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1 Summary
1. European Union

In late 1980s, the European Commission began a survey of the delingcgsasector in
the European Union (EU). The result was the 1992 “Postal Greem,’Pap&h found
that postal services varied widely in quality and efficienoyag EU countries, that
postal administrations were often handicapped by unnecessarily iegtpablic sector
monopolies, and that most postal administrations produced significans.loEke
European Union adopted Directive 97/67/EC, the Directive on Postalkc8grvm 1997
and amended it in 2002 and 2008. The main objectives of EU postal poliandéaa
improve the quality of service and to facilitate the internal market for |Eestaces.

The Postal Directive established a minimum definition of univgrssial services and
a maximum scope for the postal monopoly in all EU countries. Tieetive obliges the
governments of Member States, not specific postal operators, te emsversal service.
Imposing a “universal service obligation” (USO) on postal operasdosit one option to
this end. Other options include relying on competition to provide univeesaice
without state interference and public contracts. The maximum monppuotyissible for
EU countries (the “reservable area”) was defined using werghpece thresholds. The
2002 and 2006 amendatory directives reduced these threshold three tiroes bef
requiring an end to all remaining postal monopolies at the end of 20tt0s@me minor
exceptions). The Directive also sought to harmonize regulatocyiggan EU countries
with respect to authorization of postal operators, access to thd pestsrk, tariff
principles and the transparency of accounts, quality of service, antbmaation of
technical standards.

In most areas, the Postal Directive established a unified Cortyrfummework for
postal services which left Member States considerable dmerietiadapt national postal
law to different national circumstances. Consequently, approachdsetalize postal
markets and effects on universal service differ among EU ceanthile the overall
effect of postal reform in the EU was clearly positivas itifficult to identify the exact
role of liberalization as compared to other elements of postimefe.g. performance

targets, enhanced transparency, corporatization and privatizati@or&ling on the
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impact of market opening, the European Commission noted: “Meanirghypetition in

the letter post market has yet to develop. ... However, the mereeprasip market
opening has created considerable momentum within the postal secte kiely to
further generate changes (e.g. operationally and customer focibede seems to be
broad agreement that postal services do not constitute natural monopofgsetition is

not an end in itself, but a means to promote innovation, investment and ewnsum

welfare.”

In only one area does the Postal Directive directly set out yustiindards for
universal service: routing time targets for internationall ieiween EU countries. For
such mail, the Postal Directive further requires that terdndnas should be transparent
and non-discriminatory as well as cost-oriented and relatetietaqtality of service
achieved. This has forced EU postal operators to depart from thetdsRhal dues in
favor of multilateral agreements that are better aligned whieh cost of delivering
incoming mail and adjusted for the delivery times achieved irdéstination country.
Since adoption of the first Postal Directive in 1997, routing timeopmdnce has
improved dramatically for both international and domestic mail.

2. United Kingdom

The current Postal Services Act in Great Britain was enacted in 2000. TheJ@sices
Act dissolved the British Post Office and transferred itstagsea new company, Royal
Mail Group plc, organized under normal corporation law but with all shaneed by

Government.

The Postal Services Act created the Postal Services Cgiomi§Postcomm) as a
regulator for the postal services sector. Postcomm was gramtad tagulatory powers
that include authority to set detailed standards for universakseavid to determine the
scope of liberalization. According to the statute, Postcomm’s olgscare, in order of
priority, (i) to ensure the provision of universal service, (iifugher the interests of
users of postal services by promoting effective competition, amd tdii promote
efficiency and economy on the part of the postal operators.

Postcomm has ensured universal service by attaching a USO aifit spendards for

universal services to Royal Mail's license. Service statgdanclude routing time
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requirements and the obligation to deliver and collect mail everyAdaniform tariff is
required for single piece mail, but Royal Mail may charge-uaiform tariffs for most

bulk mail products.

As of 2003, Postcomm liberalized the bulk mail segment by grantogmdes to
several operators to provide delivery of bulk mail while Royail k&ained a monopoly
to deliver non-bulk letters. In addition, Postcomm requested Royal tdagrant
downstream access at substantial discounts, an approach sintilarW® worksharing
model. Following introduction of downstream access in 2004, consolidatorsezhjatur
significant market share and processed approximately ten pesteaotal UK mail
volume in fiscal year 2006/07. The market was fully liberalizedfagdanuary 2006.
Despite full liberalization in 2006, end-to-end competition is virtualbnexistent. In
2006/07, alternative end-to-end operators delivered less than 0.2 pefrdetdl malil

volume.

In late 2007, the British government charged an “independent review paitiela
comprehensive review of the postal services sector. In its pmalynconclusions, this
panel noted overall positive effects of competition. Royal Majliality performance is
“at record levels.” Large businesses “have seen clear befrefin liberalization: choice,
lower prices and more assurance about the quality of the maites&rHowever, the
panel also found no significant benefits from liberalization for ssndllsinesses and
domestic consumers and considered that universal service was emrdbhbyg the weak
performance of Royal Mail. These problems, it appeared to thel,pasre not due
primarily to liberalization but resulted from a failure of Rby&il to “modernize” in the
face of structural changes in the market and declining volumespdihel expressed
concern that Royal Mall “is less efficient than its competitand many of its European
counterparts”. It is expected that changes to the governance and roahfrexibility of

Royal Mail will be at the heart of the recommendations of the independent review
3. Germany

In reforming the postal sector, Germany has pursued two impottatggses. First, in
1994, the postal administration was corporatized into a joint stockargmieutsche

Post AG) organized under the same corporate law as a pragany. The German
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government has gradually reduced public ownership in Deutsche Paspéocgnt (as of
2008) and has announced plans to further reduce its ownership in the mearSatond,
in 1997, a new regulatory framework for postal services was atloptée
telecommunications regulator was given responsibility for the paestetior, and the
postal monopoly was replaced by a licensing requirement far lethil. The postal
regulator was made responsible for ensuring universal serviceegnthting postage
rates by appropriate orders. As a transitional measure, thlawegvanted Deutsche Post
an “exclusive license” for the carriage of lightweightdest This exclusive license ended
at the end of 2007.

German postal law does not impose an obligation to provide universalesen a
specific operator. The legislation assumes that universalceewill generally be
provided by all operators in the market jointly. The law also provad@socedure to
ensure the universal service by regulatory intervention in gds&® universal service is
not provided by the market. In such case, the regulator can ensuresahsezvice either
by issuing orders directed to a dominant postal operator or byactng with postal
operators through a public tendering procedure. To determine when mtikenveill be
necessary, the regulator closely monitors compliance of the maitkelegal standards
for the universal service. Standards for universal serviceeateentined by an ordinance
issued by the government with the approval of Parliament. Thaseéasds relate to the
minimum number of retail outlets, daily collection and delivery, mnding time targets
for non-bulk mail. Up to the present, the regulator considers that urdigerséce has
been provided adequately by the market and has not deemed it netessdke any

action to ensure the universal service.

Since 1998, several hundred private operators have entered tharGeail market to
compete with Deutsche Post. This was possible because the reguéatted special
licenses for value-added services, e.g. for guaranteed oveddtiery. Most entrants
operated only locally, as they were able to meet the liceatgerements only within a
small area of operations. Since repeal of the remaining monapdhe end of 2007,
some private operators have expanded their operations, and many locaiorsper
cooperate with local operators of other areas to achieve fidinahicoverage. In 2007,

competitors had achieved a combined market share of 10.4 percent of volume.
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Market opening in Germany appears to have had a positive impabeamiversal
service. German mail volumes have continued to grow. Routing tim@mpeance of the
incumbent has been consistently high and above regulatory targetssiZzEhef the
incumbent’s retail network has remained relatively constant,dmuta80 percent of post
offices were transformed into contract agencies since the mid.18&08ng from a high
level in the 1990s, prices have decreased slightly for private custoamel more
substantially for business customers. Following privatization, Deucsliehas enjoyed
substantial commercial flexibility and has been able to cutscosnsiderably while
achieving a high level of profit. The incumbent's universal serwigs the most
profitable area of its business. The German regulator monitongersal service
permanently. It has found no indications that the universal servicatwisk at any time

and no need for external funding to maintain universal service.
4. Sweden

In 1993 Sweden became the first country in the world to abolish the postelpoly
entirely. In 1994, the postal administration (Sweden Post) was copgorats a joint
stock company but remained state-owned. In the same year the meogtitor, the
Swedish Post and Telecom Agency (PTS), was established.

The incumbent Sweden Post is obliged to provide universal servicesolligiation
included the license granted to Sweden Post. The Swedish PostabSéet sets out a
broad definition of the universal service which includes, inter alisouting time target
for first class letters, a requirement to collect and deliner days a week, and a
requirement to maintain a public retail network for postal sesvitaiform tariffs are

required only for single piece items.

Fifteen years after full market opening, Sweden Post still dat@s the Swedish postal
market. In 2007, about 90 percent of total mail volume was deliveredvbge® Post.
The only important competitor, CityMail, started operations in 1991. T ddi@yMail is
owned by Norway Post, the public operator of Norway. CityMail pscslized in
delivering computer-generated (i.e. pre-sorted) bulk mail to recgidémtated in

Sweden's largest cities, delivering to a little over 40 perceatl @wedish households.
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CityMail delivers mail only two times a week. It thus competdth the economy bulk

mail service offered by Sweden Post but not with first class mail.

After liberalization the incumbent Sweden Post had continued to providersalive
service. Routing time performance improved considerably in the 1990s arehtaised
at high levels since. Sweden Post has transformed the post mdtiwerk by replacing
more than 80 percent of traditional post offices with contract aggnthese changes
were perceived very negatively by customers during a tranggoiod, but customer
satisfaction with the access to postal services improved in sulbsggaes, as customers
have recognized benefits from the longer office hours of contractces. In the first
years following liberalization, Sweden Post increased redaififd significantly while
introducing price reductions for business customers. A regulatore map was
introduced to prevent further increases in public tariffs. For bulk cogtomers, prices
have dropped considerably and quality has improved, in particular for onaitebs
served by CityMail. After a period of mediocre profitability timlee 1990s, and despite
falling mail volume in the new millennium, Sweden Post has repoméd profits

margins of around five percent in the last five years.

In summarizing the Swedish experience with postal liberaizathe regulator PTS
has concluded: “full competition in the letter market has not affected thersal service
provider’s ability to provide a profitable nation-wide postal seratcesasonable prices.”
At the contrary, “competition has furthered improvements in quality and eifizie

5. The Netherlands

The Netherlands were the first European country to privatizeogtal administration. In
1989, the Dutch postal and telecommunications administration wagotraed into a
private company organized under normal corporate law, Koninklijke PTderNasd

(KPN), that was owned 100 percent by the government. In 1994, KPNsitexs dn the
Amsterdam Stock Exchange, and the government sold 30 percensbéies. In 1995,
the Dutch state sold a further 25 per cent of KPN. In 1996, KPN addghieeAustralian
express company TNT. The postal activities, including TNT, weparated from KPN
in 1998 in a “demerger,” and the new postal company was named TNGRap N.V.

(TPG). TPG was listed on the stock exchanges in Amsterdam, Londikfiit, and
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New York. In 2006, TPG was fully privatized when the Dutch governrselot the last

of its shares, and the company was renamed TNT N.V.

In 1997, the regulator, Independent Post and Telecommunications AuthoribAJOP
was established. OPTA’s responsibilities in the postal sectoliraited to monitoring
whether the TNT’s provision of universal services meets thd legairements. The
competent ministry, not the regulator, has set a price capdquublic tariff for non-bulk
letters. This ministry has also issued a license to TNT ittcdides an obligation to
provide universal service. Specific USO standards in the Netlderlaelate to a
minimum set of letter and parcel services that must beeofféhe operation of a public
retail network, a routing time target, and the obligation to colledt deliver mail six
days a week. A uniform tariff requirement relates only tglei piece mail; non-uniform

tariffs may be charged for bulk mail.

In 2000, delivery of direct mail (addressed advertising) was opgensmmpetition, but
a monopoly on correspondence was maintained. Subsequently, competition hagd evolve
in the direct mail market. Two entrants have built up nationwideetglinetworks and
deliver direct mail twice a week. OPTA estimates tha2007 entrants delivered about
14 percent of all addressed mail. Full market opening was announcdte yutch
government for 2008, but has been postponed. At present, the timing for treenaf
liberalization is uncertain (but must occur before the end of 201G daegao the EU
Postal Directive).

Following privatization and gradual liberalization, TNT has improvedraaohtained
very high service levels. The post office network has been rastedcby introducing
contract agencies. TNT’s retail prices have increased langeline with consumer
prices, but prices for bulk mail have declined slightly as a reguttompetition. For
business customers, competition in the direct mail market ha® lextreased choice.
TNT and its competitors today offer a wider range of servicgsgdédferent routing times
from overnight to a cheap six-day service. The incumbent TNT t@sevary profitably
in the competitive environment. There are no indications that competiie had any

negative impact on service levels or on the financial viability of TNT.
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6. Australia

Australia Post was corporatized with the Australian Postgb&@ation Act of 1989. The
postal administration was transformed into the “Australian PoStaporation,” a
government business or “state enterprise,” with the governmetg aslé shareholder.
The Australian Competition and Consumer Commission (ACCC), an independent
statutory authority under the Trade Practices Act, has someatagufunctions in the
postal sector, particularly with regards to tariff regulatioangparency of regulatory
accounts, and monitoring undue cross-subsidy between competitive andedeser

services.

By statute, Australia Post is charged with two missiongn(ipbligation to perform its
functions, as far as practicable, “in a manner consistent with ssmmohercial practice”
and (ii) a mission to abide by a “community service obligatiombaon similar to the
concept of universal service in other countries. Australia Postismercial mission
implies an obligation to make profits and pay dividends to the public ownéne last
ten years, annual dividends paid by Australia Post to the governmentihmunted to
more than five percent of annual revenues. Specific standards foortireunity service
obligation include a minimum set of services that must be offeudel for the public
retail network, universality of service, a routing time target, amabligation for daily

delivery. Australia Post is required to charge uniform tariffs for all ureveesvices .

In the early 1990s, there were political discussions about introdaomgetition into
the postal sector, but the idea was not pursued. (Similar discaidsimk place at the
same time in New Zealand where they led to a complete repds postal monopoly.)
In 1994, the reserved area was reduced to include only letters mgpigiss than 250
grams and charged less than four times the basic stamp prieeotpbrate mail and

outbound international mail are liberalized.

Reduction of the monopoly weight and price limits in 1994 has not led iweabte
competition in mail delivery. Therefore, no immediate impact ofketaopening on the
universal service can be identified. Australia Post has been ogevatiy profitably for
many years, and there are no indications that the commerciatiodgeaf Australia Post

have had a negative impact on the universal service. By cothrastpverage of home
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delivery was increased, routing time is constantly at high devahd prices have

increased less than the consumer prices index.
7. New Zealand

More than any other industrialized country, New Zealand trdascollection and
delivery of documents and small parcels as a normal commaudialty. The Postal
Services Act 1998 repealed the postal monopoly and imposed commaer-lieeri
obligations on all postal operators, including New Zealand Post. Adlpmgerator” is
any person in the business of transporting "any form of written eonmation, or any
other document or article" for less than NZ$ 0.80 (US$ 0.61) per itaxch Rostal
operator must file a basic registration form with governmeetv Mealand Post does not
receive a public subsidy or payments from a universal service Timate is no postal
regulator although postal operators are subject to normal busingdation. New
Zealand is a member of the Universal Postal Union and signattg tdniversal Postal

Convention.

Statutory obligations imposed on postal operators are designed tat pineteights of
senders and receivers. For example, each postal operator mustly idtents$ that it
carries by means of a "postal identifier,” an indicator likeaditional postmark. Postal
operators are forbidden from opening postal items or divulging thateets "without
reasonable excuse." Postal operators must notify addressepgssifab article is opened
and explain the reasons for doing so. Undeliverable items must be returned to the sender.

The Postal Services Act does not require either New ZealandPpestal operators
generally to maintain a "universal service." Nonetheless, tdwergment, as owner,
obliges New Zealand Post to provide universal service in accadaitic a contract,
called a "Deed of Understanding." In the Deed, New Zealand Post had tgpeevide a
specified minimum level of national services. There are no tatelards, price caps, or
accounting regulations. New Zealand Post is required to publish dyiaeport giving

limited information about discounted or non-standard contracts.

Postal reform in New Zealand has been highly successful by nmessures, but not
wholly free of difficulty. After government's 1988 decision to corpgaeathe Post Office

and terminate the public service subsidy, New Zealand Post closdtimmhef its post
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offices. Despite public outcry, Parliament concluded that provision ¢lpservices by
agencies such as bookshops and dairies was acceptable. In 1995, Newl Beaia
abolished a longstanding charge for home delivery of mail in rueakaand lowered its
first class stamp price. Since 1990, New Zealand Post has sudistamicreased
volumes and productivity. It has been profitable every year veittenues exceeding
expenses by an average of 10 percent. New Zealand Post hasdnetten substantially

bettered, the minimum service criteria set in the Deed of Understanding.
8. Canada

The postal law in Canada is the Canada Post Corporation Act of 1$81AJCThe
CPCA established Canada Post Corporation (Canada Post). Although deednanat
"corporation,” Canada Post is essentially a department withigabernment of Canada.
There is no independent postal regulator in Canada. Canada is a noémhigeUniversal

Postal Union and signatory to the Universal Postal Convention.

The universal service obligation established by the CPCAtisuden general terms.
The CPCA does not use the term "universal service." It dedlaaesne of the objects of
Canada Post is to "operate a postal service for the collecansntission and delivery of
messages, information, funds and goods.”" The CPCA declares that Gaosdshall
"have regard to" several factors in maintaining "basic custppwstal service" including
"the desirability of improving and extending its products and servidbs' need to
provide "a standard of service that will meet the needs of thegpeb@lanada and that is
similar with respect to communities of the same size"; anddbarity of mail. Canada
Post is obliged to charge rates that are "fair and reasoaadleconsistent so far as
possible with providing a revenue . . . sufficient to defray the ‘tdst®ecember 1998,
the government approved a "policy framework" which establishedalbvienancial
objectives for Canada Post and capped increases in the bdagep@de at two-thirds of

the Consumer Price Index.

The CPCA grants Canada Post a monopoly over “the collectinggntrding and
delivering letters.” The most important exception is for urgetterne defined as letters
transmitted for a fee equal to or greater than three tingeegular rate for a domestic 50

gram letter. Canada Post, with the approval of government, has défeneztm “letter”
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to mean “one or more messages or information in any form, thentatsd of which, if
any, does not exceed 500 g, whether or not enclosed in an envelope jritexided for
collection or for transmission or delivery to any addressee ag@née The regulation
excludes from this definition several types of items and &ettarried under certain
conditions.

In April 2008, government established an independent Advisory Panel to conduct a
strategic review of Canada Post. The terms of referenablissied four principles which
limit the scope of the review: (1) Canada Post will not beatized and will remain a
Crown corporation; (2) Canada Post must maintain a universal, effeetnd
economically viable postal service; (3) Canada Post is to cortonaet as an instrument
of public policy through provision of postal services; and (4) Canadaig”tustontinue
to operate in a commercial environment and is expected to atta@sanable rate of
return on equity. Public comments were submitted in September 2008. duiso Ay

Panel’s report is due in December 2008.
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2 Introduction

This Appendix has two goals. First, it describes the policies of othetries concerning
universal postal service and the postal monopoly. Second, for those otimdtidhave
abolished the postal monopoly, it evaluates the effectivenessnuhaing the legal
monopoly in terms of meeting the US@ terms of selecting countries to be included in
this review, the initial guideline was that the review should ndinbiéed to European

countries and should include at least the United Kingdom, Sweden, and Finland.

Clearly, a survey of the universal service and postal monopoly @ob€iall countries
in the world or even all industrialized countries would be extrereglyensive and
require more time than allotted for this study. The study thamefore decided to review
the postal policies of eight jurisdictions. In addition to the Unitedydlam, Sweden, and
the Netherlands (replacing Finland since it is deemed morectist), we included five
jurisdictions which, in our judgment, offer potential lessons for thigeld States because
of their size, economic development, and/or similar legal traditiarstrAlia, Canada,

New Zealand, Germany, and the European Union.

The following text comprehensively presents the collected @acisostal monopolies,
USOs, and universal services in those seven surveyed countriesh@liuropean

Union.

L A third task specified in the RFP was to provideaacount of other countries’ experience with allnai
monopoly and its relation to universal service. ldg@r, none of the countries surveyed has (or exd) &
mailbox monopoly. Anybody may access householdboags.
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3 European Union

3.1 Introduction to postal policy in the European Union

The legislator of the European Union consists of two bodies: the Council — that méprese
the member states’ governments — and the European Parliamenteirtamtthrmonize
postal policies across Europe, the legislator adopts ‘DirectiVasse Directives have no
immediate effect but must be implemented into national lawabiypnal parliaments. The
process of implementation enables Member States to adopt diffgnerttaches, within
the limits permitted by a Directive. This section (European Unaegls with postal

policy at the EU level.

In late 1980ies, the European Commission began a comprehensive surtley of
delivery services sector. The result was the “Postal Greeer'Padopted in June 1992.
The Postal Green Paper found that postal services varied widgllity and efficiency
among Member States and were too often handicapped by unnecessansywve public
sector monopolies. Losses produced by some postal administrationarwadglitional
important concern. Differences and poor coordination among national postsoffic
produced a “frontier effect” that tended to impede progressrttsaasingle market. The
Postal Green Paper proposed a minimum Community-wide definition wérsal postal
service, a maximum Community-wide limit to the postal monopoly rdibmtion of
cross-border postal services and direct mail, establishmenh afidependent postal
regulator in each Member State, and imposition of quality of sergtandards on

universal postal services.

In December 1997, after five years of consultation and debate,utiopdan Union

adopted the Directive 97/67/EC, the Directive on Postal Servi€hs Directive was

2 Note that the four European countries discussethis report (the United Kingdom, Germany, the
Netherlands, and Sweden) are members of the Europe#n, and their postal policies are therefore
strongly influenced by EU policy.

3 European Commission (1992): Green Paper on thelai@went of the single market for postal services,
COM(91) 476 final.

4 Directive 97/67/EC on common rules for the develept of the internal market of Community postal
services and the improvement of quality of service.
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amended in 2002 and 200&Inder the Directive, the main objectives of Community
postal policy became to improve the quality of service and to facilitate the intearieet
for postal services. Respecting the legal principle of subdigiahe Postal Directive
required limited harmonization of Community postal services. Regylgirovisions
included a minimum definition of the universal postal services that beuguaranteed
by government and a maximum definition of the scope of postal serhaé could be
reserved to the national post office. The end of all remainingalp@sbnopolies
(“reserved areas”) was envisaged for the end of 2009 in the 2002 amertdnibat
Directive, and determined to the end of 2010 in the 2008 amendrbst.Directive
included criteria relating to non-reserved postal services, adoethe postal network,
tariff principles and the transparency of accounts, quality wicee and harmonization
of technical standards.

In sum, the Postal Directive established a unified Community framkefor postal
services which left Member States considerable discretion f adtional postal law to
different national circumstances. While relatively more releganas given to the first
objective (improving quality of service) in the original 1997 Dinex; more attention
was given to liberalizing postal markets in the two amendmentsnfauket opening is

now determined for the end of 2010.

It should be noted that corporatization and privatization formed impatamients of
the postal policy in most European countries. However, there was no coeddiid
policy regarding corporatization — and EU institutions have no legapetmnce to

interfere in the Member States’ management of public property.

3.2 Universal service policies

The Postal Directive seeks to harmonize and enhance universal gesiak for all

citizens of the Community while accepting the authority of Imemstates to shape

5 Directive 2002/39/EC amending Directive 97/67/E@hwegard to thdurther opening to competition
of Community postal services; and Directive 200BG/amending Directive 97/67/EC with regard to the
full accomplishment of the internal marketof Community postal services [emphasis added].

6 By derogation, ten EU countries were allowed téntaén existing monopolies two years longer, utité
end of 2012. These ten countries account for anéygercent of all EU mail volume.
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universal service to meet country-specific requirements. Acaglkdirthe Directive
defines minimum requirements with respect to the scope of uniwasates, delivery
requirements, access conditions, and quality of service. These mintniene imply
considerable freedom for a member state government in desigsingtional universal

service obligation.

3.2.1 Universal service obligation

Historically, the former postal administrations were respoasfbl the provision of
universal postal service. In most European countries the postal aptations were
corporatized and some have been privatized (at least partlyhiBoeason, the identity
of the “universal service provider” it is no more obvious, and the “us@eservice

obligation” need not necessarily be imposed on the incumbent postal administration.

The Postal Directive therefore imposes an obligation to ensure saligervice on the
Member States. The Member States may in turn impose a USheororoseveral

operators. However, Member States need not impose a USO on any operator:

“Each Member State shall ensure that the provision of thesrsal service is
guaranteed [...]" (Postal Directive, Article 4, para. 1)

“Member States may designate one or more undertakings as ahisersice
providers in order that the whole of the national territory can beredy’ (Postal
Directive, Article 4, para. 2)

The notion of the Directive makes clear that a formal desamnat a universal service
provider is not compulsory, and that Member States may well degidelyt upon a

competitive market to supply universal service — and impose no USO on any operator.

3.2.2 Scope of universal services

Article 3 of the Postal Directive declares, “All Member t8sashall ensure that users
enjoy the right to a universal service involving the permanent provigioa postal
service of specified quality at all points in their territory at afforelgdvices for all users.”
According to the Directive, universal service relates to ndtiand cross-border postal

services and comprises
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the clearance, sorting, transport, and distribution of domestic pdstas i
weighing up to 10 kilograms (which may be extended to no more than 20

kilograms by member states); and

the delivery of incoming cross-border postal packages weighpgo 20

kilograms.

Postal items are defined to include all types of addressegsthimcluding items of
correspondence, books, catalogues, newspapers, periodicals, and postal packages.

3.2.3 Uniform tariff requirements

The Postal Directive permits Member States to require unifamniffs only if this is

strictly necessary to further public interest. Article 11 of the Biwvecstipulates that

“[Plrices shall be cost-oriented and give incentives for ficient universal

service provision. Whenever necessary for reasons relatihg foublic interest,
Member States may decide that a uniform tariff shallgmied, throughout their
national territory and/or cross-border, to services providesingte piece tariff
and to other postal items.”

Recital 38 of the Postal Directive (2008/6/EC) makes clear ithpbsing uniform
tariff requirements should be avoided wherever unnecessary, and tr@amutefriffs
should not be required for all postal services, but only for those whble pierest so
requires (e.g. for single piece mail):

“In a fully competitive environment, it is important, both for tfieancial
equilibrium of the universal service as well as for limiting markstiodiions, that
the principle that prices reflect normal commercial conditiamg costs is only
departed from in order to protect public interests. This objechauld be
achieved by continuing to allow Member States to maintain unitariffs for

single piece tariff mail, the service most frequently useddmsumers, including
small and medium-sized enterprises. [...]”

3.2.4 Access requirements

The Postal Directive requires that the availability ofemscpoints to the public postal
network should meet the needs of users. Access points include rstaiédioxes and
postal outlets. Postal outlets can be post offices operated byyeepl of a postal

operator or postal agencies operated by contractors.
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As regards the access network, the requirements of the Postatii& are very
general and reflect the principle of subsidiarity. This princgilews the Member States
to decide on more specific requirements in order to take their nlageoaliarities into

account.

3.2.5 Delivery requirements

The Postal Directive requires Member States to ensurasitdaee delivery each working
day, not less than five days a week, at all points in the natienébty save in “in
circumstances or geographical conditions deemed exceptional bgtibaal regulatory
authorities”. National regulatory authorities must approve excepfrons nationwide

coverage.

3.2.6 Quality of service

The Postal Directive stresses the need to improve the ygadlitiniversal service in
general. However, the Directive determines no minimum routing tinferpence for all
Member States. Article 16 requires that routing time targetddmestic universal postal
services shall be established and monitored in all EU countrieghahdouting time
performance shall be published.

The Directive itself establishes routing time targets fosstborder postal services of

the fastest standard category.

3.3 Monopoly policies

The 1997 Directive limited the permissible scope of the mahapoly by defining
maximum weight and price thresholds of postal services that magseeved for the

national universal service provider. Directive 97/67/EC determined that

“To the extent necessary to ensure the maintenance of salivegrvice, the
services which may be reserved by each Member State fonthersal service
provider(s) shall be the clearance, sorting, transport and delofeitems of
domestic correspondence, whether by accelerated delivery or egbyite of
which is less than five times the public tariff for an itefrtorrespondence in the
first weight step of the fastest standard category wherk sategory exists,
provided that they weigh less than 350 grams.” (Article 7, 1 Directive BEAH7
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In June 2002, the Council and Parliament amended the Postal Diregtadopting
Directive 2002/39. Under Directive 2002/39, the maximum definition of éserved
service was reduced to mail (correspondence and direct maghing less than 100
grams or costing less than three times the basic tdik. 2002 amendment further
determined a reduction of the weight and price limits to becdfeetige in 2006: to 50
grams or 2.5 times the basic tariff. Finally, the Directiveoemaged liberalization of
outgoing cross-border mail (while permitting some exceptiand) set January 1, 2009,
as a possible date for the full accomplishment of the Internal Market fiad pesvices.

In February 2008 the Council and Parliament further amended tked Bagctive by
adopting Directive 2008/6/EC. Under this Directive, the date fornfigiiket opening is
determined to January 1, 2011. By way of derogation, ten EU Memlies &ta allowed
to postpone the implementation of the Directive to January 1, 2013. Tmeseuntries

account for about five percent of total EU mail volume.
3.4 Effectiveness of eliminating the legal monopoly

3.4.1 Universal service provision

The Postal Directive makes direct service requirements onigne area: The Postal
Directive explicitly defines the quality of service target the transit time of cross-
border mail within the European Union. It requires that at least 85¥teafross-border
items must be delivered on the third working day (J+3) and 97% oiftthe/érking day

after posting.

For EU Member States and several other European countries, routigg {i
performance for cross border mail is measured by the IntenahtPost Corporation
(IPC) in a system called “UNEX”. Results published by IPCken&lear that the
performance of cross-border mail improved substantially since 18@8tlmat the

Directive’s target has, on average, been met for seveaas’yNote that the number of

7 However, the Directive requires the performanagets (e.g. 85% J+3) be met for each bilateral flow
between two Member States. It is unclear whetherdkuirements are met for all countries.
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countries included in the UNEX measurement increased from 2004 to 200%irigllan

increase in the number of EU Member States from 15 to 25 in 2004.

Figure E1: UNEX Full-year results, 2007
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Source: IPC, UNEX Full year results 2007, p. 1

3.4.2 Competition

The Postal Directive has established a timetable for graxarkdet opening. This gradual
approach left the majority of total mail volume in the areacthatbe reserved: The share
of all letter mail that weighs less than 50 gram is es@th&b 72 percertThe gradual

approach to liberalization, the use of weight and price limits, tiaseguently opened a

tiny part of the market to competition and has not led to any significant market ent

Several Member States went beyond what was required by thie 2006, the United
Kingdom fully opened its postal market, joining Sweden and Finlandptier two
Member States that had already opened their postal sectarenipetition earlier.
Germany abolished the postal monopoly at the end of 2007. In Spain, éhescearea
applies only to inter-city mail and allows competitors to cémoal mail. This opens a

8 See WIK-Consult (2006): Main developments in therdpean postal sector. Study prepared for the
European Commission.

GEORGE MASON UNIVERSITY NOVEMBER 2008



UNIVERSAL SERVICE AND POSTAL MONOPOLY IN OTHER COUNTRIES 25

substantial part of the market to competitiohile only a minority of EU Member
States has fully opened their postal markets yet (five out ott®9e countries account

for 54 percent of total EU mail volume.

Even in those countries where postal markets were liberaliztel alitual competition
has developed and incumbent operators have clearly remained dominanteport

published in 2006, the European Commission confirmed this assessment:

“Meaningful competition in the letter post market has yetewetbp. Objective
analysis of market shares of competitors as well aestiNg perception of key
players both confirm that even in cases where the monopoly hasdreptetely
abolished or substantively reduced, real competition is only engerdi..]
Between 2000 and 2005 there seems to have been no significarith gnow
competition in this segment of postal services and this must be seen asig&ving
to some concern.” (European Commission, Application Report, COM(2006) 595
final)

3.4.3 Impact of market opening on universal service

Before the Postal Directive gradually introduced competition thé postal market, the
European Commission was very concerned about the poor quality of sereitieient
operations, and losses produced by the state monopolies that requiredsphsidies. In

2002, the European Commission stated:
“Prior to the Postal Directive [i.e. before 1997, the author], posteicss
in the Member States varied widely across Member Statasever, they
could be characterized as being primarily delivered through loksgna
and sometimes inefficient public sector monopolies providing standard
commodity services of a widely variable quality and efficiehcy.
(European Commission, COM (2002) 632 final, p. 3)

In 2006, ten years after the introduction of gradual market opening, utupdan
Commission noted that the situation had improved considerably. EU pekiah —
which included market opening as a core element — has clearlgrhaderall positive
impact on the universal service:

“Recent analysis indicates that there has been a satisfdetely of
development of universal postal services in Europe: universal se\ate

9 The Netherlands have confirmed plans to procestirfavith liberalization than required by the Pbsta
Directive (but no date is set yet).
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high quality, prices are affordable, access to services y5 aad many
operators make substantial profits. [...] The current picture alsosshow
radically different postal service as compared with the tcatiti one:
postal operators are now complex modern industry operators cogpetin
with other communication media in a dynamic environment. More than
87.5% of the mail is originating from business. In addition, recent
technological developments are impacting the way postal sersice
provided and are also challenging its core activity. [...]

Some Member States have already introduced full or significasial
competition in advance of the EU agenda, or have firm plans to do so, to
the extent that around 60% of EU letter post volumes are expeche t
completely open to competition by 2008. In these countries, despite the
absence of a reserved area, universal service requiremergsbbhan
retained and met. Examples in Sweden, Finland, and the United Kingdom
show that the efficiency and reliability of postal services/eh been
improved and meet the needs of citizens and businesses. Perception fro
consumers of access to postal services is very different pemalat
market.

The analysis of the detailed provision of universal service requitsme
(affordable prices, specified quality, ubiquity of network of padfite) as

well as changes in the working environment changes demonstrates that
operators and customers are feeling the impact of changes sedtue,
irrespective of market opening. Key drivers such as demand, tegicadlo
developments, organisational changes and regulatory regimes are
impacting the way universal service is provided. A new dynamg ha
evolved, with increasing professionalisation in the provision of universal
service, improved services and more value delivered to customers.”
(European Commission, COM 2006) 596 final, p. 4)

While the overall effect of postal reform in the EU was clearly positive difficult to
identify the exact role of liberalization as compared to othements of postal reform
such as performance targets, enhanced transparency, and @aporat and
privatization of (formerly) public operators. Elaborating more gedgion the impact of

market opening, and the European Commission notes:

“Meaningful competition in the letter post market has yet tcebig. [..]
However, the mere prospect of market opening has created consderabl
momentum within the postal sector and is likely to further gemerat
changes (e.g. operationally and customer focused). There deebts
broad agreement that postal services do not constitute natural mosopolie
Competition is not an end in itself, but a means to promote innovation,
investment and consumer welfare.” (European Commission, COM (2006)
595 final, p. 6)
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4 United Kingdom

4.1 Introduction to postal policy in the United Kingdom

Postal reform in the United Kingdom dates from 1994, when, after two years pasidid
public debate, the Conservative government published a “green paper”’ onspodtads
that proposed reductions in the monopoly and privatization of 51 percent Bfo#te
Office. Although supported by the Post Office, this proposal waswbrrdefeated by
opposition from postal unions and concerns over the future of rural seviCEgess
stalled until 1999, when, in response to the 1997 EU Postal Direetivew Labor
government published a “white paper” announcing a modified plan for postal
modernization. New regulations implementing the Postal Directive ywet into place

the same year.

In January 2000, the government announced draft legislation to implemeewhite
paper. On July 28, 2000, the Postal Services Act 2000 was giverafisaht by the
Queen. The Postal Services Act dissolved the British Post Office and tradsfe assets
to a new company, Royal Mail Group plc (“Royal Ma#®)prganized under normal

corporation law but with all shares owned by Government.

Postcomm (the Postal Services Commission), created by thé Sestaes Act 2000,
regulates the postal services sector. Postcomm is directsthtoye to exercise broad
regulatory powers to achieve three objectives. The objectives deeedrin terms of
priority by the statute. First, Postcomm must act “in a mawiech it considers best
calculated to ensure the provision of universal service.” Postcoray for example,
require a license holder to provide “a universal postal servicerbopauch a service.”
Second, subject to this primary duty, Postcomm is directed tch&uthe interests of
users of postal services, where appropriate by promoting effexdmpetition between
postal operators” with special attention to disadvantaged users. Tubidctsto the two

10 |n January 2001, the original corporation, ThetRiffice, changed its corporate name to “Consigriia.
June 2002, Consignia changed its corporate nanf®dgal Mail Group.” In this chapter, all of these
companies will be referred to as “Royal Mail.”

GEORGE MASON UNIVERSITY NOVEMBER 2008



UNIVERSAL SERVICE AND POSTAL MONOPOLY IN OTHER COUNTRIES 28

prior duties, Postcomm is required “to promote efficiency and ecomontlye part of the

postal operators-
4.2 Universal service policies

4.2.1 Responsibility to ensure universal service

The Postal Services Act charges Postcomm with responsitoliterfsuring universal
postal service by attaching appropriate conditions to licensehisend, Postcomm has
attached an obligation to provide universal service to the licenseoydl RMail. In
addition, Postcomm has developed two codes of behavior applicable posadl
operators: “Protecting the integrity of mail” and “Common operatiggracedures —
Code of practice”. These two codes address challenges evolviagmalti-operator

environment.

4.2.2 Scope of universal services

The Postal Services Act requires maintenance of a unifornbgdyruniversal postal
service for “relevant postal packets”: letters, parcels, aher @trticles transmittable by
post and weighing up to 20 kilograms. The precise scope of univerg@esisrdefined

by conditions attached to the license granted to Royal*Mail.

Postcomm has concluded that not all postal services that trareeutimt postal
packets are “universal services.” Postcomm has defined universaiesto include the
following services: domestic postal services for non-bulk lettedspackets (priority and
non-priority) weighing up to 2 kilos; domestic postal services formdhk letters and
packets that meet certain minimal preparation requirements; griwoity domestic
postal service for parcels weighing up to 20 kilos; a regidtarel insured service and
other ancillary services that ensure the security and intexjrthe mail (e.g., redirection,

certificate of posting, etc.); and international outbound servicek Bail services which

11 postal Services Act 2000, Arts. 3(1), 3(2), 5ahd 5(3).
2 postcomm, “Amended Licence Granted to Royal Madup plc” (May 2006), Part 2.
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meet more detailed preparation requirements (accommodating hbeesguarters of all

bulk mail) are not considered universal services.

4.2.3 Uniform tariff requirements

Tariffs charged fro univbersal services are required to be unibartnthe uniform tariff
requirement does not apply to non-universal services provided by RiajalUniform
tariffs are not prescribed for most bulk mail products (setme4.2.2 above). For these
products, Royal Mail may introduce different rates for delivergifferent areas of the

country

4.2.4 Access requirements

Royal Mail's license defines the density of access poirticlw Royal Mail must
maintain. For example, “in each postcode area where the delivetydamisity is not less
than 200 delivery points per square kilometre” at least 99 percqmdteftial mailers
must have access to a post office or letter box within 500 snéteevery postcode area,
at least 95 percent of mailers must have access to afplapesting parcels within 10

kilometersts

In 2007, the British government has announced plans to introduce a newrdknoé

minimum criteria for the national network of post offices:

“Nationally, 99% of the UK population to be within 3 miles and®®0f the
population to be within 1 mile of their nearest post office outlet.

99% of the total population in deprived urban areas across the b&wathin 1
mile of their nearest post office outlet.

95% of the total urban population across the UK to be withinilé af their
nearest post office outlet.

95% of the total rural population across the UK to be within [@smof their
nearest post office outlet.

13 postcomm, “Amended Licence Granted to Royal Madup plc” (May 2006), Schedule 2, Condition 3.
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95% of the population of the postcode district to be within 6 nuolfesheir
nearest post office outlet”

4.2.5 Delivery requirements

Pursuant to the Postal Services Act, Postcomm has committed KRay to provide at
least one delivery of postal packets every working day to epergonal or business
address. Royal Mail is obliged to prepare and submit to Postcomlanao maintain
delivery in case of strike, emergency, or natural disg&sEetemptions from delivery at
the premises of the addressee and from 6-day delivery are possible.

4.2.6 Quality of service

Royal Mail is required by its license to establish standafdservice for a range of
products and use all reasonable efforts to meet those standards.s@@meterds must
comply with minimums set by Postcomm. Royal Mail is also meguio measure service
quality in a manner approved by Postcomm and submit reports to Postoarran

quarterly basis

Pursuant to this requirement, Royal Mail and Postcomm have shtblboth national
standards and local standards. National standards provide, for extrapts an annual
basis at least 93 percent of first class mail must be detiviey the first business day
after mailing. A mailer is entitled to compensation if heerees service quality of less
than 92 percent. Postcomm will consider investigation if servieditgdalls below 88
percent. Similar tripartite service standards have bewblehed for each universal
service, including retail second class, bulk first class, bulk sedasd, bulk third class,
standard parcels, European international delivery, and specdirgelin addition, for
first class mail, Royal Mail must comply with servicerstards for each of the 121
postcode areas.

14 Department of Trade and Industry (2007): The Raffice Network. Government response to public
consultation. May 2007.

15 postcomm, “Amended Licence Granted to Royal Madup plc” (May 2006), Part 2, Condition 2 and 3.
16 postcomm, “Amended Licence Granted to Royal Madup plc” (May 2006), Part 2, Condition 4.
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Postcomm can enforce quality of service standards by finerih2906, Postcomm
fined Royal Mail £271,000 (about US$499,000pr failure to meet postcode level

service standards in three postcode areas of London.

Royal Mail is required by its license to establish procedfwescompensation of
mailers in case of loss, theft, damage, or delay. Royal Malso required to submit
annual reports on the operation of its compensation system and dspasituser

complaints.
4.3 Monopoly policies

4.3.1 Termination of the postal monopoly

The British postal monopoly was abolished by the Postal Servicesf/2000. In place
of the monopoly, the 2000 act required postal operators to obtain a licemse f
Postcomm before providing services formerly within the scope of theopoly: The
new law directed Postcomm to grant and condition licenses in a mealcatated to
achieve three statutory objectives ranked in order of priority: groteof universal

service, promotion of competition, and promotion of efficiency.

Postcomm introduced competition into the licensed area cautiously. tBev@nimacy
of protecting universal service, Postcomm granted a singlaskcéo Royal Mail—
temporarily recreating the postal monopoly by regulation—and began an extended review
of the potential for granting additional licenses while ensuring uralessrvice. In
January 2002, following a two-year period of intense debate and public tedios
Postcomm published an initial plan for opening the postal servicdseindihe plan
envisioned a four-year transition to complete liberalization, beginimirApril 2002 and
ending in March 2006. During the transition, licenses for competingcesrwould be
granted in two stages which corresponded to the probable course ehtrgwThe first

licenses would be granted to services for large bulk mailingsipstream services, and

17 Postcomm, “Royal Mail's Quality of Service Perfante: Final Decision on Investigation by Postcomm
into performance in seven Postcode Areas” (Apr.6200h March 2007, the High Court (district court)
rejected Royal Mail's appeal against this fine. wpestcomm.gov.uk (Royal Mail - quality of service).

18 See Postal Services Act 2000, Arts. 3(1), 3(2),%nd 5(3).
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for specialized delivery services. Later licences would betgd for delivery of smaller
bulk mailingste After further public comment and concerns expressed by Royd Ma
Postcomm decided in May 2002 to delay the introduction of liberalizaby nine
months. The transition period was set to begin in January 2003 and endast ttegy of
March 2007 In February 2005, Postcomm concluded that the risks of competition for
universal service were less than originally estimated and advaheedate for full

market opening to January 1, 2006.

4.3.2 Introduction of upstream competition

Postcomm further decided to introduce competition in the market fareapstservices.
Condition 9 of the Royal Mail’s original license required it tgotgate in good faith with

any postal operator or user seeking downstream access, i.e.aaceept postal items at

a mail processing facility and transportation from there talfiaddressees for an
appropriately rate. Development of downstream access begareffatts of a private
postal company, UK Mail, to make use of Condition 9. In 2003, after the beginning of the
transition to liberalization, UK Mail was unable to come to gemith Royal Mail. In

May 2003, Postcomm proposed principles for downstream access to tee?p@e key
observation of Postcomm was that the price for downstream egrstwuld reflect a

level of overhead costs proportional to its share of attributable costs:

“Those costs that could not directly be attributed to upstreaiownstream

activities were allocated proportionately. This meant tliatfdr example,

downstream activities accounted for 50% of total directlybattable costs, then
they should also bear 50% of the joint costs.” (Postcomm 2004, p&¥a 2.4)

In February 2004, Royal Mail and UK Mail agreed on terms. Wibdstcomm found
the final deal acceptable, it regretted the need for time-cangumegotiations and urged

19 Postcomm, “Postcomm’s Proposals for Promoting diiffe Competition in UK Postal Services” (Jan.
2002).

20 postcomm, “Promoting Effective Competition in Ulid®al Services” (May 2002).
2t postcomm, “Giving Customers Choice: a Fully Opest® Services Market” (Feb. 18, 2005).

22 postcomm, “Notice of a Proposed Direction to Royiil on Downstream Access, by UK Mail, to
Royal Mail's Postal Facilities” (May 2003).

23 postcomm, “Promoting Effective Competition in Ukod®al Services Through Downstream Access”
(Mar. 2004), para. 2.4.
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Royal Mail to adopt a public tariff for downstream accessyadRdMail decided to
continue with individual access agreements. Agreements with TNTDantsche Post
followed in April 2004. All three agreements were national in matdinat is, they
required the user to supply mail with a geographic distributionlasi to that for all

national mail.

In October 2004, Royal Mail and a mail facilities company inthlemn Ireland signed
a “zonal” access agreement, that is, an agreement providing deamstervices for mail
with atypical geographic distribution at rates that had been gpgloigally de-averaged.
Royal Mail went on conclude additional zonal access agreemetitsseveral large
customers and postal operators. Some postal operators charged #idviRbwas using
this program to engage in unfair competition. In negotiating withapogierators, Royal
Mail allegedly gained information about large mailers whictsid to solicit the large
mailers directly. In September 2006, Postcomm agreed that Ragialhisid failed to
maintain sufficient safeguards against unfair competition and thuatedbits license.
Postcomm fined Royal Mail £1m, but the fine was quashed by a oouprocedural

groundsx

In May 2006, Postcomm concluded that Royal Mail was discouraging iendr the
upstream market by requiring individual access agreemertigi(thian adopting a public
tariff). Postcomm modified Royal Mail's license to requiRmyal Mail to publish
guidelines for downstream access and that the guidelines must bevexppboy

Postcommi: In October 2006, Postcomm approved Royal Mail's access guidélines.

4.4 Effectiveness of eliminating the legal monopoly

In order to evaluate the effectiveness of postal reform ivkethis section summarizes

the development of the postal sector in four areas: (1) level andyqagluniversal

24 See Postcomm, “A Complaint about Royal Mail's @88 of Zonal Downstream Access” (Feb. 2006).
25 postcomm, “Royal Mail's Price and Service Qualtgview 2006-2010" (Jun. 2006).

26 Postcomm, “Condition 9 — Guidelines: Guidelines @ustomers Requesting Access to Royal Mail's
Postal Facilities” (Oct. 2006).
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services; (2) actual competition in the postal market; (3) poégsostal services; and

(4) the profitability of the (formerly) public operator.
4.4.1 Universal service provision

4.4.1.1 Access conditions

Post Offices Ltd. (POL) is a sister company of Royal Nd&il organized under the same
holding (Royal Mail Holding plc). POL is responsible for the operabdf postal outlets,
subject to the regulatory requirements. The number of postal oéetdecreased from
about 19,000 in 1998 to 14,200 in 2007. Most of the postal outlets (97 per cent) are
organized as postal agencies. This share remained largely®tabléme. POL does not
operate profitably despite receiving public subsidies. In finangalr 2006/07, Post
Office Ltd made an operating loss of £99m (US$ 198m).

In May 2007, the Secretary of State announced the Governmentsodecn the
future of the Post Office network. This decision includes the coniotuaff a public
subsidy of £1.7bn (US$ 3.4bn) until 2011. Between 1999 and 2007, the Government has
made an investment in the Post Office network of more than £2if 401 to help it
adapt to the changing needs of customers and to the marketplatécinit operates.
This included investments to bring modern computer systems into eargfpioe in the
country for the first time - enabling POL to launch a rangeesf products and to open
its counters to potentially over 20 million bank customers. It aldades the support of
the rural network for five years from 2003 to 20608.

In October 2007 Royal Mail discontinued Sunday collections from street lettes®ox

4.4.1.2 Delivery conditions

In 2003/04, Royal Mail reduced the number of daily deliveries fromtowane. (Royal
Mail had previously operated separate morning and afternoon deliveuesan areas.)

27 DTI, Government sets out proposals to preserveomt post office network. P/2006/272 (Dec. 14,
2006).

28 Independent Review Panel: The challenges and appties facing UK postal services (May 2008), p.
24,
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Consequently, delivery times were changed: In 2003, Royal Mail haxtdaiat
completing the first delivery by 9.30 am. The company now aims latedeg mail

before 2.00 pm for most households, and before 3.00 pm in remote areas of the country.

There are very few exemptions from nationwide delivery: in 2007 p@r2cent of
population received their mail less than 6 days per week (edsewtiaislands not
connected by daily ferry service). In seldom cases, it is noip@der Royal Mail to
deliver mail right up to the door. If that is the case, Royall Mhust give a good reason
to Postcomm for making an "exception” to its universal servicgatibn. The UK has
approximately 27.5 million addresses and, of these, 2,812 are exempted (0.01% of
addresses). This figure is relatively stable over time and has not chéwader market

opening.

4.4.1.3 Quality of service

Postcomm has set eight different targets for Royal Meilging time performance for
eight different product groups. For example, Royal Mail must de®&percent of

“Retail First Class” mail on the next working day.

For all classes of mail, Royal Mail's routing time perfame has improved during
since 2001 (Postcomm’s first full year of operation). For exampiafing time
performance for “Retail First Class” improved from 89.9 in 2001ceet to 94 per cent
in the business year 2006/07.

Due to industrial action, quality of service was below regulatory tang@807/08, but
targets were met or over-achieved again in the first quarte2008/09 (the latest

information that was available for this repacft).

4.4.2 Competition

2 See http://lwww.psc.gov.uk/universal-service/delvexceptions.html (accessed on 4 October 2008).

30 Failure to comply with routing time targets noripakiggers fines imposed by Postcomm. However,
acknowledging a limited responsibility of Royal Mé&r the industrial action, Postcomm approved Roya
Mail’s request to suspend — until the end of timardficial year — the payment of compensation to mak
customers, and losses in revenue allowances ipribe control (due to the ‘C factor’ in the pricapc
formula). See Postcomm “Royal Mail submits its casequality of service failures in 2007/08” (May 1,
2008).
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First interim licenses were issued by Postcomm from April 28t As of September
2008, there were 21 licensed postal operators in addition to Royal Mail

consolidation is the major business of these licensed competitorevidgvbarely any
competition has emerged for end-to-end (“bypass”) delivery atuhity all competitors

use Royal Mail for final delivery.

Figure E2: Development of competition in the UK mdimarket
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Source: WIK-Consult, based on Postcomm’s Competitharket Review reports.

Since the first agreement of downstream access (“DA”) tviroyal Mail and UK
Mail “DA” mail volume increased quickly: In financial year 2007/30Qust over 20
percent of total mail volume were posted under access contrawtstalouble the share
of access mail in the previous yéarhese data, however, relate to all mail posted under
access contracts, and include volume posted by bulk mailers dif&ztstomer direct
access). In financial year 2007/08, just about half of the 21 peraeoéss mail” were

31 postcomm “The UK Letters Market 2000-2003” (Jagud004).
82 postcomm “Competitve Market Review 2008” (Oct. 20®. 7.
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posted by competitors (consolidators), and the remainder was postedstoyners
directly.

End-to-end competition does virtually not exist: In 2006/07, alternatinet@end
operators delivered only about 34.8 million items, or 0.16 percent ofnathlvolume
within the licensed area. The number of items delivered declin2@ tuillion items in
2007/08. The most important end-to-end operator is DX Network Senieésnainly
operates a traditional document exchange service for B2B delivery services.

4.4.3 Tariffs

A major change in Royal Mail's pricing strategy occurred 2006: Royal Mail
introduced a schedule that prices letters according to a combinasare and weight of
the letter while Royal Mail previously had had no format requéets. This change was
called "Pricing in Proportion” (PiP) and was launched on 21 August 2006.

Figure E3: Development of Royal Mail prices, priceof first and second class retail mail in relation ®
the consumer price index
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Source: WIK-Consult, based on Royal Mail pricesliahd Eurostat.
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As the figure above shows, tariffs for retail postal sesvicethe UK grew stronger
than consumer prices generally. In particular, there was aenbte& price increase in
2006. This price increase was approved by Postcomm citing a detliioeecasted

volumes and rising pension costs as the major reason.

However, large businesses have benefited from lower prices. On gvRoygé Mail’s
prices for second and third class bulk mail products went down by 1% and 3%
respectively since between 2005 and 2008. Across the market as aamhioldependent
consultant estimates that prices are 5% lower than they would e without

competitionss

Downstream access products are relatively cheap comparegab Nail's bulk mail

products. The access tariff is less than half of the first class reifil tar

Royal Mail applies “zonal tariffs”, i.e. tariffs that are not gepduaally uniform for its
downstream access products. Royal Mail has proposed to introduceazdfegafor other
(non-worksharing) bulk mail products as well, but this has not been appioyve
Postcomm to date.

4.4.4 Profitability of the public postal operator

The former postal administration Post Office was corporatire®000. The legal
successor is the Royal Mail Holdings plc which is fully owngdhe Government and is

the ultimate parent company of the Group. The group consist of four companies:
Post Offices Ltd.,
Royal Mail plc,
Parcelforce Worldwide, and

General Logistics Systems B.V..

33 “The challenges and opportunities facing UK postakices” (May 2008), p. 22

3 Postcomm “Royal Mail's Retail Zonal Pricing Appiton for Non-Universal Service Bulk Mail
Products: Postcomm’s decision” (January 2008).
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The Group primarily operates within the United Kingdom, having a nunober
subsidiaries, joint ventures, and associates, but also has presemusstirEuropean
countries, mainly through General Logistics Systems B.V.. Rdgall plc is responsible
for the provision of letter post services and is obliged to providepdiséal universal
service by licence. General Logistics Systems B.V. (GES) pan-European company
providing parcel services, logistics and express services throughoape. Parcelforce
Worldwide is a provider of collection and delivery services fageat packages and
parcels within the UK. Post Office Ltd. is responsible for tiagionwide network of
branches providing services and information in postal services)dial services, travel,
banking, telephony, bill payments, Government information, retail and e¢bares
transportation of cash.

Figure E4: Revenue of Royal Mail Group per segment

Total revenue in 2007/08: GBP 9.4b (US$ 18.8b)
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Source: WIK-Consult, based on annual reports ofdRMail Group.

The letter business of Royal Mail accounts for about three gsaft¢éotal revenues of
Royal Mail Group in the financial year 2007/08. Royal Mail Groupegated 13 percent
of total revenues outside the UK (GLS business).
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Figure E5: Profitability of Royal Mail Group and Ro yal Mail plc
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The figure above shows profit margins for Royal Mail Group and Rdgd (i.e. the
UK mail operations). Profit margins are measured as EBIT over totalg@k revenues.

The European parcel business subsidiary, GLS, is the most pmfitaiblof the Royal
Mail Group. Its profit margin has been around 10 percent since 2003806/ (& enue)
while the profit margin of the mail business (Royal Mail pif@reased in 2003/04 and
2005/06, but has been eroding after 2004/05.

Between financial years 2002/03 and 2007/08, the number of UK empl@ayezade

annual headcount) of Royal Mail Group was reduced from 216 thousand to 18hthous

(minus 16 percent).

4.4.5 Impact of market opening on universal service

The development of universal service, competition, and the financitdrm@nce of
Royal Mail was intensely studied by the British postal regulRostcomm. In late 2007,

the government (represented by the Department for Businesspise & Regulatory
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Reform) charged an “independent review panel” with a comprehlensview of

developments in the postal services market since its liberalization in 2006.

This review can be expected to provide an authoritative asssissinéghe impact
market opening has had on the postal market, including on the univemgaksAt the
time this report is written, the review panel’s report is nalable (the final report is
expected for late November 2007). This section therefore n@leominantly on two
documents: an interim report presented by the review pasmad a submission by
Postcomm to the panel.

In the submission to the independent review panel, Postcomm summasizes
perception of the impact of market opening on universal setviéecording to
Postcomm, competition has (in the short period since full market rapeni 2006)
already delivered significant benefits for large businessimg of choice and price.
Quiality of service has improved for all users including residensiats. The universality
of postal services increased, i.e. the number of addresses exiteptaggular service
has fallen. Small and medium sized businesses, however, wereegitying to benefit
from competition. A negative development was that stamp prices hengased above

inflation.

Postcomm is concerned with the recent weak financial performanBeya Mail:
Postcomm considered that a combination of market change (volume sgdieeRoyal
Mail’s current governance model, and its slow pace of transfaymagriously endanger
the provision of a universal service. Royal Mail's preliminaggults for 2007-08 state
that it lost some £100m on the universal service products. Howeveroiastieolds the
view that competition — and the threat of competition — provides straegtiues for all
mail operators, including Royal Mail, to innovate and to become motencesfocused

and more efficient. According to Postcomm,

% Independent Review Panel: “The challenges and rppities facing UK postal services. An initial
response to evidence”, May 2008.

%6 Postcomm: “The independent review of the postalises sector. Second submission by Postcomm, the
industry regulator”, May 2008.
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“the fact that the universal service has become loss makirgyraenegate this
view. If Royal Mail had not been stimulated by competition tokenahe

efficiency savings that it has made in the last few ygamduld be facing even
more severe financial difficulties than it now does.” (Pasto’'s second
submission to the review panel, May 2008, p. 25)

The interim results of the Independent Review Panel arrivenatasiconclusions:
Positive effects of competition are that Royal Mail's quatigrformance is “at record
levels”, and large businesses “have seen clear benefits froralilagon: choice, lower
prices and more assurance about the quality of the mail servioeé\uér, no significant
benefits from liberalization were seen for smaller businesedsdomestic consumers,
and the universal service is endangered by the weak performanBeyaf Mail.
According the panel's interim conclusions, these problems areinketd| primarily to
liberalization, but result from a failure of Royal Mail to “modige” in the face of
structural changes in the market and declining volumes. The gafugther concerned
with the finding that Royal Mail “is less efficient than g@empetitors and many of its

European counterparts’.

The panel confirms that “the situation in the postal servicewrsat the UK is
untenable” and that “there is a strong rationale for policy chaageidging from the
available interim results of the panel, however, it seems verielylihat liberalization
will be identified as a cause of danger to the universalcgerRather, it is expected that
changes to the governance and commercial flexibility ofaRMail will be at the heart

of the recommendations of the independent review.

87 See Postcomm “The independent review of the pastafices sector Second submission by Postcomm,
the industry regulator”, May 2008, p. 15.

38 Quotes are from the Independent Review Paneksimtreport (May 2008).

39 Speech by Richard Hooper at the Postcomm Forudgt@ber 2008, http://www.berr.gov.uk/whatwedo/-
sectors/postalservices/Review/page48279.html (aedesn 4 October 2008).
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5 Germany

5.1 Introduction to postal policy in Germany
Germany has reformed its postal law in three legislative stages.

In 1989, “Postreform 1" separated the postal and telecommuomeati
administration (Deutsche Bundespost) into three departments for pestaes,
postal banking, and telecommunications. The three departments rémaihe

the Ministry for Posts and Telecommunications.

In 1994, “Postreform 11" corporatized the “postal department” (Déwtsc
Bundespost Postdienst) into a joint stock company: Deutsche PostASGof

1995, Deutsche Post AG is a company organized under the same eolporas

a private company. The German government remained the sole dterdha
privatized the company gradually. In 2000, the government sold 29 percent of
share in an initial public offering and shares were listed astibek exchange.
Since 2002, the government gradually reduced its ownership in Deuts¢h&@0s

to 31 percent in 2008. The government has announced plans to furtherthesluce
stake in the near future.

In 1997, “Postreform 111" adopted a new regulatory framework for postal gstvic
The telecommunications regulator was designated as the posiédtoegThe
postal monopoly over the carriage of “written communications or other
communications from person to person” was replaced by a liceresjngement.
Henceforth postal operators transporting correspondence or addressgdiagve
mail weighing 1000 grams or less must obtain a license fropasial regulator.

The postal regulator also was given authority to ensure univemnsateseand
regulate postage rates by appropriate orders. As a trankiti@asure, the new

law granted Deutsche Post an “exclusive license” for fivesyea., until the end

of 2002. In 2002, following a change in the government coalition, the government

40 The postal banking and the telecommunicationsdbresmwere equally corporatized and privatized.
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extended Deutsche Post’s exclusive license for another five, yedil the end of
2007.

5.2 Universal service policies

5.2.1 Responsibility to ensure universal service

The German state is responsible for safeguarding the provisieationwide universal
services. The postal law does not impose an obligation to provide uhiserg&e on
any operatof: Legislation assumes the universal service is provided bypalators in
the market jointly and establishes a procedure to ensure the ahigsersice only for

cases where the universal service is not provided by the market.

The German Postal Act vests the postal regulator, the “Heldetaork Agency for
Electricity, Gas, Telecommunications, Post and Railway” (Bumgtzagentur) with
responsibility to ensure universal service. The regulator can ensiversal service
either by issuing orders directed to postal operators or by ctngawith postal
operators through a public tendering procedu@nly market dominant operators can be
ordered to provide universal service. Until present, the universal sarviGermany is

provided voluntarily by Deutsche Post and other operators jointly.

The Postal Act requires dominant operators to inform the regulatathority Six
months in advance if this operator intends to reduce service provisaer the level
required for the universal service. If Bundesnetzagentur is notlegdpostal operators
intend to reduce or stop providing parts of the universal servicef (bieiregulator
receives other evidence that universal service requirement®oaraet by the market),
the regulator has to make a public announcement, and call for othetoopenathe
market to provide universal service without compensation. Unlessmgpany comes

forward voluntarily within one month to “fill the gap”, Bundesnetzagentust impose

41 Between 2002 and 2007, Deutsche Post AG was toaihsiobliged to provide the postal universal
service, for as long as it maintained a statutooyopoly.

42 See German Postal Act (Postgesetz) of 1997. Imashded 31 October 2006, §8§12-15.
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an obligation on a postal operator that is dominant in the same orgeogmnaphically

adjacent market to provide the necessary postal services.

If a postal operator who is obliged to provide universal service oavepo lose
money as a result of the obligation, it may claim compensation Bandesnetzagentur.
The amount of compensation is the net long-run incremental cost ofdipigpvine
required universal service in an efficient manner. As an alteentd compensating the
operator that has been obliged to provide universal service, Bundesmitzamay
solicit bids from other postal operators to provide the same sericéhese bids, postal
operators must quote an amount of compensation. The operator who quolessthe

compensation is awarded the contract.

In the event of compensations paid by Bundesnetzagentur, the regulatitihasized
to establish a universal service fund and impose contributions tattusoh all licensed

postal operators.

Until present, the regulator considers the universal service pwdvéded adequately

by the market, and has not deemed necessary any action to ensure the univarsal s

5.2.2 Scope of universal services

The scope of the universal service is defined in the UniversahlPostvice Ordinance
(1999)# The universal postal service comprises the collection, transpattdelivery of
letter post items weighing up to 2kg and parcels weighinigp @kg. The distribution of
books, catalogs, newspapers, and magazines is considered a Seogice” only if

provided in conjunction with a letter post or parcel post. In Gerpalhgingle piece and

bulk mail services are considered part of the universal postal service.
5.2.3 Uniform tariff requirements

There is no requirement to provide universal services at a uniform price.

The Postal Act merely requires that tariffs for universalises must be affordable. At

present, tariffs are defined to be affordable if the pricex @t of universal services

43 Original German title of this ordinance: “Post-M@isaldienstleistungsverordnung®.
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purchased by an average household does not exceed the price paiddet afiservices
at the end of 1997 (plus inflatioft).

5.2.4 Access requirements

The Universal Postal Service Ordinance sets out minimum acegqegements: The
postal market is required to provide at least 12,000 postal outlet@rdinance further
requires that there is at least one post office in every tév2;000 or more inhabitants.
In towns with 4,000 or more inhabitants, a post office must be within 2,@d@rsnof
every mailer (that lives in a “built-up area”). In rural aethere must be at least one post

office per 80 square kilometers (31 square mifes).

Street letter boxes (mail collection boxes) must, as a gendealbe available within
1,000 meters of every mailer that lives in a “built-up area”.
5.2.5 Delivery requirements

The Universal Postal Service Ordinance requires that all tgpesmiversal service
items must be delivered each working day, i.e. six days per amgklat the premises of
the recipient. Exceptions from home delivery are permissilidelifery to this location
would create “undue difficulty*

5.2.6 Quality of service

The Universal Postal Service Ordinance defines minimum senaondards with regards

to routing times

Eighty percent of domestic letter post items must be deliveretherfirst

working day after posting.

44 Universal Postal Service Ordinance, § 6 para 3.

45 Universal Postal Service Ordinance, § 2 para 1Lno.
46 Universal Postal Service Ordinance, § 2 para 2no.
47 Universal Postal Service Ordinance, § 2 para #no.

48 Universal Postal Service Ordinance, § 2 para Bramd § 3.

GEORGE MASON UNIVERSITY NOVEMBER 2008



UNIVERSAL SERVICE AND POSTAL MONOPOLY IN OTHER COUNTRIES 47

Ninety-five percent of letter post items must be deliverethkysecond working

day after posting.

At least 80 percent of parcels must be delivered by the secokthgaiay after
posting.

Routing time targets relate only to single piece items. & hee no regulatory targets

for routing time of bulk mail items (mailings of more than 50 items).

5.3 Monopoly policies

The postal monopoly in Germany ended on December 31, 2007, after acnaoesiiod
of ten years.

Prior to 1998, the law gave the national post office a monopoly ovaagmarof
correspondence weighing up to 1,000g and addressed direct mail waighingl00g.
As a transitional measure, the 1997 act granted Deutsche Pgstl anlenopoly via an
“exclusive license” for 5 years. In 2002, the exclusive licensemadified and extended
for five more years, until December 31, 2007.

The exclusive license was a legal device for phasing out thd postapoly. The key
limits to the exclusive license were expressed as weighipaaod limits, an approach
similar to that adopted in the EU Postal Directive. The sesviovered by the exclusive
license comprised the collection, transport, and delivery of correspomaesighing up
to 200g (7.1 oz) or priced at more than five times the price ajrdimary first class
stamp and of addressed direct mail weighing up to 50g. When thesiexclicense was
extended in 2002, the price and weight limits were reduced to 100 ¢Baénsz.) or 3
times the basic stamp price. In 2006 the limits were furttderced to 50g or 2.5 times

the basic stamp price.

There were other exemptions to the exclusive license. In particlle exclusive
license did not apply to “services distinct from universal seryitaging special features
and higher quality”. These standards for such service feature determined by the
regulator. For example, guaranteed overnight delivery, or guaranteeztylan the early
morning were determined to be such features. Licenses for suchadaled services

(called “D-licenses”) were used intensely by entrants in the postal market
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The German Postal Act requires market dominant postal operaiozrovide
downstream access to services within the licensed area upon reasterabhd. In 2005,
decisions by the European Commission, a regional court in Germashythe Federal
Cartel Office (the German competition authority) opened the faragompetition in the
upstream market by requiring Deutsche Post to give downstreapssat¢o postal
operators who consolidate letter post items from multiple nsaiBundesnetzagentur

subsequently granted licenses to postal operators desiring downstream access.

The tariffs for downstream access were determined by tegulator
Bundesnetzagentur. However, downstream access has had little iomp&loe postal
market, and has been used by relatively few operators. Reasorthefarlative
unimportance of downstream access in Germany include relathugly prices for
downstream access, and the existence of alternative end-to-end déinaery f

5.4 Effectiveness of eliminating the legal monopoly

In order to evaluate the effectiveness of postal reform inm@ey, this section
summarizes the development of the postal sector in four afddsvél and quality of
universal services; (2) actual competition in the postal marl@tprices of postal

services; and (4) the profitability of the formerly public operator.
5.4.1 Universal service provision

5.4.1.1 Access conditions

Between 1998 and 2007, Deutsche Post has reduced the number of postal outlets
gradually from about 14.5 thousand to 12.6 thousand. Deutsche Post hasvelytensi
transformed traditional postal offices to contract agencies. In 2008t 80 percent of

all postal outlets of Deutsche Post are operated by third parties (t@geacies).

Following the gradual reduction of the access network until 2007, Deulsisichas
recently started to increase the network by establishing adalitaccess points that offer

a limited set of postal services. In 2008, Deutsche Post has rolleapprdax. 1,000
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automated machines for posting parcels, and has increased the rafndffeces for

business customers from 200 to 1,&00.

Other operators in the parcel market have established parafebrke of access
points. Hermes, the second largest parcel service provider in theCGahd B-to-C
segments, operates a national network of approximately 13,000 pogeissfor parcels
in Germany, and GLS, a subsidiary of British Royal Mail, opsrajgroximately 4,750

access point in Germany.

In the letters market, several local operators have establsheet letter boxes to
collect mail from private customers, but to date, there arelteonative nationwide
access networks for letters.

5.4.1.2 Delivery conditions

Deutsche Post delivers letters and parcels six days per weatscbe Post has publicly

committed itself to maintaining universal daily delivery.

Most alternative operators in Germany equally deliver every working day

5.4.1.3 Quality of service

Deutsche Post regularly publishes the routing time performandesbfclass letters.
Since 1998, routing time performance was around 95 percent, i.e. 95 pHrsergle-

piece items, on average, were delivered the next working day.

5.4.2 Competition

At the end of 2007, 845 companies were licensed to provide postal senviéeemany.

About 600 of these firms actually provide postal services.

49 See Deutsche Post: “Deutsche Post continues riticseoffensive”, press note dated Bonn, 17 March
2008. http://www.dpwn.de/dpwn?tab=1&skin=hi&checksglang=de EN&xmIFile=2009773 (accessed
on 4 October 2008)
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Figure E6: Development of market shares in the Geran mail market
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By 2007, after 10 years of gradual market opening, all competitortotal had
achieved a combined market share of 12.9 percent by revenue (104t péragdume)°
Deutsche Post retained its dominant position in the letter market.

Most competitors operate locally, and have very small revenues, ehesa than
€ 10m. Two operators aim at achieving a national coverage: TNT Psshsaliary of
the Dutch incumbent, and PIN Group, a network of predominantly localedglfirms
owned by local newspaper publishers. In sum 22 licensees had reabovesE 10m in
2007, thereof 4 above € 50mDeutsche Post's revenue in the licensed area is about €
8.7b. Since 1998, total mail volume (in the licensed area) has increased from 15b to 17.5b

mail items while total revenues have remained relatively stable (afoL@d).

50 Bundesnetzagentur, Annual Report 2007, p. 131.
51 Bundesnetzagentur, Annual Report 2007, p. 131.
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5.4.3 Tariffs

The public tariffs of Deutsche Post AG are subject a pripe(R&®| minus X). The first
price cap decision, which became effective in 2002, obliged Deulsasteto reduce the
tariffs of the monopoly services on average by RPI minus 7.2 pdiaerty 4.7 percent
in real terms). After 2002, the X factor was set to 1.8 such dhadhe inflation in this
period, prices remained almost constant in nominal terms. For ex#dmeptariff of the

20g first class letter was reduced from €0.56 to €0.55 as of Januarya2@DBas not
been changed since.

Figure E7: Development of the public tariff for first class letters of Deutsche Post compared to the

consumer price index
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Source: WIK-Consult, based on Deutsche Post pistednd Eurostat CPI data.

The tariffs of competitors have usually been slightly lower thase of Deutsche Post
AG even though competitors have to charge value added tax (19 per cent)rqovitate

and Deutsche Post’s letters are exempted from value added tax.

5.4.4 Profitability of the formerly public postal operator
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Deutsche Post AG has extensively expanded its operations into agistick markets,
mainly by acquiring other companies. Between 1997 and 2007, DeutschepPwoist s
several billions to acquire express carriers, air cargo co@paand freight forwarders.
The largest deal was the takeover in early 1999 of the Swissidsgconcern Danzas. In
2000, Deutsche Post bought a large American freight forwarderafBlmerged it with

Danzas, producing the world’s largest air freight forwarder.

In the 90ies, Deutsche Post had focused on the modernization of its nbtisinass.
It had established an efficient logistical network for mail gparcel services.
Simultaneously, it reduced the number of postal outlets and replaceadfposs by
postal agencies. After 2000, Deutsche Post continued to expand bsitamguin 2002,
it completed the purchase of DHL, a leading international expmapany. In the same
year, Deutsche Post bought Global Mail, an American internatienail company. In
2003, Deutsche Post bought Airborne, an American freight and expressngorpa
2005, Deutsche Post bought Excel, a large British logistics compaaiging Deutsche
Post the world’s largest logistics company. In 2006, Deutschedegsired Williams
Lea, a leading provider of business services relating to mail and shipping pruassure
from financial markets, Deutsche Post was forced continuousigctes on becoming

more cost-efficient.

Figure E8: Revenue structure of Deutsche Post group 2007
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Source: WIK-Consult, based on annual reports oftfde Post World Net.

In 2007 the Deutsche Post group (called “Deutsche Post World Batied € 63.5
billion (US$ 87 billion) of which the mail division contributed leban one quarter. Less
than one third of total revenues were generated in Germany. ThuGeth®n “public
postal operator” is in essence a global express and freight company.

Figure E9: Profitability of Deutsche Post group (200-2007)
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The German incumbent Deutsche Post has been profitable sincestti®9ates. The
mail segment of Deutsche Post — which predominantly includesrdatgidnal postal
operations in Germany — is the most profitable segment of thg dsee figure above).
Mail contributed more than 60 per cent to group profit in 200he financial segment of
Deutsche Post, essentially represented by the subsidiary Postlianks Also very

successful while express and logistics generate considerablypooiies.

52 The profit margins of the mail segment slightlyclitteed in 2006 and 2007 because the domestic parcel
business was transferred from the express to thlesegment. Due to fierce competition the profitrgia
of the domestic parcel business was very low whicluced the overall profit margin of the mail segime
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5.4.5 Impact of market opening on universal service

Market opening in Germany appears to have had a positive impaitteonniversal
service: Unlike in other countries, the German mail market contitmigdow (slightly)
after the beginning of the millennium, albeit, in terms of volumegagpita, at a lower

level than, for example, the USA, Sweden, or the UK.

Routing time performance of the incumbent was constantly high, ane abgwlatory
targets. The size of the incumbent’s retail network remainadivielly constant, but the
retail operations underwent considerable change. In particular, ab@er@&ént of post
offices were transformed to contract agencies since the mi@iekQ9n the parcels
market, several alternative operators have established natiomeidiés networks,

including for private customers.

Business customers have benefited from competition: The have hitiee cof
providers, and have seen prices fall. Prices for private custdeieightly (in real

terms), but competitive choice for private senders of letters is yangelailable.

The regulator monitors universal service permanently and found nottiotis that
the universal service was at risk at any time, and no extemding was necessary to

maintain the universal service.

Finally, the incumbent Deutsche Post was granted large comaniexibilities. In
this setting, Deutsche Post was able to cut cost, and employnoasiderably and
maintained a high level of profit. The incumbent’s universal serwes the most

profitable area of business.
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6 Sweden

6.1 Introduction to postal policy in Sweden

Sweden was the first country in the world which has a completeyalized its postal
market: The postal monopoly was abolished in 1993. In 1994, the national postal operator
Posten AB (Sweden Post) was corporatized but remained sostagel company. In the

same year the national postal regulator Post & Telestyrelsen (P$®svadblished.

The first Postal Act was revised three times since 1994. Irfirdterevision of 1
January 1997, the scope of the universal service was extended and nedw®peree
required a license instead of a notification to the regulatothdnsecond revision of 1
July 1998, price regulation was reformed and legislation adjustetthetonew EU
Directive. The third revision of 1 July 1999 concerned only the sacte the postal
infrastructure. The contract between the State of Sweden and i5Wedé has been
renewed twice and since 2001, the requirements on Sweden Post canaeraing other
things the universal service obligation are included in its$eeconditions set by the

national regulatory authority PTFS.
6.2 Universal service policies

6.2.1 Responsibility to ensure universal service

The Postal Services Act generally defines the scope and somtents of the postal
universal service. After 1993, Sweden Post was obliged to provide the postal serace vi
contract with the Government. This contract was prolonged two tiniese 2001, a
general universal service obligation, and more specific requiameith regard to

service provision, became part of Sweden Post’s license issued by théordglize

53 Andersson, Peter (2007), “The liberalisation oftabservices in Sweden — goals, results and leseon
other countries”, p. 10.

5 PTS (2007), “The liberalized Swedish postal markie¢ situation 14 years after the abolition of the
monopoly”.

GEORGE MASON UNIVERSITY NOVEMBER 2008



UNIVERSAL SERVICE AND POSTAL MONOPOLY IN OTHER COUNTRIES 56

Postal legislation in Sweden does not foresee a compensation durektérnally
funding the USO.

6.2.2 Scope of universal services

Section 1 of the Swedish Postal Act generally defines the sifopeiversal service. It

comprises the provision of postal services for addressed items weighing up to 20kg.

Sweden Post was additionally obliged to provide basic counter sei(ficascial
services). This requirement is strictly separated from univposdal service. While the
obligation to provide basic counter services will be phased out atrtieof 20083
significant changes in the scope and definition of the universatseasbligation are not

foreseen by the Governmeant.

6.2.3 Uniform tariff requirements

Uniform tariffs are required for single piece items provided by Sweddn Pos

6.2.4 Access requirements

The Postal Ordinance requires that the density of access poilht&ateaaccount of the
needs of users”. Until 2006, the closure of access points had to be appyd€8. PTS
has not defined any further density requirements with regard td posiets in Sweden
Post’s license. The regulator annually publishes a report whicksassthe utilization of

the postal outlets (based on representative surveys).

5% Sweden Post, Annual Report 2007, p. 30. In 200% Bhall procure the provision of basic financial
services in (rural) areas where the market doepmide the service.

%6 Andersson, Peter (2007), “The liberalisation oftabservices in Sweden — goals, results and leseon
other countries”, p. 57, based on Swedish reportaoGovernment Commission published in 2005
(Postmarknad i forandring, SOU 2005:5).

57PTS / Investigo (2008), “Undersokning av befollgens post- och kassavanor 2008".
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6.2.5 Delivery requirements

The Swedish Postal Act requires that postal items should be éelifree days a week.
Exemptions of the five day delivery are possible and must be applyéae postal
regulator PTS. Sweden Post had published guidelines for the locatiecipént’s letter
boxes. These guidelines were replaced by a general advice obriPTti& delivery of
postal items in 2005. For this reason households in rural areas have their maiédedtiver

grouped letter boxes located between 200 and 1,000m from their pr&mises.

6.2.6 Quality of service

At least 85 per cent of domestic first class letters sietlelivered the next working day
(Section 8 of the Postal Act). 97 per cent shall be deliverednnitinee working days.
Sweden Post is not allowed to substantially change the latésttmoi time without
approval of PTS.

6.3 Monopoly policies

In Sweden the postal monopoly was abolished in 1993. In 1994, a postal regalstor
established. The 1990ies were characterized by numerous compedisies letween
Sweden Post and its most important competitor CityMail. Thene wesolved by the

national competition authority in long lasting proceedings.

The postal regulatory framework does not foresee any spe@ficlation of

downstream access. Sweden Post is required not to discriminate between customers

In 1999, access to the postal infrastructure has been regulatdl ®frastructure
essentially means access to the postal code system which was estdtyliSweeden Post
in 1968 and access to Sweden Post’'s P.O. Boxesase of changes in the postal code

system Sweden Post was obliged to consult involved organizations amitbegrostal

%8 The Saturday delivery was discontinued in the 1860s (PTS (2008), “Service and competition 2008”,
p. 27).

59 PTS (2008), “Service and competition 2008", p. 27.

60 Andersson, Peter (2007), “The liberalisation o$tabservices in Sweden — goals, results and lesson
other countries”, p. 22.
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codes to other postal operators (e.g. for P.O. boxes operated by torgpeti
Additionally, the access to Sweden Post’'s P.O. boxes should be othahiaasonable
and non-discriminatory terms. Finally, an address file companyaWwydicensed postal
operators (i.a. Sweden Post and its largest competitor CijlyMas established and
conditions for forwarding of mail were agreed on between the postedtope (with the

regulator PTS as mediator).

6.4 Effectiveness of eliminating the legal monopoly

In order to evaluate the effectiveness of postal reform in Swelis section summarizes
the development of the postal sector in four areas: (1) level andyqagluniversal
services; (2) actual competition in the postal market; (3) pofgsostal services; and

(4) the profitability of the public operator.
6.4.1 Universal service provision

6.4.1.1 Access conditions

The number of post offices was reduced from around 4,000 in the 1970s to a@@thd 1,

in 2000. The majority of closed post offices were replaced byra delivery service
(“mobile post offices”). In 2001 and 2002, Sweden Post completely revised i
organization of retail outlets. It replaced most traditional pdstesf (operated by own
personnel) by contract agencies (postal outlets operated byptritds e.g. groceries).

This revision resulted in a significant increase of retail taitleombined with an
extension of the opening hours. In 2006, Sweden Post had more than 2,000 outlets,

thereof about 80 per cent organized as postal agencies.

Sweden Post is also obliged to provide basic financial servicese Td@vices are
offered in a completely separated retail network for caskmices. In 2007 the Swedish
Parliament decided that after 2009 the society’s need for edsimiincial transaction
services may be procured by the Swedish National Post andimaekgency (PTS) in
those rural areas where the provision is not financially viablalsb means that the

61 PTS (2008), “Service and competition 2008", p. 28.
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payment services now provided by Sweden Post’s Cashier Senllite warried out in
other forms (e.g. by co-operations between the Cashier 8eavid banks). Posten
submitted a closure plan for the Cashier Service to the SwedishaRdsTelecoms
Agency on October 1, 2007, according to which, the remaining parts dfuieess
would be closed by December 31, 2608dditional to postal outlets, rural carriers serve
as small mobile post offices and provide about 730,000 households (aboutetpef c
total households) and 14,000 other recipients located at 2,250 rural migit cautes

with universal postal services.

6.4.1.2 Delivery conditions

Generally, Sweden Post delivers postal items to recipientsverdays per week with
exceptions in very sparsely populated areas (in the northern pa&tseafen). In these
areas mail is delivered two to four days a week e.g. in the &fren special postbag
service. In 2005, 1,118 households were exempted from daily delivery. In 2097, t
number had fallen to 969 househoidk rural areas the letter boxes are sometimes not
located at the property line; in a survey about 4 per cent of houselstiltsited that
there are distances of about 200m and 1,000m between the locationegfehbdx and

the property lines

6.4.1.3 Quality of service

Sweden Post is legally required to deliver 85 per cent of tiisirdass letters the next
working day. The postal operator regularly achieves performancesd®5 per cent. In
2007, 94.5 per cent of first class single piece items were dalivieeenext working day.

The performance is even better when bulk mail is incladed.

6.4.2 Competition

62 Sweden Post, Annual Report 2007, p. 8.

63 PTS (2008), “Service and competition 2008", p. 26.
64 PTS (2008), “Service and competition 2008", p. 26.
85 PTS (2008), “Service and competition 2008", p. 27.
66 PTS (2008), “Service and competition 2008", p. 29.
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Fifteen years after full market opening, Sweden Post still clat@s the Swedish postal
market. In 2007, about 90 per cent of total mail volume was deliver&iegien Post.
The largest competitor is CityMail that started operations9@1 in central Stockholm.
Since June 1998, CityMail has been listed at the stock exchange jaid @enture
company was formed, CityMail Sweden AB, controlled by the Srithational postal
operator Royal Mail. Royal Mail sold its 67 per cent sharek dacthe founders of
CityMail in 2001. In 2002, the Norwegian Post bought 57% of CityMail axogiieed the
rest of the company in 2006.

Figure E10: Development of competition in the Swedh letter post market
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CityMail is specialized in delivering computer-generated (i.e-spréed) bulk mail to
recipients located in Sweden's largest cities with rurabeadings such as Stockholm,
Gothenburg and Malmg, and the island of Gotland. In 2006, CityMail covesesl than
40% of the total number of households and companies in Sweden. The &mdsirb

increase coverage to more than 50 percent of households i’ ZLi@8Vail's business

67 Norway Post, Annual Report 2007, p. 33.
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model —to deliver mail only in the more densely populated southeas afé¢he country

— reflects the geographical peculiarity of Sweden: Swedea large and sparsely
populated countrs. CityMail's mail volume increased from 149m in 2000 to 287m in
2007 (compared to 2.9b addressed items delivered by Sweden PgdfjailCdelivers
mail only two times a week. For this reason, the operator eskemidmpetes with the
economy bulk mail service offered by Sweden Post (delivery athihe working day

after posting).

Apart from Sweden Post and CityMail the other postal operatersmaall companies
that only provide local postal services. These small operatoestedly compete with
the first class mail products (including single piece itewf$red by Sweden Post.
CityMail's market share in terms of mail volume was approteipa 3% with regard to
bulk mail and 8.6% of the total letter volume in 2606 2007 this share increased to
9.1%. However, CityMail made losses until 2004, and became profitatilee first time
in 20057

6.4.3 Tariffs

Sweden Post offers first class mail products (delivery atnthed working day) and
economy mail products (delivery at the third wording day after pgjstin contrast to
most other European countries postal universal services are ngitedenom VAT; the
tariffs include a VAT of 25 per cent. The public tariffs fangle piece mail are subject to
a price cap. The price cap allows for price increases @@afservices included in the
basket) in line with the development of the consumer price index.aherice increase

of stamped first class letters was in 2003.

%8 Sweden measures over 2,000 kilometers from norlotith, and it is one of the most sparsely popdlat
countries in Europe with 20 inhabitants per sqkdoemeter.

8 PTS (2007), “The liberalized Swedish postal markie¢ situation 14 years after the abolition of the
monopoly”, p. 4.

0 CityMail even went bankrupt twice: in 1992 and 39fut re-entered into business both times (therskco
time with support of Sweden Post). (see AndersBeter (2007), “The liberalisation of postal sersite
Sweden — goals, results and lessons for other geshtp. 33 and PTS (2008), “Service and compuatiti
2008”, p. 16).
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In 2007, Sweden Post had the possibility to increase the tamifisngle piece items
(because the tariffs fell below the CPI ceiling). Consequenitid8n Post asked for an
increase of about 9 per cent for a stamped first clags tHtthe lowest weight category
(20g). PTS refused this specific request because the envisiorfethtagase exceeded
the change in the consumer price index but allowed for more modardtencreases

e.g. for franked mait

In contrast to single piece tariffs, Sweden Post's bulk maffsgbased on individual
agreements) decreased overtime (see figure below). In resjootise competition from
by CityMail in the urban areas, Sweden Post additionally intredlzonal tariffs which

further decreased postal tariffs for mail delivered in these &reas.

Figure E11: Tariff developments of economy singleipce and bulk mail letters (20g)

Posten's 20 gram domestic non priority mail
postage
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Source: Jonsson, Per and Sten Selander, (2005) “Ré&al” Graveyard Spiral — Experiences from the
liberalized Swedish Postal Market”, p. 6.

The stepwise introduction of the VAT on postal tariffs resultegrice increases in
1994 and 1997. In 1997, the tariff for single piece letters was incrégsatbund 30

1 PTS (2008), Service and Competition 2008, p. 21

2 The introduction of zonal tariffs by Sweden Passuited in a number of competition cases. Finally,
Sweden Post was allowed to apply zonal tariffsoag las the tariff structure correctly reflects eliéfnces
in delivery costs (see PTS (2008), “Service andpetition 2008, p. 16).
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percent. This was possible because of a loophole in the constructibe pfice cap

before 1998, and made the government change the price cap mechanisms subgequently.

Small postal operators competing with Sweden Post at a lochbléseconsiderably
cheaper first class services than Sweden Post: local coonpateliver a 20g stamped

first class letter about 15 up to 45 per cent cheaper than Swedén Post.

6.4.4 Profitability of the public postal operator

In 1994, the national postal operator Post Office was corporatizecaached to Posten
AB (AB is the Swedish equivalent of “Inc.”). It continues to b&tae-owned company.
In the same year, the national postal regulator Post & Tedsty (PTS) was
established. On April 1, 2008 the Swedish Ministry of Enterprise, En&gy
Communications, the Danish Ministry of Transport, and CVC CapadhBrs, a private

equity company, have signed a letter of intent regarding a merger betweem RBstnd

Post Danmark A/S. This would be the first merger between tyoriant national postal

operators in Europe.

Sweden Post offers mail, parcel, and information logistics &t Sweden and the
Scandinavian countries via three business segments: Posten Mggskgmestic and
cross-border mail business), Posten Logistics (parcel andhifi@iginess), and Stralfors
(information logistics). The business segment “Cashier Serviedsth fulfils the
obligation to provide basic financial services nationwide is exfecide dissolved as
the obligation expires in the end of 2008.

7 PTS (2007), “The liberalized Swedish postal markie¢ situation 14 years after the abolition of the
monopoly”, p. 8.

74 PTS (2008), Service and competition 2008, p. 23.
5 Since 2005 CVC has got 22% of Post Danmark’s share

76 In 2005 the Danish government decided to sell % 22ake to the British capital investment company
CVC. In the same year Post Danmark and CVC acqtited 9% stake of the Belgian USP.
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Figure E12: Revenue structure of Sweden Post (2007)

Total revenue in 2007: SEK 30b, about US$ 4.4b

Cashier Service
3%

Posten Logistics
28%

Posten Messaging
56%

Stralfors
13%

Source: Sweden Post, Annual Report 2007.

In 2007, Sweden Post generated total revenues of SEK 30b (US$ 4whicbfone
fifth was generated abroad, mostly in other Scandinavian caantiiee letter business

contributes more than half to total revenues.

GEORGE MASON UNIVERSITY NOVEMBER 2008



UNIVERSAL SERVICE AND POSTAL MONOPOLY IN OTHER COUNTRIES 65

Figure E13: Development of profit margins of SwedePost
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Source: Sweden Post, Annual Reports.

After facing financial problems between 2001 and 2003, Sweden Post cabbide
improved its profitability. Sweden Post was able to improve perfloceadespite
decreasing mail volumes in this period. Mail volumes delivere8vgden Post fell from

3.27b in 2000 to 2.86b in 2007; a decrease of more than 12 per cent. During the same

period, the mail volume in the postal market decreased by about 9 pér cent.

The financial problems in 2001/2002 resulted in restructuring and fugtections in
employment (within Sweden). Between 2001 and 2007, the average number of
employees (headcount) decreased by about 25%: from about 40 thou&@d to 30
thousand in 2007.

6.4.5 Impact of market opening on universal service

In Sweden, the incumbent had continued to provide universal servicditadtalization,
and was obliged to do so. Routing time performance has improved considar#iny

1990ies and remained at high levels since. According to the reg&agr “the most
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important reason for this outstanding transit time performanteatsPosten AB for a
long time has been used to competition in segments of the paatiebtnthat in most
other countries has been protected by statutory monopolies. As a oéstiie

liberalisation of the letter market as well, the growingmepetition has furthered

improvement in quality and efficiencye”

The necessity of Sweden Post to control cost has led to alradissformation of the
post office network: More than 80 percent of traditional post cffivere replaced by
contract agencies. PTS reports that these changes were preeivenegatively by
customers during the period when changes took place. This was aitghtited to poor
communication with the public. However, customer satisfaction witlat¢bess to postal
services improved in the following years as customer became aivdre benefits of the
re-structured access network, most importantly longer office holurtheo contract

agencies?

In the first year following liberalization, Sweden Post incrdasetail tariffs
significantly, at the benefit of price reductions for business cuatoResponding to
these developments, a regulatory price cap was introduced, anedréditer on. PTS
notes that for bulk mail customers, “the price level has gone dowre atame time as
service and quality had improved. Pressure on prices is most natideakecond-class
mail in general and in particular for mail to the aredsene Posten AB has met
competition from CityMail.2

Summarizing the Swedish experience with postal liberalization ragalator PTS
concludes that “full competition in the letter market has not &tethe universal service

provider’s ability to provide a profitable nation-wide postal service abredie prices.”

7PTS (2008), “Service and competition 2008", p. 14.

8 PTS: “The liberalised Swedish postal market. Tiheaton 14 years after the abolition of the mongpo
March 2007, p. 7.

9 See PTS: ,Presentation of Posten AB's new sengt&ork”. 2007.

80 PTS: “The liberalised Swedish postal market. Tiheaion 14 years after the abolition of the morigpo
March 2007, p. 9.
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7 The Netherlands

7.1 Introduction to postal policy in the Netherlands

In 1989, PTT Nederland, the Dutch postal and telecommunications adatiaistiwas
transformed into a private, but completely state-owned company. PTT aledladted as
a holding company for the two legally separated subsidiaries PTT TelexbRild Post,
which were responsible for the provision of telecommunications and psEstates

respectively.

At the same time, the regulatory framework was revised. Tméstvly for Transport,
Public Work, and Water Management was responsible for regulatigoinAventure
between PTT Nederland N.V. and the Postbank, founded in 1993, and named
Postkantoren B.V., was responsible for the operation of post offices. thtee & the
Netherlands sold 30 per cent of its shares in PTT Nederland Nifhi& 1994. Under its
new name of “Koninklijke PTT Nederland” (KPN), the holding comparas Wsted at
the Amsterdam Stock Exchange. In 1995, the Dutch state sold faBheer cent of the
shares. In 1996, KPN acquired the Australian express company TNd postal
activities, PTT Post including TNT, were separated from KPN998 and renamed to
TNT Post Groep N.V. (TPG). The new group has been listed from thetaut the stock
exchanges in Amsterdam, London, Frankfurt, and New York. At that timeDttch
state owned 44 per cent of TPG’s ordinary shares plus a sd-gallden share which
provided the state with specific voting and controlling rights. In 200& Was fully
privatized and the golden share was changed into an ordinarysshatbe same year
TPG was renamed to TNT N.V.

The national regulatory authority (“Onafhankelijke Post en Teheconicatie
Authoriteit”, OPTA) was established on 1 August 1997 as succesdw tetworks and
Services Board (TND) of the Ministry of Transport, Public Works anater
Management. OPTA has very limited responsibilities in postgulation. So far, the

regulator essentially monitors whether the TNT’s provision of the postadnsal service

81 Niederpriim, Antonia (2007), “Business strategieEwropean postal operators”.
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is in line with the legal requirements. The Ministry of Economic Affairesponsible for
price regulation and the future postal policy (including postal |Egs). The
Netherlands implemented the EU Postal Directive in the new IPastaf October 20,
1999. This Postal Act became effective on January 1, 2000.

A new Postal Act, which will provide for full liberalization, hasebedebated in the
Netherlands for several years. It was originally expected tpaksed in 2007, but was

postponed. The further timing of postal reform in the Netherlands is unclear at present
7.2 Universal service policies

7.2.1 Responsibility to ensure universal service

TNT (former TPG) is obliged to provide the postal universal setwjca license issued
by the Dutch Ministry of Transport, Public Services and Watendgament. This

obligation is expected to persist after full market opening.

7.2.2 Scope of universal services

The Dutch postal universal service comprises letters and printddrmga to 2kg and
(domestic) parcels up to 10kg. The obligation also comprises the prowfsiegistered

and insured postal services as well as the operation of P.O. Boxes.

In the Netherlands, the universal service obligation is exception#hat it legally
excludes bulk mail (outside the postal monopoly). For non-reserved detsisle the
scope of the monopoly, the Postal Law limits the definition of "mamgagervices" to
items posted at single-piece rates. The Dutch government delibat competition is
sufficient to ensure that bulk mailers are adequately servesideuthe scope of the
monopoly. Price and quality controls are restricted to postal iteithen the universal

service area, i.e. to single-piece mail.

According to a draft postal act that was debated in Parliamez08, all bulk mail

would no longer be part of the universal service.
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7.2.3 Uniform tariff requirements

Postal universal services in the Netherlands must be provided atnuniéoiffs.
However, the universal service excludes bulk mail unless it inmhe monopoly. At
present, therefore only heavy-weight bulk mail (> 50 gram)xduded from the

universal services, and from the uniform tariff requirement.

It is expected that after full liberalization, all bulk maibgucts will be considered
non-universal services, and will therefore not be subject to the uniéoiffrequirement.
As the Dutch authorities argue, competitive pressure hagefféicat bulk mailers are
served adequately by the market and governmental interventiothdr@fore become

superfluous in the liberalized part of the bulk mail market.

7.2.4 Access requirements

The access requirements to the postal universal service ameddbly decree (general
postal guidelines, BARP). The postal legislation distinguishesdegtyostal outlets that
offer the complete set of postal universal service products, anetoutith a limited
offer. The minimum number of postal outlets in total is 2,000. The minimumber of
outlets with a full assortment is 902. Additionally, the guidelinené criteria which

concern the distribution of postal outlets with full assortment within the Netfukr]

95 per cent of the population should have a postal outlet within a distdnce
5km;

in residential areas with more than 5,000 inhabitants, at least 8&mieshould

have a postal outlet within a distance of 5km;

in urban areas with more than 50,000 inhabitants, at least one outlet should be
operated per 50,000 inhabitants (i.e. a city with 160,000 inhabitants should

have at least three postal outlets).

7.2.5 Delivery requirements

82 See Netherlands, Ministry of Economic Affairs, RbsServices Policy Memorandum (22 Jan 2004)
(English version).
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TNT is required by license to deliver postal items at six days per week.

7.2.6 Quality of service

The postal legislation requires that 95 per cent of the correspon(emngle piece items
paid at the public tariff and bulk mail weighing up to 50g) must beveleld the next

working day.

7.3 Monopoly policies

Before 2000, the monopoly services had comprised items of correspomdegheng up

to 500g. Printed matter (addressed and unaddressed advertising) haohaladinot

been part of the monopoly. In 2000, the reserved area was limitecerts iof

correspondence weighing up to 100g and three times the tariff of arayrditamped
letter. The delivery of direct mail (addressed advertising) @sbeen part of the
reserved area (and is not part of the postal universal ser¥o#dwing the market
opening timetable of the European Postal Directive, the weight arel thriesholds for
reserved items of correspondence was reduced to 50g and 2.5 timemntleed tariff in
2006.

Downstream access is not separately regulated; customersorpettitors shall be

treated in non-discriminatory way.

Full market opening had been announced for 2008, but it was postponed. While the
Dutch government appears committed to full liberalization in géndetiming for the

final step of liberalization is uncertain.

7.4 Effectiveness of eliminating the legal monopoly

In order to evaluate the effectiveness of postal reform in #ibddands, this section
summarizes the development of the postal sector in four afddsvél and quality of
universal services; (2) actual competition in the postal marktprices of postal
services; and (4) the profitability of the formerly public operator.

7.4.1 Universal service provision
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7.4.1.1 Access conditions

The postal legislation requires a minimum number of 2,000 outlets. In PoGEl
services are provided in 2,110 outlets; of which about 1,100 offer a fultrassi The
joint venture Postkantoren B.V. established by TNT and Postbank (whlaegaired
by ING, an important Dutch financial company) operates 900 outletpei®nt are
operated by third parties as postal agencies. Both postal and flrsswiaes are offered
in these outlets. TNT offers postal services to the public in 1,30@lpmstets that are
operated by third parties (TNT Post Servicepoints). In addition, dpEFates more than
200 outlets that offer services for business customers. These lattes atglept included
in the figure published by the Dutch regulatory authority OPTe Total number of
TNT’s postal outlets has been stable since 2000.

7.4.1.2 Delivery conditions

TNT delivers mail items at six days per week without exception.

7.4.1.3 Quality of service

TNT modernized its letter operations in the 1990s. This processhvaaacterized by a
reduction of sorting facilities, optimization of transport relatians delivery routes and
has positively affected quality of service (routing time). Since 2001, rhare5 percent

of correspondence has been delivered at the next working day.

7.4.2 Competition

TNT is still dominant in the Dutch mail market. Some considerablapetition has
evolved in the direct mail market. The development of competition leasgremoted by
two factors: First, the direct mail market was fully liblered. Second, the Netherlands is

a plain, densely and evenly populated country.

TNT’s two main competitors in the addressed direct mail maestSandd B.V. and
Selekt Mail. Tthe latter is owned by Deutsche Post and DutchspebliKoninklijke

83 OPTA, Annual Report 2007, p. 20. TNT, Concessigoatage 2006, p. 15.
84 WIK-Consult (2006), “Main developments in the Epean postal sector 2004-2006", p. 51.
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Wegener N.V.. Both competitors have built their own nationwide dglivgganizations
based on a delivery frequency of twice a week. TNT estintagtdts competitors have
delivered a total of around 800 million addressed postal items in 200F.f0iher

expects that these competitors will continue to growhe Dutch regulator OPTA
estimates that the competitors had a combined market shareubfldbpercent (in terms

of volume) in 2007¢
Figure E14: Development of market shares in the Deh mail market
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To respond to competition, TNT has introduced a cheap mail sdoricaddressed
delivery. TNT’s subsidiary ‘Netwerk VSP’ was originally astlibutor of unaddressed
advertising. Netwerk VSP offers a cheaper delivery servicdetiyering only once per

weeks?

7.4.3 Tariffs

8 TNT, Annual Report 2007, p. 12.
8 OPTA, Annual Report 2007, p. 80.
87 TNT, Annual Report 2007, p. 33.
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TNT’s tariffs for postal universal services have been subgeet price cap regulation:
Tariffs may increase no more than an index of labor cost. Howewbe and of 2002—
following two years of tariff increases (see figure belowh}e-Ministry of Economic
Affairs decided that tariffs controlled by the current prieg system should be frozen
until the end of 2006.

In November 2003, TNT lodged an appeal against the administrativeotettidreeze
the tariffs. Following the grant of the formal appeal, theperary tariff freeze decision
was revoked in June 2004. However, TNT has not increased the pacstarthped 20g

first class letter until 2006.

Figure E15: Development of TNT’s public tariff for ordinary first class letters (20g) compared to the

consumer price index
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Source: WIK-Consult, based on TNT price lists anddstat.

More detailed information on tariffs—especially on the development df il

tariffs—is not public available.

7.4.4 Profitability of the formerly public postal operator
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TNT provides mail and express services worldwide. The Dutch busingsaccounts

for about one third of TNT’s total revenues.

Figure E16: Revenue structure of TNT group (2007)

Total revenues in 2007: € 11b, about US$ 15.1b

Other networks
2%

Mail
38%

Express
60%

Source: TNT, Annual Report 2007.

The express business accounts for 60 per cent of total revenueshehmail business
accounts for less than 40 per cent. However, the mail businestbota® more than 50

per cent to the group profit.
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Figure E17: Revenue structure of TNT's mail busines
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TNT has entered the national mail markets in the United Kingdaenmany, and
Italy. In these markets, TNT has become one of the most impadamietitors of the
respective national postal operators (i.e. Royal Mail, Deutsche &k Poste Italiane).
The revenues of TNT's mail operation (named “European Mail Netwoaktroad

increased from about € 400m in 2003 to € 1b in 2007, see figure above.

The business unit “Mail Netherlands” provides domestic postal unhaasaces. The
reduction of revenue in this segment (see figure above) is laagedgult of a loss of
market share, not overall volume declines: Between 2001 and 2007, TNT stdome
volume decreased from 5.56b to 4.7b items, or about 15 percent. Howevanadat
volume declined only by 2 percent.

Figure E18: Development of profit margins of TNT bysegment
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TNT operates very profitably, in particular in the mail busin@ee figure above).
Profit margins for mail were around 20 percent between 1998 and 20@6mail
segment’s drop in profit in 2007 (down to 15 percent) was mainly due gamaking
operations in other European mail markets (UK and Germany), WinNeFanvested in a

network roll-outss

Over the past decade, TNT has continuously improved the profitabilitye Dutch

mail business by implementing further cost saving programs.

7.5 Impact of market opening on universal service

TNT was the first postal administration to be privatized. Folgwprivatization and
gradual liberalization, TNT has improved, and maintained very highceelevels. The
post office network was re-structured gradually in favor of rembtagencies. TNT’s

retail prices have increased largely in line with consumeregriBulk mail prices are

88 See TNT, Annual Report 2007, p. 34. For exampl¥T'§ letter business in Germany made an
operational loss of €31m, a profit margin of mifi3sper cent.
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likely to have dropped as a consequence of increased compébitiond data on bulk

mail prices is available).

For business customers, competition in the direct mail marletdiato increased
choice: TNT and its competitors today offer a wider rangeseastices, e.g. different

routing times from overnight to a cheap 6 day service.
TNT operates very profitably.

It seems that the Dutch mail market is adapting flexiblyhanges in mail demand.
There are no indications that competition has had a negative iopaetvice levels, or

on the financial performance of TNT.
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8 Australia

8.1 Introduction to postal policy in Australia

The history of Australia Post dates almost 200 years: Therépesentative was the
postmaster to the colony of New South Wales in 1809. In those dearby each of the
colonies had its own separate postal service but by 1849 they hegtedld to a set of
standardized inter-colony postal rates. With Federation in 1901, thealatwal systems
merged and became known as the Postmaster General's DepdRM&)t which was
in charge of telegraph, telephone and mail operations. In 1975, the PM@ebdua
Australian Postal Commission (trading as Australia Post) amel Australian

Telecommunications Commission (trading then as Telecom Australia, nowsas)lel

Australia Post was corporatized with the Australian Postal Catipar Act of 1989:
The Australian Postal Commission became the Australian Postglo@tion — a
government business (state) enterprise, with the Commonwealth Geveramits sole
shareholdet The board of Directors is appointed by the Governor-General at nomination

of the competent minister, and may be dismissed by this miptister.

Australia Post is charged with two key missions by the Aliatr Postal Corporation
Act: (i) an obligation to perform its functions, as far ascpcable, “in a manner
consistent with sound commercial practice” (Article 26) anda(ilission to abide by a
“community service obligation”, a notion similar to the notion of uniVessavice in
other countries. The commercial mission is reflected by a eageint for Australia Post
to be profitable and pay out dividends to the public owner: the Act gmedifiat
Australia Post’s financial targets must, inter alia, “earreasonable rate of return on
Australia Post's assets”, and “pay a reasonable dividend”. Ifashéen years, annual
dividends paid by Australia Post to the government were upwardiseopercent of

Australia Post’s annual revenues.

89 Australia Post, Annual Report 2007, p. 2.
9 Australia Post Corporation Act, Articles 73, 78da83.
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The Australian Competition and Consumer Commission (ACCC) has sgukatory
functions in the postal sector, particularly with regards tdf teegulation. The ACCC is
an independent statutory authority and was formed in 1995 to administdrrate
Practices Act 1974 and other acts (including the AustraliaraPGstrporation Act). In
2004, the Australian Postal Corporation Act Amendment expanded the gowaGCC
to inquire into disputes about the terms and conditions relating to bulk mail
interconnection arrangements; to cost Australia Post's CSOsaegdrt on its quality
of service and compliance with service standards. Additionally, thended Act
introduced requirements with regard to accounting transparencyusstralia Post (by
giving the ACCC the power to determine record-keeping rulesAtmtralia Post) to
assure competitors that it is not unfairly competing by crosdesming its competitive

services with revenues from reserved senAces.
8.2 Universal service policies

8.2.1 Responsibility to ensure universal service

Australia Post is obliged to provide the postal universal sebyabe Australian Postal
Corporation Act of 1989. Part 3 Division 1 defines this “Community Ser@bligation”
(CSO).
8.2.2 Scope of universal services
Article 27 of the Australian Postal Corporation Act of 1989 requires that

(1) Australia Post shall supply a letter service.

(2) The principal purpose of the letter service is, by physical means:

(a) to carry, within Australia, letters that Australia Plogs the exclusive right to

carry; and
(b) to carry letters between Australia and places outside Australia

91 National Competition Council (2003), “Assessmelfitgovernments' progress in implementing the
National Competition Policy and related reforms0206 Volume two: Legislation review and reform”,
chapter 11, p. 10. The first Postal Services Lag@h Amendment Bill 2000 had originally foreseen a
reduction of the monopoly to letter items weighimgto 50g and a corporatization of Australia Posie
Government withdrew the Bill in March 2001, howeuverthe face of opposition in the Senate. It infed
the Council in May 2003 that it is not intendingréantroduce the withdrawn legislation.
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(3) Australia Post shall make the letter service abkdlat a single uniform rate
of postage for the carriage within Australia, by ordinary postetbérs that are
standard postal articles.

(4) Australia Post shall ensure:

(a) that, in view of the social importance of the letervice, the service is
reasonably accessible to all people in Australia on an equibatsis, wherever
they reside or carry on business; and

(b) that the performance standards (including delivery timeshéoletter service
reasonably meet the social, industrial and commercialsneedhe Australian
community.

Specific performance standards (number and density of retitgudelivery frequency,
and routing time targets) are defined in the Australian P&igporation Regulations
1998. Before that date Australia Post had determined the minimundastia for the
USO¢#2

8.2.3 Uniform tariff requirements

Australia Post is required to provide all letter servicessahgle uniform rate of postage
for the carriage within Australia. The uniform tariff requiretheelates to “standard
postal articles” of “ordinary post”. This includes bulk mail, butledes, for example,

express mail and value-added services.

8.2.4 Access requirements

The minimum requirements with regard to access to the postal salive&rvice are
defined in the Australian Postal Corporation (Performance StandRedgilations 1998,
Part 3, Art. 9. Australia Post has to operate at least 10,000 Istteetooxes and at least
4,000 retail outlets. At least 2,500 outlets must be located in deessfied as rural or
remote. In metropolitan areas; at least 90% of residencdsimrea shall be located
within 2.5 kilometers of a retail outlet; and in nhon metropolitan zoaetast 85% of

residences in the area shall be located within 7.5 kilometers of a retail outlet.

8.2.5 Delivery requirements

92 National Competition Council (1998), “Review oktlustralian Postal Corporation Act”, Vol. 1, p.8.
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Part 2 of the Australian Postal Corporation (Performance Standaedgilations 1998
requires that Australia Post provides delivery services five daysek for at least 98 per
cent of all delivery points. 99.7 per cent of all delivery points d@lserved at least 2
days a week. A delivery point is a mail address that, takicguat of accessibility,
delivery cost and general volume of mail for the address, it isigahte and reasonable
to service frequently. Examples for delivery points are saeétroadside letter delivery

boxes, post office private boxes, locked bags, private and community bags.

8.2.6 Quality of service

According to Article 6 of the Australian Postal Corporation (@¥&naince Standards)
Regulations 1998, routing time targets do not apply to all univeesaices, but only to
reserved services (letters below 250 gram). Australia Podt aeliser 94 per cent of
reserved service letters on time. The delivery standard (nuafbedays after posting)

varies with the posting and delivery location as listed below:

Table E1: Australia Post’s routing time standards

Address of letter Delivery time

Letters for delivery intraState:

(a) within metropolitan area of capit Next business day after day
city of lodgment posting

(b) within any other city or town ¢ Next business day after day
lodgment, or within adjacent town | posting

(c) outside city or town of lodgment ai | 2 business days after day of pos
adjacent towns

Letters for delivery interStal

(a) within capital city metr-politan are¢ | 2 business days after day of pos
if lodged in capital city metropolitan
area of another State

(b) within capital city metr-politan are¢ | 3 business days after day of pos
if lodged outside capital city metro-
politan area of another State

(c) outside capital city met-politan 3 business days after day of pos
area if lodged in capital city metro-
politan area of another State

(d) outside capital city met-politan 4 business days after day of pos
area if lodged outside capital city
metropolitan area of another State

Source: Australian Postal Corporation (Performatamdards) Regulations 1998, Article 6.
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8.3 Monopoly policies

Until 1994, the postal monopoly had comprised postal items (including document
exchange service and the delivery of periodicals, books, and catalegrigk)ng up to

500 grams and priced up to 10 times the standard tariff. In 1994, the Gewtpassed

the Australian Postal Corporation Amendment Act which implementaghder of the
reforms recommended by the Industry Commission. The amendments prowided f
greater competition in the letter market by reducing teerve@d services from ten times
the standard rate to four times the standard rate asawe#ducing the weight limit to
250 grams. Also, additional exemptions were given from the reseeveides. The new
exemptions included the operation of document exchanges, the carriagiersf within
organizations, and the carriage of newspapers, magazines, books aludjuest

Additionally, the outgoing international mail was deregulated (Article28.R).

The reforms also introduced bulk interconnection arrangements: izbeof the
discount for posting of bulk mail shall be based on Australia Pagtgled costs. The
“bulk interconnection arrangements” comprise downstream accessesewhich could
be used by customers and third parties (e.g. consolidators). €sermriovided by
customers/third parties comprise transport and pre-sorting agiygee Art. 32A of the
Postal Corporation Act of 1989). ACCC has the right to inquire into thspabout bulk
mail services (see Art. 32B of the Postal Corporation Act of 1989).

8.4 Effectiveness of eliminating the legal monopoly

In order to evaluate the effectiveness of postal reform intrélies this section
summarizes the development of the postal sector in four afddsvél and quality of
universal services; (2) actual competition in the postal mari@tprices of postal

services; and (4) the profitability of the public operator.
8.4.1 Universal service provision

8.4.1.1 Access conditions

Postal legislation requires a minimum number of 4,000 outlets natioramdieat least

2,500 located in rural and remote areas. In 2007, postal servicespmerded by
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Australia Post in 4,449 outlets: 846 corporate offices (operateclbiralia Post), 2,969
licensed post offices (contract agencies), and 634 Community @ustaties (postal
outlets operated by Community administration). 2,553 of all postal outlets azated in
rural or remote areas.The number of retail outlets has not been changed significantly
since 2000: Australia Post had 4,495 postal outlets in thateyddre density

requirements in metropolitan and non-metropolitan areas were also met.

8.4.1.2 Delivery conditions

Australia is a large and sparsely populated country. The populationnt@tes on the
South Eastern part of Australia. Against this background, delivery miutetake place
five days a week nationwide. In remote areas, more than 5 perceatl @ddresses were

served less than five days a week in the financial year 2006/07 (see table below)

Table E2: Australia Post’s routing time standards

Delivery Metropolitan

frequency area Rural area Remote area Total
One per week 0.0% 0.0% 0.4% 0.0%
Two to four 0.1% 4.0% 5.3% 1.3%
Five or more 99.9% 96.0% 94.3% 98.7%

Source: Australia Post, Annual Report 2006/07 i8teal Summary, Table 8.

The delivery quality has improved since 2000/01. In that year, nearlsc@mef mail

addresses were served less than five times persveek.

8.4.1.3 Quality of service

In the financial year 2006/07 Australia Post delivered mone #@itaper cent of reserved

services letters in time. Since 2000 Australia Post met the targetyeaaey

8.4.2 Competition

9 Australia Post, Annual Report 2006/07, Statisti&ammary.

94 Australia Post, Annual Report 2000/01, Statisti&ammary.

9 Australia Post, Annual Report 2000/01, Statisti®amary, Table 8.

9% Australia Post, Annual Reports of 2000/01, 200304 2006/07, Statistical Summaries.
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Australia Post competes with other operators in the markedxjmess documents and
parcels. Despite market opening of heavy-weight letter$ (wadre than 250 gram), there

IS no noticeable competition in the area of universal services.

8.4.3 Tariffs

Figure E19: Development of Australia Post’s publidariffs for ordinary letters (20g) compared to the

consumer price index

125

120 /

115 /

110 /

=100)

Price Index (2000

105

100

2000 2001 2002 2003 2004 2005 2006 2007 2008

‘—Ordinary letter (20g) = Consumer Price Index

Source: Australia Post, Annual Reports, StatistBiahmary.

The public tariff for ordinary 20 gram small letters was t®stnged in 2002, and another
price increase was approved in 2008. As the figure above illustpatstl tariffs have

increased less than overall consumer prices.

No information is available on the development of bulk mail tariffgl@wvnstream
access products.
8.4.4 Profitability of the public postal operator

In 2006/07, Australia Post generated total revenues of AU$ 4.7b (aroubd4b)S

Australia Post has earned considerable profits since 1999: The mrafifins were
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relatively stable, around 10 percent between 1999/00 and 2006/07. Ravftslightly

increased in this period.
Figure E20: Revenue structure of Australia Post, FY2006/07

Total Revenues in 2007: AU$ 4.7b, about US$ 4b

Retail & Agency Other
services 1%
15%

Parcels & Logistics
25%

Letters
59%

Source: WIK-Consult, based on Australia Post anrejabrts.

Letter services account for about 60 per cent of total businessgro@ has no
significant operations outside Australia.

8.4.5 Impact of market opening on universal service

The reduction of the reserved in 1994, from 500 to 250 grams, hasdhod keny
noticeable competition. Therefore, no immediate impact of market rapesm the

universal service can be identified.

Australia Post appears to operate in a very commercial mandehas expanded its
operations cautiously into other products: e.g. express mail and fiegjbtics. The
corporation is expected to deliver regular dividends to the state baddehas been
operating very profitably for many years.

There are no indications that the commercial objectives of Aissfalst have had a
negative impact on the universal service. By contrast, the covefr&gene delivery was
increased, routing time is constantly at high levels, and prices have etttess than the

consumer prices index.
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9 New Zealand

9.1 Introduction to postal policy in New Zealand

The postal law of New Zealand is the Postal Services Act 1998adthabolished the
postal monopoly and imposed a minimal set of obligations on all postahtors
including New Zealand Post. New Zealand Post is organizedais-®tvned enterprise”,
i.e., a corporation organized under normal company law but owned byngoamr in
accordance with the State-Owned Enterprises Act of 1986. Thetktiruf Finance and
the Minister for State-Owned Enterprises are the only shametsodd New Zealand Post.
New Zealand Post has a board of directors appointed by these mmisters.

9.2 Universal service policies

9.2.1 Responsibility to ensure universal service

The Postal Services Act establishes a regulatory framevaripostal operators. It
provides that no person may carry on a business as “postal operatas beler she is
registered with the Ministry of Economic Development. A “postarator” is defined as
follows: “a person carries on business as a postal operatortifpénaon’s business
consists, wholly or partly, of the carriage of lettersX “letter” is defined as “any form

of written communication, or any other document or article” convegeddt more than
NZ$ 0.80 (US$ 0.61%. The term “letter” thus encompasses not only typical documents
but also small “articles” of similar size. To register, #ygplicant must complete short
forms issued by the Ministry for Economic Development. These foeqaire each
applicant to identify the persons making the application and theer pfousiness and to

describe planned activities in a few sentences. The applicalstoisequired to submit a

*Ministry of Economic Development, “Postal ServidasNew Zealand” (May 1998, last reviewed May
15, 2006). http://www.med.govt.nz/templates/Page 1441.aspx (accessed, Oct. 1, 2008).

%postal Services Act 1998, Art. 26(1).

“postal Services Act 1988, Art. 2(1). Exchange emteof July 1, 2008 (Federal Reserve Bank of New
York). Registration is essentially automatic exdeptapplicants with criminal records.
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copy of his “postal identifier” (see below). The Ministry publishgasic information

about each postal operator and a copy of registered postal identifiers onrtiet inite

The Postal Services Act does not require either New ZealandPpestal operators
generally to maintain a “universal service.” The act does nettlus terms “universal
service” or “universal service obligation.” The principal focus ofdheis protection of
senders and receivers of “letters.” A regulation issued underctheéha Information
Disclosure Regulation (1998), requires New Zealand Post to give puoblice of

information about certain activities that could have anticompetitive effects.

In addition to the requirements of the Postal Services Act, therrgoeat, as the
owner of New Zealand Post, obliges New Zealand Post to provide watigersice in
accordance with a “Deed of Understandirig.The current Deed was agreed in 1998 in
conjunction with adoption of the Postal Services Act. In form, the Deed dontract
agreed voluntarily by both parties, although it may be questionetharhidew Zealand
Post is wholly free to decline a proposed Deed given its owndrghgpvernment. In the
1998 Deed of Understanding, New Zealand Post agreed to provideifeedpamimum
level of universal services (see next sections). In return, Gosart agreed that, until
2004, New Zealand Post would be the sole designated postal administoatidaw
Zealand for the purposes of participation in the Universal Postahlamd have the sole
right to issue stamps bearing the words “New Zealad.here is no time limit to the
Deed, but the terms of the Deed can be changed by mutual agre@&imerdeed is
strictly an agreement between government and New Zealandastoes not create
any right or obligation enforceable at the suit of any other pérsadew Zealand Post

has not received a public subsidy or payments from a universal service fund.

1905 eehttp://www.med.govt.nz/templates/Page 1189.éspoessed, Oct. 1, 2008).

lpostal Services (Information Disclosure) Regulatid®98 (SR 1998/87). The regulation, as of Sep. 3,
2007, may be found at http://www.legislation.goztdefault.aspx (access, Oct. 1, 2008).

1%2peed of Understanding Between New Zealand Postiteimand the Government” (Feb. 17, 1998)
(hereafter “1998 Deed of Understanding”). A copydmde found at http://www.med.govt.nz/templates/
Page 1387.aspx (access, Oct. 1, 2008).

1931998 Deed of Understanding, Recital D.
19521998 Deed of Understanding, pars. 19-21.
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New Zealand is a member of the Universal Postal Union. Unddadrhersal Postal
Convention New Zealand is obliged to provide universal postal servitenwiew
Zealand and to deliver inbound internationl mail. The 2004 Universal Rostalention
requires all UPU member countries to “ensure that all users/customershrenjgght to a
universal postal service involving the permanent provision of quality basic pasiaése
at all points in their territory, at affordable prices” andeasure that the offers of postal
services and quality standards will be achieved by the mpene@sponsible for providing
the universal postal service&® This obligation may be qualified by other international

commitments of New Zealand. In signing the Convention, New Zealand declared:

New Zealand will apply the Acts and other decisions adopted by thigress insofar as they
are consistent with its other international rights and olitigatand, in particular, the General

Agreement on Trade in Servicgs

9.2.2 Scope of universal services

The Postal Services Act 1998 does not specific a geographic scquestal services. In
the Deed of Understanding, New Zealand Post has agreed to “maihiaast the total
number of delivery points” listed in the Deed, i.e., the number ofelglipoints in 1998.
Neither does it specify a range of postal services that musffdyed universally. In the
Deed of Understanding, New Zealand Post has agreed to providerylaervices for

“letters,” as defined in the act, but the Deed does not refer to other types obpindts.

9.2.3 Uniform tariff requirements

There is no regulatory standard for the lawfulness of postage oatesgulation of
postage rates in New Zealand. There is no requirement thatfoatesiversal services
must be uniform throughout New Zealand, and New Zealand Post has aeetl dgr
maintain uniform rates (although letter rates are uniform intipegc New Zealand law

does not require New Zealand Post or other postal operators to masefaarate

1%yniversal Postal Convention 2004, art. 3. The 2084vention will be replaced by the 2008 Convention
on January 1, 2010. Article 3 is unchanged in ®@82Convention.

1%Universal Postal UnionConstitution, General Regulations, Resolutions dbecisions, Rules of
Procedure, Legal Status of the URIWA37 (2005).
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accounts for regulatory purposes. New Zealand Post is required itaimaind publish
financial accounts in the same manner as other public companidgbe IDeed of
Understanding, New Zealand Post has agreed not to re-introduce ahfaerfoamerly
levied on rural households to compensate for the high cost of household dielixarsi

areas’

The Postal Services Act does not restrict use of contrast bgtBlew Zealand Post or
other postal operators. The Information Disclosure Regulation requireZédand Post
(but not other postal operators) to report to the Ministry and to publigk orternet site
a quarterly report giving limited information about (1) provision ahdard services at a
discount of more than 20 percent and (2) provision of postal servicesnordetandard
terms and conditions. The pertinent provision of Information Disclosuigul&en
states:

(3) If during the quarter the carriage of letters was supplied on astandfrd
terms and conditions, but at a discount, the Corporation must—
(a) Identify the set of standard terms and conditions in respect df titac
discount was given; and
(b) Disclose the principles or guidelines applied in giving the discant;
(c) Disclose the discount given, expressed as a percentage of thespetg
charged for the carriage of letters on the set of standard terms antiboendi
(4) For the purposes of subclause (3), the carriage of letsppéied at a dis-
count if the price charged is equal to or less than 80 percent of the quais/u
charged for the carriage of letters on the set of standard terms antibosndi
(5) The Corporation must disclose each set of nonstandard terms and conditions
together with the price charged for the carriage of letters on that setns and
conditions'os

Pursuant to this requirement, New Zealand Post discloses adlimiteunt of

1971998 Deed of Understanding, paragraph 11. The detalery fee originated in the 1920s; it was ended
voluntarily by New Zealand Post on April 1, 198geVivienne SmithReining In the Dinosaur: The Story
Behind the Remarkable Turnaround of New Zealand Pts (Wellington: GP Print, 1997). In the Deed of
Understanding, New Zealand Post also agreed rmatige the postage rate for standard service foiuned
letter above NZ$ 0.45 before 2002. Deed of Undaditey, paragraph 10.

1%postal Services (Information Disclosure) Regulati®@98 (SR 1998/87) at § 4.
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information about its contracts to the Ministry and on the internet.cbotracts that
provide discounts off standard terms and conditions, New Zealand Pdsiséss for
each standard service, the number of contracts providing a specdauisand the
amount of the discount from the standard rate. For contracts provadimgpn-standard
terms and conditions, New Zealand Post provides a summary descaiptidghe number
of customers involved. For example, the following passage desaibvem-standard

variation of normal postal service called “cross-town” provided to two businessrsnail

Cross-town — Certain customers in selected geographical areasbleete have
items delivered at a reduced rate where those items were addresedhei
same geographic area. The two current offers (in different gedagraegas) are:
— 45 cents for medium size and 95 cents for extra large;
— 45 cents for medium size Postage Included envel&pes.
Other non-standard contracts provide for volume-incentive discounts, disdounts
presorted mail, permission for late tender of mail, and exceptions for weigmension

requirements.

There is no regulation of rates for downstream access in Keatand. The
Information Disclosure Regulation requires New Zealand Post (bubther postal
operators) to report to the Ministry and to publish on its internetaitagreements
between New Zealand Post and other postal operators which giy®d<ted operators
access to the network of New Zealand Post. This information mysotaeled within 15

working days of the conclusion of the agreement.

9.2.4 Access requirements

The Postal Services Act 1998 does not require a specific levataefss to postal
services. In the Deed of Understanding, New Zealand Post had égreaintain at least
880 postal counters of which at least 240 shall be “postal outlets Fehtnder may be

“post centers.” A “post center” is an outlet that offers “over tounter postal services to

% nformation to be disclosed pursuant to regulatidsy New Zealand Post Limited (“the Corporatiomt’) i
respect of the quarter ending 30 June 2008—Pddigeiosure of non-standard terms and conditionsiupo
which carriage of letters were supplied, togethith the price charged for carriage of letters cat et of
terms and conditions — regulation 4(5).” http://wwmpost.co.nz/NR/rdonlyres/97903B0OE-04E9-4A45-
A9FF-A30A3DC394FD/0/Disclosure31Jul2008PartC.pditéssed, Oct. 1, 2008).
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the public, including, but not limited to, the purchase of stamps amub#iage of postal
articles, pursuant to an agreement with New Zealand Post.” Adlpmsiet” is “an outlet
that offers “the services offered by a post centre, plus agamdtApr other services.” A
postal outlet may be operated by New Zealand Post or bysarpether than New
Zealand Post under an agreement with New Zealand*Pdke Information Disclosure
Regulation requires New Zealand Post to report in its annual réygontumber of postal

counters operatedg.

The Postal Services Act 1998 does not require downstream acces®fferbd by
New Zealand Post or other postal operators. However, in the Deeddeirdtanding,
New Zealand Post has agreed to provide access to its networkrtpadted operators on
terms and conditions no less favorable than offered other users inathe s
circumstances? The Information Disclosure Regulation requires New Zealand tBost
report to the ministry and publish a copy of each accessragntdetween New Zealand
Post and another postal operator on the internet within 15 working ddlys dhate of

agreements

9.2.5 Delivery requirements

The Postal Services Act 1998 does not prescribe the frequency or ohatidivery
services. In the Deed of Understanding, New Zealand Post had agmevide delivery
six days per week to more than 95 percent of delivery points andrfaig day per week
delivery to 99.88 percent of delivery points. The remainder is toredsé to 4 days per
week. The term “delivery point” is defined in the Postal Servisgsas “a point within
New Zealand that is a rural address, a private box or privatéatbesgher rural or other),
a counter mail box or community mail box, any other business addreasy arvther

residential address.” New Zealand Post has generally agreé¢d meatuce frequency of

110998 Deed of Understanding, pars. 13-16.

Mpostal Services (Information Disclosure) Regulatia898, Art. 3. In 2007, New Zealand Post operated
986 counters of which 324 were postal outlets. Mealand PosiGroup Annual Report 2004t 79.

1121998 Deed of Understanding, paragraph 17.

3postal Services (Information Disclosure) Regulatia@98 Arts. 6, 7.
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service without the consent of the addressed$e Information Disclosure Regulation
requires New Zealand Post to report in its annual report the percentages of gelints

accorded each level of delivers.

9.2.6 Quality of service

Neither the Postal Services Act 1998 nor the Deed of Understasdisgquality of
service standards, i.e., transit time deadlines, which must ameaktby universal
services offered by New Zealand Post or by postal operatoesalign The Information
Disclosure Regulation requires New Zealand Post to reportamiisal report the results
of an independent survey showing the percentage of letters deliveahed advertised
deadlines, within 3days of advertised deadlines, and not delivered withitrys3ofla

advertised deadlines.

The Postal Services Act requires each postal operator to ceviiplgertain measures
which allow senders and receivers of “letters” to protect tingiits. Each postal operator
must identify envelopes and other items that it carries by mef@asunique "postal
identifier" that is affixed to, impressed, or printed on, eacltlartr The typical postal
identifier is similar to traditional “postmark” used by posta#t to cancel stamps. Each
postal operator must keep of copy of its “postal identifiers” @nwiiith the Ministry for
Economic Development. The Postal Services Act 1998 does not prohibit thiegpé
postal items, but it assures privacy by requiring that each poptahtor to notify
addressees that a postal article will be, or has been openedyeandasons for the

opening of the articles In addition, each postal operator must keep a record of all postal

114998 Deed of Understanding, paragraphs 4-6. Pgrhdrarovides that New Zealand Post will not make
more than 1.5 percent of deliveries to countersammunity mail boxes. In 2007, about 0.7 percent of
deliveries were made to counters or community fmedes.SeeNew Zealand PosGroup Annual Report
2007at 79.

% ostal Services (Information Disclosure) Regulatia@98, Art. 3.

"ppstal Services (Information Disclosure) Regulatioh998, Art. 3(d). For 2007, the respective
percentages were 95.5 percent, 99.7 percent, &hgedcent. New Zealand Po&roup Annual Report
2007at 80.

"postal Services Act 1998, Art. 39.

"8postal Services Act 1998, Art. 15 (notice must leéayed where a postal operator believes that the
giving notice may interfere with law enforcementéstigations).
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articles detained or opened and give the Ministry of Economic Bewvent access to its
records® The Postal Services Act further requires that each poptaiator keep safe
valuable articles? If a postal operator goes out of business, it must notify thesivyni
for Economic Development, deliver all postal articles in his possgsand remove or

disable all public letter boxes.

Neither the Postal Services Act nor the Deed of Understandisgseandards for the
handling of user complaints. However, the Information Disclosure Begulrequires
New Zealand Post (but not other postal operators) to report to thstiMiand to publish
on its internet site on a quarterly basis the terms and conddfdts standard services.
Section 4(2) of the Information Disclosure Regulation requires: ‘Thgporation must
disclose each set of standard terms and conditions, together heitprice usually
charged for the carriage of letters on that set of termscanditions.” Pursuant to this
requirement, New Zealand Post quarterly reports the terms andicosddf its two

standard services: postal service for the public and postal service for basines

9.3 Monopoly policies

The postal monopoly was repealed by the Postal Services Act 1993 psl 1, 1998.
There are no plans under consideration to change the existing postal policy.

9.4 Effectiveness of eliminating the legal monopoly

In New Zealand, universal service was most affected by mefoeasures preceding
repeal of the postal monopoly rather than by the repeal of the myritgedf. After the
government’s decision to corporatize the Post Office and termihat@ublic service
subsidy, New Zealand Post concluded that its only option was towipsefitable post
offices and postal agencies. In February 1988, New Zealand Post 4BBef its 1,200

1P ostal Services Act 1998, Art. 12.
120pgstal Services Act 1998, Art. 11.

Zpostal Services Act 1998, Arts. 46, 47. Article dfithe Postal Services Act 1998 also requires each
postal operator must contact the appropriate Geawvemt authority where it is discovered that a postal
article or letter has been posted in contraventbmany law, such as laws related to misuse of drugs
endangered species, biosecurity, and customs ariseex he obligations appear to be more a matter of
public interest than universal service.
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post offices and postal agencies. A tremendous public outcry ensued, riamé&ya
decided to wait six months before beginning its investigation. In thed ¢he
Parliamentary committee concluded that New Zealand Post had adgoed job of
arranging for the provision of postal services by agencies sushokshops and dairies.
It also appeared that the major problems in rural areascaesed not by the loss of post
offices per se but by the rural banking services of Postbankpasiase company with

whom New Zealand Post shared facilities.

In November 1988, a committee of senior government officials recohederepeal
of the postal monopoly despite strong opposition from New Zealand Posttdhed
1989, the Government sought to ensure continuation of public services bg wfea
contractual agreement with New Zealand Post called a "Déddnderstanding.” A
change in the party in power postponed repeal of the postal monopoladinste
amendment 1990 further reduced the price limit on the postal morropolg required
New Zealand Post to provide more public disclosure about the quality cestsl af

services.

After 1990, New Zealand Post adopted new management techniques, thdeti@se
volume, developed new services, and produced operating profits. In 1995, ddéand
Post abolished the rural delivery fee (a longstanding chardeofoe delivery of mail in
rural areas) and lowered its first class stamp price fr@$® W45 to NZ$ 0.40. In 1997, a
well-written history of New Zealand summed up the first decddbe corporatized post
office by citing the following figures: volumes increased 64 paraeal cost decreased
34 percent; personnel cost dropped from 73 to 51 percent of operatisgprosuctivity
increased 121 percent; paid NZ$ 561 million in taxes and dividends; reduces for
major customers in two of the past three years.

2/ivienne Smith, Reining In the Dinosaur: The Story Behind the Resmlale Turnaround of New
Zealand Pos84-97 (Wellington: GP Print, 1997).

123The postal law was amended to lower the weightt Ifoti the postal monopoly from 500g to 200g and
reduce the price limit to NZ$ 1.25. Further redot in the price limit were scheduled: to NZ$ 1i00
December 1990 and NZ$ 0.80 in December 1991, less2 times the stamp price of NZ$ 0.45.

124/ivienne Smith, Reining In the Dinosaur: The Story Behind the Rémiale Turnaround of New
Zealand Posti1 (Wellington: GP Print, 1997).
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In 1998, the Postal Services Act was accompanied by a new Deeulefstanding to
ensure maintenance of universal service. According to the 1998 Deed ddéand Post
was required to maintain at least 1.46 million delivery points; to geodelivery to no
more than 1.5 percent of these delivery points by way of countetscammunity
mailboxes; to maintain six-day delivery to at least 95 perckdelivery points; and to
maintain at least 880 postal outlets of which at least 240 mysbdieoffices owned or
franchised by New Zealand Post. In fiscal 2007, New Zealand Pbeerdd to 26
percent more delivery points than required and operated 12 percenpostaé outlets
than required (35 percent more corporate post offices than regquitaalit 96.6 percent
of delivery points received 6-day service, and 99.8 percent of néisidéelivery points
received 6-day service. An independent auditor for New Zealancestosiated that the
company delivered 95.5 percent of Fast Post and Standard Post pieongy(and
regular speed letter services) within published service s@swdaln 2004, after ten
years, New Zealand Post raised the standard letter pricet®da¢k$ 0.45 . In March
2008, New Zealand Post raised the standard stamp rate to NZ$ 0.50 (&%0t33)
because, it explained, the volume of letters is declining atS3gercent per year due

primarily to electronic diversiose

Since 1998, New Zealand Post has also continued to enjoy commactess. New
Zealand Post has been profitable in each year since 1998. Beit@@@®mand 2007, New
Zealand Post’s operating revenues have grown by 55 percent and elxopedating
expenses by an average of 7.9 pereemMew Zealand Post has expanded into airline

operations, banking, courier services, and postal consulting see¥ices.

12\ ew Zealand Post Annual Report 2007 at 79-80.

2%Chris Daniels, “Fighting to Keep Posties on ThemuRds,” New Zealand HeraldMar. 30, 2008).
http://www.nzherald.co.nz/ (accessed, Oct. 1, 2008)

12New Zealand Post Annual Report 2007 at 40; NewatehPost Annual Report 2002 at 13.

1280r a summary of recent history, see New Zealanst, P@ur Recent History- 1987 to Today” at
http://www.nzpost.co.nz/Cultures/en-NZ/AboutUs/Oigtdry/OurRecentHistory/OurRecentHistory.htm
(accessed Oct. 1, 2008).
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10 Canada

10.1ntroduction to postal policy in Canada

The postal law in Canada is the Canada Post Corporation Act of CF8IA). The
CPCA established Canada Post Corporation (Canada®a@sthough denominated a
“corporation” in the law, in practice Canada Post appears to be ofi@ department or
office within the government of CanadaEight of the nine members of Canada Post’s
board of directors are appointed by the Minister responsible foad2aPost and serve

at his pleasure. The ninth, the chairman of the board, is appointét liyovernor in
Council and serves as his (or her) pleasure, as does the presideahaufa Post?
Canada Post’s regulations for managing the business (roughly legtiiteathe Domestic
Mail Manual of the Postal Service) must be approved by the Gové@mnGouncil.
Similarly, Canada Post is required to implement any directsseged by the Ministess
Thus, unlike the U.S. Postal Service, Canada Post is not insulated from direct gmternm
control by either an independent board or an independent regulator. L&gaipda Post

is an agent of “Her Majesty in right of Canada”, i.e., an agent of the goversment.

The lack of institutional separation between the Canadian government and Castada P
calls into question whether directives and policies of governmerntrgaose a universal

service obligation on Canada Post. If the ultimate manager of CaralaisPthe

12%Canada Post Corporation Act, R.S.C, c. C-10 (198B% 1981 act was codified in the 1985 Revised
Statutes. The statute as amended to Sep. 11, 200&y nbe found at
http://laws.justice.gc.ca/en/showtdm/cs/C-10 (ag0®st. 1, 2008) (hereafter “Canada Post Corporation
Act”).

130canada Post Corporation Act § 23.

13'The Minister of Transport, Infrastructure and Commities is currently the minister responsible for
Canada Post. SI/2006-28, Order Designating thedtiniof Transport as Minister for Purposes of tloe A
(Feb. 6, 2006).

132Canada Post Corporation Act §§ 6-8. The “GoverndZouncil” is, in principle, the representativetioé
Queen in Canada. In practice, the Governor in Cibisyxa symbolic role and governmental decisiorns ar
taken by the Prime Minister and the cabinet.

133Canada Post Corporation Act §§ 10, 19(1), 22. Tleistér, in concert with the Minister of Finance,
may loan such money to or subsidize Canada Polse gsr she) deems appropriate. 1d. 88 29-32 (total
loans are limited to CA$ 500 million).

134canada Post Corporation Act § 23.
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government, then directives and policies adopted by government are equigalent
internal management policies adopted by the Postal Service. Taegotc be
characterized as legal obligations imposed on the managers aleCBoat. The only
obligations which bear on government with respect to universal sebyicexternal
authority appear to be the requirements of the CPCA and the 2004 @hiRetal

Convention.

10.2Universal service policies

The CPCA establishes a general obligation to provide universateer The CPCA
does not use the term “universal service” or establish a gpéaifiversal service
obligation.” The CPCA declares that the “objects” of Canada Post are:

(a) to establish and operatgostal service for the collection, transmission and
delivery of messages, information, funds and goods both within Canada and be-
tween Canada and places outside Canada

(b) to manufacture and provide such products and to provide such services as
are, in the opinion of the Corporation, necessary or incidental to th¢ persiae
provided by the Corporation; [and provide other appropriate governmential serv
es]se

With respect to the provision of a universal postal service, €ACdeclares that
Canada Post shall “have regard to” several factors in maimgdibasic customary postal

service™:

(2) While maintaining basic customary postal service, the Corporatioariy-
ing out its objects, shatlave regard to
(a)the desirability of improving and extending its products and seririces
the light of developments in the field of communications;

(b) the need to conduct its operationsaaelf sustaining financial basis

135See generally, General Accounting Office, “PostafdRn in Canada: Canada Post Corporation’s
Universal Service and Ratemaking” (March 1997); @eoRadwanski, The Future of Canada Post
Corporation: Canada Post Manate Review (1996); Rob& Campbell, The Politics of Postal
Transformation: Modernizing Postal Systems in tHectonic an Global World271-329 (Montreal:
McGill-Queen’s University Press, 2002).

13%Canada Post Corporation Act § 5(1) (emphasis added)
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while providinga standard of service that will meet the needs of the pebple
Canada and that is similar with respect to communities of the sagne s
(c) the need to conduct its operations in such manner as will best pi@vide

thesecurity of mail . . 37
The obligation of Canada Post with regard to postage ratbg IGRCA is expressed
as follows: “The rates of postage . . . shalfdieand reasonable and consistent so far as
possible with providing a revenue, together with any revenue from otheces,
sufficient to defray the cosiscurred by the Corporation in the conduct of its operations

under this Act.s8

In December 1998, the government approved a “policy framework” whichlisbd
ongoing financial, service, and pricing objectives for Canada Postirdinework was
prepared by Canada Post in collaboration with officials from aéwgovernment
ministries®* The legal status of the policy framework is unclear. The pofemnéwork
defines “delivery standards” of 2, 3, and 4 business days for delenail within the
same center, between two centers in the same province, ancb&®vders in different
provinces, respectively. The term “center” is undefined. With wspee rural retail
services, the policy framework defines “rural retail sengtandards” which state that
Canada Post is “to negotiate with the local community to be#bect community
requirements” and “rural moratorium continues in place, although amatgms are
allowed.” The policy framework further defines a price cap fdemunder which
increases in “the basic postal rate” are to be held bel@athirds of the increase in the
Consumer Price Index and states that this requirement should betadded etter Mail
Regulations, i.e., incorporated in a regulation issued by Canadaifo#ite approval of

the Governor in Councit®

137Canada Post Corporation Act § 5(2) (emphasis added)
1%8Canada Post Corporation Act § 19(2) (emphasis gdded

139See C. Gaz. Part |, Vol. 134, No. 5, 311 (Jan2290) (proposed Regulations Amending the Letter Mai
Regulations).

1405ee Advisory Panel, “Consultation Guidance DocuihéMiay 2008) at Appendix B, Annex A. As

explained below, the Advisory Panel was establidhyedhe Minister in 2008. The annex cited is a one-
page document entitled “Multi-Year Policy and Fio@h Framework (est. 1998).” The annex does not
indicate whether this is a complete statement ef 1898 policy framework. The legal status of the
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All together Canada Post has, with the approval of the Governor in Goachapted
sixteen “regulations” relating the national postal servicke. general, the regulations are
directions addressed to mailers similar to the Domestic Maitual and International
Mail Manual of the Postal Service. None of the regulations tisederm “universal

service.”

Canada is a member of the Universal Postal Union. Under the rsalivBostal
Convention Canada is obliged to provide universal postal service withird&€amna to
deliver inbound international mail. The 2004 Universal Postal Convention redlire
UPU member countries to “ensure that all users/customers #gayght to a universal
postal service involving the permanent provision of quality basic psetaices at all
points in their territory, at affordable prices” and to “ensurat the offers of postal
services and quality standards will be achieved by the mwpene@sponsible for providing

the universal postal service?’

10.3Monopoly policies

The postal monopoly in Canada is established by sections 14 and 15 GP@x%.

Section 14 establishes the basic monopoly as follows:

14. (1) Subject to section 15, the Corporation hasaleand exclusive privilege

of collecting, transmitting and delivering letters to the addresseedhesiehin

document does not appear from the document it3élé Letter Mail Regulations were amended as
indicated in the policy framework. See C. Gaz. Raiol. 134, No. 5, 311 (Jan. 29, 2000) (proposed
Regulations Amending the Letter Mail Regulatiors)Gaz. Part Il, Vol. 134, No. 13, SOR 2000-22In(Ju
21, 2000) (final regulation).

4Eor a complete set of postal regulations, | havéedeupon the government's internet site at
http://laws.justice.gc.ca/en/C-10. Some of thegellagions are cited in Counter-Memorial para. 85.

142Universal Postal Convention 2004, art. 3. The 2064vention will be replaced by the 2008 Convention
on January 1, 2010. Article 3 is unchanged in tB@82Convention. In an arbitration proceedings andtdl

by United Parcel Service under the North AmericeeeFTrade Agreement, Canada argued, inter alit, tha
its actions were justified by the universal serviddigation imposed on Canada by the Universal &ost
Convention. This argument may have carried somghteatiith the majority of the arbitration panel, whi
sided with Canada. The arbitration certificate obsé, “Canada is not the only state to recognige th
importance of universal and accessible postal senit was the recognition by governments arourd th
world of the primary importance of universal postatvice that led to the creation in 1874 of thaJUBy
coordinating the application of the concept of @nsal postal service internationally, dngdenshrining the
universal service obligation as a treaty obligatiache member nations of the UPU created and have
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Canada
(2) Nothing in this Act shall be construed as requiring any person to tkamsmi
post any newspaper, magazine, book, catalogue or goods.

The term “letters” is undefined in the act.

Section 15 provides several exceptions to the postal monopoly. It in¢ctadésnal
exceptions for legal documents, cargo letters, letters ofatreec The most important
exception is for urgent letters, defined as letters tratestnior a fee “at least equal to an
amount that is three times the regular rate of postage paf@btielivery in Canada of
similarly addressed letters weighing fifty grams.” Currpostage for a 50 g letter in
Canada is CA$ 0.96 (US$ 0.94), so a letter is deemed outside thenpostgdoly if the
private operator charges at least CA$ 2.88 (US$ 2.82) peridesection 15 provides in
full

15. (1) The exclusive privilege referred to in subsection 14(1) does not apply t

(a) letters carried incidentally and delivered to the addzdbseeof by a
friend of the sender or addressee;

(b) commissions, affidavits, writs, processes or proceedings issuezbhyt a
of justice;

(c) letters lawfully brought into Canada and forthwith posted thereaf

(d) letters concerning goods for delivery therewith, carried by anconcar-
rier without pay, reward, advantage or profit for so doing;

(e) letters of an urgent nature that are transmitted by a mes$emngdee at
least equal to an amount that is three times the regular rate of poayadpe for
delivery in Canada of similarly addressed letters weighing fitiyng;

(f) letters of any merchant or owner of a cargo vessel or the danggirt that
are carried by such vessel or by any employee of such merchant or owner and de-
livered to the addressee thereof without pay, reward, advantage ofgreft
doing;

(9) letters concerning the affairs of an organization thatansritted be-

tween offices of that organization by an employee thereof;

maintained a seamless international postal regitdaited Parcel Service of America v. Government of
Canada, par. 141 (ICSID, Jun. 11, 2007) (emphalsisd).

143Exchange rate as of July 1, 2008 (Federal Reseamé Bf New York).
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(h) letters in the course of transmission by any electronic or bpté&ans;
and
(i) letters transmitted by any naval, army or air forces of anygioi@untry
that are in Canada with the consent of the Government of Canada.
(2) Nothing in subsection (1) shall be construed as authorizing any per-
son to collect or receive any letters for the purpose of transmiattidgliver-
ing them as described in that subsection.

For purposes of further specifying the scope of the postal monopoly, CRasiavith
the approval of the Governor in Council, adopted the “Letter Definitioruldegn” in
1983. This regulation defines the term “letter” to mean “one or muoessages or
information in any form, the total mass of which, if any, doesemoeed 500 g, whether
or not enclosed in an envelope, that is intended for collection ordonsnission or
delivery to any addressee as one itermrhe regulation declares that this definition does
not include several types of items or the carriage of a “letiedler certain conditions.
Exceptions include messages addressed to “occupant” (or thedilexks and money
orders; message recorded by electronic or optical means; meExspanagazines, books,
and catalogs; bills of exchange, etc. when sent between finansidutions; and

securities when sent between securities firms and clearing houses.

10.4Prospective policies under consideration

On April 21, 2008, the Minister of Transport, Infrastructure and Comnesnitiawrence
Cannon, established an external, independent Advisory Panel to conduetegicstr
review of Canada Post.The purpose of the review is “to examine Canada Post’s public
policy objectives, its ability to remain financially self-aaistng, and the continued
relevancy of the Corporation’s Multi-Year Policy and Financianfkework, established

by the government in 1998% The terms of reference establish four principles to guide

and limit the scope of the review:

144 etter Definition Regulations, SOR 83-481, at § 2.

“The Advisory Panel has established an internet site http://www.cpcstrategicreview-
examenstrategiquescp.gc.cal/index-eng.html (acce@stdl, 2008).

14%Advisory Panel, “Consultation Guidance Document’agV2008) at 4.
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Canada Post will not be privatized and will remain a Crown corporation;

Canada Post must maintain a universal, effective and economicabye vi

postal service;

Canada Post is to continue to act as an instrument of public polaygh the

provision of postal services to Canadians; and

Canada Post is to continue to operate in a commercial environmens and

expected to attain a reasonable rate of return on equity.

With respect to universal services, the Minister's terms edérence particularly

requested advice on the following issues:

What are the costs of the universal service obligation and to wheatt edo
revenues generated by Canada Post’'s exclusive mail collection bwelyde
privilege offset these costs? How are those costs and revempested to

evolve in the future?

What have been the financial impacts of public policy obligationseglan

Canada Post? How are the costs of public policy obligations funded?
What are the social impacts of the universal service obligation?

To what extent do all of the public policy obligations imposed on Canasla P

meet the needs of Canadians?

In May 2008, the Advisory Panel requested public comment on issised tay the
terms of reference. Comments were due September 2, 2008. The rejhertAalvisory
Panel is to be submitted to the Minister in December 2008.
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