Australia Post Senate Inquiry: Christine Holgate 13th April

F, The issues surrounding the secret review of Australia Post by the Boston
Consulting Group leading to the introduction of changes to Australia Post’s
service model
Note:
This note has been prepared to the best of my ability with limited access and resources to files.
Every effort has been made to give accurate reporting and I apologise in advance, if in some
instances dates or figures are incorrect.
I understand the sensitivity of the BCG report. I have agreed to assist the Committee and provide
details as requested, to enable the Committee to have a better understanding regarding this
important work and to be able to make a more balanced assessment of this question. I am providing
this evidence, as I have been assured in writing, that I am protected under parliamentary privilege
rules. I ask the Committee to assess whether they believe this information should be made public or
not, as they are better equipped to understand the implications.
Summary of Findings:
In November 2019 following the appointment of a new Chair, the Government announced BCG
would conduct a strategic review of Australia Post to inform the Chair, the Board and I.
The review was comprehensive and both the Executive and the Chair was extensively involved in it.
The BCG Review did not support Management’s view of having a strategy to grow the business or
remaining sustainable by leveraging our infrastructure to carry parcels and letters whilst building
new services, including extending financial services. We believed this strategy would protect
community services, maintain jobs and build a new legacy for Australia Post to serve all Australians
for decades to come, whilst remaining viable. BCG essentially argued it was too optimistic and risky,
even though the business was ahead of its targets for the year when the review commenced and the
organization had only lost money once in its history.
BCG put forward 4 reform paths for consideration, which focused on cutting costs and driving
efficiencies. Initially these reform paths started from driving efficiencies in the corporate center, to
significantly reducing letter services nationally, increasing prices, closing Post Offices, divesting of
the parcels business and restricting financial and other services. The implications of these would be
significant, including cutting thousands of jobs, reducing services and risking customer loyalty.
As an Executive Team, we committed to be more efficient in the corporate center, but we pushed
back on the need and the ability to cut back the services and jobs as they proposed and the
significant disruption a parcels divesture would cause. Disappointingly the BCG review did not
significantly explore opportunities to grow, such as extending financial services as many other
profitable post offices around the world had, including Swiss Post, La Poste (France), China Post, and
Japan Post. After extensive feedback with BCG and the Departments, BCG did adapt their review.
However, their final review still did recommend significant reforms and cuts in the letters service,
which they argued would be important if we were to avoid losses, which they believed could be as
soon as 2021.
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The final draft of the review, which was to be sent to the Shareholder Ministers, was forwarded to
the Chair of Australia Post on February 21st, the day after the Board had met to discuss the report
with BCG and the Departments.
In March 2020 Australia Post, the impacts of COVID-19 accelerated; Qantas had significantly reduced
their air network and new safe working requirements were introduced, as a consequence we faced a
period of simply not being able to meet the delivery times regulated. The CFO had prepared
scenarios of how our business could look, based on significant feedback from other Postal
Operators. We realized we only had enough cash to pay our people and partners for approximately
6 weeks and the outlook for profits were dire. We immediately took action, cutting non-essential
costs so we could divert investment to the front line and be able to acquire PPE for our people and
partners. We knew that this action alone would not be enough, to avoid losses or to meet
accelerating customer demands, so I requested Temporary Regulatory Relief until December 2020,
to enable us to better manage through this period of great uncertainty and volatility.
It is worth noting that at this stage Qantas, Virgin and many major employers in the country had
stood down their staff. Many employees across the country faced periods of no income. We did not
want that for our employees and we knew if we stopped working the impact on the millions of
businesses we support, would be devastating too. We sought ways to be considered as an essential
service and gain relief so we could meet the needs of our customers. We embarked on a simple
strategy, Protect, Serve & Safeguard. Protect our People – their health and their roles, Serve the
country through the Pandemic and Safeguard the business.
On March 21st 2020, Australia Post secured an agreement with the Pharmacy Guild of Australia and
the Health Department to deliver medicines to the elderly and vulnerable through the COVID-19
crisis. This agreement secured the right for Australia Post to be considered as an essential service
and remain operational.
On April 21st 2020, the Government committed to temporary regulatory relief until June 30th 2021, it
primarily included enabling longer times to deliver, suspending priority mail and introducing
alternative delivery days in metro areas only.
The relief given by the Government, has some similarities to BCG’s ‘reform path 2’. Although the
intent of BCG’s review was to drive cost efficiencies, the reality was at the peak of COVID, Australia
Post simply could not deliver to the regulated speeds and the relief was critically important. BCG’s
‘reform path 2’ was very similar to the recommendations from many of the different reviews, which
had taken place over the years prior. One difference to the BCG reform path 2, was that Australia
Post, supported by the Departments, wanted to leverage our own Posties to help ndeliver the
Parcels, as opposed to cutting jobs and outsourcing all the work to contractors. The organization
was told clearly from the Government that the regulatory relief was temporary and that the services
for rural and regional Australia, were to be protected as much as possible.
As the weeks and months progressed the financial and operational reality was very different than
first predicted by the CFO. Although letters significantly fell and international parcels fell, domestic
parcels grew, as almost 10 million households shopped online and over 250 thousand businesses
engaged in ecommerce to keep their businesses viable through the crisis. Instead of losing money,
even in the face of significantly increased costs, the business remained profitable.
Victoria is disproportionally the home of ecommerce, with approximately 65% of all ecommerce
generating from there. When the further Victorian lock downs and restrictions were introduced,
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parcels rose by up to 175%. If it was not for the relief granted to Australia Post, we would not have
been able to serve Victoria adequately through their lock down.
The recently announced first half 2021 financial results, highlighted that Australia Post had achieved
the highest ever revenue growth for the organization in its history, delivering a first half profit of
over 100% growth to $166m, which was an incredible $68m over budget performance,
demonstrating that the relief had worked. Jobs have been protected. the organization has served
the country and the business has been safeguarded.
I strongly believe in the growth prospects for Australia Post, although I recognize it is not without its
challenges. It is important Australia Post is able to pursue a competitive agenda, individual political
agendas are avoided and it is supported with a strong skilled Board to provide necessary governance
and support, just as any other significant organization would have.
During my 3 years at Australia Post, I went through 4 reviews with external companies, the first
initiated by myself the following three by the Government. The three government reviews all
suggested our plans were too ambitious and that there should be more focus on cutting costs. Each
year we overachieved our targets, avoided losses, secured our jobs and protected our Community
Post Offices, whilst still remaining viable, delivering modest dividends and covering a cost of
approximately $400m to meet our Community Service Obligations (CSO). Australia Post received no
funding towards our CSO costs, unlike other organisations; we paid taxes, collected GST and gave
dividends.
The period of the temporary regulatory relief is coming to an end. The Government and Parliament
must decide whether to extend the relief or not, or to make it permanent.
I believe that question is not so simple. I would recommend considering:
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•

Listening to the voice of the customer and seek a thorough understanding of the impacts of
stopping priority mail and longer delivery times. Priority Mail was a very important service
for many small businesses and without the service many printing houses and magazine
companies suffer. This could impact jobs further.

•

The projected future growth of parcels. I believe this will continue to be strong as the trends
of ecommerce have now become a reality for shoppers and retailers. 16% of Australian
retail sales are now online, although Australia still trails many western markets and there is
still significant opportunity to grow this. Many major retailers have recently announced this
will be an ongoing strategic focus for them and parcel growth has remained strong post
COVID-19 as shopping habits have changed.

•

The opportunity to develop financial and other trusted services to ensure communities are
served and post offices remain viable, similar to many other international postal operators,
such as Swiss Post, La Poste, China Post and Japan Post. Many postal operators around the
world have extended into financial services to ensure both the Government’s ambitions to
protect and build social economic inclusion complemented with the fact that the profits
from financial services have subsidized the declining letter business, consequently avoiding
losses. Whilst there are risks in becoming a fully licensed bank, there is a significant
opportunity to play a larger role without risking the balance sheet or breaching compliance
rules etc. Over 50% of the communities in Australia do not have a bank, yet there is a Post
Office. An extended role in Financial Services would help keep Community Post Offices
sustainable whilst providing a very important community service.
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•

The resourcing required to ensure Australia Post meets its original delivery standards. I do
not believe Alternative Delivery Days in metro or not, is the real issue, but how much
resources do Australia Post need, to deliver on time and efficiently. The growth of
ecommerce has heightened the need for speed. Slowing letter services is likely to accelerate
the volume declines, which in turn this will disproportionately disadvantage rural and
regional Australia and small businesses. Although letters are declining, the declines are
better than budgeted and this remains a business with revenues of over $1.6bn and as such,
it should be nurtured.

•

As Qantas opens its air network and PPE and safe distancing requirements are relaxed, costs
should be saved. How much are they.

•

If the temporary regulatory relief is extended, is it all of the relief, how long for and how long
will it take Australia Post to adapt to a different model again. Changing models is highly
disruptive.

•

The trade off from delivering significantly higher dividends compared to protecting services
and jobs, whilst still remaining viable and delivering to the purpose of Australia Post for the
benefit of all Australians.

Chronology of Evidence regarding BCG:
Prior to joining Australia Post in October 2017 there had been several reviews assessing future
sustainability options. There were two reviews of note:
•
•

In 2014, BCG conducted a review of strategic options for Australia Post in a review called
The Australian and International Postal Services Overview. These options included slowing
letter services reducing delivery frequencies and increasing pricing.
28th September 2017, the ANAO produced a report called: Australia Post's Efficiency of
Delivering Reserved Letter Services. This report was apparently prepared by the
Department of Finance in conjunction with Australia Post and includes a number of
commitments to cut the costs of delivering reserved letters. These included rolling out
alternative day deliveries nationally and reducing labor rates by restricting penalty rate
shifts. There were a number of options to improve efficiencies which are summarized in the
extract from this report which can be found in Appendix F1.

1st November 2019, on the announcement by the two shareholder Ministers of the appointment of
Lucio De Bartolomeo as new Chair of Australia Post the statement said “To inform the incoming
Chair and further inform the Board and Chief Executive Officer, in addition to Australia Post’s
existing Corporate Plan 2023, the Australian Government has appointed management consulting
firm BCG to conduct a review of Australia Post’s strategy to operate as a sustainable and fit-forpurpose service provider for the longer term. This review will consider broader market conditions
such as growth in e-commerce, the regulatory environment, and changes in business and consumer
needs. The review is expected to report back to Government in early 2020. This report is referred to
as the BCG report or BCG review.
21st November 2019, the first Steering Committee meeting is held between BCG, members of the
Finance & Communications Department and senior Management at Australia Post, including Rodney
Boys CFO Australia Post, (currently Acting CEO) and I.
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29th November 2019, a comprehensive analysis by BCG on Australia Post’s Financial Sustainability is
prepared.
3rd December 2019, the second steering committee meeting is held. Attended by BCG, senior
Managers from both departments and Australia Post, including Rodney Boys CFO Australia Post,
(currently Acting CEO) and I.
3rd December 2019, a briefing note to the Australia Post Board is updated on Diligent.
5th December 2019, an update on the BCG review is given at the Australia Post Board meeting. The
Chair, the CFO and I were all present.
8th December 2019, BCG Share an updated Overview on their financial modelling.
10th December 2019, Members of the Australia Post Executive Team and I meet with Minister Paul
Fletcher. At this meeting we share Parcels & Express revenues are up 11% Year on Year and are
significantly ahead of budget. Letter volumes were down 11.8%. Financial Services and
International were both performing very strong 30% and 35% up year on year respectively. Profit
Before Tax YTD (5 months) at $68m was up $22m to budget.
10th December 2019, Australia Post receives a briefing pack ahead of the Steer-Co process Check-in
the following day. This is shared with Rodney Boys, CFO and I.
11th December 2019, Steer-Co Process Check-in meets and focuses on page 5. Appendix F2
12th December 2020, we receive notice that BCG would like to discuss Letter Reform Options and
Parcel Divestiture Options further with Bob Black (Chief Operation Officer Australia Post), the next
day (13th December).
16th December 2019 dated, (although received 16th January 2020) the reference terms for the BCG
review are shared with Australia Post and these terms reference the request for a special dividend
from Australia Post to cover the cost. This is sent to the Chair.
17th December 2020, Australia Post receives a BCG briefing pack ahead of the scheduled Steering
Committee the next day.
19th December 2019, BCG Steering Committee Meeting. This was an extensive meeting for 2.
5hours. The Executive Summary of this meeting is attached in Appendix F3
1st January 2020, a 10c increase to the Basic Postal Rate becomes effective. This was the first
increase in 4 years and partially offset letter losses.
16th January 2020, Rodney Boys advises we will soon see a draft report for BCG Steering Committee
Review to be held on the 30th of January. This draft report was received and outlines their strategic
options. This is an extensive report.
22nd January 2020, BCG held a process check-in teleconference.
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24th January 2020, Australia Post shares with BCG their considerable concerns for their proposed 4
strategic options and for the implications of these for our employees and services. These concerns
included:
• Product cross dependencies for customers
• Australia Post’s purpose
• Growth from Additional Services – the BCG review had minimal support for extensions
to Financial & Identity Services.
• Employee Relations Context
• Redundancies
• Benchmarking Analysis
• Letter Reform Savings
• Reform Complexities
29th January 2020, the Chair receives from the CEO a copy of the interim BCG report and a copy of
Australia Post’s feedback.
30th January 2020, BCG Steering Committee Meeting.
31st January 2020, Stacie Hall, the First Assistant Secretary in Finance, sent the Chair a draft final BCG
report, copying the CEO and others.
31st January 2020, the CEO and the Chair, Lucio Di Bartolomeo meets to discuss the BCG review and
prepare for the upcoming Board meeting.
2nd February 2020, the CEO sends the Chair a briefing pack on the BCG review ahead of their
meeting on the 4th February in Canberra with BCG and senior members of the departments.
4th February 2020, the Chair and the CEO travel to Canberra to meet with BCG at the Department of
Finance, with members of the Finance and Communications Departments to discuss the report. At
this meeting the CEO presents to the Group her considerable concerns with the 4 reform paths
suggested by BCG and the lack of probable success in executing them. She also shared her
disappointment that BCG did not support the Growth prospects of the business, including future
parcel growth and the potential to develop further the role the Community Post Offices could play in
financial services.
6th February 2020, BCG host a process check in teleconference.
11th February 2020, Australia Post receive another draft of the BCG Review.
13th February 2020, Steering Committee Meeting. At this meeting Australia Post again push back on
many of the BCG recommendations and the impacts it would have.
17th February 2020, BCG are provided with further feedback.
19th February 2020, the Chair received a Board presentation prepared by the Finance Department
and BCG, which summarised the report, from the CEO.
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20th February 2020, the Australia Post Board Portal was updated with a copy of the BCG
presentation on the findings of the review.
20th February 2020, BCG with members of the Department of Finance (and members of the
Department of Communications present), presented for several hours at a 5hour Australia Post
Board meeting on their findings. McKinseys also attended part of this meeting. The CFO, Rodney
Boys (Acting CEO) was present throughout the meeting.
21st February 2020, Stacey Hall, the First Assistant Secretary in Finance emails the Chair “a Final
Draft of the BCG’s report, which departments will present to Shareholder Ministers.”, copying the
CEO. Appendix F4 highlights the executive summary.
24th February 2020, Quarterly report sent from the Chair to both Shareholder Ministers highlighting
at $83m the PBT was $30m above budget at the end of Half one 19/20.
14th March 2020, I write to the Shareholder Ministers offering Australia Post to carry medicines and
essential items through the pandemic. I seek approval that our people can be classified as an
essential service and that we can be exempt from strict Quarantine restrictions. This was essential to
enable our people to operate through the crisis, which in turn enabled many businesses to still
operate and it saved our people’s jobs.
20th March 2020, Qantas announce a 60% reduction with their ground fleet. This seriously impacts
Australia Posts’ options to carry letters and parcels around the country.
21st March 2020, Australia Post secures an agreement with the Pharmacy Guild of Australia and the
Department of Health to deliver medicines to the home for elderly and vulnerable patients. This
agreement secured our ability to be an essential service and remain operational throughout COVID19 restrictions.
From approximately March 22nd new working practices were operational, including safe distancing in
the workplace etc. These changes had a significant impact on our ability to operate efficiently.
March 23rd 2020, Australia Post Board meeting discusses potential scenarios prepared by the CFO
depending how COVID evolves. The consequences of these scenarios were stark. See Appendix F5.
March 26th 2020, There was a second Board meeting, further scenarios were developed, but the
results looked potentially starker. A draft letter to the Ministers was discussed with the Board. In
the course of days, we had experienced significant increased volatility. Letter volumes were down
30%, B2B road parcel volumes fell 12%, international volumes were down 29% and Post Office traffic
and services were plummeting.
March 27th 2020, Royal Mail UK announce that they expect to make a material loss and suspend any
guidance. We were in regular contact with the major postal partners to Australia Post and none of
these were expecting to remain profitable.
March 30th 2020, There was a Board call to discuss and review the draft letter to the Ministers.
Parcel volumes started to shift and we started to see an increase in extra large parcels, these are
items which could not be carried by Posties on motorbikes.
30th March 2020, Australia Post receives a letter from both Shareholder Ministers. It acknowledges
the Chair’s letter on the 24th February. It encourages further cost savings consistent with those on
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the BCG review. It requests clarity on whether Australia Post is going to pay a special dividend of
$1.32m to cover the cost of the BCG review. It states:
“We thank you for your assistance during the Review and look forward to continuing to work closely
with the Board and Australia Post as you manage the effects of COVID-19 on your workforce, your
customers and the business, and through the upcoming Corporate Plan process. An initial step, we
envisage that BCG’s findings should be taken into account as the Corporate Plan Process is
developed as we work together to support Australia Post’s ambition for transformation”
March 31st 2020, I write to shareholder ministers seeking assistance to be able to manage through
the crisis. This included regulatory relief for delivery times and stopping priority mail as we could
not meet the times stipulated with a significantly reduced air network.
•

•
•

At the time of sending the letter on the 31st March 2020, Qantas had significantly reduced its
air network and Australia Post was already obliged to work differently to ensure compliance
to new safety standards. Australia Post carried letters and parcels around the country and
world in the belly of Qantas planes. A combination of a significantly reduced air freight
network and new operating standards was impacting Australia Post’s ability to deliver on
time. The outlook was very uncertain.
The CFO had forecast we could face significant financial challenges including needing a cash
injection.
The letter outlined the many initiatives and actions Australia Post had taken to protect our
people, serve the country and safeguard the business. It requested consideration for help
until 31st December 2020, to enable Australia Post to have time to adjust to the considerable
obstacles facing us.

April 4th 2020, (dated 3rd April 2020) the Chair receives a letter from the Shareholder Ministers
acknowledging our request on the 31 March and confirming that the Departments will urgently
prepare advice.
April 9th 2020, Qantas announce they will be reducing their network to effectively Zero, ultimately it
maintained approximately 15%. Australia Post worked to build the chartered air network to up to 17
planes to enable letters and parcels to continue to be carried across the country. This was at a
significant extra cost to Australia Post.
21st April 2020, The Shareholder Ministers announce Australia Post will be provided with Regulatory
relief as a temporary measure until 30th June 2021. Specifically, this included:
• Suspension of our Priority Letter Service.
• Delivery time for regular interstate mail would be extended to five days after the days of
posting.
• Delivery frequency in metropolitan areas would be adjusted to every other day. Regional &
Rural frequencies would remain unchanged.
• Allowing for greater flexibility of Post Offices being open through the Pandemic.
24th April 2020, The Executive Team and I meet with Minister Fletcher. We share with the minister
that the scenarios prepared in March had not materialized and losses had been avoided. March YTD
Profit (PBT) was at $91m up $74m to budget. The losses had been avoided as we had taken prompt
action on costs and we had seen an unprecedented growth in parcels, but we were struggling to
manage the volumes. Qantas had now significantly reduced their network and we were chartering
up to 17 planes at an extra cost per week of over $1m. The cost of providing PPE was growing and
our customers were uncertain regarding the immediate future.
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13th May 2020, A progress report is sent to the Shareholder Ministers and Australia Post has a Board
meeting.
16th May 2020, the temporary regulatory changes were formally passed through parliament.
8th July 2020, there was a Senate Inquiry “Future of Australia Post Service Delivery” specifically
reviewing the need and implications for the temporary regulatory relief. The outcome of the inquiry
was to support the temporary relief.
14th August 2020, the Chair writes to the CEO and says:
Hi Christine
Had my regular teleconference with Andrew Jaggers and Stacy this afternoon re Aust Post. Andrew
asked if we were dealing with request for the special dividend to cover the cost of BCG Review. I just
had a quick look at the papers currently downloaded and could see our standard 65% of Profit After
tax but saw nothing yet re the special dividend. The request for this dividend is very unusual but only
$1.5 mil. We were going to pay in March but we were given relief after our early concern of financial
position. Given the very different result achieved we should now pay the special dividend. There is
an important parallel that won’t go unnoticed.
Lucio.
1st September 2020, the final Australia Post F21 Corporate Plan is approved.
February 20th 2021.
The F21 financial results for the first half were announced. They evidenced a significant uplift in
both revenue and profits. Profits (PBT) was up 100% to $166m year on year, this was $68m above
budget.
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Appendix F1
ANAO Report 28th September 2017: Australia Post's Efficiency of Delivering Reserved Letter
Services.

Table 2.2: Reform our Letters Service—network and labour force optimisation strategies
Process

Description

Projected
savings 2018–
19($m)

Automation

New machines at major mail centres will automate sorting of mail and reduce sorting times

impacts in

and associated labour costs.

128

delivery

Implementing

Under the NDM, regular mail will be delivered every second weekday (as opposed to every

the National

weekday), reducing the time and cost of outdoor delivery rounds.

53

Delivery
Model (NDM)

Increasing

Investment in new machines will reduce manual work effort, reduce number of required

automation

operators per machine and improve throughput rates.

52

in Mail
Centres

Shift

This will drive savings by increasing the number of non-penalty shifts worked.

45

Renegotiating

Renegotiation of terms for delivery contractors is expected on more favourable terms for

33

contract

Australia Post.

alignment in
delivery

terms

Shift

This will drive savings by increasing the number of non-penalty shifts worked, with all

alignment in

regular mail to be processed during the day. A

processing
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Process

Description

Projected
savings 2018–
19($m)

Consolidating

Consolidation of mail processing activities will reduce the number of Mail Centres from 15

processing of

to 4.

4

regular mail

Consolidating

Consolidation of Delivery Centres into existing sites to allow disposal of surplus centres.

2

Vehicle

Optimisation of vehicle selection for delivery rounds based on conditions, terrain and

3

optimisation

density (for example, using electric bicycles).

Street

Aligning the Street Posting Box clearance time (that is, cut-off times) with mail centre

Posting Box

processing windows.

Delivery
Centres

0.6

optimisation:

TOTAL

339

Note a: The projected saving from shift alignment in processing is targeted to have been achieved by the end of the 2016–17 financial
year. The remaining figures in the ROLS blueprint document are cumulative savings over the four years, targeted to be achieved by the
end of the 2018–19 financial year.
Source: Australia Post, 2014, Reform our Letters Service - Detailed Design Blueprint, p. 73, 111.

2.22 The total costs of the network reforms from the RoLS program, including transition, implementation and capital costs, as well as
anticipated redundancy incentives, is estimated at $278 million.22
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Appendix F2
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Appendix F3
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Appendix 4
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