.
Although dimensional profitability can be performed without

ABC/M, it becomes more difficult (if not impossible) to answer

the question “why” when digging deeper into deviations exposed

by standard profitability reporting. ABC/M is the component that

provides muscle to answer questions such as:

e Why does a product’s cost structure differ across geographic
regions?

e Why has a product’s contribution margin declined while revenue
has increased?

e Why is a customer unprofitable when it purchases products that
generate profit?

ABC/M AND DIMENSIONAL PROFITABILITY

The potential benefit of ABC/M and dimensional profitability
increases when integrated with other performance management
capabilities. In fact, ABC/M is ideally positioned at the core of the
business performance management architecture. Figure 2 illus-
trates how various capabilities can be integrated to yield numer-
ous performance reporting outputs. Three capabilities that bene-
fit most from this data include planning and budgeting, transfer
pricing, and balanced/corporate scorecards.

World-class planning and budgeting processes can be
designed to take full advantage of information made available
by ABC/M. The use of unit cost data to determine future enter-
prise resource requirements is known variously as activity-
based budgeting, demand-based planning, or reverse-engi-
neered ABC/M. To illustrate this concept, assume that marketing
data suggests a particular level of future product sales.
Demand-based planning uses historical data regarding per-
output unit costs to estimate the magnitude and type of
resources [i.e., labor, materials, or equipment capacity) required
to support a future yield. Furthermore, by characterizing activi-
ties as either fixed or variable, it is possible to more accurately
determine how resource costs scale with increasing output. For

internal business manage-
ment. Companies that
adopt shared services mod-
els or maintain highly
autonomous business unit
structures often use the
costing approaches inherent in dimensional profitability to sup-
port cost recovery within the enterprise. More importantly, the
use of cost or cost-plus transfer pricing approaches can help
socialize the true cost of internal services, potentially leading
to make-versus-buy sourcing decisions for noncore business
services such as finance, human resources, and information
technology support functions. Companies considering spin-
ning off or selling business units have found that transfer
pricing is an effective way to obtain a more accurate snapshot
of organizational profitability. As a result, accurate cost-
reduction targets can be established and more likely realized
upon the actual elimination of discrete business segments,
whether they are organizations, products, customers, or other.
Business performance reported by dimensional profitability and
balanced scorecard capabilities should be highly correlative. For
example, improving profitability on a profit-and-loss statement
should be reflected as positively trending financial and sharehold-
er metrics on the corresponding corporate scorecard. In fact, key
performance metrics reported in standard balanced scorecards
and other dashboards are typically sourced from ABC/M applica-
tions. Understanding the integration points between these two
capabilities is an important consideration in their design.
Inconsistency could undermine the credibility of information.

BEGINNING WITH THE END
Prior to embarking on the change journey to achieve better prof-
itability information, few companies ask themselves a fundamen-
tal question: What is the key output of this capability and how
will it be used? For example, is the goal to determine the most
profitable combinations of customers, products, and/or sales
channels? Or do the requirements include providing detailed
activity data to better understand the how and why of costs?
Leading companies maximize the value of profit and margin
information by aligning reporting structures with organizational
accountabilities. Business segment performance can only be
improved effectively when business owners are empowered to act
on profitability information that is relevant to them. The product
dimension is a common example of ineffective segment owner-
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ship. Marketing and product development organizations
often struggle to understand which group has ultimate
responsibility for overall product segment performance,

since product effectiveness is a shared responsibility across
these (and in some cases additional) organizations. Some
companies address this issue by defining integrated busi-

ness processes that allow multiple organizations to collabo-
rate on shared business segments.
The structure of a segment profit-and-loss statement

must be consistent with a business owner’s ability to control
each line item. Profit-and-loss statements that include con-
siderable indirect and other uncontrollable expenses are not
likely to be embraced by business owners who lack suffi-
cient leverage to influence business results. In the product
example above, if marketing owns the product profit-and-
loss statement, yet cannot influence product development
strategies, accountability isn't complete and will hinder true
performance stewardship and improvement.

A SUSTAINABLE CAPABILITY
Whether conducted as an ad hoc point-in-time analysis or a
repeatable capability, dimensional profitability initiatives are

notoriously complex. The underlying concepts can be diffi-

cult to grasp and the numerous design alternatives ridden
with pitfalls. Many implementation failures are due to inef-
fective cost models, which define the flow of expenses by
linking cost objects, activities, and cost drivers. Even compa-

Enterprise h General H Transfer
Planning Ledger Pricing
Corporate .. . .
Activity-Based Dimensional
Dashboard Costing Engine Profitabilit
Development gEng ¥
Enterprise
DELE]
Warehouse
R Dlme.nsu_.':r_]al Inter-Company
Reportin Profitability Transfers and
P 9 Reporting SLA Reporting
Process Cor;_)o.r'f:te and Financial
Reportin Divisional Reportin
P 9 Scorecards P 9
V4 V4

nies that have achieved successful implementations have
later found it difficult to sustain this capability on an ongoing
basis due to causes usually rooted in the requirements or
conceptual design stages. These typically include:

e The value and credibility of profitability information is often com-
promised when explicit business objectives are not defined up
front. This leads to subsequent modification to process and/or
outputs after initial deployment;

Defining the costing approach at an unnecessarily detailed level
generates significant volume and performance problems without
providing better information;

e The use of inappropriate cost drivers undermines the credibility
and subsequent use of information, and leads to increased
maintenance costs when legacy systems are decommissioned,
upgraded, or replaced; and

Use of staff surveys to allocate resource costs to activities often
require an overly burdensome update process, which can lead to
obsolete information.

Building excessive detail into the design is perhaps the most
common pitfall encountered by companies that believe greater
detail yields improved precision. Although technological improve-
ments have supported greater data processing capabilities, there
are additional costs involved in handling those volumes.

An effective way to introduce dimensional profitability concepts
is through pilot implementations that address a portion of the
overall organization. This allows: introduction to a more limited
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FIGURE 2 Integrating ABC/M with dimensional profitability yields

multiple benefits.

user group; greater focus on fewer capability objectives; and the
implementation team to learn by doing as a means for refining the
rollout approach. An Asian mass transit provider opted to first
implement activity-based costing within the operations depart-
ment prior to rolling the capability out to the rest of the company.
This proved a wise decision since the operations department was
the most vocal supporter of the capability and was often the trend-
setter for the rest of the organization.

THE RIGHT TECHNOLOGY

There are several options for configuring a financial systems
architecture to generate dimensional profitability information.
Three common approaches are: back-end best-of-breed; inte-
grated enterprise resource planning packages; and performance
management suites. The relative immaturity of larger vendors’
(e.g., Oracle, PeopleSoft, and SAP) performance management
offerings has given best-of-breed vendors (e.g., Armstrong-
Laing, SAS] the edge. Both ERP and best-of-breed vendors are
actively developing performance management suites that
attempt to integrate analytic functionality in the areas of ABC/M,
dimensional profitability, planning and budgeting, and perform-
ance dashboarding in much the same way finance and account-
ing ERPs blossomed in the early to mid-"90s.



Characteristics

e Seamless integration

¢ Very powerful calculation
engine

¢ Capacity to handle large
data volumes

¢ Powerful tool sets for data
manipulation

ERP
Applications

e Clients often possess in-
house skills and a working
application development
environment

¢ Ease of implementation

e Superior functionality

¢ User-friendly interface

¢ Several front-end and
back-end interfacing tools
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e Seamless integration is
not the first priority

THE POSTAL ENVIRONMENT

e Significant investment has already been made in other ERP
modules

e An abundance of ERP skills available to the project team

e There is an existing application development environment or
one can be set up in a reasonable amount of time (relative to
the project timeline)

e Functionality of ERP application meets the project requirements

e Seamlessly integrated applications are a company objective

* Solutions will be permanent [i.e., interfaces), and the company
is committed to the application for the long term

¢ No significant investment in ERP tools

e Limited ERP skills available to the project team

¢ No access to ERP applications development environment

e Project timeline requires a quick learning curve for technology

¢ ERP implementation will extend the project beyond a reasonable
timeline

e Project scope limited to a one-time study

* Scope is limited to a “proof of concept” but is too complex for

THE VALUE PROPOSITION
The implementation of a compre-
hensive performance management
architecture based upon ABC/M
typically represents a considerable
investment when developed prop-
erly. However, the potential bene-
fits are significant and can justify
the expense.

It is estimated that the effective
use of ABC/M can help to reduce
a company’s overall cost structure
by as much as 3 to 5 percent. A
large part of this potential is
associated with the identification
and elimination of nonvalue-
added activities. However, the
objective of activity analysis is not
limited to simply reducing work
levels, but optimizing them as
well. For example, many compa-
nies find that a disproportionate

Access and Excel

FIGURE 3 Characteristics of ERP vs. Best-of-Breed Applications

An organization must decide whether to use an existing ERP’s
capabilities or leverage a best-of-breed application. Typical ques-
tions asked when considering the potential move to a best of
breed include:

e What incremental investment will be required?

e What additional skills must be developed in-house?

e How will it be interfaced with current systems?

e Can it support the volumes of information that must be
processed?

e Will existing reporting and productivity tools work together with

a best-of-breed application?

Although ERP and best-of-breed functionality have historically
converged, they each possess inherent features that may or may
not align with a specific company’s requirements. The right choice
depends on several factors, including current use of an ERP, the
number and complexity of operational data sources required to
support costing, and plans for integration with other performance
management capabilities. Figure 3 identifies key characteristics of
either solution, as well as a description of why a company might
use one or the other given its specific circumstances.

Regardless of whether a company goes the ERP or best-of-
breed route, it must consider its specific application require-
ments in evaluating the many products available in the market.
Specific considerations include such issues as integration, train-
ing, technical platforms, multicurrency environments, pricing,
and many other factors.

amount of effort is focused on
activities required to address
process failure in contrast to
those performed as preventative
measures.

There is significant potential upside for the top line as well. An
enhanced focus on higher margin and growth products and the
pursuit of better markets can translate to a 5 percent to 15 per-
cent increase in revenue. This also includes improvements relat-
ing to customer and channel management.

Achieving the benefits described above requires a well-integrated
and well-planned program. Since significant value is derived from
the synergies inherent within the overall performance manage-
ment framework, the realization of full benefit requires that
ABC/M be fully integrated with other capabilities. Furthermore,
since the change journey requires a sustained, multiyear focus,
release staging can be an effective means of driving early benefits
that have a positive impact on the underlying business case.

FINAL WORDS

Now more than ever, it is critical that organizations understand
those components of the business that contribute value to the
bottom line. Historically, companies have conducted one-off cost
studies as the basis for a more detailed understanding of segment
profitability within the business. However, the emergence of
robust cost-analysis techniques and software applications based
on improved technologies have enabled a repeatable and sustain-
able dimensional profitability capability. And though achieving this
capability requires strategic vision, a considerable investment, and
a potentially complex implementation, ABC/M-based dimensional
profitability can assume its rightful position at the heart of busi-
ness performance management.
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O CASE STUDY

Doing More With Less

A case study on the US Postal Service Advanced Computing Environment.

Robert Otto and Larry K. Wills
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Since the mid-1990s, significant advances in computing tech-
nology have been made, providing a wealth of business systems
solutions that enhance productivity at lower costs than ever
before. While the USPS capitalized on many of those advances,
its ability to fully exploit them remained limited within the
constraints of a 1995-era distributed technology and support
infrastructure that was difficult and costly to maintain.

With the advances in technology, computer infrastructure sup-
port practices had transformed as well. The US Postal Service’s IT
support practices were maintenance-intensive and expensive in
comparison with industry best practices, making the movement to
a more efficient “shared services” concept a compelling model for
how the USPS could enhance its ability to deliver state-of-the-art
technology solutions to its business.

DRIVERS FOR CHANGE

A key driver for change was the fact that the US Postal Service

had grown an immense IT infrastructure. Over the course of eight

years the number of desktops had expanded from 40,000 to over

130,000 while the number of servers had grown from 500 to over

20,000 (both infrastructure and application servers). Given this

immense growth, the USPS realized that the existing distributed

environment consisted of an infrastructure that had exceeded its

fiscal and technical lifecycle. Along with exponential growth, there

were other challenges to be addressed, such as:

e Outdated operating systems (distributed desktop and server
operating system software was obsolete];

e Near-obsolete desktop software;

e Aging desktop/laptop hardware (130,000 desktops and 37,000
laptops - three-fourths of which had an expired warranty);

e Qutdated messaging system
(135,000-plus users transmitting

As chief technology officer, ROBERT OTTO is responsible for managing and maintaining the US Postal
Service’s technology network, including the information technology infrastructure, which supports
over 650 national applications designed to run the organization on a day-to-day basis - including the
payroll for 740,000 employees and payments to suppliers nationwide. Mr. Otto is also responsible for
operating the world’s largest intranet, which connects the Postal Service’s processing and distribution
centers, bulk mail centers, Priority Mail centers, air mail facilities, and 38,000 post offices.

LARRY K. WILLS, the lead executive responsible for the Advanced Computing Environment (ACE)

over 4.1 million emails a day);
e Fragmented user support
(119 helpdesks supporting over
200,000 users utilizing 130,000
multifunction workstations); and
e Unsustainable enterprise
directory service (for user IDs,
passwords, etc.).

program, has more than 27 years of federal service. His formal education and training includes

Amarillo College, the University of North Carolina, and West Texas State University, where he grad-
uated with honors and holds a bachelor’s degree in industrial technology.
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The USPS recognized that the current
distributed technology infrastructure



would continue to age and grow in complexity, which would lead
to increased failure rates and cost of maintenance. The impact
on core national business applications, which were becoming
extremely costly to develop, deliver, and support, was simply
unacceptable. Doing nothing was not an option.

THE SOLUTION: ADVANCED COMPUTING
ENVIRONMENT

The answer the USPS found to the technical infrastructure issues
it faced was ACE - the Advanced Computing Environment. The
ACE program replaced the existing distributed computing environ-
ment while addressing user support, system services, application
services, architectures, and governance.

The ACE program had four objectives: 1) reduce costs and replace
obsolete technology; 2) accelerate application development capabil-
ities; 3] simplify future technology deployments; and 4) increase
ease of use, efficiency, and security. To achieve these objectives,
the ACE initiative targeted improvements in four major areas:

e User Support Services: The USPS targeted the outdated and
redundant user support capabilities with the objective to inte-
grate and streamline support processes, institute a shared
cost model, and improve predictability of services and user
satisfaction.

System Services: The ACE program sought to alter infrastruc-
ture administration practices while improving productivity

through automation and economies of scale, enhancing security
of the IT environment, and promoting administration consistency.
Application Services: One of the more daunting tasks that faced
the ACE team was the need to improve application maintenance

by reducing complexity through the elimination or consolidation
of several supported applications. The team also simplified the
application certification and deployment processes and institut-
ed programs to leverage architecture and open standards,
reducing time to market for new business initiatives.
Architecture and Governance: With over 20,000 servers, there
was significant need to eliminate redundant and incompatible

technologies, which would deliver lower cost of operation
through standardization and implementation of best practices.
With the implementation of ACE came dramatic changes as the
115 field helpdesks were centralized into a single, consolidated
helpdesk. ACE efforts also standardized software packages,
decreasing the number of supported applications from 270 to 60
and creating a common, standardized workstation that could be
accessed from anywhere on the USPS network.

While creating significant software improvement, ACE also
sought improvements in hardware, consolidating 13,000 infra-
structure servers to 1,500 and over 11,000 server locations to
540. With fewer servers to maintain and support there were
fewer variations in the architectures and significantly fewer
maintenance tasks to perform, allowing IT personnel to focus
on value-adding tasks.

The USPS also understood that increased levels of service were
needed. These, too, have been achieved by ACE through the imp-
lementation of a managed-services-oriented model that provides
the US Postal Service with competitive advantage by stabilizing
and modernizing its distributed computing environment, providing
the framework for faster deployment of business solutions with
increased stability.

CONCLUSION/RESULTS

The Advanced Computing Environment is more than just new
computers. ACE promotes and reinforces the corporate direction
toward a Web-centric environment, where data is maintained
centrally and distinctly from applications, and application servers
are centrally located with database servers. Benefits are realized
with simpler, more standard computers that are easier and more
cost-effective to support.

The ACE program recently rolled out a new operating system
and a new email system. Some of the major enhancements of the
new email system incorporate built-in calendaring, task manage-
ment, and integration. ACE also provides the capability to be con-
nected anytime, anywhere, with an integrated wireless service.
The service is supplied through a handheld device, and it provides
managers with the ability to access their email, tasks, and calen-
dars remotely. The device replaces the need for pagers.

The ACE program provides multiple benefits for the US
Postal Service. ACE eliminates inefficiencies in technology,
integration, deployment, and support by using best-in-class
supply chain management; applying industry best practices
that speed up development and implementation; utilizing main-
stream technology and allowing for an evolutionary technology
management process; and driving operational costs lower
through productivity improvement. Savings of $150 million to
$200 million are expected over the next five years. Current ACE
deployment efforts toward achieving the projected benefits are
ahead of schedule.

Very quickly it has become apparent that ACE is helping the
USPS do more with less.

www.postalproject.com 3
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Driving Without Brakes

|Is Dangerous

Posts can achieve significant savings in erratic economic times by using
hedging strategies that are common business practices in similar industries.

Wolfgang J. Koester

For most, if not all postal services worldwide, the single largest
cost of doing business is the employees. That cost is well man-
aged and continuously reviewed. The second largest cost is fuel.
Surprisingly, many postal services do not manage this cost.
Managing the cost of employees is viewed as mandatory and com-
mon. Managing the cost of fuel or currencies is viewed as specu-
lative and uncommon. Not managing the risk of rising fuel costs
or adverse currency movements is perceived as an acceptable
practice with no risk. This white paper proposes that the lack of
financial risk management is a risky proposition that should be
unacceptable at any postal service. Too many postal services are
still focused on budgets, not economics and risk management.

At a recent CEO/CFO summit, former General Electric CEO Jack
Welch stated that the worst business invention ever was budget-
ing. Budgeting restricts and focuses on the wrong outcome. It is
the tool posts use to manage fuel costs risks. Budgets should be
recognized as a cost control, not a business strategy. Postal serv-
ices need to change their perspective. They need to recognize that
the lack of risk management is as dangerous as driving a truck
without brakes. In the private sector, hedging such
exposures/costs is the best practice and consequently, strategies,
as the one outlined in this article, are implemented.

The postal treasuries face three main challenges to managing
financial risk such as fuel costs and currency rates:
¢ Recognizing that lack of risk management is the riskiest decision;
e |dentifying operations with similar risks; and
¢ Defining and implementing a shared vision and strategy.

The solutions to these challenges will include an understanding of
the meaning and intent of hedging; comparing two similar indus-
tries and their approach to managing fuel exposures; and outlin-
ing a strategy with suggestions for areas of focus.

CHALLENGE NO. 1: RECOGNIZING THAT LACK OF
RISK MANAGEMENT IS THE RISKIEST DECISION.
The misconceived notion that managing financial risks increases
risk must be dispelled. How does one address this challenge? The
answer is rather simple: Understand the true meaning of hedging
and educate as many constituents as possible.

So what is hedging? The word is defined as “a fence or boundary
formed by a dense row of shrubs or low trees” and is further
defined as "a means of protection or defense (including financial
loss)." Hedging thus should be recognized and exercised as a pro-
tection against financial loss/cost.

Consider the risk of having to purchase operating fuel. If prices
rise sharply, cost of operation rises sharply. For example, postal
services budget for fuel price increases. The mere fact that they
do so should be indicative of what they think will happen to that
cost. Having budgeted for that cost increase, the treasury depart-
ment may still meet (ironically so) the budget while anticipated
costs have increased and losses have incurred.

Can that risk be managed? Should that risk be managed? Yes; it
can, and it should. The office of personnel certainly manages its
cost; why shouldn’t the treasury department do the same? The
mindset of postal services has to be moved from budget focus to
economic focus. When economic focus prevails, it is obvious that
hedging exposures is a way to protect against the risk of increas-
ing costs. The result will be controlled cost, and, consequently,
budget rates can be better defined and managed.

As an example, fuel prices at the beginning of the fiscal year are
$1 per gallon (US). The postal service wants to budget for $1.25
per gallon (a 25 percent increase). Let us take the ideal situation
that the postal service purchases a derivative that protects from
the expected 25 percent increase, and that the protection costs
them one cent per gallon. Should the price rise by 25 percent - as
originally expected - the hedge protects against
that rise. While the price has increased by 25

WOLFGANG J. KOESTER is the CEO of RimTec, Inc. and has worked in the area of finan-
cial risk management with Fortune 100 companies and governmental agencies since
1985. RimTec (Risk Management Techniques) offers a wide range of risk management

services solely focusing on currency, commodity, and interest-rate risk.
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percent, the value of the derivative has also
increased, protecting the postal service and
keeping its cost at $1.01 per gallon. As the sec-
ond largest cost center this will significantly



have affected the economic results. Additionally, the budget could
have been set at $1.01 and met accordingly.

This challenge of recognizing and understanding that the riski-
est economic action is the lack thereof can be dispelled by defin-
ing what hedging truly is and how it should be utilized. Once
defined, the constituents need to be educated.

THE POSTAL ENVIRONMENT

ence between airlines and the postal services is time, whereas the
risk is the same. Both establish the price well in advance and fix it.
How do airlines then handle their fuel and currency exposures? We
have reviewed airlines around the world and not surprisingly have
found risk management/hedging policies addressing fuel costs in
place at every airline — without exception. Additionally, every inter-
national airline addresses the currency

Risk Factors Business Drivers

risk and management thereof.
Value Proposition

The fuel cost represents the
second largest expense to
most postal services.

Fuel prices have been
volatile over the last decade:

Business impact of fuel
prices are significant and
strategy is to be implemented
that mitigates the risk
without giving up all the
benefits of lower

fuel prices.

»
»

¢ average monthly volatility:
32% . .
Fuel is a commodity that

can be hedged. A number
of companies employ fuel-
hedging strategies to

e price range: $ .30 to $1.00

e largest 12-month move:

For example, in 2002 the least protect-
ed airline still had slightly in excess of 50
percent of their fuel consumption protect-
ed/ hedged. The airlines viewed as best

Volatility reduction

Cost reduction

Accounting run, such as Southwest Airlines in the
canpliaice United States (more than 50 consecutive
Credit and profitable quarters), were in excess of 85
liquidity percent hedged. Fuel cost of Southwest

requirements Airlines is approximately 15 percent of

their total expense base. In 2002 and
2003 their hedging improved their total
net income by 22.5 percent and 19.4 per-

Stringent reporting

$.60 smooth volatility and and controls
manage price.
FIGURE 1 Best practices require active steps to manage or eliminate risk/cost effectively in

order to remain competitive in the global economy and preserve assets.

CHALLENGE NO. 2: IDENTIFYING OPERATIONS
WITH SIMILAR RISKS.

The second challenge is identifying similar industries and
comparing their strategy to similar challenges. Let's compare
two different industries - the trucking industry and the airline
industry. Let’s examine what is common applicable best practice
with respect to fuel and currency hedging for these two indus-
tries, and determine which is most comparable to services
rendered by posts.

The trucking industry often differentiates itself from the postal
services as the cargo is typically larger and billed on a customized
per-trip basis. In the trucking industry, companies have created
price elasticity by being able to charge a customer a surcharge for
fuel prices as they increase. They can do so on a per-bill basis.
While they have created a protection against the risk of increased
cost - their way to hedge, this
price elasticity is nonexistent
for the postal services and
therefore not applicable. Thus,
trucking companies typically do
not avail themselves of the use
of financial instruments to
hedge their exposures because
they do not have to; they are
already protected.

The airline industry is closer to the postal services as price
inelasticity is common to both. The price of an airline ticket is pub-
lished and often sold months in advance of actual use. The airline
ticket is a contract between the airline and the customer to trans-
port from point A to point B on a given, predefined date. The differ-

cent respectively.

Some postal services are currently
completely unprotected and let the
market and current events (such as
OPEC, political events, wars) dictate fuel costs and currency
exchange rates. Many do not have a defined hedging policy in
place. They are politically protected by budgeting and thus possi-
bly meeting the budget. But they are reporting increased costs
and/or losses and in many cases have to reduce their workforce
as well as demand higher prices. In a free, unregulated market
where a postal service does not have a monopoly, the lack of
risk management would create the opportunity for others to
step in, create competition with favorable results and dominate
the postal market. As seen above, the postal service that imple-
ments best practice standards in the private sector can create
the ability to increase their net income significantly.

A postal service writes in its annual report: "We cannot dynami-
cally change prices or add surcharges to our products to account
for cost increases such as energy prices.” This statement indicates

Some postal services are currently completely
unprotected and let the market and current events
(such as OPEC, political events, wars) dictate fuel
costs and currency exchange rates.

the recognition of price inelasticity, indirectly identifying the same
challenge that faces any airline. The first step to solving this chal-
lenge is to recognize the exposure. The above quoted postal service
has done that. The second step is to recognize what hedging truly
is and educate the constituents about hedging. The third and final
step is to develop and institute a comprehensive hedging strategy.

www.postalproject.com 3
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CHALLENGE NO. 3: DEFINING AND
IMPLEMENTING A SHARED VISION AND STRATEGY.
The first two challenges, though fundamental, are arguably simple
compared to the third one - creating the vision, strategy, and
implementation process to protect against increased energy prices.
The vision - develop a strategy similar to: "While we at the postal
service cannot dynamically change prices or add surcharges to our
products to account for cost increases such as energy prices, we
manage the cost of fuel with well-accepted financial instruments.
International Accounting Standards, Financial Accounting
Standards, etc., accept these instruments and the use thereof for
hedge accounting purposes and consider them effective. They are
liquid and commonly used solely for the purpose of protecting
against adverse price movements. The postal service does not use
them for speculative purposes. The goal is to manage the risk by
implementing a strategy that will reduce cost and earnings volatil-
ity. The postal service looks to achieve and maintain applicable
best practices on a continuous basis.”
Defining a vision, risk factors,
business drivers, and a value propo-
sition can be depicted as in Figure 1.
When searching for an organiza-
tion to assist in this important and
necessary risk management strate-
gy, several key areas of services
need to be considered and included:
e Consulting and implementing
services to achieve applicable best
practices around treasury man-
agement. This includes delivering
capabilities around risk, liquidity,
and counterparty risk.
e Workflow management integration

Postal Service
Exposure

Hedge
Evaluation Software

Size of exposure
Type of exposure

commodity
and data consolidation to optimize

corporate treasury decision-
making.

e Objectively structure and manage
the hedging process to maintain
best practices.

Data:  Historic price data,
Past performance of
managers

Output: Volatility reduction

Cost reduction

- accounting treatment

position and should be defined as the minimum constant expo-
sure hedged. The adjustable hedge should be adjustable within
predefined cost factors.

The cost tolerance has historically been very high because
being unprotected has been acceptable. In other words, the cost
risk was the market. Postal services do not have a problem stat-
ing and accepting that a one-cent increase in fuel price could
increase the postal service’s cost by more than $5 million. This
arguably is the riskiest strategy, as not being hedged is likened to
driving a truck without brakes.

The core hedge could be paralleled to constantly having a
foot at least touching the brake, while the adjustable hedge
would parallel applying different levels of pressure to the brake
given environmental conditions. Experts, like truck drivers in
the analogy, can be added to the process to assist in determining
the appropriate level of pressure (hedge] to be applied in order
to avoid any accident. Postal services hire trained professional
truck drivers. The treasury department needs to hire, or out-

Postal Service
Treasury System

Financial
Institutions/
Managers

Hedge
Execution

- currency, interest rate,

Input: Hedge Evaluation
Software Output
Output: Hedge
recommendations
via channel requested

by postal service

Input:  Hedge recommendations
to be executed
Output: Executed hedge

transaction

FIGURE 2 Risk Management Best Practice Process

The strategy is to define risk policies

and the risk framework as well as

include a review and improvement of polices. The review should
include pricing derivative instruments, developing a customized
benchmark, and implementing an up-to-the-minute report that
includes the valuation of the hedging strategy at any time (see
Figure 2).

The fully integrated service should be a continuous process
with the main input for achieving and maintaining best
practices commencing and ending with the postal service’s
defined exposure.

The strategy should include two components: a static hedge
and an adjustable hedge. The static hedge is hedging the core

4 Pushing the Envelope

source to, trained professionals who are well experienced in
hedging exposures. The result will be a significant reduction

in volatility, an improved process in managing toward the budget,
and a likely reduction in cost.

In conclusion, costs need to be constantly defined, updated,
reviewed, and managed. Financial risk, whether fuel cost or
currency exchange, requires management, as it will decrease
risk and often costs. In the above example, a risk management
strategy would have over the past 10 years reduced the cost of
fuel in excess of 50 percent and the volatility of earnings by
more then 85 percent.



O CASE STUDY

Innovation in IT Service
Management and Delivery

Innovapost, an innovative solution focused on delivering world-class IS/IT services,
has enabled Canada Post to drive transformation.

Chris Brennan
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Canada Post (CPC] had tried it all in attempting to secure the
world-class IS/IT services it needed to help transform its busi-
ness to compete in the rapidly changing postal market. It was
this experience that led it to outsource all its IS/IT requirements
to a new outsourcing enterprise - Innovapost - that has some
very unique characteristics.

THE TRANSFORMATION CHALLENGE

Canada Post, along with most other postal organizations,
was facing some serious competitive challenges. The advent
and growth of the Internet had precipitated the introduction
and rapid expansion of e-commerce. In turn, e-commerce
spawned an ever-increasing number of new competitors and
new e-services.

Canada Post knew that it needed to adopt leading-edge
technology and transform its business in order to compete in
the new e-world and meet its customers’ expectations for serv-
ice performance. A key ingredient would be world-class IS/IT
experience and expertise. However, attracting these profession-
als and maintaining world-class IS/IT knowledge and skills was
becoming increasingly difficult given the speed of change in
technology and the level of effort involved. Canada Post had
found itself increasingly relying on external service providers for
access to world-class professionals, but this proved to be ever
more costly, time-consuming and inefficient. Plus, transforma-
tion required a much closer and more complex relationship with
the IS/IT provider.

THE LIGHT AT THE END OF THE LONG TUNNEL
Canada Post had long been tackling the cost and time issues around
contracting for IS/IT services. In an effort to deal more effectively with
these, Canada Post established the system integrator program (Sl)
in the early 1990s. Through this program, Sls competed to pre-
qualify for certain portfolios (areas/functions of expertise), and work
in those portfolios was undertaken through task orders without the
necessity of issuing a request for proposal. In 1993, Canada Post
signed a 10-year, CAN$1 billion agreement to outsource its entire
computing and communications utility (including mainframes, tele-
phones, and the operating software). Sls provided the other applica-
tion maintenance, and application and project development services.
As a result of these initiatives, IS/IT costs began to stabilize,
and improvements in project delivery were realized. However, the
management of S| agreements led to inefficiencies and redundan-
cies. In addition, the Sl program revealed that the financial and
operational advantages of outsourc-

ing can have limitations.

CHRIS BRENNAN joined Innovapost as president and CEO in October 2002. As CEO of Innovapost, he From this experience, Canada Post

is also the CIO for Canada Post and Purolator Courier. Mr. Brennan has over 20 years of consulting arrived at a number of conclusions
experience in the postal industry, with a focus on providing guidance related to operational and and believed:
process improvement and transforming the business using technology as an enabler to change. e A strategic alliance with an IS/IT
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Canada Post Objectives Innovapost Solution

Adequate involvement in
the management of the
outsourced operation

)

World-class IS/IT skills,
and expertise and deep
knowledge of postal operations

Competitive costs/high performance —

A committed partner

FIGURE 1 Innovapost Addresses Key Canada Post Objectives

provider who had a vested interest in the outcome of the
alliance was the optimal solution;

AL IS/IT services should be outsourced;

Creating a new company with a world-class IS/IT firm was the
most efficient and effective solution; and

Partnering with a private sector company listed on a stock
exchange would ensure investments would be sound and driven

An innovative business model and governance structure:

« Majority ownership by Canada Post in the outsourcing
entity

« Chairman of the board would be a Canada Post
executive

* Innovapost CEO would be the CIO for Canada Post

« CPC and CGI would have equal voting rights, except CPC
would have a veto on any change in Innovapost'’s
strategic direction

« Specific provision for termination

A partnership including Accenture and CGl to provide the
necessary balance of skills and expertise

e CGlI, the fourth-largest outsourcing company in North
America

e Accenture with one of the world's largest postal
consulting practices and a 10-year-plus relationship
with CPC

Commitment to specific targets:

* 20% reduction in service costs

« Performance targets

« Significant investment in establishing joint- venture
operations and commitment to investing in new business
opportunities

Commercial business requirements:

« 10-year agreement, with five-year review
« Profitable from day one

Governance provisions that integrate management team:

« Innovapost CEO is also CIO for Canada Post
« Executive VP of CPC is chairman of Innovapost's board
of directors

Shared risks and rewards

« Purchased IS/IT assets

« Invested in the startup, plus committed to invest in new
business opportunities

« Joint-venture partners share in profit from outsourced
operation proportionate to their investments

by the imperatives to be profitable and to obtain competitive return.

Consequently, in October 2000, Canada Post issued a request
for proposal to team with a private-sector company to establish
a jointly owned for-profit IT services and electronic business
company from which Canada Post and other members of the
Canada Post group would procure all their information systems,

www.postalproject.com 3
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information technology, and electronic business services
requirements. This company would also be the mechanism
through which Canada Post would market and sell IS/IT servic-
es to other postal administrations worldwide.

AN INNOVATIVE OUTSOURCING STRATEGY
In May 2002, Innovapost was created as a joint venture between
Canada Post and CGl to provide Canada Post group with world-

Other accomplishments included implementing a comprehen-
sive release window framework that will increase efficiency and
result in a greater success rate of releases and minimum disrup-
tion to business. Innovapost also effectively managed various large
application development projects to put in place the final compo-
nents of a fully integrated information systems platform. By lever-
aging solutions, resources, SAP licenses, and technology infra-
structure developed, and in production, at Canada Post,

Implementation time and costs were substantially reduced through the
reuse of such things as the approach (estimating models, plans, deliver-
ables, design, and delivery tools), the process model, and configuration.

class IS/IT services and technology solutions needed to compete
effectively in the marketplace. Accenture joined the team as a
nonvoting member in October of the same year. This company
would enable Canada Post to significantly reduce IS/IT service
costs and would deliver measurable improvements in IS/IT service
performance. Innovapost would also be expected to provide inno-
vative solutions to realize new revenue streams and deliver pro-
ductivity improvements.

The structure and governance of the joint venture had some
unique features that were designed to deliver the key objectives
that Canada Post had established going into this endeavor (see
Figure 1).

ACHIEVING RESULTS

At the end of 2003, Innovapost employed approximately 480 pro-
fessionals, had established operations in two locations (Ottawa
and Toronto) and had met all its major goals. Over the course of
the year, both CGl and Accenture transferred infrastructure man-
agement experts to Innovapost. In terms of world-class skills and
expertise, Innovapost management had on average 15 years of
IS/IT postal experience and 20 years of IS/IT outsourcing experi-
ence. Accenture also transferred its CPC application management
team to Innovapost, putting the company well on its way to build-
ing a world-class application development capability.

In the area of operational performance, Innovapost had consis-
tently met its financial performance and service delivery targets
through 2002 and 2003. It also completed the transfer of applica-
tion management expertise from its partners significantly ahead
of schedule. In the area of cost saving, it is expected that Canada
Post will be billed about 24 percent less in 2004 than 2003 for
infrastructure management. Canada Post realized considerable
savings in application management and, beginning in 2004,
expects to realize a net annual savings of 14 percent. With respect
to application development, once the target of 50 percent insourc-
ing has been achieved, Canada Post will realize a savings of 10 to
12 percent per project with 20 percent lower rates.

4 Pushing the Envelope

Innovapost helped secure a 42 percent “reusability” savings in
implementing financial and HR environments in a major CPC sub-
sidiary. Implementation time and costs were substantially reduced
through the reuse of such things as the approach (estimating
models, plans, deliverables, design, and delivery tools], the
process model, and configuration. In addition, the technical plat-
form and environments were shared, as was application support.

This is just the beginning of a journey; challenges are still to be
met and the relationships will need to evolve as the market dic-
tates. Canada Post believes, however, that it is beginning to see
the full benefits of Innovapost across all of its companies. With
shared vision, risks, and rewards, Canada Post and its joint ven-
ture partners are confident that Innovapost will be a key ingredient
in the successful transformation of the Canada Post and in the
development of new world-class products and services, and the
exploitation of new markets.

PostalProject.com
Can’t find what you're looking for? Go to PostalProject.com
to search through this book. PostalProject.com has the
resources and information you’ll need to help evaluate,
select, and implement the best strategies and solutions.

A worldwide community with a strong interest in the
postal industry uses the Web site to:

¢ Email the authors

* Review case studies

* Browse through white papers

* Get answers to questions

e Forward articles to colleagues

e Order books and reprints

* Learn about conferences

* Suggest ideas for the project.

Please visit PostalProject.com soon, and be sure to tell us
what you think.



O CASE STUDY

Partnering to

Drive Transformation

The USPS created a unique, innovative contracting strategy, creating partnerships
with best-in-breed IT organizations to drive transformation. This successful strategy

has yielded significant results.

Robert Otto and Keith Strange
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In 1997, USPS information technology sought to implement a
strategic vision to provide a modernized process for acquiring its
corporate business solutions. With e-business at the forefront of
any company’s market share growth, the US Postal Service recog-
nized the need to leverage this technology to control costs and
provide world-class service. As a result, a new approach to work-
ing with suppliers was created that would allow for the creation of
a mutually beneficial partnership between suppliers and the

USPS. The goal of such an approach was for the USPS to partner
with leading suppliers to modernize business processes and sys-
tems. The result of this search was the creation of the Preferred
Portfolio Partnering (PPP) contracting strategy, an innovative con-
tractual agreement that has helped the USPS to achieve signifi-
cant progress in its modernization efforts.

CHALLENGES

There were several obstacles that limited the ability of the USPS
to best utilize information technology providers in its efforts to
drive transformation. Among these was a lack of continuity as it
relates to quality, a lack of system development repeatable
processes on projects, long project lead times, repetitive learning
curves, and a lack of end-product accountability.

The traditional model used prior to PPP had often been to involve
an outside supplier in developing the scope of a project (functional
requirements, technical requirements, business case, timeframe,
etc.). But that supplier was then precluded from bidding on the next
phase of work because of conflict of interest issues.

This inability to engage the same supplier for both requirements
and development created a lack of accountability and continuity
that impaired success, as suppliers did not have any incentive to
define accurate or appropriate requirements that they would never
have the opportunity to implement. Steve Kelman, of Harvard
University’s John F. Kennedy School

As chief technology officer, ROBERT OTTO is responsible for managing and maintaining the US Postal
Service’s technology network, including the information technology infrastructure, which supports
over 650 national applications designed to run the organization on a day-to-day basis - including the
payroll for 740,000 employees and payments to suppliers nationwide. Mr. Otto is also responsible for
operating the world’s largest intranet, which connects the Postal Service’s processing and distribution
centers, bulk mail centers, Priority Mail centers, air mail facilities, and 38,000 post offices.

KEITH STRANGE is USPS vice president, supply management, and is responsible for all USPS supply
management activities. He manages the USPS supplier relationships, with more than $9.4 billion in
expenditures annually. He holds a bachelor’s degree in international studies from the University of
South Carolina in Columbia and a Master of Public Administration from the American University.
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of Government, in an independent
review of the PPP concept, described
the risks. “The contractor developing
the original specs does not have the
incentive to develop appropriate
requirements, or a viable business
case, that comes from being held
responsible for the final results of the
effort.” The lack of continuity also
resulted in stovepipe solutions, as
suppliers had no time (or incentive)



to understand the USPS technology landscape outside of their
project and work to integrate their solution into that architecture.

Traditionally, USPS contracting methods also required signifi-
cant time. A typical contractual cycle would involve completing the
requirements definition phase, a process that could take a few
months. Upon completion of the requirements definition phase,
the USPS would then issue a request for proposal and bids would
be solicited. Multiple suppliers were invited to submit proposals
and the process to select the most qualified for the effort would
begin. This process also required significant time and effort, mak-
ing it difficult to quickly begin the implementation of any solution.

Another time-consuming effort that was factored into the propos-
als of each supplier who won a contract was the project team'’s
staffing and training. These suppliers, typically with few if any
employees having experience on USPS engagements, would
include, as part of their bid, training costs for their staff. This learn-
ing curve included not only project-specific details, but also basic
USPS policies and business practices. Along with the learning
curve, these new resources would also have to complete a security
clearance process, a necessary but time-consuming step, before
they would be allowed access to any USPS computing resources.

The repetition of this learning curve and security clearance
process on virtually every project and potentially every phase of
the project (experience gained in the requirements definition
phase could not be leveraged in later phases because of the
requirement to change suppliers) added significant cost and time
to each project undertaken.

Upon analysis, it was determined that these challenges could
not be overcome using the conventional contracting method. This
method typically involved a series of companies with single-order
contracts to perform a succession of odd jobs. A new paradigm
was needed; a paradigm that would allow the USPS to fully lever-
age world-class suppliers in its transformation effort.

SOLUTION

The USPS sought a strategic IT business process that would
allow for the creation of portfolios - a collection of work by the
USPS business area - and the selection of a transformation
partner for each portfolio. Two portfolios were created for
USPS major business areas: mail operations and marketing.
Additional portfolios were established for major functional
areas and included finance, human resources, IT infrastruc-
ture, payroll, and other enabling functions.

Partners sought would include IT organizations that possessed
best-in-breed business processes and practices that included
technology in creating the solution, as well as partners with a
proven track record of delivering success at large organizations.
This initial PPP competitive process was for an extremely broad
scope of work with extremely rigorous selection processes and
criteria. Subsequent to the PPP arrangements, but prior to any
task-order award, technical solutions proposed by the partners

must also go through a mandatory third-party review. This review
reaffirms for both the USPS and the partner that the solution is
technically sound and offered at a reasonable price to achieve a
quality end result. Thus PPP fulfills the need for competition,
while allowing the USPS to create an efficient, effective contractu-
al vehicle to address the obstacles they had faced using a rigor-
ous, competitive business practice.

BENEFITS

Using the preferred portfolio partners effectively has allowed the
USPS to achieve some significant successes. This contracting
vehicle, for example, was used to design, develop, and then deploy
an operations information system for delivery unit supervisors.
These partners have also been leveraged to develop a mail track-
ing system that provides processing insight to both the USPS and
its large customers.

There are also several benefits that have been achieved by
partnering with a small group of select providers. The US Postal
Service realized these early on as it began to make use of the
preferred portfolio partner contract in each portfolio.

The first benefit is the dramatically increased value received
from a supplier that is created by the establishment of a long-
term relationship. This relationship has allowed the partners to
learn the business and technical needs of the organization with
depth and breadth not possible in short, single-order contracts.
The intent for a long-term relationship, a provision of the PPP
arrangement, allows the partners to maintain a core group of
individuals with significant understanding of postal operations and
technology and what it takes to deliver within that framework. “All
of this knowledge is of great potential value to the customer. It
increases the likelihood of project success,” noted Kelman.

With any business benefit there is also risk. PPP is an
arrangement with strategic vision. As such, there is a need for
continuous process improvements. Process improvement is a
constant for this program to ensure value is created for both
parties. Consistently, two questions arise: “Would project-by-
project competition drive the same quality IT solution with more
net value?” and, “Do we have the right set of suppliers in order
to deliver the maximum value?”

CONCLUSION

The USPS has achieved significant benefits from bold, innovative
steps taken years ago to implement the PPP arrangement. By
establishing an IT business contractual strategy that has enabled
the creation of portfolio partnerships, the USPS has reduced
development timelines, has decreased development costs, and
has been able to move forward with its technology implementation
efforts at a pace not matched in the history of the service. Mid-
course corrections are continuous for PPP; however, this strategy
has served to help the USPS develop state-of-the-art technology
and performance to support its state-of-the-art organization.
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O CASE STUDY

Outsourcing for Business
Transformation Success

Defining and executing its Business Transformation Program has been critical
to Sainsbury’s Supermarkets’ newfound successes.

Richard Wildman
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Established in 1869, Sainsbury’s managed to successfully transform
itself through the dawn of the third millennium. With more than 535
stores, 238 gas stations, and 145,000 employees serving 13 million
customers per week, it is one of Britain’s largest and most success-
ful grocery retailers, and certainly the longest standing.
Sainsbury’s, however, found its premier position slipping as
several forces chipped away at its performance. Costs were rising
faster than revenues and profit and, as a result, they were sub-
stantially out of line with industry leaders. During the 1990s,
Sainsbury’s faced stronger, consolidated competitors that fell
into two camps: those that emphasized value, like Tesco and
ASDA/Wal-Mart; and those that based operations on quality and
service, like Waitrose and Marks & Spencer. Sainsbury’'s market
position fell between these two and placed increasing pressure on

sales. In 2000, with a disappointing decline in share price against
market expectations, and a 23.3 percent decline in operating
profits, the company recognized that something radical needed to
happen to improve its business performance.

BUSINESS TRANSFORMATION

This radical change was led by Sir Peter Davis, Sainsbury’s group

chief executive. Davis and the board saw three areas that needed

fundamental change: stores and customer service, supply chain
performance, and efficiency and enabling IT capability. At the end
of 2000, the company launched an ambitious effort, aptly chris-
tened the Business Transformation Program and set out to chart

a course for the company’s future.

Within these three areas, the board also articulated six key
strategic objectives for the program:

1. Establish a differentiated market position and deliver sustain-
able shareholder value;

2. Dramatically enhance the customer shopping experience
through a clear understanding of target consumers and of each
store’s operating model and service drivers;

3. Create a step change in customer shopping experience through
a radical change in the roles of store managers and their teams;

4. Remove complexity and increase effectiveness by removing all
processes and activities that do not add value to the customer
experience or shareholders;

5. Create a high-performance organization and infrastructure that
is rigorous, nimble, and customer-centric, where quality is not
negotiable; and

6. Leverage new capabilities and opportunities in e-commerce,
business-to-business, and business-to-consumer channels max-

imizing the synergies of the group.

RICHARD WILDMAN is partner in charge of the UK and Ireland Retail practice for Accenture. Mr.
Wildman joined Accenture in 1985 having worked previously for Selfridges and the London Stock
Exchange in both operational and IT roles. He is currently playing a leading role in Accenture's part-
nership with Sainsbury's in support of the company’s IT-enabled Business Transformation Program.
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In short, the company aimed to
transform all of its vital business
operations. To accomplish this
transformation, the board deter-



mined that the underpinning technology systems required radical
change as well.

DRIVING THE TRANSFORMATION

Sainsbury’s believed that the scale and pace of IT and related
business change required would simply not be achievable without
world-class outside help. Sainsbury’s asked Accenture, whose
reputation for systems delivery and management made them the
natural choice, to help design and implement an IT backbone to
support the future growth of the company. The two companies
struck a wide-ranging transformational outsourcing deal that pro-
vided Sainsbury’s with immediate and guaranteed IT cost savings
from the first day. The deal, the largest of its kind in the United
Kingdom, called for Accenture to deliver IT systems in three broad
areas defined by Davis and the board:

e Customers and stores;

e Trading and the supply chain; and

e Support services and IT infrastructure.

According to Maggie Miller, Sainsbury’s CIO, “When you look at the
alternatives, there are a lot of suppliers that can do service deliv-
ery outsourcing. But if you look at how many can do the transfor-
mational outsourcing we wanted, Accenture was the clear choice.”

As part of the innovative outsourcing agreement, 780 perma-
nent IT employees, in addition to more than 300 contract staff,
transferred from Sainsbury’s to Accenture. This was no easy
undertaking. The transition of about 1,100 staff responsible for
all aspects of the company’s IT infrastructure, operations, and
development to a new Accenture organization needed to happen
without disruption to business. And it needed to happen at a
critical period in the buildup to the retail industry’s busiest
trading period of the year: Christmas.

With the transition complete, Accenture has helped Sainsbury’s
to move quickly to new technology platforms. For example, cus-
tomer focus was also at the heart of Sainsbury’s transformation.
With that objective in mind, the Sainsbury’'s-Accenture team
developed a number of programs, all with the goal of delivering to
Sainsbury’s shoppers superior and differentiated service in all
aspects of their Sainsbury’s shopping experience. The first of
those programs involved the development of a customer data
warehouse and a customer value management application. This
effort has become one of Europe’s largest consumer databases
with information on more than 13 million shoppers. The ware-
house provides insights into what customers buy, when they buy
it, and from which store, which in turn can drive key retail market-
ing and trading decisions.

Accenture also helped standardize point-of-sale systems
throughout all 700-plus outlets, including supermarkets, gas sta-
tions, and convenience stores. All told, more than 12,000 electron-
ic point-of-sale checkouts were standardized and 100,000 employ-
ees were trained on the new system to provide seamless service

transition in all outlets. The business benefits resulting from the

new system were huge, enabling Sainsbury’s to deliver a competi-

tive service offering and realize immediate reductions in the total
cost of operation.

The crucial area of finance also received an IT boost. Accenture
developed a suite of financial systems that allows for greater con-
trol - reporting, accounting, and project management.

e Enterprise Reporting (Microstrategy) infrastructure (ERA) pro-
vides a standard reporting capability to Sainsbury’s.

e Enterprise Data Warehousing merges with the Customer and
Trading Data Warehouses, enabling a customer-centric report-
ing capability.

e Project Accounting gives full control over capital expenditure
based upon Oracle’s project accounting solution.

e Oracle Projects is fully integrated with other Oracle finance sys-
tems in the shape of Oracle Self-Service Procurement,
Purchasing, and Financials.

Additionally, to drive down costs and improve the effectiveness
of human resources, a payroll system built on Oracle,
Workbrain, and Rebus solutions was implemented that allows
personnel to take a self-serve approach to updating their
own personal information. Head office personnel can use the
system to undertake a variety of tasks from making claims
for variable payments (such as mileage), to booking training
courses and updating their personal development plans. The
system is additionally utilized by the stores to manage staff
holidays and absences.

BENEFITS OF TRANSFORMATION

Sainsbury’s realized an immediate savings of more than £35 mil-
lion ($50 million) from Accenture taking over all aspects of its IT
infrastructure. The full arrangement is expected to yield signifi-
cant savings over seven years and represents a quantum leap

in Sainsbury’s IT capability to support its business strategy and
transform the customer shopping experience.

Sainsbury’s has made great strides toward its goal to radically
update and upgrade its business operations. Since the company
embarked on the Business Transformation Program with
Accenture, it has achieved six consecutive half-year profit
improvements, increased the dividend, grown sales, and is confi-
dent of realizing cumulative cost savings of £710 million ($1.3 bil-
lion) by March 2004. The Sainsbury's-Accenture team continues to
work to improve business performance today to ensure the com-
pany's continued success in the future.

“Driving change in our IT capabilities is a fundamental part of
our business transformation plans,” said Sir Peter Davis.
“Accenture has excellent IT and retail experience, and we are con-
fident they will help us achieve real competitive advantage and
cost reduction in a timescale and at a cost we could not have
achieved on our own.”
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