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PROPOSITION

THE STATES are asked to decide whether they are afpinion -

(@)

(b)

to agree that Article 9(1) of the Postal Smasi (Jersey) Law 2004
should be amended to provide that the States, anthe@ Minister for
Economic Development, should have the responsipilit the public
interest, to ‘direct or guide’ the Jersey CompetitiRegulatory
Authority in relation to the implementation of angocial or
environmental policies in respect of postal seisjiead

to request the Minister for Economic Developmédo take the
necessary action to bring forward for approval thecessary
legislation to give effect to the proposal.

DEPUTY G.P. SOUTHERN OF ST. HELIER
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REPORT

In May 2006, the then Economic Affairs Scrutiny Blabrought a proposition to the
States (P.61/2006 — see Appendix 1). This was basethe findings of its Report
(S.R.2/2006) into the impact of the fulfilment mglion the incorporation of Jersey
Post. The report was concerned about the vialofityersey Post, its dependence on
fulfilment revenue and the cross-subsidy of sewviggovided by its subsidiary
Offshore Solutions Limited; the loan offered fromed@sury and the terms on which it
was to be repaid; the role of the JCRA and the obl¢ghe Minister for Economic
Development to “direct or guide” the JCRA on enmimeental and social issues. This
proposition revives the concerns expressed thentbeevesting of these latter powers
in the Minister for Economic Development.

Back in those heady days, our concerns were owefatt that almost all of Jersey
Post’s profits (of the order of £4.8 million annyalere derived from the increase in
volumes of mail from the fulfilment industry. Thet still the case today, but there
have been continuing reductions in other mail vaamwhich have further increased
the pressures on Jersey Post. What has now beed #mithis poisonous brew is the
determination of the Minister for Economic Develah and the JCRA to increase
competition in the sensitive area of fulfilment @services. Its decision to consider
the award of licences to Hub Europe and Citipost pats the current terms of the
Universal Service Obligation (USO) under threat.

Article 9(1) to (3) of the Postal Services (Jerskegyv 2004 is reproduced here. The
“Authority” is the JCRA.

“9  Minister may direct or guide Authority

(1) The Minister for Economic Development may, & or she considers that
it is desirable in the public interest to do saegio the Authority written
directions in respect of the principles, proceducespolicies to be
followed by the Authority in relation to —

(@) the implementation of any social or environmaérgolicies in
respect of postal services; or

(b) philatelic services.

(2) The Minister for Economic Development may, & or she considers that
it is desirable in the public interest to do saegio the Authority written
guidance in respect of the principles, procedurespalicies to be
followed by the Authority in relation to any otheratter relating to the
performance by the Authority of its functions unttes Law.

(3) It shall be the duty of the Authority in camgi out any of its functions to
comply with any such direction and to consider @it necessarily
complying with) any such guidance.”

Note that the JCRA under this Article has to complith a direction but not
necessarily with guidance.

Faced with the serious threat to the continuedtexi® of our postal service, the
Minister for Economic Development, in his answer Question 5644 of 28th
September indicated his reluctance to act on thitem as follows —
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“Question

“Will the Minister act to suspend any further action the granting of
additional postal licences until the employment andiversal service
provision issues at Jersey Post have been resamddf not why not?”

Answer

“The Postal Services Law (2004) has as its preartitdestatement:A LAW
to abolish the exclusive privilege of the Statepdstal services'. The Law
takes a pro-competition stance and gives the Ministertain duties, to
perform his functions in such manner as he considerbest calculated to
protect and further the interests of users of postavices, and to perform
them, by promoting competition among persons engaged in commercial
activities connected with postal services in Jerse9ther duties refer to
promotion of efficiency, economy and effectiventesspnsider the economic
interests of Jersey; and to imposenmanimum of restriction on persons
engaged in commercial activities connected withiglaervices. The Minister
must also have regard to any special needs of persdho are disabled or
have limited financial resources or have particutereds.

To effect this the Minister has a power to diréxet ICRA on matters of social
and environmental policy in postal services, butdbes not have a power to
prevent the JCRA from issuing a licence under #e.lAs Members will note
from the description of duties just mentioned,lihe states that the Minister
should impose aninimum of restrictions by promaoting competition. As such

I simply cannot interfere with the lawful dutiestbé JCRA under the Law.
What | can do, and have done, is revisit the UsiakiService Obligation
(USO). Analysis of the responses to the public wtatgon is near
completion. If the results support a redefiningled USO then | will ask the
JCRA to ensure that this is taken into account wihenakes a decision on
licensing third parties, indeed, | intend to preseie results of the
consultation to the States together with the contsneinthe JCRA so that the
States can have an informed debate on the futuggostial services in this
Island. That is a debate that needs to take plaaejt needs to take place in
an informed way once the consultation report hanbeompleted. | expect the
department to have this ready by the second weéktober.” "

The stance taken by the Minister is clearly onw/fiich the promotion of competition

takes priority over any consideration of its impact the level of postal service
available to the public. He is reliant on the réswaif the consultation on the Green
Paper issued by his Department in June.

Consultation

Sections 7 to 9 of the Economic Development GreepeP on the USO are
reproduced in Appendix 2. However, the essentidl @ntral issues can be summed
up by sections 7.2 and 8.1, here —
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“7. The reality of the position
7.1 There are no easy options and hard decisions tmabe taken. In
summary the current position is —

. postal volumes have declined sharply and will curdi to
decline. The retail post business in Jersey is inga&iloss and
if there are no changes to the current arrangentaigdoss
will accelerate. Jersey Post as a corporate bodn iso
position to fund this loss;

. the fulfilment business has over the past few ygaosided
additional profits which have enabled the retasgtpbservice
loss to be financed, but this is not sustainable;

. there is not an obvious case for public fundingrétail postal
services and the Minister for Treasury and Rescuttas
made it clear that this is not an option;

. there is no significant scope for other providefspostal
services to provide a subsidy sufficient enoughmiintain
the USO.

7.2 This leaves only a reduction in service. The question is what sort of
reduction should there be.

8. Options

8.1 Ideally, in a public consultation one offers a series of options, but in
this particular case there is no realistic alternative to a significant
reduction in the USO. Questions inevitably are confined to points of
detail. Realistically, the reduced service would either have to be
3days a week collection and deivery, or 5days a fortnight
collection and delivery, with 3 days on one week and 2 days the
next.”

The emphasis on points 7.2 and 8.1 is mine. What Ntinister for Economic
Development has produced is a Green Paper withoytogtions. This is a sham
consultation; the only aim of the Paper appeaisetto persuade the public that they
must accept severely reduced standards; in shitiitdaworld postal service.

Examination of Section 9 in Appendix 2 is particlyldelling. Having established that

we have to do away with daily collections and damfies, remove the need for

traditional post offices and rule out any taxpagepport, those who oppose the
proposals are asked to justify their case in @sei leading questions which can only
have one outcome. Question 4, for example, is &mtthe sort of question that any
consultation process should avoid —

“(4) Do you agree that the only viable solutiontasreduce substantially,
probably by around half, the current collection atedivery service?
If not, what other viable solutions can you suggést
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One has to ask how we could have arrived at aiposihat requires this sort of
massive reduction to the standards of postal sswehave been used to. Some of the
answers can be found in a comparison of our setitipthat which exists in our near
neighbour, Guernsey.

Guernsey Post is in a similar position to Jersest Rothat it is a commercial utility
wholly owned by the States of Guernsey and reguléte the Guernsey Office of
Utility Regulation (OUR). However there are 2 velijferent conditions under which
it operates —

1. The States of Guernsey (not the Minister) is @ngyed to give direction to
the Office of Utility Regulation (OUR) to determiiee level of the Universal
Service Obligation.

2. The Regulatory model in the Bailiwick requirdstt a legal monopoly be
prescribed by the Director General to fund this USO

The Director General may designate what servicesdafined as reserved postal
services, but may only do so for 2 reasons —

- If he considers it is necessary to ensure the pimviof the USO in the
Bailiwick, or
« Ifitis necessary to comply with States Directions

Despite facing near identical market conditions falling letter volumes and a
substantial fulfillment industry, Guernsey Post ar@ntaining a level of service way
beyond that proposed by the Minister for Economgv&opment in Jersey —

« One collection from access points on 6 days eadkwe

« One delivery of letter mail to the home or premiségvery natural or legal
person in the Bailiwick (or other appropriate ifistéons if agreed by the
Director General of Utility Regulation) on 6 dayach week including all
weekdays;

» Collections for all postal items up to a weigh6kgs;

» Deliveries on a minimum of 5 working days for atigtal items up to a weight
of 20kgs;

« Services for registered and insured mail.

That there is some pressure on the USO in Guelgssywn by the following BBC
news item —

“Post surveying over delivery cuts

Guernsey Post is asking customers whether or not ¢ly would be happy
for the number of weekly deliveries to be cut fronsix to five. It is one of
the questions included in a telephone survey bearged out by a market
research company. Customers are also being askekleio views on a price
rise in the cost of stamps to avoid any cuts irviser Guernsey Post
commissions the survey on a quarterly basis, cplibout 200 Bailiwick
homes as a sample. The results are fed back telsilders and some are
included in the company’s annual report.”
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The difference between the 2 islands appears tonkeof approach and emphasis.
There appears to be a greater awareness of thts ltmicompetition in a small
jurisdiction and greater emphasis on regulationQoernsey. There is general
requirement in Guernsey to maintain funding for tH&0O. The drive in Jersey shared
by our regulator and the Minister by contrast isdictated on the drive for the so-
called benefits of competition. | believe thatsitime to rein in the Minister's appetite
for competition at all costs and restore some cbatver the USO to the States before
we lose our postal service altogether.

Financial and manpower implications

There are no financial or manpower implications foe States arising from this
Proposition.
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APPENDIX 1

P.61/2006

STATES OF JERSEY

JERSEY POST INCORPORATION:
COST/BENEFIT ANALYSIS,
INVESTIGATION AND
RESPONSIBILITIES OF JCRA

Lodged au Greffe on 23rd May 2006
by the Economic Affairs Scrutiny Panel

STATES GREFFE

2006 Price code: B P61
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PROPOSITION

THE STATES are asked to decide whether they are afpinion -

(@)

(b)

(€)

(d)

(e)

to agree that an updated cost/benefit analysisa form to be
approved by the Comptroller and Auditor General plbepared prior
to consideration of the Draft Postal Services ($far) (Jersey)
Regulations 200- (P.9/2006), in order to provid@rmation relating
to —

0] the overall financial viability of Jersey Ro#ternational
Limited post-incorporation; and

(i) the capability of each element of Jersey tPlosernational
Limited to support itself independently;

and to request the Minister for Economic Develepmto take the
necessary action;

to request the Minister for Economic Developmé& request the
Jersey Competition Regulatory Authority, in accoma with the
provisions of the Competition Regulatory Authorifyersey) Law
2001 and the Competition (Jersey) Law 2006 carry out an
investigation, prior to the incorporation of Jerdgyst, into the cross
subsidy by Jersey Post of Offshore Solutions Lich{teSL);

to request the Minister for Treasury and Resesl to review the
decision(s) to grant any loan(s) from the StatesJénsey Post
International Limited in respect of liabilities wedthe Jersey Post
Office Pension Fund, and the terms of those loamnd,report thereon
to the States;

0] to agree, in principle, that Article 8(@j the Postal Services
(Jersey) Law 2004 be amended to provide that thgeye
Competition Regulatory Authority should no longeava a
primary duty to perform its functions under the Lawsuch
manner as to ensure that the company has suffiiientcial
resources to discharge its liabilities under séiesrissued by
the Company to the States; and

(ii) to request the Minister for Economic Devetognt to take the
necessary action arising from paragraph (d)(i);

0] to agree, in principle, to amend Articl€lp of the Postal
Services (Jersey) Law 2004 to provide that theeStatnd not
the Minister for Economic Development, have the
responsibility, in the public interest, to ‘direat guide’ the
Jersey Competition Regulatory Authority in relatitm the
implementation of any social or environmental pebcin
respect of postal services; and
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(ii) to request the Minister for Economic Devetognt to take the
necessary action arising from paragraph (e)(i).

ECONOMIC AFFAIRS SCRUTINY PANEL

REPORT

The Economic Affairs Scrutiny Panel has developédiks tProjet from the
recommendations of its report entitled ‘The impattthe fulfilment policy on the
incorporation of Jersey Post’ (S.R.2./2006). Thepart is essential to the
understanding of the projet and is referenced tjtrout as the ‘Report’.

In respect of Section (a) of the projet, the Parmhsiders that a new, current,
cost/benefit study should be carried out beforee}ePost is incorporated. This was
the recommendation of the only independent expbd tas been involved with the
process (Report p.35).

Given that this was the same person who helpedegigdsey Telecom through its
incorporation, it is clear that this recommendativas not made on ideological
grounds but on the basis of genuine concerns (Rgp82). These concerns were
based on full and detailed access to all relev&ntination, and have increased in the
intervening period since the last cost/benefit gsialwas carried out (Report p.64).

In addition to the existing concerns, the recerdngie of policy by the Economic
Development Minister in respect of the operatiorfudfilment business will have a
direct effect on the profitability of the comparfhis, and the attendant cross-subsidy
that this might require should be studied in dedaifl the findings made available to
the States, in order that members can debatenttisgoration in possession of all the
facts.

The Comptroller and Auditor General’s role wouldtbeensure that any analysis was
carried out in such a way that the conclusions, thdrein favour or against
incorporation, were objective, well-reasoned and fa

Members should understand that once incorpordtede is no ‘going back’ for Jersey
Post, and any overlooked issues now could havecdimeequences in the future.

In respect of Section (b), the Panel has notedttizasection of Jersey Post which acts
as a ‘Third-Party Service Provider’ (‘3PS’ — Defian in the Report, p.15) for the
fulfilment industry. This section is known as Oftsh Solutions Limited, and, despite
a high volume of work, does not make a profit friissnoperations. It does, however,
by allowing fulfilment companies access to low cosfficient ‘pick and pack’
services, encourage fulfilment business to opefaim the Island. This acts to
increase postal volumes, on which its parent compdarsey Post, can make a profit.

Fulfilment postal income accounts for the vast mgjoof Jersey Post's estimated
£3.8 million profits (Report p.22). The Panel isncerned that in order to maintain
these levels of income, Offshore Solutions Limiiedbeing operated at a loss to
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increase postal volumes. This would be detrimemtalthe operation of other
businesses in the same market that must genenatefinto continue operations. It
would constitute the funding of a competitive eletef the business from monopoly
profits.

In the course of its investigations, the Panel becaxtremely concerned about the
issue of cross-subsidies which may unfairly affeompetition. In particular, it
guestions the necessity of the States to act aebpatak Jersey Post International
Limited. In addition, it questions whether it is pappriate to lend Jersey Post
International Limited £4 million under terms betttran might be obtained in the
commercial market.

These concerns are reflected in the recommendeti8nR.2/2006, and paragraph (c)
of the projet.

In respect of Section (d), the Panel is concerhatithe provision of a loan to Jersey
Post International Limited (Report p.28) will prdjoe the position of the JCRA, as it
will have a primary duty under the Postal ServitEssey) Law 2004 to ensure that
this loan is repaid (Report p.29), as will the Mier for Economic Development. This
will supersede the duty in the same Law to propestal customers. Not only is this
undesirable for the customer, it also places reguénts of maintaining the proper
provision of postal services (regulation) with g8sne bodies that are tasked to ensure
that Jersey Post have sufficient funds to repaylda® to the States and to run
effectively (operation).

In respect of Section (e), the Panel is aware that‘Guernsey model’ puts the
responsibility to offer guidance to the Office ofillty Regulation with the States of

Guernsey. The Panel is of the opinion that the Begoo Development Minister has a
vested interest by virtue of his role, as he hapaesibility for economic growth of

Jersey, for the repayment of the loan to the Statas for the profitable operation of
Jersey Post (Report p.31). A conflict of interdwtréfore exists, and the authority to
provide guidance to the JCRA should be placederhtmds of the States.

The financial and manpower implications for the Stées are —

The engagement of a consultant to carry out thet/mowefit analysis. It is
recommended that £10,000 be budgeted and that twnoBiic Development
Department meet this cost. (The only study undenao far cost £2,100.)

The Panel recommends that the JCRA recoup codtsr@ttcfrom actions taken as a
result of this projet from Jersey Post, in additiorits previously agreed incorporation
fees.
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APPENDIX 2

Extract from R.92/2010:

POSTAL SERVICES IN JERSEY: UNIVERSAL SERVICE OBLIGA TION —

CONSULTATION GREEN PAPER

7. The reality of the position
7.1 There are no easy options and hard decisiorestbabe taken. In summary the
current position is —

. postal volumes have declined sharply and will corgi to decline.
The retail post business in Jersey is making adossif there are no
changes to the current arrangements this lossasdélerate. Jersey
Post as a corporate body is in no position to tihiglloss;

. the fulfilment business has over the past few ypewgided additional
profits which have enabled the retail postal seriss to be financed,
but this is not sustainable;

. there is not an obvious case for public funding fetail postal
services and the Minister for Treasury and Resaeulas made it
clear that this is not an option;

. there is no significant scope for other providerpastal services to
provide a subsidy sufficient enough to maintainwgO.

7.2 This leaves only a reduction in service. Thestjon is what sort of reduction
should there be.

8. Options

8.1 Ideally, in a public consultation one offersseries of options, but in this
particular case there is no realistic alternatve significant reduction in the

USO. Questions inevitably are confined to pointsiefail. Realistically, the

reduced service would either have to be 3 daysekwellection and delivery,

or 5days a fortnight collection and delivery, wBhdays on one week and

2 days the next.

8.2 Service reduction could be accompanied by smmdest enhancements, for
example —

. an enhanced collection service consisting dailyjectibns from a
small number (no more than about 6) of collecti@mn{s with next
day delivery to the UK and delivery on the nextidly day in
Jersey;

. offering daily deliveries in exchange for a fixedmthly charge. This
option would probably be attractive to a numberbatinesses, but
probably not to many householders;
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8.3

8.4

8.5

. offering daily deliveries to all addresses in exd for a fixed
monthly/quarterly charge. This would be similar tioe standard
charge levied by other utility companies such astekity, telephone,
gas and water to access their networks. If suchaage were to be
introduced, we recognize that it would be compteiniplement.

Such enhancements may not be feasible or edornionthe marketplace. If
there is support for them in principle then workulebhave to be done to cost
these services and assess whether there is a mabket.

All of these options would also have to be agganied by changing the way
Jersey Post customers access its services. Thel'lslpost office network
would change into a model that provides greatdeitdifferent, access, e.g.
online, ‘post & pay’ machines and a new, commisdiaged retail model.

As with other industries where there is a declin demand, it is sadly
inevitable that some people will lose their jobsl &imat there will have to be
changes in working practices to take account ohthe realities of the market
place.

Consultation questions

Respondents need not respond to each of tteious The first 3 questions
in particular are appropriate mainly for those peapith a particular interest
in the subject or for businesses for which postalises are vital. Individuals
are more likely to be interested in the remaininggiions.

) Is the analysis of the market in sections 2 — 4ext? If you believe it
is not correct what evidence can you provide tgsupyour view?

(2) The Minister for Treasury and Resources has rulgdpooviding a
taxpayer subsidy to support the present USO. Doagree? If not,
what is the justification for the taxpayer funditige USO as against
other priorities?

3) Do you agree with the analysis of why cross-subatitin from other
postal services to fund the USO is not viable?dfl ylo not agree,
what evidence can you provide to support your asjus?

4) Do you agree that the only viable solution is tduee substantially,
probably by around half, the current collection aledivery service?
If not, what other viable solutions can you suggest

(5) Do you agree that part of this solution should udel changing the
way postal services are accessed, by improvingladoiigy, but
removing the requirement for a traditional sub-poffice? If not,
what other viable solutions can you suggest?

(6) If you had a choice between deliveries 3 days akwee5 days a
fortnight, bearing in mind that the latter would decompanied by
marginally lower costs, do you have a preference?
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(7)

(8)

If collection and delivery services are substalytisdduced would you
favour a daily collection facility from a limitedumber of collection

points?

If delivery and collection services are signifidgmeduced would you
favour mail recipients having the option to payied commercial
charge in exchange for daily deliveries?
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APPENDIX 3
Guernsey Post Limited
A commercialised utility regulated by the GuernseyOffice of Utility Regulation
1.0 Background

Guernsey Post is a commercial utility wholly owrtgdthe States of Guernsey and
regulated by the Guernsey Office of Utility Regidat (OUR). It is committed to
continual improvement in service delivery and cowo relations in its core business,
namely the provision of a secure, reliable andtigffit postal service.

Guernsey Post obtained its Licence from the OUR1lsh October 2001. Further
details on the Postal Licence and legislation upideing the relationship and activity
of the OUR with Guernsey Post can be foundhatv.regutil.gg

Key areas of the model are outlined below:

« Universal Service Obligation
« Reserved Postal Services

« Customer Charter

« Quality of Service

2.0 Universal Service Obligation

The States of Guernsey resolved to give the follgwDirection to the Director
General of the OUR in accordance with section 3fL}jhe Regulation of Utilities
(Bailiwick of Guernsey) Law, 2001:

‘The following Universal Postal Service (USO) shb# provided by at least one
Licensee throughout the Bailiwick of Guernsey atfarm and affordable prices,
except in circumstances or geographical conditibasthe Director General of Utility
Regulation agrees are exceptional:

« One collection from access points on six days &ask;

« One delivery of letter mail to the home or premiségvery natural or legal
person in the Bailiwick (or other appropriate ifistéons if agreed by the
Director General of Utility Regulation) on six dagach week including all
week days;

» Collections for all postal items up to a weigh6kgs;

» Deliveries on a minimum of five working days foll gbstal items up to a
weight of 20kgs;

« Services for registered and insured mail.

In providing these services, the Licensee shallienthat the density of access points
and contact points shall take account of the neédsers.

“access points” shall include any post boxes oeofacility provided by the Licensee
for the purpose of receiving postal items for ordvansmission in connection with
the provision of this universal postal service.’
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3.0 Reserved Postal Services

The Regulatory model in the Bailiwick requires thatkegal monopoly be prescribed
by the Director General to fund this USO.

In September 2001, the States of Guernsey issuetttioins to the Director General
regarding the scope of the USO (as detailed abawd)directed that the reserved
postal services be defined so as to ensure thalU®® was met. In document
OUR 01/17, the Director General described the backgd to an Order made in
October 2001 designating certain postal servicéeasrved postal services'.

The effect of the Order was to reserve the riglgravide certain postal services to the
first licensee in the postal sector in the Bailkyic.e. Guernsey Post Limited, to
ensure that the USO could be met. The documentiatiioated that the Director
General expected to carry out more in-depth arabfsthe postal market in Guernsey
with a view to determining whether this designattiould be amended in the future.

The Director General may designate what servicesdafined as reserved postal
services, but may only do so for two reasons:

- if he considers it is necessary to ensure the gimviof the USO in the
Bailiwick, or
- ifitis necessary to comply with States Directions

Given the limited information available at that éiran the Guernsey postal market, as
well as having due regard to international practibe reserved postal services were
defined exclusively by value, as those postal ses/provided for a consideration of
less than £1.35. A postal service being ‘the seraicconveying postal packets from
one place to another, the incidental services oéiving, collecting and delivering
such packets and any other service which relatssi¢h services. A “postal packet”
means a letter, parcel, packet or other articlalslapof transmission by post.

The price limit was arrived at by multiplying theasdard tariff for letters to the UK
(27p in 2001) by five, along the lines of the EWagach. The use of the standard UK
tariff reflected the fact that a significant amowofithe Bailiwick’s mail is between the
islands and the UK. It is understood that the DaeGeneral did not wish to include a
weight limit in the designation of the reservedvgsss until further consideration
could be given to the profile of Bailiwick postatrsice, particularly those services
that were provided on the basis of volume rathan teight (flower boxes).
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