.

Statement on Behalf of the Minister for
Communications, Marine and Natural Resources at

the AGM of An Post on 29™ April, 2004 -

. Chairperson’

The Minister notes the Company’s financial outturn for 2003, resulting in
operational losses of €42.9m and a loss before taxation of €29.7m. As the
Chairperson mentioned in her report, this is the worst financial
performance in the history of the company. The company has now been

~ loss making for three years in a row with further losses forecast for 2004.

The scale of the loss illustrates the fundamental issues facing AnPost; the
- urgent need to address the unsustainable cost strﬁcmre of the company,

increase revenues and return the cémpany to profitability.

“While the Minister recognises the importance of raising new revenues,
clearly the main priority in terms of réstructuring and turning arcund the

Company would be the existing cost base.

The Postal sector is '(.:uzrenﬂy facing many challenges suchas
globalisation, liberalisatic?n and electronic substitution. Furthermore, as
the postal business is a volume based business and, with volumes falling
by 6% between 2002 and 2003, it is clear that real changc needs to be

implemented.



In this respect, the Minister would encourage all stakeholders to work
together, in a partnership approach, to turn around the Company and as

we are all aware, time 18 not on the side of An Post.

Itis nov? crucial that a successful outcome is reached from the cﬁrrent
taiks taking place under the auspices of the Labour 'Relations
Comrmission. The Minister anticipates that w}'y'ith the booperation of all
parties, a clear road-map for the future of the Company will be
forthcoming. All stakeholders within the Company must then take

owﬁership of the road-map and pro.-activély drive its implementation.

The importance of ongoing dialogue between the Company and the
Department is an area which the Minister sees as Vitai and must be
maintainedrin to the future. The next eighteen months are going to be
tough for An Post, however, with the dedication of all stakeholders to
implement agreed changes, the Minister is confident that the company

can be turned round.

In conclusion, the Minister has asked me to express his appreciation for
the work undertaken during the course of 2 difficult year and to pass on
his good wishes for the challenges facing the Company in the coming

year.



An Post AGM, Thursday 29 April, 2004

Statement on behalf of the Minster for Finance by
Mr. Paul Byrne, Department of Finance

Chairperson, on behalf of the Minister for'Finarllce, I support the motion that the reports and
accounts for the Year ended 31 December, 2003, be approved and adopted. :

The Minister would agree with the comments just made on behdlf of the Minister for -
Commumnications, Marine & Natural Resouress, particularly those comments in relation o the
need for real change. That statement covered the crucial mdustrial relations area so I will not
go over that ground again save to say that the Minister for Finance very much shares the view
expressed that the crisis facing An Post is linked to Hme and that time.is not on the
- company’s side. R

In three years, An Post has had operating losses of €67m, or"€105m if we nclude exceptional
items. This cannot be allowed to continue. L o -

In recent years, the company has witnessed massive capital investment and financial
provision for transformation and business restructuring: but margins at the company have
been deteriorating since 1997. An Post has been seeking reductions in headcount for some
years: yet the numbers keep on rising. The Chairperson has noted that the new equipmert
can deliver as promised when used effectively, and she cites the Christoas peniod as an
example: the company is not benefiting sufficiently from the huge capital investment made.
That Is a matter of concern; securing the retum on this investment must be a prority.

- The shareholder is fully aware of the challenges facing 2ll concerned at An Post. ‘These
challenges are great: not only must it deal with problems of its recent past in terms of its cost
base, but the fature holds greater competition and 2 difficult environment.for An Post’s core
‘business. The postal sector is changing fast, and there is no escaping that An. Post must do
likewise. = :

The Minister retains every confidence in the ability and the commitment of the Board, of the
management, and of the employees to meet their respective responsibilities to confront the
challenges and adopt the real changes essential to tum this company around. The compsany
needs to be more efficient if it is to be sustainable. That means a radical change in cost base
and delivery of dramatically improved performance. The Board, management and staff must
work together to refurn the company quickly to sustzinable operating profit.

in clesing, the Minister has asked me to convey his best wishes o the Board, ma.ﬁagement
and staff. And he has asked me to extend his appreciation for the efforts of all concerned.

Thank you Chairperson.
’ End
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* Chairperson’s Statement

The year under review has been the most difficult in the history of An Post. With the
national economy slowing and mail patterns changing, our postal and distribution
business could not avoid some negative impact. While tarnover grew by €25.5m, costs
increased by €51.0m. As a result, the operating loss increased from €17.4m in 2002 to .
€42.9m 1n 2003. This is the highest operating loss recorded by An Post since it was
established as a State-owned commercial company in 1984. Serious problems emerged
during the year when it became clear that the Company would not meet its original
budget forecast to stem the losses in 2003 and retum to profitability in 2004.

Under the direction of the new Chief Executive, Donal Curtin, a Strategic Recovery Plan
was prepared and this set out the scale of the problems in An Post and prescribed the
actions necessary to restore the Company to financial stability and move to modest
profitability. The Recovery Plan was approved by the Board in September 2003 and
subsequently submitted to the Minister for Communications, Marine and Natura] -
Resources. The detail of the plan was communicated extensively to the staff and to the
trade union representatives. ‘

" The measures in the Recovery Plan are predicated on the Company implementing a
programme for radical change in the way in which it conducts its business. This
programme focusses on the introduction of new arrangements for collection and delivery,
a significant reduction, through voluntary measures, in staff numbers and on achieving
savings from the investment in automation.

In 2003, a continuing inability to control costs, compounded by a decline in revenue
growth and a delay in achieving an expected increase in domestic postal tariffs, resulted
in a third successive year of losses. It is evident to everyone that these

losses, both operational and pre-tax, are unsustainable. These results clearly show the
magnitude of the problems facing the Company and demonstrate the need for urgent
action to implement change throughout the orgamsatmn

The basic analysis of the problems facing An Post and the means by which a viable future
can be secured for the Company have been endorsed by the Board which supports the
thrust and detail of the Recovery Plan. The Board sees, as its primary function, the
overseeing of the implementation of the level and degree of change set out in the Plan.
The importance of the Recovery Plan to the future well-being of An Post cannot be
overstated. Within it are the essential measures that will underpin the future prosperity of
the Company. Supporting the efforts of management to reduce costs and transform An
Post into an efficient, modem postal company is the fundamental objective of the Board.

While talks with the major trade union on new collection and delivery arrangements have
been delayed, other aspects of the Plan are already producing significant advances. One
of the main objectives is to reduce costs and some progress in this area has been achieved
already. Expenditure is under tighter control and efforts to enhance revenues are
continuing. Permission from the Commission for Communications Regulation (ComReg)



—the body which regulates aspects of the postal business — for 2 domestic price increase
was secured last August and a further increase in the price of services, which are outside
the scope of the Universal Service Obligation, was introduced with effect from 5 January, -
2004. By international comparisons, our current domestic tariff is still relatively low,
especially as it relates to the size of our market and its uniquely dispersed population
features. We are giving attention to the development of a portfolio of practical new
products which will meet the growing and changing demands of an increasingly
sophisticated consumer. New products will form part of continuing measures to boost
revenues in 2004, It is also our intention to seek approval from ComReg for a further
increase in the domestic postal tariff later this year..

Acting, as it must, to encourage efficiency and & cost-effective service for customers,
ComReg has made it clear that it will not consent to further price increases unless An

Post has achieved efficiencies in its operations and meets the guality of service standards
that it has stipulated. We have several imperatives. One is to convince ComReg of the
‘need and justifcation for a level of tariffs which compensate us adequately for our
Universal Service Obligation. We are undermined in this task by our continuing failure to -
meet quality of service targets. Our overall quality of service in 2003, as measured for us
by PricewaterhouseCoopers, was 87% next-day delivery. This was below our own stated
target of 92% znd even further below the target of 94% set by ComReg.

Regulation and liberalisation are now a fact of life for ‘Buropean postal companies. Since
10 February, 1999, when the first EU Postal Directive took effect in Ireland, the letters
business has beer. changed from a near monopoly to a public service company, with 45%
of its revenues now open to competition.

In December 2002, the Irish Goveminent transposed a new Postal Directive into Irish
law. With effect from 1 January, 2003, the category of mail reserved to An Post was
reduced from 350 grams and a price multiple of five times the price of a standard letter to
100 grams and three times the price of a standard letter. With effect from 1 January,
2004, all outgoing international mail became fully liberalised. The category of mail
reserved to An Post will fall to 50 grars and 2%price multiple of 2.5 times the price of a
standard letter with effect from 1 January, 2006. Full market liberalisation may follow in
2009. We need tc be ready for these developments which will expose an even greater
proportion of our mail revenues to the full effect of competition. '

In Ireland, the extent of regulation has intensified. ComReg now decides on quality of
service standards, price and the extent of the USO; all issues that are of vital importance
to An Post. Postal regulation is now an inescapable reality for the Company. So too is
competition. International competitors are already operating in Ireland, particularly in
the parcel and courier business. As liberalisation of the market takes effect, these
international competitors are now turning their attention to our letters business and, in a
few years, An Post expects to be in full competition with aggressive, highly competitive
European operators.



In recent years, An Post has transformed its postal infrastructure by investing over e100m
s its national automation project. The opening of the Cork Meil Centre in June 2003
merked the final phase of this project. Earlier expansions at the Dublin and Portlacise

" Mail Centres and the opening of the Athlone Centre have equipped An Post with

the capability to provide a high quality service with scope for significant downstream

* developments for the enhancement of its products.

The Company is now equipped with the most modern infrastructure possible and the staff -
are well-trained and experienced in its use. While there have been delays in exploiting the
full potential of the equipment, we know from our experience over the recent Christmas
penod that, when used effectively, the equzpment can provide the high-quality integrated
~ service originally envisaged. The challenge now is to move to achieve 0pt1mum usage on

.an ongoing basis and, from there, to secure the savmcrs and the quality of service which,
the technology is designed to deliver.

The post offices retail operation had a satisfactory year, mainly as a result of continuing
network adjustment through the development of postal agencies, a 21% increase in
Billpay volumes, and stronger than expected mﬂows to the Post Office Savmcs Bank and
the other main savings products : :

SDS, the parcel and courier operation, experienced a particularly difficult year. A delay
in implementing much needed restructuring contributed to continuing losses. Revenues
were well below budget due partly to & squeeze on margins as a result of increased -
competition from firms unencumbered by our high level of fixed costs. Our decision

to exit unprofitable business was a further contributing factor to the decline in revenues.

The lack of progress in the discussions with our largest frade unior, on new collectzon
and delivery arrangements, has been particularly worrying. The delay in the conduct of .

. these negotiations will have an adverse impact on the achievement of the savings targeted
in 2004. These savings were based on the successful conclusion of the talks by the end of
Janary 2004. In the light of this and 2 claim from the trade unions that the Company
should pay the wage increase under the first pliase of Sustaining Progress, the Company
had no option but to inform all its trade unions in January 2004 that it would be availing,
reluctantly, of the inability to pay clauses of the current Social Partmership Agreement.
By any objective standard, this is a serious step for a State company to take, but it is the
appropriate one for An Post at this time. The Company wants o pay the wage increases
mn the Sustaining Progress agreement but it can only do so where it has a clear path
towards achieving financial stability, a key element of which would be provided by a
successful outcome to the change negotiations. ‘

On a positive note, An Post was one of the main sponsors of the Special Olympics World
Summer Games in 2003. The event saw the involvement of hundreds of An Post staff as

" volunteers over a period of three weeks and the experience of the Games was a hugely
uplifting one for participants, volunteers and visitors alike.



[ want to express my gratitude to my colleagues on the Board of An Post for their
commitment and hard work during 2003. I also want to thank the Minister for
Commumications, Marine and Natural Resources and his officials for their support and
assistance during the year. ] thank also the management and staff of An Post for their
continuing loyalty and work during these difficult times.

Now is a time of great change for all State companies and the coming years will be
extremely challenging for An Post. In particular, the perilous financial position of the
Company must be addressed by the implementation of the Recovery Plan. In addition, the
Company must prepare for competition which will intensify as a result of increasing
liberalisation of the postal market. We have no alternative but {o adapt to the new
demands of a new era. It is imperative that all the stakeholders in An Post work together .

for that purpose.

Margaret McGinley
Chairperson
25 March, 2004



Chief Executive’s Review

That An Post remains on z financial knife-edge is evident from its figures. The result for
2003 is an operating loss of €42.9m. This is an increase of €25.5m over 2002 and is the
third successive year of operating deficits. The accumulated operating losses since 2001
are now €67m and are simply not sustainable. The past year was particularly tough.
Overall, turnover increased from €684m to €709m, but costs rose from €701m to €752m.
Payroll costs totalled €501m, an increase of 4.5% over the previous year. Our loss before
tax was reduced to €29.7m from €70.3m in 2002 because of the effects of the exceptional -
items in both years. In 2002, we had an exceptional charge of €52.5m for business
restructuring and in 2003 we had an exceptional profit of €13.3m on dlsposal of land and
buildings. :

This third successive year of worsening operating losses is ir line with the revised
forecasts prepared in September. Further losses are forecast for 2004. Our letters business
hed a hard time in 2003 because of slower growth in volumes and a failure to harvest '
- savings from productivity agreements. At SDS, our parcel and courier business, serious
problems persist despite reducing staff numbers by 114 during the year and introducing
an owner/driver operation, in a bid fo transform our business model. This revised model
gives us ereater flexibility on costs and; in particular, reduces the unusually high fixed
element of the cost base in that business.

The overwhelming imperative for An Post is to reduce its overall cost base and achieve
revenue growth in line with projections. We must become more efficient in every aspect
of our business. The need for chance is urgent and cannot be further delayed.

The fundamental elements of our objectivesare stra1crhtforward An Post has a rapidly
narrowing window in which to modernise and achieve significant savings if it is

to stabilise its finances. We have already indicated that we are planning for breakeven in
2005 and for a return to an accepteble level of profit in 2006. These are not easy targets
and the scale of the task and its achievement will require total focus and determination
from management at all levels in the Company®

The magnitude of the problems at An Post became clear shortly after I joined the

Company, as Chief Executive, in July 2003. A: thorough review of the Company’s

. financial position was initiated and, following this, a comprehensive Strategic Recovery
Plan was prepared to address the worsening situation. The Recovery Plan sets out in
detai] the measures that are necessary if we are to stem the current level of losses, achieve
financial stability and restore to modest profitability an important public service company

- that provides a valuable strategic service,

The Recovery Plan was approved by the Board of An Post in September 2003 and was
then presented to our shareholder, the Minister for Cornmunications, Marine and Natural
Resources. Details of the plan were communicated widely to our staff and the trade
unions. The Recovery Plan sets out the short, medium and longer term targets, with an
emphasis on the urgent reguirement to reduce costs, increase our overall efficiency and
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thereby improve our financial performance. We must also secure regulatory approval for
further price increases and accelerate the introduction of new products that have the
potential to offset the industry-wide trend in revenue decline in traditional core product

-ereas. These measures are essential in order to achieve increases in An Post revenues,

The Recovery Plan anzlyses the position of An Post in the current international postal
environment where the combination of market liberalisation and domestic regulation are
triggering an increasing level of competition in the letters market. The background
realities that are beginning to impact are the intemnational slowdown in majl volumes and
the expansion of e-mail and other forms of electronic substitution.

During the late 1990s, growth in domestic mail volumes masked the exten® of the
underlying problems in An Post. The growing volumes were matched by higher staffing
levels and escalating wage costs. Today, the costs are retained but the rate of volume
growth is shrinking. 'Worldwide, and particularly in Europe, there is now increasing
uncertainty. Having effected enormous market consolidation, the major operators in
Europe anticipate falling volumes because of greater use of technology and are now
seeking to enhance their margins. a

An Post 1s currently designated as 2 Universal Service Provider and has a statutory
obligation to provide on every working day, and not less than five days a week, as a
mindmum, one clearance and one delivery to the home or premises.of every natural or
legal person in the State. ‘

The Universal Service Obligation has, in recent years, become very onerous. In
particular, the requirement to meet exacting delivery standards in a country with a highly
dispersed population imposes 2 major cost burden on the Company. The cost of rural
deliveries is rising annually while domestic pricing policy is increasingly linked to our
efficiencies and our capacity to provide a high quality of service to customers.

For An Post to succeed into the future, the culture of the organisation must change
radically. Our challenges are to sharpen our custofner service, to develop our commercial
capacity and to be flexible in the way we work. ' :

~The new organisation structure, implemented in October 2003, has seen the abolition of

separate 'busines; divisions. Performance, delivery and accountability have been placed at
the centre of management’s objectives. Through reduction and redeployment, a 40% cut
In menagement numbers will be achisved by the end of 2005. The reduced management

-numbers will result in streamlined activities that will lower costs and focus resources on

our core business. A new centralised HR structure will help generate a culture of
excellence. Staff training, education and development programmes will be a key priority.

Current costs are significantly above sustainable levels and are at the root of the
Company’s financial difficulties. The urgent need to achieve targeted reductions in the
main operational areas cannot be overstated. IT activities are being rationalised and we
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have targsted a reduction of 1,450 in the overall numbers employed by An Post by the .
end of 2006. This is a critical and unavoidable part of the Recovery Plan.

A striking imbalance exists between our costs and revenues. Any analysis of our situation
would conclude that an excéptionally high proportion of our cost base is made up of fixed
costs that allow the Company very little flexibility in a situation of fluctuating market
conditions. In addition, the market is being liberalised and customers are adapting to new
technology at a rapidly increasing rate. As a service provider, An Post must not resist the
adoption of change but seize the opportunities it affords to defend and grow our business
in the face of competition and customer choice. :

We have identified a number of projects that will provide the savings required. Amongst
these, plans to convert 50 Company post offices to sub-post office status by the end of
2005 will be accelerated. In addition, we plan to proceed with the conversion of 440 sub-
post offices to postal agencies in the same time-frame. These changes in the Structure of
our retail network will ensure that our customers, th:oucrhout the colintry, will continue 10
benefit from the provision of services at local level.

While pursuing reductions in costs in all our operations, we have, since mid-2003,
curtailed al] discretionary spending. At the same time, we recognise, and have stated in
the Recovery Plan, that An Post must take all necessary steps to exhance its revenues. It
is important that strategically significant new revenue streams are developed in the Irish
market if the Company is to continue to be able to provide the level and quality of service
that is required in modern Ireland. In our retail and mails operations we are developing
new and innovative services which will meet the needs of our customers today and into

-the future.

The szle of surplus property and other asséts will provide in the order of ¢10m cash in
2004 and an average of e13m a year between 2005 and 2008. While such 2 measure is
essential in the current circumstances of An Post, it is clearly an expedient pending the
return o acceptable financial performance by tkie Company.

The Recovery Plan aims to refocus management resources on our core businéss. Non-
core subsidiaries will be sold following a full review of their activities in light of
contributions to profits, internal synergies and the generation of meaningful and
sustainable TEW revenie Streams.

A profit target of e43m has been set for asset and property disposals in the period 2003 to
2008. No further investment will be made in overseas activities that are not essential for
the maintenance of our core business and the issue of a strategic alliance has been
postponed indefinitely. The essential objective will be closer integration of our activities
to ensure that plans are implemented, that management and structural duplication is
eliminated and that cost savings are realised.

In 2004, we will alsc present proposals to the National Treasury Management Agency
and to the Government to accelerate revenues from savings products and to build on
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the strong position that An Post enjoys in the financial services market in Ireland. -
Discussions with financial services organisations on new product development and other

Inttiatives will be geared to increasing contributions by €6m by 2008. A successful

outcome from these measures will help reduce our vulnerability and dependence on
traditional mails revenue streams.

The shocking reality is that, even when targeted savings have been achieved, revenue
levels will not be adequate for financial stability in the medium and long term. We must
implement significant revenue-enhancing measures which will inevitably include a
further domestic price increase application later this year. The approval of ComReg for
new pricing proposals is required and we will be putting forward a robust submission in
support of our need for a further increase in domestic postal tariffs. Despite increases in
the last eighteen months, standard postal tariffs in An Post compare favourably with those
in other European Union countries even before factoring in the increased unit delivery
costs associated with this country’s relatively low rural population density.

We are also committed to engaging with Government on the appropriate model for the
future provision of Soéial Welfare payment services, which are a cornerstone of the An
Post post office network. We recognise the importance of a widely-distributed and
accessible post office network and value our traditional role as atrusted intermediary
between the Govermnment and the people of Ireland. As in all other aspects of life, change
in this area is inevitable. We are commuitied to working closely with Government to
identify and develop further 0pp01‘hmities for the Company to contribute to the
shareholder’s overall policy objectives in this area, while continung to contnbute
towards the maintenance of our extensive post office network. :

The Recovery Plan embodies 2 portfolic of significant management challenges. Cost
reduction is top of the agenda and savings, averaging in excess of €40m per annum, have
been identified. Unless these specifically targeted cost reductions are achieved, the
Company will continue to incur insupportable losses and will steadily become mcapable
of rescue without even more dramatic surgery being required.

5
A significant component of targeted savings will derive from the introduction of new
arrangements for the collection and delivery of mails. Substantial changes in outmoded
work practices will be introduced in an effort to achieve acceptable levels of efficiency in
this key operation. In addition, the savings arising from the €£100m investment in
automation must be realised.

The time-frame for the conclusion of this change programme has been subject to some
delay because the major trade union in the Company withdrew from discussions in
December 2003. The fzilure in recent months to conclude change agreements within the
envisaged time-scales has impacted negatively on many of the assumptions in the
Recovery Plan. In the absence of agreements on change in the way we do our business,
we are poorly placed to withstand adverse market developments and the onset of
competition. It 1s essential that everyone involved with the Company recognises the
dangers. Without change, the future well-being of An Post is in serious peril.
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On a positive note, we have made some progress during 2003. The final stage of our

nationzl mails automation project was completed with the opening in June of the Cork
Mails Centre. Four major hubs, equipped with the most modermn sorting equipment, are
now ready to deliver an improved quality of service as well as new service and product
features to our customers and to provide An Post with significant financial savings.

There 18 a critical imperative for an acceptance of the need to move to the maximum

- possible deployment of technology. By way of exemple, we used the new Mail Centres to

manage, very successiully, the 2003 Christmas mail volumes. Overall, the performance
was satisfactory and is visible testament to what can be achieved. Threats of industrial
action and unoifficial industrial action which disrupt services are not the basis upon which
a strong company can be built. They merely accelerate the decline and create market
opportunity and customer demand for alternative solutions. Neither are they in keeping
with a national policy of social pafinership. -

An Post has the capacity to recover from its current financial crisis. We have a loyal,
highly respected staff and our infrastructure is the most modern available. Our brand is.
one of the most recognised and trusted in the country and is a key asset. However, we _
recognise that we have challenges in this area also. :

We raust develop our'brand associations and expand our product portfelio into areas
where we tan be successful. The Recovery Plan provides the way forward to a .
prosperous and successful future. But we must implement a change programme which is
founded on the understanding that productivity agreements must produce real
productivity and cost savings. Changed working practices will equip An Post to

" test itself against the demands for better service and to meet competition.

As a service industry, the customer must be our focus. Regrettably, as an organisation, we
have some distance to travel before we zttain an acceptable standard in our understanding
of customer relations. Serving and satisfying the customer must be the priority and will
be the foundation of the Company’s relevance # the fiture. ‘We can only transform our
reletionships if we place the customer at the centre of our thinking. If we fail in this area,
1t will not be long before the customer goes elsewhere.

With the rapid onset of globalisation, liberalisation and regulation, it is clear that An Post
has limited time in which to get its affairs in order. There is ample evidence that change.
is coming at an accelerated pace. As a peripheral nation on the edge of an enlarging EU,
our geographic location will not provide any protection from the inescapable impact of
global change. The sooner we accept these facts and acknowledge that the world does not
owe us a living, the sooner we can start to rebuild and renew this Company for the work
it does best. :

An Post has a long and proud tradition of serving the people of Ireland. The opportunity
is there for the Company to continue this tradition into the future in anewand
invigorated manner. We have the means 2t our disposal to create the future that An Post



“deserves and that the people of Ireland expect. It is vital, however, that al] the
stakeholders in An Post recognise the realities of our current position and work to gether |
to face and overcome the challenges that threaten our very existence.

Donal Curtin
Chief Executive

25 March, 2004



Financial Review

Financial Overview

2003 2002 ,
€000 €°000
Turnover 7092 683.7
Operating loss (42.9) (17.4)

Loss for the financial year  (32.0) (70.5)

Operating loss

During 2003, the operating loss in An Post increased by €25.5m to €42.9m. This
deterioration in the operating result was driven by the fact that the overall Group tumover
rose by 3.7% while operating costs, including goodwill amortisation, rose by 7.3%.

’ Turnover

The low level of growth'in the revenues of An Post in 200; reflects the maturity of the
main business, the Impact of increasing competition arising from the liberalisation of the
postal market and the growth in elec’tromc altematlves to the traditional services of An
Post.

In December 2002, the Government transposed a new postal directive into Irish law and,
with efféct from 1 January, 2003, the category of mail reserved to An Post was reduced
from 350 grams and a price multiple of five times the price of a standard letter to 100~
grams and three times the price of a standard letter. '

The mails business is the main source of revenue for An Post and its rate of growth has
“been in decline in recent years. The core mails revenue growth has declined from annual
. growth.rates of between 8% and 9% per annum in the late 1950s to just 3.1% in 2003 A

further decline in the rate of growth is ant1c1pated in 2004.

Revenues from international mail also fell during the year reflecting declining
international mail volumes. With effect from I%anuary 2004, all outgoing 1ntema‘c1c>nal
mail became fully liberalised and competition wiil therefore mten31fy further in thls
market dunng 2004,

‘Competition has also increased in the parcel and express mail sectors. Revenues in SDS
feli by 10.2% during 2003, reflecting both this increased level of compstition and a
decision to exit unprofitab]e services following a restructuring of the business which was
undertaken during the year.

Revenues from services offered through post offices increased during the year. However,
competition from altemative payment channeis confinued to impact on seme key
elements of the business.

The revenue from other services includes the revenues from subsidiary companies and
reflects the full year impact of subsidiaries acquired during 2002.
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Costs
Payroll costs remain the most swmﬁcant element of the Group cost base, representing
67% of total operating costs. The €21.6m (4.5%) increase in payroll costs during the year

- was driven primarily by the final two phases of the pay awards under the Programme for

Prosperity and Fairness.

In recent years, the Company has invested heavily in the automation of the mails sorting
process in order to improve the efficiency of what has traditionally been a labour
intensive activity. In 2003, the automation capital programme was completed. Despite
this investment, the Company did not achieve the savings anticipated during 2003 due to
difficulties in reaching agreement on the change process with the trade union representing
the staff In this area.

Other operating costs increased by €27.2m (12.4%) over 2002. This increase was
substantially driven by the full year impact of costs in subsidiary companies acquired
during 2002. : :

Goodwill amortisation increased from €2.0m to €4.2m principally as a result of a
provision of €1.5m for impairment of goodwill, reflecting the Board’s view of the
underlying carrying value of goodwiil,

Excepﬁonal items ‘
In 2003, an exceptional profit of €13.3m was achieved on disposal of land and buildings
while, in 2002, there was an exceptional charge of €52.5m for business restructuring.

Taxation
The taxation charge arose from capital gains tax payable on the d1sposa1 of land and
bmldmos

Loss for the financial year .

The loss for the financial year fell from €70. S:rf'i-m 2002 to €32. Om in 2003,
notwithstanding the increase of €25.5m in the operating loss. This improvement over
2002 was due principally tc the positive year-on-year movement of €65.8m in the .
exceptional items. The increase in taxation had a negative effect of €7 3m on the loss for
the financial year.

Capltal expenditure

Total capital expenditure of €21. T wes significantly lower than the 2002 level of
€70.7m. This reflects the completion of some key capital projects and the fact that, given
the financizal position of the Company during 2003, capital expenditurs was significantly
curtailed in order o conserve cash resources.

Liquidity
The Group had 2 net cash inflow during the year of €21.2m. However, this inflow was
driven by an improvement in the working capital position of the Company during the last
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quarter, the receipt of cash of €15.4m from the disposal of tangible fixed assets, the
receipt of €12.7m in respect of additional share capital and the curtailment of the capital
programme, as opposed to cash generated from trading.

An Post has in place overdraft facilities which were availed of on a short term basis as
required during the year.

The freasury function of the Company operates under a Board approved policy which is

low risk and non-speculative. The primary objective of the treasury function is to ensure

the availability of funds for trading activities while optimising the return on available
cash resources.

Strategic Recovery Plan :
In response to the significant deterioration in the financial outlock for the Company, a

new Strategic Recovery Plan was prepared and approved by the Board in September
2003. The Plan sets out in detail the means by which the Company can return to
breakeven. during 2005 and ackieve an acceptable level of profit in 2006.

4
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From: Patricia Cronin

" .Sent: 02 March 2004 10:28
To: Ciara Bates; Breege O'Suilivan
Subject: ‘ FW: An Post 2003 Accounis

—-—-Original Message—-

From: Staphen O' Connor

Sent: 01 March 2004 20:08

To: Eamonn Molloy; Patricia Cronin
ofe © -Brendan Tuchy

Subject: An Post 2003 Acoounts

. Eamonn

As'requested | .reviewed "(he An Post 2003 Unaudited Resuits Pack.

The pack is a 20 page old-style An Post document 5 pages of summary numbers and 15 pages
of not very helpfull, commentary. ,

The new style reporting format.("Financial & Operating Review") prowdes far.beiter management

-information, analysis, key performance md:cators etc. This was mtroouced in January 2004.

2003 Results - Hig.hliqhts

-Operati-nq Performance

F:nal cperating ioss was £43m for the year nearly & factor of three tzmes worse than the
budgeted losses for the year of £15m : -

The final result is a little better than pre-christmas estlmates of c.€45m because of not paymg the
sustaining progress 3% pay award in November and December

The 2003 budget, (particularly Letterpost sales) is s0 d!scred}t.ed at this stage as to have limited
ussfuliness. Revenue target was missad by €25m, and costs actually rose on the lower revenue

levels by €3m, demonsirating the fixed, unconirollabie nature of the cost base in APG,

' Letterpost and SDS are the reasons for the crisis at APG. Post TS is basicaily a break even

‘operation, and the subsidiaries report 2 small profﬁ However with the myriad of SLA's'and inter-
‘company transactions and balances, any assessmem of performance of each division comes with
& caveat. .
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An Post Briefing Note

Change Management

The key issue for An Post is to deliver the Strategic Plan agreed by the Board last
September. This will involve agreeing and implementing significant change
management programmes parficularly in the Letterpost and the Post Office Divisions.
Significant restructuring is crucial if the company is to return to profitability by 2005.
The growth in the An Post cost base is unsustainable.

Tackling the Unsustainable Cost Structure

Staff costs increased by €52m between 2000 and 2001 which represents a 13%
increase and by €40m between 2001 and 2002, an increase of 9%. Between 2002 and
2003 staff costs increased by €21.6m which represents an increase of 4.5%.

Securing Union Buy in

Negotiations are currently underway with the trade unions on the agreement and
implementation of a recovery strategy. Critical negotiations are with the CWU, the
largest Union in An Post. ' :

Automation

An Post has spent heavily on automation of mail centres. The payback form this
investment is not immediately apparent. '

Quality of Service

At the same time as substantial price increages are being imposed on An Post
custommers, there area significant concerns about quality of service and significant
differences between Comreg and An Post in this area. The Comreg information for
2003 shows a next day delivery rate of 71%.

Postal Volumes

There are indications that postal volumes are slowing in the Irish market and over
estimation of volumes was one of the main reasons why An Post substantially missed
its financial targets in 2003. Letterpost items delivered in 2002 were 791m compared
to 742m in 2003, which indicates a decrease of 6%.
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~ From: Patricia Cronin (2 f(! o
Sent: 10 May 2004 12:05 | —
To: Sean Coughlan; Breege O'Sullivan: Ciara Bates
Subject: FW: 2004 Estimates

Pl see the attached. The Minister's abpearance Is on the 19th. The LRC talks are scheduled to ﬁrﬁsh on the 14th. So

~ we may need to update.

Patricia

~——-Original Message=-— -

Frem; Patricia Cronin
Sent: . 10 May 2004 12:04

To: - Jim Lynskey .

Subject: 2004 Estimates

Jim

Plfind attached briefing on postal matters. There is no actual postal subhead. However the ongoing IR issues make .
this matter topical. We will update the information nearer the date of the Minister's appearance,if required. '

steering Briefing for

2004 Est...

Regards

Patricig



2004 Estimates Briefing on Postal
Postal Sector
Ax Post Financial Outturn

2003 Operatiopal losses €42.9m
12002 Losses of €17.4m

2004 Forecast operational losses €30.6m

2002-2004 Losses of €100m approx

o

Net Iosses_

/._.-d_
et losses €29.7m
£16.3m



Pricing / Quality of Service -

In 2003, An Post secured a significant increase in the standard tariff from 41c to 48c.
In 2ddition, An Post increased the price of internationzl mail fom 1 J anuary this year.
‘There are indications that An Post intends to seek a further increase in the standard
taniff this year. This would be a matter for Comreg who determine pricing
applications in this area. - ' Lo

Price increases have taken place against a backdrop of concerns about the gquality of
the mail service. This is an issus which has been brought to the aftention of the An
Post Chairperson and the Minister has requested, in light of substantial price increases
obtained, that the company focus on improving quality of service, :
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Steering Group on Sustaining Progress Agreement on 10 May .
Postal Sector
Financial Outtnrn

2003 Operational losses €42.9m Net losses €29.7m
Balk of the losses in letterpost and SDS. Bulk of costs payroll (70%)

2002 Losses of €17.4m
2004 Forecast operational losses €30.6m Netlosses €1 6.3m

+ 2002-2004 Losses of €100m approx
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Briefing Note for Order of Business

- Industrial Action at An Post
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What is the financial condition of the Corﬁpany?

« Between 2002 and 2004, it is now forecast the Company will lose
over 90million euros. An Post, which began this decade with slim
profits, but a cash balance of over 170 million eurcs has a net cash
balance of almost zero. It is currently being forced into sales of assets
to avoid going into overdraft to pay day-to-day bills. Unless the
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Briefing Note

An Post bears a statutory obligation to be ﬁhancially sélf—
sufficient and to conduct its affairs in such a manner as to

minimise costs to its customers. Given the Company’s present
~financial position, management was obliged to identify

necessary means by which the financial position of the post
office network could be secured - whilst enhancing ~and
preserving the standard of services offered to its customers.

 Two major initiatives are undemvay'in'the_restructurfng of the‘

post office network. * The first is the conversion of non-
'automatedsub—posf[ offices to postal agencies offering a limited

range of services, namely social welfare payments 'and

purchase of stamps.

!

- This programme, which ‘has been agreed with the Irish |

~ Postmasters Union, is ongoing.

Tﬁe second initiative is the conversion of th‘e,léast busy branch

offices as sub-offices. This designation, will not, .in any way,
affect the quality and range of services that these automated
offices currently provide. * This programme has also
~commenced and is being implemented on a phased basis.



An Post Briefing Note

Background

Four critical but inter-related issues are facin-g the Board, management and
unions of An Post.

Key Issues



B. Price Increases

An Post secured a significant increase in the standard tariff this year from 41c
to 48c.

Substantial prices in_éreasés were imposed from 5 January in a number of
areas including publications service, publicity post, passpart express etc. The
headline increase is 31% in the pubiications area. -

-In addition, with the full iberalisation of the outbound. international postal
market, An Post has increased the price of international postal rates, i.e.

priority mail to the UK has increased from §0c fo 80c and increase of 22%

"Question

Are An Post customers taking the hit for ‘ghe'diré financial state of the
company? -

¥
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28" June, 2004,



An Post An Post

General Post Office Ardoi.fig an Phoist

O'Connell Street Srdid Ut Chanaill LT
Dublin 1 Beile Atha Cliath 1 L et
Ireland , Eire

Tel: {01) 705 7000 internctional + 353-1.705 7000
Website: hitp://www.anpast.is

3)@#39- | | | ?:W_ - }é.

Leeson Lans
Dublin 2

21 June, 2004
Dear Pajrigia, -
In advance of our forthcoming meeting I enclose four copies of the Fmancwl and

Operating Review for the five months ended 31° May, 2004 together with four copies
of the summary report for the same period.

Yours sincerely

Ciaran McGivern ' c , . .

T %

Boord: Parrick Compton Jerry Condon  Donal Curlin [Graup Chief Executive} Polrick Dovoren  Cathy Herbert  Paul Kavenagh  Eugene Kesnen
Evanae Kilmurray  Shay Martin - Margarat McGinley {Cheirperson)  Alice O'Fiynn John Quinkivan  Alon Sloane  Pater Wiyer

Iapmrmmemiad woith 1atad Baliling Boctiaaad o AuLhe aadoad bl AOPEQ Dooiaiaad Ao Moo Do AL el e



An Post An Post

General Post Office Ardoifig an Phoist

O’ Connell Street Sraid Ui Chonaill

Dublin 1 Baile Atha Cliath 1
ireland Eire

Tel: [01) 705 7000 Internctional + 353-1.705 7000
Website: hitp://www.anpost.ie

Ciara Bates

Department of Communications, Marine
and Natural Resources

Leeson Lane

Dublin 2

28" May, 2004

Dear Ciara

I enclose four copies of the Financial and Operating Review for the four months
ended 30™ April, 2004 together with four copies of the summary report for the same
‘period. : '

" Yours sincerely

Cotan M Goezn

Ciaran McGivern

Board: Patrick Complon Jerry Conden  Donal Curtin [Group Chief Executive] Pairick Daveren  Cathy Herbert  Paul Kavanagh Eugene Kesnan
Evenne Kilmurray - Shoy Merlin - Margaret McGinley [Chairpersen]  Alice O'Flynn  John Quinlivan  Alon Sloane  Peler Wyer

Incorporated with limiled liability: Registered in Dublin Irelend numbar 98788, Registered Office: General Past Office O'Connell Sireat Dublin 1
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I June, 2004.




An Post An Post

General Post Office Ardoifig an Pholst
O'Connell Strest Sréid Ui Chonaill
Dublin 1 Baile Atha Cliath 1
ireland Fire

Tel: [01) 705 7000 Iniernational + 353.1.705 7000
Website: hitp://www.anpost.ie '

Ms. Patricia Cronin

Department of Communications, Marine
and Natural Resources

Leeson Lane

Dublin 2

26™ April, 2004

Dear Patricia

Financial and Opei-ating Review — April 2004

In advance of our Iﬁonthly meeting at ] 1.30zm on Friday 30&’ April, I'attach four
copies of our report of the financial and operating review for April, 2004 which

encompasses the finaneial results for the first quarter.

I also enclose four copies of the summary financial and operating review for the same -
period which focuses on the key areas suggested in your monthly reporting template.

Yours sincerely

Claan ﬂf( Cawer 4

Cigran McGivern

Bocrd: Petrick Compton  Jerry Condon  Donal Curfin [Group Chief Executive] Palrick Daveren Cathy Herbert  Peul Kavanagh Eugene Keenan
Evanne Kilmurray - Shay Martin - Mergaret McGinley [Chairperson)  Alice O'Flynn . John Quinlivan Alon Sloane Peter Wiyer

Incorporated with limited liabiliy: Registered in Dublin Ireland number 93788, Reistered Office: Ganeral Past Ofica O'Crmnall Grant Puldia 1
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27* April, 2004.



An Post An Post

General Post Office Ardoifig an Phoist
QO'Connell Street Sraid Ul Chonaill e e
Dublin 1 Baile Atha Cliath 1

. Ireland Eire -

Tel: (1) 705 7000  international + 353-1705 7000
Website: hitp://www.anpost.is

Patricia Cronin

Department of Communications, Marine
and Natural Resources

Leeson Lane :

Dublin 2

29" March, 2004
Dear Patricia .

I refer to my letter of 26™ March which enclosed the detailed Financial and Operating
Review for the two months ended 29 February, 2004. -

Inow enclose four copies of the summary report for the same period. The summary
report focuses on the key areas set out in your suggested monthly reporting template,
namely the financial results overall summary and by area, the IR situation, the key
projects and quality of service. ‘

Yours sincerely

CL "a-ﬁam N(c C\Wé’ﬁ.—\

Ciaran McGivern .

Board: Parick Compton Jerry Condon  Denel Curtin [Group Chief Executive]  Parrick Daveren  Cathy Herbert  Paul Kavanagh Eugene Keenon
Evonne Kilmurroy  Shay Martin - Morgeret McGinley [Chairperson)  Alice O'Flyan John Quinliver  Alan Sloane  Peter Wyer

Incorporated with limiled liability: Registered 1n Dublin Irslend numibber 98788. Registered Office: General Past Office O'Connell Street Dublin 1



An Post An Post

General Post Office Ardoifig an Pholst
C'Conrell Strest Srdid Ui Chonaill
Dublin 1  Baile Atha Cliath 1
Ireland Eire

Tel: {01) 705 7000  Internafional + 353-1-705 7000
Website: hitp://www.anpost.ie

Patricia Cronin

Department of Communications, Marine
and Natura] Resources

Leeson Lane '

Dublin2

26th March, 2004

Dear Patricia
Year End Report 2003 and Report for February 2004

In advance of our monthly meeting I attach four copies of cur report of the financial
and operating review for the month ended 29 February, 2004, :

Yours sincerely

Craton N(Cpren

Cilaran McGivern

Beard: Palrick Compton Jarry Condon  Donal Curtin {Group Chief Executive)  Potrick Deveren  Cathy Herbert Poul Kavenagh Eugene Keenan
Evenne Kilmurroy - Shay Martin - Margaret McGinley [Choirperson}  Alies O'Flynn  John Quinlivan  Alon Sloane  Peter Wyer

Incorporaled with limited liability: Registered in Dublin Irefand number 98788. Registered Office: General Post Office O'Connell Stregt Dublin i









An Post An Post

General Post Office Ardoifig an Phoist

O'Connell Street Sraid U Chonaill

Dublin 1 Baile Atha Cheth 1 "
frefand Eire S

Tel: {01} 705 7000 internations! + 353-1-705 7000
\Website: hitp://www.anpost.ie

Patricia Cronin

Department of Communications, Marine
and Natural Resouzrces

Leeson Lane |

Dublin 2

26th February, 2003

Year End Report 2003 and Report for January 2004

Dear Painl 14

In advance of our monthly meeting I attach four copies of our report on the unaudited
Anancial results for the year ended 31 December 2003 and of the financial and
operating review for the month ended 31 January 2004. '

The report for the year ended 31 December 2003 is the last financial report to present
the results in the old business unit structure. '

As discussed previously, with effect from 1 January 2004 the financial reports reflect
the new organisation structure. All of the financial reporting will be based on the
directorate structure within the company. The report itself begins with the Chief
Executive’s Summary and then the reports for the individual directorates follow, with
the detailed financial schedules at the back. - '

Yours sincerely - &

hd ’ 4

Cagan 18 Cuesn

Ciaran McGivern

Board: Patrick Compton  lerry Conden  Donal Curfin (Group Chief Executive}) Patrick Davoren  Cathy Herbert  Poul Kevanagh  Eugene Keenan
Evenne Kilmerroy  Shay Mortin - Morgarat MeGinley [Chairperson| plice O'Flyma  John Quinlivan  Alan Sleane  Pater Wyer



An Post ' An Post

General Post Office Ardoifig an Phoist
O'Connell Straet Sréid Ut Chenaill
Dublin 1 Baile Atha Cliath 1
Ireland Eire

Tel; (01) 705 7000  International + 353-1-705 7000
Website: htip://www.cnpost.ie

Ms. Patrick Cronin

Department of Communications, Marine & Natural Resources
Leeson Lane

Dublin 2

& Tebruary 2004

Dear Patricia.

1 refer to your letter of 3 February 2004 in comnection with the submission of draft unaudited
“accounts for 2003. These will be considered by the Board of An Post at its next mesting on 26

February 2004 and, subject to the approval of the Board, I expect to be able to submit the

accounts to you immediately thereafter. ' : ‘

Yours sincerely

Michael Tyndall
Company Secretary

Board: Patrick Compton Jerry Canden  Donal Curtin [Chief Executive] Pairick Davoren Cathy Herbert  Paul Kevenagh
Evonne Kilmurray  Shay Martin - Margeret McGinley {Chalrnersen] Alice O'Flynn  John Quinlivan  Alan Sloane  Feter Wyer







Postal Division
8" March, 2004.
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