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Green Paper

The Universal Service Obligation for Postal Servicein Jersey 28th June 2010

Purpose and type of consultation

To invite comments about the provision of JersestBdJniversal Service Obligation

(USO). This paper shows that Jersey Post can rgetaafford to run the service at
current levels because it is losing too much mo&sgentially the postal service must
change. This paper puts forward options for chamgkasks for your views.

Closing date:Monday 30th August 2010

Summary:

The Minister for Economic Development would likeuyaviews about the provision of
the Universal Service Obligation in postal servicHse USO is basically the number
of times that mail is picked up and delivered tonkes and businesses. Information
received from the consultation will assist the Mtar in developing policy.

Further information: www.gov.je/consultations

Please send your comments to:
Dr. Jason Lane

Director of Regulatory Services
Economic Development
Jubilee Wharf

St. Helier

JE1 1BB

How to contact us:
Telephone: 448120

E-mail:.lane@gov.je
Fax: 448170

This consultation paper has been sent to the follamg individuals/organisations:
The Public Consultation Register
All households in Jersey

Supporting documents attachedExecutive Summary

Your submission

Please not¢hat consultatioresponsesnay be made public (sent to other interested gsadn request,
sent to the Scrutiny Office, quoted in a publishegbrt, reported in the media, published on www.fgov
listed on a consultation summary,.gtc

Please delete the following as appropriate:

| agree that my comments may be made public andwtid to me

| agree that my comments may be made public buattidbuted (i.e. anonymous)
| don’t want my comments made public
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Introduction

Currently, Jersey Post, as a condition of its loegns required to make deliveries and
collections 6 days per week and to provide a ndtwbpost offices. This requirement
is known as the Universal Service Obligation (UST)e requirement is no longer
financially viable as a result of the significantdasustained downturn in postal
business. This consultation paper considers thergpfor reforming the USO to make
it viable.

1.2
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1.4

The Universal Service Obligation

In most developed countries there is an oliigadn the providers of utilities
to provide a service to everybody in the communityich is termed the
Universal Service Obligation (USO). Thus electyicihd gas companies have
to provide facilities for all properties, even thothat are isolated (although
there are some exceptions), and similarly teleprante postal services have
to be provided to the whole community. This inéviyjameans an element of
cross subsidisation, typically from those in highlypulated areas to those in
lowly populated areas.

In Jersey, the United Kingdom and a numbertlérojurisdictions, the USO
for postal services is one delivery to each addeast day, 2 daily collections
from each post office and post box, a basic prarestandard mail services
and a network of post offices.

The States, through the Minister for Economav&opment (“the Minister”)
retains strategic political responsibility for Jey's postal services industry,
with the Jersey Competition Regulatory AuthorityJGRA’) having
responsibility as the independent licensing andileggry authority for postal
services. In these respective roles, both the Kinesnd JCRA have a primary
duty to ensure that as far as reasonably practicgmbstal services are
provided in Jersey and between Jersey and thefrds world, as satisfies all
current and prospective demands for them. In awditihe Minister and the
JCRA must ensure —

. services are rapid, of high quality and reliable;

. services are affordable and accessible to the &ighember of
business and domestic users;

. services are provided in places and at times tlegt the demands of
the highest number of business and domestic users.

Under Article 9 of the Postal Services (Jerdegv 2004 (“the Law”), the
Minister may issue the JCRA with Directions and damice. In 2005, the
previous Economic Development Committee issued@RA with guidance,
which stated that deliveries must be made at |&adhys a week The
Guidance also stated that post must be collectad frost offices, sub-post
offices and post boxes at legsidays a week The Law also allows the
Minister to direct the JCRA regarding Social andiEsnmental matters.
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1.6

2.2

2.3

On 1st July 2006, the JCRA issued a Class stdPdDperator’s Licence to
Jersey Post. Condition 12.3 of that Licence setsJewsey Post's USO. It
requires post to be delivered at le@staysa week and at least one postal
collection from post offices, sub-post offices gmakt boxes to be made at
least6 days a weekAlthough the Licence’s requirements on delivery an
collection exceed those set out in the former Catesis guidance (6 days
instead of 5 days), this reflects the service JemBest has traditionally
provided, and continues to provide, under the U3@e full set of USO
obligations, as currently set out in Condition 1@ Jersey Post’s Licence, are
detailed in Annex 1.

Since some of the services provided under 86 thay be unprofitable, it is
often accompanied by a protected monopoly of pastabices. Under this

approach, no other business is allowed to offeviees provided under the
USO, which allows higher than normal profits to fdade on parts of the
business to pay for losses on the unprofitable pemvever, such an approach
is not possible in Jersey because the Law expliatiolishes the formerly

exclusive privilege of the States to provide postetvices in Jersey, and
enables the JCRA to licence other postal operatbitsere competition is

allowed then other providers may have to contritboitidve costs of the USO.

Why the postal services USO is under pressure

The USO is under significant pressure in Jer&ntain and most other
countries. Unlike other industries, the scope &atucing costs through greater
use of technology is limited. The use of postcobas led to some cost
savings, particularly where electronic sorting udlyf used. However, it is
difficult to achieve cost savings for basic colleotand delivery services.
Delivering 2 letters to a house costs no more taivering one letter; and
collecting 50 letters from a post box costs littlere than collecting one letter.
This means that over time the cost of postal sesvis likely to rise in relation
to the price of goods and services generally.

More recently, the use of the Internet, ane-ofiail in particular, has had a
major negative impact on the demand for traditiqgruatal services —

. people increasingly communicate with each othetebgphone and e-
mail rather than by post;

. bills are increasingly paid either by direct deditoy Internet banking
rather than by sending a cheque;

. utilities and many other businesses now send Ibylle-mail or make
them accessible on a website rather than postirdydupies;

. many journals are now produced electronically nathen in hard
copy, which means they can be delivered both mieea@y and more

promptly.

Furthermore, traditional providers of postatvems also face increasing
competition from express mail couriers, such asExedHL and others.
Increasingly, this means that the regular mailaddamger used to send urgent
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items. Generally, the demand for traditional posatvices is declining
annually and there is no expectation that thisdresll be reversed. Since
2003, total mail volumes have been steadily deayjrat 4% per year and in
2009, partly as a result of the world recessiorse}ePost’s mail volumes fell
by 13%. By comparison, Royal Mail's volumes fell &9% in 2009. The
following table shows these trends —

Millions of Items

Annual Mail Volumes 2002 to 2009

(Excluding Fulfilment Traffic)
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2.5

2.6

There is one compensating factor for Jersey. Asspeople increasingly buy
online, particularly books, CDs, DVDs and othemsiard items, so there is a
demand for the delivery of these items, an induktrgwn as “fulfilment”.
Jersey has become a centre for such an industigg &y an exemption from
VAT on small value imported items known as Low \&l@onsignment Relief
(LVCR). LVCR allows goods imported into the UK umdbke value of £18 to
be exempt from VAT as long as they are importedhfadfshore jurisdictions
such as Jersey, Guernsey or Switzerland. Other Mendtates of the
European Union have varying rates of LVCR but thegyple is the same.
LVCR gives the fulfilment companies of such goodsompetitive advantage
over their UK or mainland Europe based competitors.

As demand for its core (non-fulfilment) postatvices falls, Jersey Post faces
significant commercial pressures, regardless of tikdre additional
competition occurs in the market.

The company has been able to endure theseslasseJersey Post’s overall
profitability has been sustained because of thétprihat it earned from the
fulfilment sector. However, for reasons that wi# Hiscussed further in this
paper, this position no longer looks sustainable.
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3.2

3.3

4.2

4.3

4.4

4.5

The response of mail service providers

Jersey Post, the Royal Mail and other postaiceproviders have responded
to the decline in the demand for their traditiorsdrvices and to the
accompanying cost pressures by —

. reducing the number of daily collections from pbsies and post
offices to one;

. reducing the number of daily deliveries to onegwftater in the day
rather than in the early morning;

. closing post offices;
. removing many post boxes.

These measures have led to significant rechgtin costs, but more are
needed.

A number of mail service providers have algerapted to compensate for
declining income from their mainstream businessdlwersifying into other
areas where a mail service provider has a natarapetitive advantage. In
such an area it may be able to make a higher tbamat profit which can
then help to subsidise the USO. However, geneitaib/not possible to make
higher than normal profits in any area given tmersgth of competition.

The position in Jersey
This section deals with issues that are spdaaflersey.

As a small island there is little possibility arban areas subsidising rural
areas to the same extent that occurs in larges.area

36% of mail posted in Jersey (excluding fuléimh mail) goes to the UK, with
a much smaller proportion (9%) going overseas. @8%nail delivered in
Jersey is posted in the UK or further afield. JgmBest is paid for delivering
this mail by both Royal Mail and other service pdars, and thus has little
ability to raise additional revenue given that thésisinesses themselves are
under cost pressure.

Although Jersey has become a centre for tfignight industry, this is a fairly
precarious industry and has been threatened bgasitrg concerns from the
UK and other EU governments due to their loss xesaThe UK secured an
agreement with the States of Jersey to restrick@namtry to wholly Jersey-
owned and operated businesses in an attempt toicte&tK resident
businesses from evading VAT. Pressures on thissingican be expected to
continue.

During the past few years, handling fulfilmdmisiness has generated a
significant profit for Jersey Post, which has hdlistain the increasingly
deteriorating profitability of the USO. This positi however is not
sustainable.
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4.6

4.7

4.8

4.9

5.2

While Jersey Post no longer has a monopollgérptovision of postal services
in the Island, it remains the dominant suppliepostal services in Jersey

Moreover, postal services in the Island themsefresnot isolated from other
markets. Fulfilment companies are free to move fdemsey to other locations
such as Guernsey or Switzerland or even to movegpaineir business to the
UK. Jersey Post is well aware of this and may \Wwalle to offer better terms
to fulfilment businesses to keep them here.

From a public policy perspective it is also sfienable whether any business
should be charging an excessive price for one mtoda as to subsidise
another. The fulfilment industry in Jersey emplaysund 1,000 people, and if
that industry is charged an unreasonably high ghea the effect can only be
to cause the industry to suffer a loss of competitess and therefore put these
jobs at risk.

The JCRA is currently considering applicatidas licences for bulk mail
services from 2 businesses. This is being seeroimg sas having potentially
disastrous consequences for the maintenance &f$iae by Jersey Post. This
is not the case. The issues, as have been poiatedre there already. If the
licences are granted this may accelerate what waloéhdy happen, but the
issue is not about new licences, it is about thet aod sustainability of the
USO.

Based on these considerations, Jersey Posb i®nger in a position to

continue to fund the provision of the USO from axrofits received from the

fulfilment sector. Jersey Post’'s Chairman, Miketdis stated in Jersey Post's
2009 Business Review that “the £5m annual lossrieduby the USO can no
longer be supported by earnings from the rest obosginess going forward.”

Therefore, other options for funding the USO, oarges to the USO to

reduce its cost, need to be considered and choessto be made.

Does the USO have to be self-funded?

It is a legitimate public policy question tdkashether the USO in respect of
postal services should be self-funded. There amanaber of different funding
models.

It can be argued that the current USO is aantis$ service, and therefore it
should receive support from the taxpayer. Howeias, quite difficult to put
forward a logical case as to why daily collecticaxsd deliveries of post
constitute an essential social service that shdddefit from a taxpayer
subsidy. The reality is that the postal servicenéslonger used for urgent
items. Policy on this issue must also be influenogdhe overall state of the
public finances. In Jersey, as in the UK, thesauader considerable pressure,
and it is not easy to make a case that taxpayesiesnshould be used to fund
the current postal USO. The Treasury Minister Hesady made it clear that
no funds are available for this purpose. (See thaiskér for Treasury and
Resources’ letter attached at Appendix 4.)

! The Law removed Jersey Post’'s monopoly for thevipion of postal services in Jersey and
empowered the JCRA to licence one or more providepostal services. To date, the JCRA
has licensed Regency Holdings and Hi-Speed FreéSghtices Ltd, both of which handle
small volumes of mail in Jersey.
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5.3

54

5.5

6.2

6.3

The second funding model is to allow Jerseyt Roscontinue to cross-
subsidise the USO by making profits from its morigpgosition in other
markets. However, for the reasons covered in theigus section this is not a
viable option. Even if it were justified, in pragt, competitive pressures mean
that it is no longer feasible to rely on extractiagcess profits from the
fulfilment business.

A third option is to subsidise the USO fromibasses that are awarded postal
licences. In this model Jersey Post losses couldobgpensated by taking a
share of the profits of new businesses. In pradtiie is a risky strategy
because it acts as a barrier to entry and/or @dilfy increases costs for
fulfilment businesses and over time, may cause ttemove to locations
where this is not government policy. The result lddoe further loss of tax
revenue and jobs in Jersey. It also does not asldnesficiencies that may
exist in the current USO, or address the diffiquestion of whether it is fit
for purpose, given the declines in postal volumes.

The reality, therefore, is that the postal wexw USO should ideally be self-
funded, a point that has been recognised by thgaoys shareholder and
also by Jersey Post.

Options for self-funding

Typically, where a service is not viable them @pproach is to seek to trade
off price against quality of service. It might thfore seem legitimate to ask
the public if they are willing to pay an extra 1fgp each stamp in order to
maintain the current USO, or whether they would@retamps to remain at
the present price and for the USO to be substntiatluced, for example
halving the number of collections and deliveries.

Unfortunately this is not an option. The imnaddieffect of a hike in postal
prices would be a further reduction in demand. Agspnt, many small and
medium-sized businesses in Jersey still send digt Iy post and receive
payment by cheque. Almost all larger businesseh ascutilities and banks
now send bills or statements by e-mail and recpagments electronically.
Further pressure is being placed on Jersey Poatpractice known as ABA
re-mailing. Here an increasing humber of Jersegthdmsisinesses are saving
postage costs by taking advantage of cheaper optages in the UK and e-
mailing their mail in bulk quantities to UK-baseditrhouses which print and
package it for posting via Royal Mail back to Jgrsehus the higher postal
prices are pushed, the more pressure this willeptat smaller and medium-
sized businesses to follow suit, because it wililoheir economic interests to
do so. The public would also switch further froraditional mail to e-mail.
This option, therefore, is not realistic.

The JCRA is currently undertaking a review efs@y Post’s efficiency. This
is a separate exercise. While there may well Geieficy gains to be made, it
is unlikely that they will be sufficient to preserthe USO in its present form.
As Jersey Post itself states in its 2009 Businesgei, “the depth of the
USO funding crisis cannot be resolved by efficienwasures alone.”
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7.2

8.2
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The reality of the position
There are no easy options and hard decisiorestbebe taken. In summary the
current position is —

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

. the fulfilment business has over the past few ypeogided 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 providefpastal services to
provide a subsidy sufficient enough to maintainwso.

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

Options

Ideally, in a public consultation one offersseries of options, but in this
particular case there is no realistic alternatove 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 5 days a fortnight collection and delivery, wBhdays on one week and
2 days the next.

Service reduction could be accompanied by somdest enhancements, for
example —

. an enhanced collection service consisting dailjectbns from a
small number (no more than about 6) of collecti@m{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 numberbainesses, but
probably not to many householders;

. 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 astékity, telephone,
gas and water to access their networks. If suchaage were to be
introduced, we recognize that it would be compteiniplement.
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8.4

8.5
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Such enhancements may not be feasible or edonionthe 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 greatdweitbifferent, access, e.g.
online, ‘post & pay’ machines and a new, commisdiaaed retail model.

As with other industries where there is a daeclin 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 tteioue 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.

Q) 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 funditite USO as against
other priorities?

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

4) Do you agree that the only viable solution is tduee substantially,
probably by around half, the current collection atedivery 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?

(7) If collection and delivery services are substalytisdduced would you
favour a daily collection facility from a limitedumber of collection
points?
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(8) If delivery and collection services are signifidgmeduced would you
favour mail recipients having the option to payied commercial
charge in exchange for daily deliveries?

10. How to respond

PLEASE SEND COMMENTS TO:

Dr. Jason Lane Tel: 448120

Director of Regulatory Services E-mail: j.lane@gov.je
Economic Development Fax: 448170

Jubilee Wharf

St. Helier

JE1 1BB

Appendices:

Appendix 1 The terms of the Jersey USO
Appendix 2 The situation in Guernsey

Appendix 3 The situation in the UK

Appendix 4 Letter from Senator Ozouf to the JCRA
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APPENDIX 1

THE TERMS OF THE JERSEY USO

Universal Service Obligations (per Condition 12t Jdersey Post’s Licence) —

(@)

(b)

(c)

(d)

(€)

(f)

(9

(h)

()

To provide at least one Collection of Mail, genedawithin the Island of
Jersey, which should be made from each Access Padtit Working Day;

To provide at least one Delivery of Mail, whethengrated within or outside
the Island of Jersey, which should be deliveredvery Delivery Point in the
Island of Jersey, each Working Day;

To procure, to the extent within the Licensee’staanthe delivery of Mail to
destinations outside the Island of Jersey at la$te same frequency as at the
Licence Commencement Date, or at such other freaxyuas may be agreed by
the JCRA;

The Licensee shall use all reasonable endeavowes follection times at the
latest possible times to access key transport cbions;

To provide preferential Postage rates for litematiar the blind and partially-
sighted as defined in the relevant Postal Schente Umiversal Postal Union
weight limits;

To provide access, by the means of Access PoirmtsPaist Boxes or other
appropriate means, to allow the Users reasonabbesacto the Postal
Services;

To provide those Postal Services which the Liceiseequired to provide to
satisfy the USO at affordable prices and at a wmiftariff throughout the
Island of Jersey;

To provide services for registered and insured Mail

To treat Mail generated from outside the Island@fsey no less favourably
than Mail generated from within the Island of Jgrée terms of delivery
times, or as otherwise agreed by the JCRA; and

To procure the provision, from time to time, of fgrential rates in respect of
Mail to addresses within the BFPO (British ForcesstPOffice), or as
otherwise agreed by the JCRA.
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APPENDIX 2
POSTAL SERVICES IN GUERNSEY

The situation regarding the provision of the US@imernsey has a different statutory
basis than in Jersey, but Guernsey Post facesasimsigues and pressures in the
marketplace. These include —

. the segment of the market that would be most ditteato competition would
be the high volume/high margin mail market;

. because of the nature of the USO, comparatively ltle reduction in GPL
costs would be realised as a result of that losaisiness;

. the bulk mail market is almost entirely dependemtGuernsey not being in
the EU and the ability to take advantage of theketadistortion currently
available in the form of Low Value Consignment R&l

. GPL is seeing the impact of e-substitution not deaifset by sufficient
growth elsewhere. GPL is currently experiencingg®ldrop in mail — this is
in part a reflection of a permanent reduction i tise of postal services.

The Regulatory model in Guernsey requires thatgallenonopoly be prescribed by
the Director General to fund this USO, which isyvdifferent from the Jersey model
that abolished the monopoly of JPL and introducedhpetition. The States of
Guernsey gave the Director General of the OfficeUtifity Regulation (OUR) a
Direction in accordance with section 3(1) of thegRation of Utilities (Bailiwick of
Guernsey) Law, 2001 -

“The following Universal Postal Service (USO) shadl provided by at least
one Licensee throughout the Bailiwick of Guernseyraform and affordable
prices, except in circumstances or geographicatliions that the Director
General of Utility Regulation agrees are exceptiena

. One collection from access points on six days eadk;

. One delivery of letter mail to the home or premisksvery natural or
legal person in the Bailiwick (or other appropriatstallations if
agreed by the Director General of Utility Regula)ion six days each
week including all week days;

. Collections for all postal items up to a weigh6kgs;

. Deliveries on a minimum of five working days fof pbstal items up
to a weight of 20kgs;

. Services for registered and insured mail.”

The States of Guernsey also directed that resqrosthl services be defined so as to
ensure that the USO was met. An Order was madetob®@r 2001 designating certain
postal services as 'reserved postal services'effet of the Order was to reserve the
right to provide certain postal services to thstflicensee in the postal sector in the
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Bailiwick, i.e. Guernsey Post Limited, to ensurattthe USO could be met. The Order
also stated that the Director General should cautymore in-depth analysis of the
postal market in Guernsey with a view to deterngnwhether this designation should
be amended in the future.

The Director General has powers to designate wdraices are defined as reserved
postal services, but may only do so for two reasifrise considers it is hecessary to
ensure the provision of the USO in the Bailiwick,ifat is necessary to comply with
States Directions.

The OUR note that given the limited information ifadale at that time, as well as
having regard to international practice, the resgrpostal services were defined
exclusively by value, as those postal servicesigealfor a consideration of less than
£1.35.

The OUR has undertaken a number of efficiency mevief Guernsey Post. These
found that, progress in implementing efficiency ammendations was slower than
expected and that costs in some areas were naj beiirolled sufficiently well. The
review noted that overhead costs more than doubded £2.9 million in 2005/06 to
£5.9 million in 2009/10. Average pay per non-operal employee rose by 49% in
the 5 years between 2005/06 and 2009/10. The OUBdnbat overtime costs for
operational postal staff also remained too high@edted cost inefficiencies.

In 2009 the OUR published its draft decision on Beey Post’s tariff changes for
2010/11 and the scope of its monopoly. Among thepgteposals were —

. Requiring GPL to reduce payroll and overhead costs;

. Approving the move to PiP based pricing from ARAILO;

. Reducing Guernsey Post’s reserved area from £&.85¢; and

. Leaving the cost of the basic local and UK stamghanged, at 36p and 43p

respectively.

The OUR issued a further public consultation ontédsicence conditions on 12th
May 2010. That stated that proposals for licensiogpetitors to Guernsey Post will
be subject to the States of Guernsey agreeing ®n@nmhe Postal Law and the
finalisation of the OUR’s consultation process. &tly, the paper proposed that new
entrants have broadly similar conditions to thokeaaly applied to Guernsey Post,
including provision for new entrants contributirma fund, should it ever be deemed
necessary, to support the Universal Service. Theudtation ran until 11th June and a
report will be compiled in due course.

2 The price limit was arrived at by multiplying te&ndard tariff for letters to the UK (27p in
2001) by five, along the lines of the EU approakite use of the standard UK tariff reflected
the fact that a significant amount of the Bailiwgknalil is between the Islands and the UK. It
was understood that the Director General did nehwd include a weight limit in the
designation of the reserved services until furtmsideration could be given to the profile
of Bailiwick postal services, particularly those\sees that were provided on the basis of
volume rather than weight (flower boxes).
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Guernsey Post in their reply to the OUR consultatioted that —

The market is not large enough to produce the @egfeeconomies of scale
that might be realised in a mainland market;

Local mail deliveries, where the local provider @@es 100% of the tariff
paid by the consumer, represent only about 10%ebverall market.

International deliveries represent an extremelgdasegment of the market
with 87% delivered to the United Kingdom. Accordingthe United
Kingdom postal service (invariably Royal Mail) hasignificant influence on
the Guernsey postal market.

Bulk mail, including GPL'’s largest customer, remes an extremely large
segment of the total market. In particular, in 208 tustomers will represent
about 70% of the volume of mail sent to the UK.

R.92/2010



17

APPENDIX 3
POSTAL SERVICES IN THE UK

Royal Mail provides the UK’s universal postal seeyiwhich includes the one-price-
goes-anywhere stamp, as well as collections andediels of mail for almost every
UK address, each working day. Despite the fact th&tE6.6 billion UK mail market

was fully liberalised in January 2006, Royal Mdill slominates the postal market,
delivering 99% of volume in the addressed letteesket (items weighing less than
350g and costing less than £1 to post) in 200710 it has achieved by signing
access agreements with some 50 competing compahigzollect and process mail
from bulk mail customers. Royal Mail, however, ésponsible for the final mile.

The universal service is a set of requirement®setn the European Postal Services
Directive, transposed in UK law by the Postal SssiAct 2000. Some aspects of the
universal service are unique to the UK.

The universal service obligation applies to lett@ackets and parcels up to 20kg in
weight. There are 7 types of requirement —

. Collection. One clearance from each of the natidri’5,000 post boxes and
12,000 post offices per day on 6 days per weeleftars, and 5 for parcels.

. Delivery. One delivery per day on 6 days a weeldtiers, and 5 for parcels.

. Point of delivery. Letters and packets must bevdedlid to the letterbox,
unless health and safety issues or access restdgatiake it impossible.

. Reliability. The regulator sets 12 standards foaligy of service in Royal
Mail’s licence.

. Accessibility. The number and density of accessfset post boxes and post
offices — in the network.

. An affordable price. In the UK, prices for produatentained within the
universal service are controlled by the regulator.

. A uniform tariff. The price of a stamp is the safoe any letter of a given
weight and size, regardless of how far it will hwithin the UK.

The UK regulator, Postcomm, is responsible for diegi which of Royal Mail's
products should form part of the universal servidader current regulations, they
include first- and second-class stamps, standardelsa(up to 20kg), special and
recorded delivery, redirections, poste restantsf-fand second-class metered mail,
bulk mail products (first- and second-class Maild#/00 and Cleanmail) and
international delivery (both airmail and surfaceilina

According to the 2008 Hooper ReportMddernise or Decline — Policies to maintain
the universal postal service in the UKberalisation of the UK mail market has not
threatened the universal service. The report statgscompetition has brought clear
benefits and is encouraging Royal Mail to offer aren efficient service which

consumers want. Whilst it recognises that that ertipn could present risks for the
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universal service in future, in 2008 when the repas written, it is not competition
within the postal sector, but competition much mobeoadly across the
communications sector, which poses the greatesathio the universal service.
Volumes have been declining since the peak of 2002007/08, they declined by
3.2%, but last year, they dipped by 8-9% and thiget to continue this year and next.

In the past financial year, Royal Mail's operatimgfit rose 26% from £321 million
(2008/09) to £404 million (2009/10), a 26% increandhe previous year.

Overall Group revenue dipped for the first timeaimlecade to £9,349 million amidst
difficult trading conditions, but all 4 businessg#hin the Group remained in profit.
Competitive pressures from other forms of commurooaintensified with over
13 million fewer items of mail being handled eaely than just 5 years ago.

Much of the improvement in the financial positiorasvdue to making significant
advances in implementing modernisation and efffemeasures during the year,
which included a significant increase to 80% in tmume of mail processed
automatically. Just 5years ago, only 50% of Rowyail's mail was sorted

automatically. There has also been a significadtieBon in headcount, down 28%
from 228,500 in 2002 (when the company was losihgnfllion per day), to 168,500

in 2010.

By the end of March 2009, there were 11,952 pofiteofbranches in the UK,
compared to 13,567 at the end of March 2008, saweg £45 million per year.

Post Office Ltd. made a profit of £41 million fdre year ending March 2009, a figure
which includes a £150 million annual subsidy frame iGovernment (available until
2010/11). Its operating profit improved by £75 il — from a loss of £34 million in
2007/08.

The Hooper Report concluded that for the USO toviger as well as the
modernisation programme discussed above, a newalPB#t should be brought
forward which would include —

. Selling a 30% stake of Royal Mail to a private pbsperator;
. Transfer regulatory powers from Postcomm to Ofcom;
. Secure Government funding of the £8 billion pensleficit.

Several attempts have been made by the previousuLgiovernment to push the new
Postal Services Bill through the House of Commams @ fresh attempt is currently
being made by the new Coalition Government.
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Mr G Webb 30 April 2010

Executive Direcior

Jersey Competition Regulatory Autherity
2nd Floar, Salisbury House

1-9 Union Strest

51 Helier, Jersey

JEZ ARF

Cear Mr \Webkb

Class | postal services licences — consultation

| am respending lo the JCRASs initial notices, In respect of the granting of proposed licences
to Citipest and Hub Europe.

As Minisler for Treasury and Resources, | represent the States shareholding in Jersey Post,
I'am concarmned for the long lerm value and financial suslainability of the company and its
operations. | have asked the Board to advise me of the impact of the izsuing of lhese
licencas on the company's finances and cperations,

| zonlinually challenge the company to drive through efficiencies and Innovate. The Board's
recent review of tha business and resulting restructuring has demonstrated a desire to
continually impreve and be an efficisnt, high quality postal company. In prineipls, | weloome
cormpetition in the market as an addilional driver of efficiencies,

Howewver, tha Board has advised me that the issuing of these licences is likely to have a
sighificant impact on Jersey Post's gperalions and in pariicular the company’s ability to
meel ils Universal Service Obligation {US0). As shareholder | require the company o
operate in a financially sustainable manner. The company inter alia, has to generate
sulficient revenue to fund ifs operations, including its WSO, Jersey Post is currently self
tunding, but is dependent on the large letter and packel service as an integral part of the
overall buginess. | am advised the issuing of additional licenzes potenlially puts the funding
of the S0 at serious risk,

Tha currenl ecenomic and financial climate makes it essential that Jersey Post continues to
be sell financing. In addition, the Slales of Jersey investment in lhe company is significant
and as with all States investments | expect it to deliver an appropriate financial return. |
cannat contamplate & siluation where the company successfully obtains a public subsidy to
meat its LSO,

| would ask that you consider these issues in your licence detarmination,

Yours sincengly

:.)’@(—

Senator Philip Ozouf
hinister for Treasury and Resources

direct clal: +44 [0]1534 440787
wmail: p.ozouf@gey. je
WAL DD, B
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