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The privatisation of Royal Mail: A round-table discussion on the NAO report into 
the sale, and of the wider implications for the City. With Matthew Rees (National 
Audit Office), Brian Groom (Financial Times), Duncan Campbell-Smith and John 

Chown (Chown Dewhurst).   
 

Held on Wednesday, July 9, 2014, from 12.30-2.15pm. 
At the offices of SWIFT, The Corn Exchange, 55 Mark Lane, London, 

EC3R 7NE. 
 

At the end of March, the National Audit Office published a hard-hitting report into the 
2013 privatisation of Royal Mail, which asserts: “the basis on which Royal Mail was sold 
did not recover all of (the) value” that the taxpayer could reasonably have anticipated 
from the sale. Priced at 330p, the deal was 24 times oversubscribed, and the first day of 
trading saw the price jump to 455p; it subsequently hit a peak of 615p. 

The NAO does not question the government’s policy objective of introducing private 
capital into the postal system. It just suggests that everyone could have done a bit better 
– and possibly would have done so if there had not been an overriding imperative to get 
the deal done during this Parliament. 

Royal Mail was the first substantial government IPO since Railtrack in 1996 (on which 
the NAO reported in 1998). The valuation work was carried out by Lazards and a 
syndicate of other banks. Questions were raised about the (under) valuation of surplus 
property and the focus placed on the dividend yield, rather than the company’s 
improving performance and prospects. Its cash flow had been dramatically improved by 
the government’s assumption of historic pension liabilities, which had contributed to a 
pension fund deficit of £10bn. The yield at the flotation price was roughly twice the FTSE 
100 level, although in line with some continental postal operators. 
 
On the marketing of the shares, the debate focused on the narrowing-down of potential 
investors to a “priority” list. They were then asked what they would be prepared to pay. 
Knowing that the government was committed to the sale, considerable power was 
handed over to these buyers. Although the aim was to create a core of long-term 
shareholders, there was no lock-in period and the majority sold all or part of their stake 
within six weeks of the issue. Their identity was only revealed after the event. 
 
The round-table also discussed the broader issue of whether an IPO process that 
delivers a big price jump on the first day of trading undermines confidence in the UK 
equity market. 
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Bearing in mind the opportunity for City institutions and intermediaries to profit from an 
underpricing, it was suggested that a tendering process might be better. This would 
avoid the conflicts of interest inherent in a “patronage” system of shares being allocated 
to investors chosen by the issuer and its advisers.  Independent professionals would 
draw up the prospectus, then everyone would be invited to tender by stating the 
maximum price they were prepared to pay. A strike price would be calculated and 
allocation would follow the hierarchy of prices bid. Some shares could be held back to 
sell to retail investors at, say, a 10% discount, with a bonus if the shares were held for a 
year. 
 
While there was considerable criticism of the process, some speakers reminded the 
audience of the sorry recent history of Royal Mail. A decade ago it was losing £1m a 
day. Other privatisation attempts had failed. The unions were loudly opposed and strike 
action was always a threat, but public opinion was not that keen either. 
 
Maximising returns from the IPO was not the main driver for the government. State 
ownership had led to political pressures that were incompatible with proper corporate 
management, marring attempts to make it competitive with other post and parcel 
delivery companies. Nostalgia for the village post office (not part of Royal Mail) had 
clouded judgment about the challenges facing a high-tech delivery service. Several 
governments had ducked the issue, including Margaret Thatcher for uncharacteristically 
sentimental reasons (the famous family grocer’s shop housed a post office). So a series 
of cautious decisions were made that added up to a conservative price. 
 
Challenges remain for the company, which was turned round by Allan Leighton and 
Adam Crozier, and the current CEO, Moya Greene. Royal Mail’s top 1,000 customers, 
accounting for two third of its revenue, are being targeted by the competition. 
Meanwhile, it is still obliged to run the “social mail” service, which accounts for only 10%. 
 
The IPO came in a rare window of opportunity and it was important that state control 
was ended – hence the sale of a majority stake. Nevertheless, the £750m additional 
amount that might have been raised has left a bad taste against a background of public 
spending cuts. And far from delighting a new generation of “Sids”, the public remains 
nostalgic for the state-owned service. 
 


