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Executive Summary

Posts have been delivering secured communication services in the physical world for decades, and, with-thadhfiag
ySGg2Nla FyR O0ft2a8 O2ydal Ol éAGK GKS ¢2NI RQa LRLizZFGA2yz G
have chaged: people and businesses now have many ways to communicate. People now take media choices for granted.
Senders can choose what communication media, or combination of media, will be the most efficient and have the greatest
impact. Recipients are more vilf to choose what communications they want to receive and where, how, and in what form

they will receive them. Traditional mail is a proven and efficient means of communication, yet there is no doubt that safer,
cheaper channels will continue to challerige

Today, the key question for postal organization leaders is how to step into the electronic world and combine traditional
businesses with newligital opportunitiesthat might seem to cannibalize the traditional businebtany posts have already

initiall SRLIASG T ¢ aSNWPAOSaE gAGK GFNEAYy3I RSINBSE 2F adz00Saaoe 2§
than the present. Posts are in a unigue position to put the trust they have earned in the physical world to use in the digita
world. They have the potential to create a secured space where senders and receivers would be authenticated and could
securely transact with the same or an even greater level of trust than that afforded in the physical world.

Posts have many assets that coullmluable in enabling secure trading and communication on both the local and global scale
AL GKS LYyGSNYySio ¢KSaS FaasSia AyOftdzRS GKSANI LR AAlahdRya | :
address, the physical delivery netrko and accessibility. This paper examirsesne ofthe digital opportunities for postal

leaders to transform postal services by introducing new services that bridge the physical and electronic worlds, and it
addresses how Microsoft could support posts lasyt put their epostal services roadmaps into practice.
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An Amazing Industry
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to serve them as they do in their own home countrifs@ke a letter or a postcard, write a message and the destination
address, attach the correct postage, and drop the item into a mailbox: the post will take care of the rest and get theemessag

to the recipient in a secured manner anywhere on the planecdise the process is typically so efficient and transparent, it

can be tempting to overlook the level of performance delivered by the people that built this highly reliable and secure
worldwide physical delivery network.

Prior to 1874, a country had tcegotiate a separate bilateral agreement with each country it wished to exchange international
mail. To move toward standardization, a first international conference was held in Paris in 1863. A number of general
principles for mutual agreements were laidwn, but the scope of decisions was limited and failed to reach an international
postal agreement. A second attempt in 1874 led to the signing of the Treaty of Berne and the creation of the General Postal
Union. In 1878, the General Postal Union changedame to the Universal Postal Union (UPU), by which it is known today, as
country membership grew very quickly.

Thanks to posts, the UPU, and the standard agreements between all the countries in the world, people can now reach nearly
96 percent of the wdr RQa& LJ2LJdzf I GA2y dzaAy3d LIRadlf aSga@ihgddmmunicatkmh OK A
technologies, such as mobile phones or the Internet. (To learn more about the global postal industry and the UPU, a video
created by the UPU is hosted on its Wate athttp://www.upu.int/about_us/en/upu_video.shtm).

Posts have been a key to the economic development of their respective countries. They provide multiple core services,
including mail comunication services, parcel delivery, financial transactions, and retail services. All these services are
necessary to local and global communication and trade.

Posts have great assets and strengths, including:

The trust of postal services customers worlde:

Widespread reach and availability through the international network of post offices and their local presences.
The delivery network, composed of postal delivery workers.

The address management system.

The ease of use of postal products and services.

The ability to combine physical and electronic transactions.

=A =_ =4 =4 -4 -4 -4

The ability to deliver multiple business servitascluding financial, mail, parcel, and retail servicegross the
country and around the globe.

=

Relationships with governments and the abilitydeliver government services through multiple channels.

1 The overall reliability of postal services, especially considering the millions of physical and electronic transactions
they handle each day.
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This list may not be exhaustive, but it sets the stageHerfuture opportunities posts can investigate to keep and grow their
competitive advantage.

It may be tempting to underestimate the value and potential of postal organizations, especially if they generate less profit,
look oldfashioned, or move at a sl@w pace compared to more recently created high tech compaitfigmstal services were
to stop workingfor a day the consequences to the worldwide economwpuld besignificant and % billion pieces of mail
wouldy” ®é distributed What value, then, should we attach to our worldwide postal industry infrastructure and services?

Summary: Posts are multicore businesses with extraordinary assets. The worldwide postal industry plays a key role in
economic development at both the local and global levels. In acfagtging world with new means of communication, postal
services are dtihighly relevant.

A Challenging Environment, Multiple Strategies

Many market studies, press articles, and other items have described the mipedlehat posts face, includingorapetition,
globalization privatization austomers ernvironmental policies technology and substitutignworkforce universal service
obligation and egulatory frameworkin addition, many key questions have been raised, including:

1 Will the physical mail volumes decrease and if so, at what pace?
1 How can universal seng be maitained in a competitive markegnvironment?
1 What wil be the impact of a full competitive environmeon traditional postal services?

These are good questions with no easy answers. However, by keeping these types of challenges and questions in mind, posts
are better equipped to shape their futures proactively, and the observations of the past 10 years show that regardless of dir
predictions, postal organizations do have the ability to choose which direction to go to be successful in the future.

It is interesting to review the roads that leading postal organizations have taken in recent years to face these challenges and
concerns. Some common criteria observed within posts that are successful today include:

1 A strong, consistent leadership team that sets tlison for the future.
91 A clear and consistent strategy built around carel newpostal business capabilities.
1 The financial and management capacity to execute a strategy over time.

Deutsche Post, World Net, and TNT are good examples of major postsateashccessfully deployed their strategic intent to
be leaders in the global express/parcels marketplace. Their successes were achieved through major acquisitions and
integration efforts to build real global networks that fulfill the demand for reliablebal, secured shipment solutions.

In addition, Deutsche Post, Australia Post, Poste Itali@wiss PostRoyal Mailand many other Posthave deployed
interesting retail strategies to optimize their post office network revenues through productsandce diversification. Some

posts, like Poste Italiane, have developed specific agreements with their governments to deliver government services through
post offices for the convenience of citizens. Moreover, La Poste, New Zealand Post, D8astlaed Poste Italiane have
invested in their financial activities to compete in the marketplace with other financial institutions.
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Most postal organizations have invested millions to automate their mail processes to reduce the cost and improve the
efficiency oftheir mail operations and make it possible to deliver mail in record times. These transformations did not happen
overnight. It took long years and huge investment programs for these changes to come about.

Success was not always achieved, and some posganizations had to change direction or discontinue some of the new
businesses in which they had invested. In 2001, many visionary posts saw the opportunity arooimadnerce and other
digital opportunities and invested in new business models relatechéolhternet; yet most stopped their investments a few
years later. It was probably not the right timing, and the diversification was probably too brutal and too far away fr@m(post
core businesses. While some of these investments might have paid ofadwrger period, posts had to carefully clseatheir
investment priorities. Some other reasons may have been:

9 Insufficient culture to tolerate the risks.

T Lack of sufficient 'digital' capabilities in marketing, product development, sales, technology.
1 Insuffcient shareholder support to pursue a digital strategy.

1 Lack of sufficient capital to invest.

Now ecommerce is booming, and posts, as well as private express/parcels companies, are benefiting from their investments in
their traditional core physical busesses and limiting the risks of diversification by creating alliances and partnerships with
pure Internet playersThis partnership trend between Posisad major IT companies will probably continue and grow as the
physical and digital world continues tonverge.
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Parcels/
Express

Acquisitions

Alliances &
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international
connections

Hub automation
Route optimization

High use of
technology: real-time
T&T, POD, Mobility,
vehicle tracking...

x Logistics

Acquisitions /
consolidation

Alliances
Warehousing

Spare parts
management

Supply chain
management

Third-party logistics...
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Competition with
private banks

Customer-centric
organization
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development
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Rationalization of Post Offices Network : outsourcing (franchising), closing, mobile

outlets, outlet automations, development of multi channel sales (Internet, call centers, etc)

Diversification: selling of non postal products; providing government services
(ID renewal, fines payment, etc.); modernization of post offices, etc.

Figure 1: Theschemepresents some of the initiatives that posts haeployed or are still deploying
to address some of the challenges.

Some posts decided to diversify their businesses and explore new business opportunities around theapedibties. The
range of possible diversification is broad. In the mail business alone, there are many diversification possibilitiebevittait t
value chain by which posts could exploit the opportunity of the growing demand for direct marketinggsaili

Some Posts have conducted interesting acquisitions in the printing and direct marketing business. It allows them toyrovide f
end-to-end mail services to their major customers. Hybrid mail services (customers send electronic files and Posisnpyint t

prepare the mailings and distribute the mail) seem to have had a great success and will probably continue to grow at domestic
and at international scale.
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| The mail value chain |

Figure 2: Efforts to diversify postal businesses are expanding the mail value chain ist®@agwf endeavor.

Overall, there are no magic responses to the challenges posts face, and it is interesting to observe the various smdtegies a
tactics that have been deployed in the past to optimize the cost structures, protect the existing reveenesatg new

revenues, and deliver the right level of quality for the proposed services. Much creativity and innovation has been dafivered
posts and postal vendors to bring the advantages of technology into postal processes.

Summary: Posts face multiptdallenges and have deployed various strategies and tactics to respond to these challenges to
protect and grow their businesses. The success mostly comes from a visionary leadership setting the strategy andahe ability

the organization to execute froma financial and managerial standpoint in a consistent manner. Examples of successful
diversification are mostly observed around the core traditional postal businesses.
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