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OVERVIEW OF FIVE FOREIGN COUNTRIES’ SYSTEMS FOR REGULATING 

UNIVERSAL POSTAL SERVICE PRICES 
 
 
I. UNITED KINGDOM 
 

The United Kingdom (U.K.) offers a clear model of how even well-intentioned 

efforts to tailor a price cap to a postal operator’s business environment can ultimately be 

more trouble than they are worth.  Regulation of universal service prices in the U.K. 

transitioned from an increasingly Byzantine ex ante price cap to an ex post, monitoring-

oriented regulatory model that gave the postal operator Royal Mail broad flexibility to set 

all prices according to its own assessment of market conditions.  By all indications, 

including the Office of Communications’ (Ofcom’s) recent decision to extend the current 

regulatory system, the change has succeeded at sustaining the financial viability of 

universal postal service, without visiting ratepayers with excessive prices or inefficient 

costs. 

From the late twentieth century until 2013, Royal Mail was a governmental 

corporation; today, it is a publicly-traded company with no government ownership.  As in 

all other European Union member states, Royal Mail does not have a statutory postal 

monopoly, but it is the dominant licensee providing letter delivery in the country.  As 

such, Royal Mail is subject to various universal service conditions, including regulation 

of its prices for universal service products. 

A. Postcomm 

From 2003 to 2012, the Postal Services Commission (Postcomm) established a 

revenue cap system to regulate prices for essentially all of Royal Mail’s products: letters 
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and parcels, single-piece and bulk, presorted and workshared.  These products were 

grouped into monopoly and non-monopoly baskets, each of which was subject to its 

own cap.  Only toward the end of Postcomm’s tenure, as a transition measure to a new 

regulatory system, did Postcomm lift price controls on presorted bulk mail and 

commercial parcels over 1 kilogram (2.2 pounds).1 

Postcomm’s approach involved multiple steps.  First, Postcomm would establish 

a “revenue allowance” for the impending price control period, with an eye toward 

allowing Royal Mail to cover efficiently incurred costs, fund its pension liability, and 

invest in infrastructure improvements.2  Prices might receive a significant true-up at the 

start of each price control period in order to meet the revenue allowance.  For example, 

at the start of the first price control period, Postcomm allowed a one-time 3-percent 

increase in revenues (amounting to a £0.01 increase in the basic rate), based on 

Postcomm’s assessment of an efficient level of capital for Royal Mail (including to meet 

its pension obligations).3  Postcomm allowed a 4-percent revenue increase at the start 

of the second price control period.4 

                                            
1 See generally Postal Serv. Comm’n [Postcomm], Laying the Foundations for a Sustainable Postal 
Service: Postcomm’s Final Decision, 2011-12 Regulatory Framework (Feb. 2011) [hereinafter “Laying the 
Foundations 2011 Decision”], archived at http://tiny.cc/Postcomm-02-11-dec. 
2 Postcomm, 2006 Royal Mail Price and Service Quality Review: Initial Proposals (June 2005), at 113-14; 
Postcomm, Review of Royal Mail Group plc’s Price and Service Quality Regulation: Second Price Control, 
Quality Service Targets and Compensation – License Modification and Decision (Mar. 2003) [hereinafter 
“2003-2006 Price Control Decision”], at 50. 
3 Postcomm, 2003-2006 Price Control Decision at 8, 54.  For an overview of the first price control and the 
results for Royal Mail’s financial and service performance, see Postcomm, 2006 Royal Mail Price and 
Service Quality Review: Initial Proposals at appx. 1-2. 
4 Postcomm, Royal Mail’s Price and Service Quality Review 2006-2010: License Modification Proposals 
(Mar. 2006) [hereinafter “2006-2010 Price Control Decision”], at 6, 23. 

http://tiny.cc/Postcomm-02-11-dec
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Second, Postcomm would set the formula for adjustments to each basket’s 

revenue during the rest of the price cap period, after the initial true-up.  This formula 

was originally based on an RPI5–X formula, to which additional adjustment factors were 

added over time.  Postcomm would select an X-factor based on its projection of what 

Royal Mail would need to cover each basket’s efficiently-incurred costs.6  It appears that 

Postcomm’s selection of an X-factor was judgmental rather than based on a transparent 

formula, although it was informed by Royal Mail’s financial data.7  In its first price control 

decision, for instance, Postcomm decided to set the X-factor at 1 (that is, revenue could 

only increase at RPI–1% each year), instead of its original proposal of 2.5, in 

recognition of the risk that volumes could decline faster than expected.8  In the second 

price control decision, Postcomm adopted X-factors of 0.14 percent for monopoly 

products and 1.96 percent for non-monopoly products: much lower than originally 

proposed, in the interest of spreading necessary revenue increases over the price 

control period and avoiding rate shock.9 

                                            
5 RPI stands for Retail Price Index, an alternative measure of consumer inflation in the U.K.  RPI differs 
somewhat from the U.K.’s Consumer Price Index, which excludes housing costs and includes substitution 
effects.  The divergence between the two indices can sometimes have significant effects: during the 
Great Recession, RPI turned negative while CPI remained positive.  See Office for Nat’l Statistics, 
Statistical Bulletin, UK Consumer Price Inflation: Jan 2017 (Feb. 14, 2017), at 5, 12, 
https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/jan2017/pdf. 
6 See Postcomm, 2003-2006 Price Control Decision at 50. 
7 See, e.g., id.; see also Gregory P. Swinand & Conor O’Toole, The Theory and Practice of Setting the X-
Factor in Postal Pricing 4-8, 22 (2009) (unpublished paper presented at the 17th Conference on Postal 
and Delivery Economics, Potsdam, Bordeaux, France) (criticizing Postcomm’s “judgmental” X-factor for 
its “lack of transparency”), http://tiny.cc/Swinand-OToole.  
8 Postcomm, 2003-2006 Price Control Decision at 52. 
9 Postcomm, 2006-2010 Price Control Decision at 5-6, 23-24. 

https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/jan2017/pdf
http://tiny.cc/Swinand-OToole
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Third, Postcomm added other adjustment factors.  In the first price control, 

Postcomm introduced a K-factor and a C-factor.  The K-factor would adjust the next 

price control for under- or over-recovery of revenue during the first price control, while 

the C-factor created a financial incentive to achieve service performance targets for 

retail services.10  In the second price control, Postcomm added a PP-factor and a G-

factor, to share the risk between Royal Mail and ratepayers of deviations from 

forecasted pension costs and volumes, respectively.11 In highly simplified form, the 

formula for each basket resembled the following (not counting sub-formulas for each 

factor, subcaps, and other qualifiers):12 

∆𝑅𝑅𝑅𝑅𝑅𝑅𝑏𝑏 ≤ 𝑅𝑅𝑅𝑅𝑅𝑅 − 𝑋𝑋𝑏𝑏 − 𝐾𝐾𝑏𝑏 + 𝐶𝐶𝑏𝑏 + 𝑅𝑅𝑅𝑅𝑏𝑏 + 𝐺𝐺𝑏𝑏 

 Fourth, Postcomm established “subcaps” or “rebalancing thresholds” within each 

basket: that is, secondary limits on how much individual prices could vary from the 

average.  In the first price control, Postcomm set a subcap of 2.5 percent:13 thus, in the 

first year, if the 3-percent revenue allowance translated into a 3-percent average price 

increase, then individual prices could increase by no less than 0.5 percent and no more 

than 5.5 percent. 

Finally, Postcomm allowed the price control to be reopened in the event of (1) a 

fundamental change in circumstances that is beyond Royal Mail’s control and that has a 

                                            
10 Postcomm, 2003-2006 Price Control Decision at 41-42. 
11 Postcomm, 2006-2010 Price Control Decision at 7-10, 23-24, 32-35, 88-89.  To share the risk, each of 
these factors had a de minimis threshold, and each allowed adjustments for only a portion of the 
deviation. 
12 As noted below, the complete final iteration of the price cap formulas ran to 50 pages. 
13 Postcomm, 2003-2006 Price Control Decision at 39. 
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significant impact on its economic performance, or (2) any other significant risk to Royal 

Mail’s ability to meet its universal service obligations or fund its business.14  In 2008, 

midway through the second price control period, Royal Mail asked Postcomm to modify 

the cap due to the disastrous effects of volume declines on Royal Mail’s finances.  As a 

result, for the final year of the price control period, Postcomm expanded the zone of 

allowed variation around the average price increase (that is, the subcap) from 3 percent 

to 8.5 percent for “captive” products and for “non-captive” products that were covering 

significantly less than their full-allocated costs.15  This allowed Royal Mail to raise the 

basic letter rate significantly, and Royal Mail’s earnings before interest and tax (EBIT) 

margin for mail services tripled despite ongoing volume declines.16 

In sum, the Postcomm regulatory model was incredibly complex: in their final 

iteration, the price cap formulas, sub-formulas, parameters, and definitions consumed 

50 pages.17  It became clear that this ornate contraption could not keep pace with the 

dynamics of the recession-era postal market.  The optimistic volume forecasts of 2006 

gave way to 9-percent annual declines during the actual price control period; coupled 

                                            
14 Id. at 45.  Postcomm cited this prospect as a reason not to include pension or volume adjustment 
factors in its first price control decision, although it decided to do so in its second price control decision. 
15 See Postcomm, Royal Mail’s Price Control from April 2010 (Tariff 2010) – Decision and Notice of 
Proposed License Modifications (Nov. 23, 2009) [hereinafter “2010-2011 Price Control Decision”], at 25, 
29.  Postcomm returned the subcap to 3 percent the next fiscal year, although it modified it to account for 
under-recovery due to volume declines.  Id. 
16 United States Postal Serv. Office of the Inspector Gen., RARC-WP-17-003, Lessons in Price 
Regulation from International Posts 57-58 (Feb. 8, 2017) [hereinafter “OIG Foreign Price Regulation 
Report”]; see also Postcomm, Review of Royal Mail’s Pricing Flexibility and the Level of Access 
Headroom (the “Interim Review” of the Price Control) – Postcomm’s Proposals (Aug. 2007), at 14. 
17 Postcomm, Licence Granted to Royal Mail Group Limited (as amended Aug. 4, 2011), at 83-132, 
archived at http://tiny.cc/RM-2011-License. 

http://tiny.cc/RM-2011-License


Appendix F 
Postal Service March 20 Comments 

PRC Docket No. RM2017-3 
Page 6 of 37 

 
with shifts in the mail mix toward cheaper products, this shifting foundation visited dire 

effects on Royal Mail’s finances and the sustainability of universal service.18  Parliament 

began working on a comprehensive postal reform bill.  In light of these developments, 

Postcomm essentially gave up on trying to craft a new price control, opting instead to 

extend the status quo with some modifications.  For example, in addition to removing 

bulk services and commercial parcels from the scope of the price control as noted 

above, Postcomm allowed 12-to-15-percent price increases for certain commercial mail 

by adjusting X-factors and compensating Royal Mail for prior years’ under-recovery.19 

In addition to failing to keep up with business challenges, the regulatory model’s 

complexity also diluted its intended incentive effects.  For example, the cap system was 

supposed to give Royal Mail financial incentives to meet service performance targets.20  

However, these incentives had little real effect on the pricing authority, given the 

interplay between the various other factors.21  Indeed, in the 2003-2004 fiscal year, the 

C-factor accounted for less than one-quarter of 1 percent of the total revenue 

                                            
18 See Postcomm, 2010-2011 Price Control Decision at 8; Postcomm, Royal Mail’s Price Control from 
April 2010 (Tariff 2010): Proposals by the Postal Services Commission (Sept. 28, 2009), at 1-2, 12-14. 
19 See generally Postcomm, Laying the Foundations 2011 Decision. 
20 The C-factor provided bonus authority with respect to retail services, and Royal Mail was separately 
required to give partial refunds to bulk mail customers for whom it failed to achieve service performance 
targets.  See Postcomm, 2006-2010 Price Control Decision at 193. 
21 Alex K. Dieke et al., Quality Factors in Postal Price Regulation 11 (WIK 2012) (unpublished 
presentation at the Center for Research in Regulated Industries’ 20th Conference on Postal and Delivery 
Economics, June 1, 2012, Brighton, England), http://tiny.cc/WIK-service-factors.  WIK also noted that 
service quality improved more in countries without a quality factor than in those with one, suggesting that 
the benefit of such a factor did not justify the burden of administering it.  Id. at 14. 

http://tiny.cc/WIK-service-factors
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allowance; if Royal Mail had met all of its service performance targets for retail and bulk 

mail, it would have gained only an additional 1 percent in allowed revenue.22 

Meanwhile, Postcomm’s regulatory model began to garner criticism.  The blue-

ribbon Hooper Commission reported in 2008 that “radical reform” was “inevitable” and 

would have to accelerate to avoid a more destructive forced restructuring of the 

universal service provider.23  Such reforms necessarily included the regulatory model.  

The Hooper Commission acknowledged that Postcomm’s formula had succeeded in 

constraining prices, but it found it ill-suited to incentivizing efficiency for a postal 

operator with conflicting public-policy objectives, as opposed to a private corporation 

with a strict profit motive.24  In a second report two years later, the Hooper Commission 

argued that the regulator’s primary duty must be “to secure the efficient provision of the 

universal postal service [with] regard to the financial sustainability of the universal 

service.”25  Parliament adopted the Hooper Commission’s recommendations by 

transferring regulatory authority to the communications regulator Ofcom and charging it 

                                            
22 Realized C-factor revenue was £13 million, and the total revenue allowance (including the C-factor 
revenue) was £5,761 million.  Full achievement of service performance targets would have yielded an 
additional £17 million in C-factor revenue, and Royal Mail could have retained £42 million that it had to 
refund to business mailers on account of service performance shortfalls.  See Postcomm, 2006 Royal 
Mail Price and Service Quality Review: Initial Proposals (June 2005), at 187, 193. 
23 Richard Hooper et al., Modernise or Decline: Policies to Maintain the Universal Postal Service in the 
United Kingdom (Dec. 16, 2008), at 11-12, http://tiny.cc/Hooper-2008. 
24 Id. at 94. 
25 Richard Hooper et al., Saving the Royal Mail’s Universal Postal Service in the Digital Age: An Update of 
the 2008 Independent Review of the Postal Services Sector (Sept. 10, 2010), at 38, http://tiny.cc/Hooper-
2010. 

http://tiny.cc/Hooper-2008
http://tiny.cc/Hooper-2010
http://tiny.cc/Hooper-2010
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with ensuring both the efficiency and the financial sustainability (including a reasonable 

rate of return) of universal service.26 

B. Ofcom 

Ofcom was not as diplomatic as the Hooper Commission.  In Ofcom’s view, 

Postcomm’s price control system was an abject failure. 

The mechanism for instilling efficiency incentives under an RPI–X formula 
does not work effectively in circumstances where Royal Mail is struggling 
financially and Ofcom has a primary duty in relation to the continued 
provision of the universal service. . . . The lesson from recent experience 
is that a price control-based approach has demonstrably failed to deliver 
on the required regulatory objectives specified at the time.  In particular, 
the experience since 2006 is that price controls have: 

• not been effective in ensuring that Royal Mail improved efficiency – 
Royal Mail missed its own targets for efficiency improvements, as well 
as those assumed by Postcomm in setting the control; 
 

• not protected consumers against price rises – as over the period Royal 
Mail applied for further price increases due to its financial position; and 

 
• resulted in a position where the universal service was approaching a 

point where it was no longer financially sustainable.27 

Ofcom did not expect any of the market uncertainty that had doomed Postcomm’s 

approach to abate in the foreseeable future, such that something akin to Postcomm’s 

approach might be viable.28 

Ofcom’s 2012 decision establishing the new regulatory framework marked a 

fundamental break from the towering complexity of Postcomm’s ex ante approach.  

                                            
26 Postal Services Act 2011, c. 5, § 29(3)-(4). 
27 Ofcom, Securing the Universal Postal Service: Decision on the New Regulatory Framework (Mar. 27, 
2012) [hereinafter “Ofcom March 2012 Decision”], at 4, http://tiny.cc/Ofcom-2012-dec. 
28 Id. at 11-12. 

http://tiny.cc/Ofcom-2012-dec
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First, Ofcom changed the parameters of universal service from specific products (e.g., 

First-Class letters) to features (e.g., next-day delivery).29  Second, Ofcom adopted an 

overall focus on allowing Royal Mail the flexibility to meet its own business challenges, 

while monitoring Royal Mail’s behavior to determine if regulatory intervention might be 

needed to spur efficiency, protect consumers, or support the financing of universal 

service.30  Third, consistent with that approach, Ofcom set an “indicative” target range 

for profitability of 5-10 percent EBIT: sustained EBIT margins below 5 percent might 

warrant intervention to ensure financial stability, while sustained EBIT margins above 10 

percent might warrant intervention to correct excessive profits.31  Fourth, and perhaps 

most significantly, Ofcom replaced the previous price control system with an approach 

that gives Royal Mail substantial pricing flexibility, subject only to some specific 

safeguards and a 30-day notice requirement. 

Ofcom cited numerous reasons in favor of letting Royal Mail set its own prices.  

For instance, Royal Mail can adapt more readily to changing market conditions, and it is 

better positioned than Ofcom to make decisions in Royal Mail’s best commercial 

interests and to understand the needs of Royal Mail customers.32  Continuation of an 

RPI–X price control would bring great risks under current market conditions and is 

                                            
29 Id. at 26-35. 
30 Id. at 91-101.  For example, Ofcom noted that quality of service will no longer play a role in pricing, due 
to the abolition of the price control system and its C-factor.  Rather, Ofcom entrusted the threat of 
enforcement action with ensuring high quality of service.  Id. at 93, 204-207.  In fact, Royal Mail’s service 
performance has generally risen since the abolition of the Postcomm regulatory model.  OIG Foreign 
Price Regulation Report at 57-58. 
31 Ofcom March 2012 Decision at 48-51.  However, Ofcom indicated that it might allow above-10-percent 
profits if they resulted from efficiency gains, lest Royal Mail’s efficiency incentives be blunted.  Id. at 90. 
32 Id. at 61-64. 
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unlikely to provide strong efficiency incentives for Royal Mail, as the value of efficiency 

gains would be passed on to customers through lower prices.33  To the extent that 

incentivizing efficiency is a key regulatory aim, then regulation of underlying operational 

performance is more likely to be effective than regulating prices.  After all, Ofcom 

regarded Royal Mail’s financial position and declining volumes to supply sufficient and 

inherent efficiency incentives.34  Moreover, Royal Mail’s pricing flexibility includes the 

ability to address different mail users’ elasticities through price discounts.35  Ofcom 

advised that it would continue to monitor to avoid the risk that Royal Mail might forgo 

efficiency improvements in favor of price increases notwithstanding the effect on 

volumes.36 

Ofcom did impose a safeguard cap to ensure affordability for individual 

consumers.  This cap would only cover a single product: Second Class Letters, Large 

Letters, and Packets.37  In contrast to the breadth of the current U.S. price cap, 

however, Ofcom considered this to be a reasonable scope for the safeguard cap 

precisely because it would affect only a minor portion (approximately 10 percent) of 

Royal Mail’s revenues, leaving Royal Mail free to set prices affecting the remaining 90 

                                            
33 Id. at 57-60. 
34 Id. at 53, 60, 93. 
35 Id. at 62-63. 
36 Id. at 4, 6, 91, 100 fn.104. 
37 Ofcom, Securing the Universal Postal Service: Safeguard Cap for Large Letters and Packets (July 20, 
2012), https://www.ofcom.org.uk/__data/assets/pdf_file/0015/72042/statement.pdf; Ofcom March 2012 
Decision at 13, 118-31.  Royal Mail’s First Class and Second Class service can be used to send the same 
items.  The two Royal Mail services differ in that First Class has an overnight service standard, whereas 
Second Class has a two-to-three-day service standard. 

https://www.ofcom.org.uk/__data/assets/pdf_file/0015/72042/statement.pdfR
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percent of its revenue.  Indeed, Ofcom expressly rejected calls to include Royal Mail’s 

more expedited First Class letter service, as this would constrain a whole 20 percent of 

Royal Mail’s revenue.38 

The safeguard cap is not a constraint on prices aimed at incentivizing efficiency; 

rather, it only serves as a backstop to ensure affordability.  Ofcom set the cap 53 

percent above the then-current rate levels for Second Class items: for example, Royal 

Mail could raise the basic letter rate from 36p to as high as 55p.39  Ofcom found that, 

even if Second Class letter prices were raised up to the ceiling, this would only cost the 

average household less than an additional £2 per year (about $3.24 in 2012 dollars) 

and most businesses about an additional £153 per month (about $248) for most 

businesses.40  Ofcom then allowed the ceiling to be adjusted thereafter on the basis of 

CPI.41 

After Ofcom’s decision, Royal Mail availed itself of the opportunity to true-up 

Second Class Letter prices.42  Notably, however, Royal Mail did not price up to the 

safeguard-cap ceiling.  The basic rate rose only 38.9 percent, from 36p to 50p ($0.58 to 

$0.81, in 2012 dollars), in contrast to the 55p ceiling.  Royal Mail also raised the base 

rate for an (uncapped) First Class Letter by 30.4 percent, from 46p to 60p ($0.74 to 

                                            
38 Id. at 129. 
39 Id. at 7, 131. 
40 Id. at 112-18.  All currency conversions in this section are based on mid-market rates from the website 
www.xe.com as of May 2, 2012. 
41 Id. at 122-23. 
42 Royal Mail Group, Press Release, Royal Mail Announces Annual Stamp Price Rises for April 2012, 
Mar. 27, 2012, http://www.royalmailgroup.com/royal-mail-announces-annual-stamp-price-rises-april-2012.  

http://www.xe.com/
http://www.royalmailgroup.com/royal-mail-announces-annual-stamp-price-rises-april-2012
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$0.97).  Royal Mail still has not consumed the entire safeguard cap space for Second 

Class items.43  In fact, Royal Mail’s average prices have increased only at the rate of 

inflation after the 2011-2012 true-up, with many prices declining in real terms, because 

of constraints imposed by volume declines and customers’ price-sensitivity in light of 

digital and competitive alternatives.44  At the same time, Royal Mail’s pricing freedom 

has not led it to focus on pricing at the expense of efficiency: rather, market pressures 

have led Royal Mail to increase efficiency faster than the overall economy and to set 

aggressive targets, despite the unique challenges posed by the fixed cost base for 

universal service.45 

Ofcom initially put this system in place for a seven-year period, with the 

possibility of reassessment sooner if warranted by Royal Mail’s performance or changes 

in market conditions.46  While this is longer than the typical duration of Postcomm’s 

earlier price control periods, those in the other countries described below, and even 

Ofcom’s price controls for other regulated industries, Ofcom wanted to give 

stakeholders regulatory certainty and to give Royal Mail adequate time to realize 

efficiency gains.47  Three years later, however, Ofcom began an early reassessment, in 

                                            
43 Ofcom, Annual Monitoring Update on the Postal Market, Financial Year 2015-2016 (Nov. 30, 2016), at 
8 (“For Second Class standard letters, the cap in 2016-17 was 58p. . . . From 29 March 2016, Second 
Class letter stamps cost 55p.”), https://www.ofcom.org.uk/__data/assets/pdf_file/0029/94961/2015-16-
Annual-Report.pdf. 
44 Royal Mail, Response to Ofcom’s July 2015 Discussion Paper: Review of the Regulation of Royal Mail 
(Sept. 18, 2015), at 4, 11-12, 20-23, 33-37, http://tiny.cc/RM-2015-comments. 
45 Id. at 14, 41-54. 
46 Ofcom March 2012 Decision at 80-82. 
47 Id. at 80-81. 

https://www.ofcom.org.uk/__data/assets/pdf_file/0029/94961/2015-16-Annual-Report.pdf
https://www.ofcom.org.uk/__data/assets/pdf_file/0029/94961/2015-16-Annual-Report.pdf
http://tiny.cc/RM-2015-comments
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light of the improvement in Royal Mail’s finances, changes in delivery markets, and 

other factors.48  Earlier this month, Ofcom concluded the review with a decision to 

maintain the current system for another five years, until 2022, although it would review 

the level of the safeguard cap in 2019.49  Ofcom held that explicit price controls and/or 

efficiency targets would not be appropriate to serving statutory and regulatory 

objectives, as “[m]arket conditions . . . are more likely to be effective in securing an 

efficient and financially sustainable universal postal service than the imposition of 

additional regulation.”50  Ofcom also noted the role of market conditions in constraining 

Royal Mail’s price increases, as discussed above.51  In such an environment, Ofcom 

disclaimed the “feasib[ility of] predict[ing] accurately whether a given price trajectory 

would be adequate to ensure [that] the provision of the universal service is financially 

sustainable.”52 

Ofcom’s approach has succeeded in its primary aim of providing Royal Mail with 

financial stability to sustain universal service and ensuring its productivity growth over 

the long term.  In the first year of the new system, the profit margin on Royal Mail’s 

regulated business rose from -0.5 percent to 2.6 percent, its highest level in five years.53  

                                            
48 See Ofcom, Review of the Regulation of Royal Mail (Mar. 1, 2017), at 2, http://tiny.cc/Ofcom-03-17-
review. 
49 Id. at 1, 4-5, 48. 
50 Id. at 1, 4, 46-47. 
51 Id. at 3-4. 
52 Id. at 47. 
53 Ofcom, Annual Monitoring Update on the Postal Market, Financial Year 2012-2013 (Nov. 22, 2013), at 
1, 19, https://www.ofcom.org.uk/__data/assets/pdf_file/0032/56984/annual_monitoring_update_2012-
13.pdf.  Ofcom later revised its profitability metric to exclude transition costs and adjust for the cash 
pension rate; using this revised metric, the first-year profit margin rose to 3.3 percent.  Ofcom, Annual 
Monitoring Update on the Postal Market, Financial Year 2013-2014 (Dec. 2, 2014), at 1, 24-25, 27, 

http://tiny.cc/Ofcom-03-17-review
http://tiny.cc/Ofcom-03-17-review
https://www.ofcom.org.uk/__data/assets/pdf_file/0032/56984/annual_monitoring_update_2012-13.pdf
https://www.ofcom.org.uk/__data/assets/pdf_file/0032/56984/annual_monitoring_update_2012-13.pdf
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By the 2014-2015 fiscal year, Royal Mail had crossed into the target range for 

profitability (using a slightly revised metric) at 5.6 percent EBIT, as well as Royal Mail’s 

own self-imposed target range for productivity growth (+2.5 percent, compared with the 

2- to 3-percent target range).54  The positive profit margins are not necessarily the result 

of revenue growth: letter revenue growth was essentially flat from 2011 and 2015,55 

implying that Royal Mail’s letter price increases offset the impact of declining volume 

and allowed efficiency and parcel-revenue gains to translate into returns. 

The durability of Ofcom’s system amid a changing and challenging postal market 

speaks for itself.  In its simplicity, it has succeeded where Postcomm’s agglomeration of 

formulas failed.  Royal Mail has achieved reasonable benchmarks of financial stability, 

without either its prices or its profits being excessive.  Royal Mail is not abusing its 

discretion to seek financial stability on the back of ratepayers and to ignore efficiency or 

service: to the contrary, market forces have compelled it to moderate its price increases, 

pursue efficiency gains, and maintain high-quality service.  Ofcom has fulfilled its 

responsibility to ensure that that is the case through monitoring and the threat of 

regulatory intervention, and the results speak for themselves. 

                                            
https://www.ofcom.org.uk/__data/assets/pdf_file/0024/71178/annual-monitoring-update-postal-2013-
14.pdf. 
54 Ofcom, Annual Monitoring Update on the Postal Market, Financial Year 2014-2015 (Nov. 27, 2015), at 
3-4, https://www.ofcom.org.uk/__data/assets/pdf_file/0025/56923/annual_monitoring_update_2014-
15.pdf. 
55 OIG Foreign Price Regulation Report at 40-41. 

https://www.ofcom.org.uk/__data/assets/pdf_file/0024/71178/annual-monitoring-update-postal-2013-14.pdf
https://www.ofcom.org.uk/__data/assets/pdf_file/0024/71178/annual-monitoring-update-postal-2013-14.pdf
https://www.ofcom.org.uk/__data/assets/pdf_file/0025/56923/annual_monitoring_update_2014-15.pdf
https://www.ofcom.org.uk/__data/assets/pdf_file/0025/56923/annual_monitoring_update_2014-15.pdf
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II. CANADA 
 

Canada Post is a governmental corporation with a statutory monopoly over 

domestic addressed letters and flats under 500 grams (approximately 17.6 ounces).56  

Canada Post is expected to operate on a self-sustaining basis.57  Canada Post’s rates 

for single-piece, addressed letters and flats within the monopoly are subject to 

regulation; other rates, including for bulk letters and flats, are regarded as a matter for 

Canada Post to arrange through customer-specific agreements.58  In 2015, revenues 

from regulated services accounted for 15 percent of Canada Post’s total letter and 

parcel revenue.59  To change its regulated rates, Canada Post must undergo a notice 

and comment process and then obtain approval from the Governor in Council (i.e., the 

federal cabinet).60 

From 1999 to 2009, increases in Canada Post’s basic letter rate were capped at 

two-thirds of the rate of consumer inflation.61  In 2008, a blue-ribbon advisory panel 

raised concerns that Canada Post was starting to fall behind in key financial stability 

                                            
56 Canada Post Corporation Act, R.S.C., ch. C-10, §§ 14-15 (1985); Letter Definition Regulations, 
SOR/83-481, § 2 (1983). 
57 Canada Post Corporation Act, § 5(2)(b).  Canada Post’s enabling act allows for appropriations to 
compensate for losses due to governmental directives.  Id. § 22(3)-(4).  That much is true of the Postal 
Service as well, however, see 39 U.S.C. § 2401(b)(2), and it is not clear whether Canada Post, like the 
Postal Service, has declined to request such appropriations. 
58 Canada Post Corporation Act §§ 19(1)(d), (2), 21. 
59 OIG Foreign Price Regulation Report at 28 (citing Canada Post’s 2015 annual report).  This is roughly 
comparable to Single-Piece First-Class Mail’s share of total Postal Service revenue in the same year (17 
percent).  FY2015 Financial Analysis Report at 48, 51, 89. 
60 Canada Post Corporation Act, § 20; see also Standing Comm. on Gov’t Operations & Estimates, The 
Way Forward for Canada Post 96 fn.452 (2016) (Can. House of Commons), http://www.apoc-
aopc.com/images/uploads/10972617871482347899.pdf. 
61 OIG Foreign Price Regulation Report at 28. 

http://www.apoc-aopc.com/images/uploads/10972617871482347899.pdf
http://www.apoc-aopc.com/images/uploads/10972617871482347899.pdf
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targets (albeit not as far or as persistently behind as the Postal Service is now) and that 

expected volume declines and cost increases would threaten Canada Post’s ability to 

sustain and modernize universal service while under the price cap.62  Specifically, the 

advisory panel found that: 

- An inflexible cost structure severely limits Canada Post’s ability to drive 
efficiencies; 
 

- The CPI formula does not reflect the significant labour component of CPC’s 
costs nor the fuel and related transportation costs; and 
 

- The current approach does not reflect capital renewal needs or requirements 
of the business.63 

The advisory panel recommended that the two-thirds-inflation formula “be replaced by a 

new formula that better reflects the factors that influence Canada Post’s expenses, such 

as labour and transportation costs,” with “a significant one-time stamp price increase . . . 

to ensure ongoing self-sustainability.”64 

Canada Post and the Governor in Council immediately took the advisory panel’s 

recommendations to heart.  The next month (January 2009), Canada Post was allowed, 

as a transitional measure, to raise the basic letter rate by CAD 0.01 above the cap.65  

                                            
62 See generally Strategic Review of the Canada Post Corporation: Report of the Advisory Panel to the 
Minister, part II(III) (2008) (Can.), archived at http://tiny.cc/CPC-Strategic-Review.  The advisory panel 
framed its immediate concern in terms of Canada Post’s ability to maintain a sufficiently good credit rating 
to raise money from private capital markets at low cost: an issue that does not apply to the Postal 
Service, as it cannot borrow from private lenders.  Nevertheless, the underlying goal – raising capital with 
which to guard against contingencies and modernize the provision of universal service – is the same. 
63 Id. at part II(III)(v). 
64 Id. at part III, ¶ 30; see also id. at part II(III) (specifying two multi-year paths for above-inflation price 
increases to be coupled with cost-control measures). 
65 Regulations Amending the Letter Mail Regulations, SOR/2009-5, 143 C. Gaz. 15 (Jan. 7, 2009), 
http://publications.gc.ca/gazette/archives/p2/2009/2009-01-07/pdf/g2-14301.pdf. 

http://tiny.cc/CPC-Strategic-Review
http://publications.gc.ca/gazette/archives/p2/2009/2009-01-07/pdf/g2-14301.pdf
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Less than a year later (in October 2009), the two-thirds-inflation formula was repealed 

and replaced with a five-year schedule of price increases: CAD 0.03 in 2010 and an 

additional CAD 0.02 each year through 2014.66  In 2014, Canada Post issued a new, 

multi-tier pricing framework with significantly higher prices.67 

As shown in chart 17 of the comments to which this document is appended, 

Canada Post’s prices have gone from rising slower than inflation to rising much faster 

than it.  In approving the price increases, the Governor in Council discussed the 

challenges to Canada Post’s financial stability from falling volumes, rising network 

costs, and formerly capped postage rates that were historically among the lowest in the 

developed world.68  To address concerns about affordability and rate stability, the 

Governor in Council expressly considered the impact of the price increases on 

customers and found that even significant unit price increases would have low real-

world impacts.  Specifically, the 2014 price increase equated to only CAD 5.25 and CAD 

60.00 in added cost for the average Canadian household and small business, 

respectively; again, bulk rates for commercial mailers are outside the scope of 

                                            
66 Regulations Amending the Letter Mail Regulations, SOR/2009-286, 143 C. Gaz. 2076 (Oct. 28, 2009), 
http://publications.gc.ca/gazette/archives/p2/2009/2009-10-28/pdf/g2-14322.pdf. 
67 See generally Regulations Amending the Letter Mail Regulations, SOR/2014-48, 148 C. Gaz. 751 (Mar. 
26, 2014), http://gazette.gc.ca/rp-pr/p2/2014/2014-03-26/pdf/g2-14807.pdf.  In 2015, Canada Post 
proposed a further significant increase, but it withdrew the proposal while a governmental review of 
Canada Post was pending.  See Standing Comm. on Gov’t Operations & Estimates, The Way Forward for 
Canada Post 95 (2016) (Can. House of Commons); Canada Post Corp., Press Release, 2016 Regulated 
Postage Stamp Rates to Remain at Current Levels (Dec. 15, 2015), http://tiny.cc/CPC-2016-rates.  
Hence, the regulated rates from 2014 remain in effect as of this filing. 
68 SOR/2014-48, 148 C. Gaz. at 755-56. 

http://publications.gc.ca/gazette/archives/p2/2009/2009-10-28/pdf/g2-14322.pdf
http://gazette.gc.ca/rp-pr/p2/2014/2014-03-26/pdf/g2-14807.pdf
http://tiny.cc/CPC-2016-rates
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regulation in Canada.69  Finally, the Governor in Council also noted Canada Post’s past, 

ongoing, and planned efforts to increase efficiency and reduce labor and network 

costs.70 

The transition away from a price cap has buoyed Canada Post’s financial 

stability.  Its EBIT margin doubled after prices first rose above the cap in 2009 and 

remained high in 2010.71  A few years of negative EBIT followed, apparently as a result 

of continued volume declines, labor disruption, and an adverse Canadian Supreme 

Court ruling.72  EBIT rebounded again in 2014, in tandem with that year’s dramatic 

above-inflation price increase, and remained positive in 2015.73 

While a recent report by a parliamentary committee floated the idea of restoring 

an inflation-based price cap,74 that suggestion was not supported by analysis of Canada 

Post’s financial health or incentives (in contrast to the 2012 advisory panel report).  

Neither the committee’s summary of public comments nor an earlier report by a blue-

ribbon task force, on whose work the committee purported to build, clarifies the basis for 

the inflation-based cap idea: indeed, the task force report appears to be directly at odds 

                                            
69 Id. at 759.  The Governor in Council also noted a report of Canada Post’s consultations with community 
leaders and elected officials across Canada, wherein “Canadians said they would accept, within reason, 
higher stamp prices, given that most households mail letters infrequently.”  Id. at 760. 
70 Id. at 756-57. 
71 OIG Foreign Price Regulation Report at 31. 
72 Id. at 30. 
73 Id. at 31. 
74 Standing Comm. on Gov’t Operations & Estimates, The Way Forward for Canada Post 97 (2016) (Can. 
House of Commons).  The committee also offered that letter service could be subsidized “through 
regulation of the parcel market, which requires all market participants to subsidize the lettermail service.”  
Id. 
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with the committee’s recommendations.75  It is not clear what, if any, impact the 

committee report will have on policy changes.  Even if an inflation-based price cap were 

reintroduced, however, it would only do so after Canada Post has had a period of 

relative latitude to true-up its rates in the interest of achieving financial stability. 

III. AUSTRALIA 
 

Australia Post is a governmental corporation with a statutory monopoly over 

letters and flats up to 250 grams (approximately 8.8 ounces).76  As with Canada Post, 

Australia Post’s rates for single-piece letters and flats within the monopoly are subject to 

regulation; other rates, including for bulk monopoly letters and flats, are not.77  In the 

2014-2015 fiscal year, revenue from monopoly services accounted for 28 percent of 

Australia Post’s total revenue, but revenue subject to price regulation accounted for only 

4 percent of the total.78  To change its regulated rates, Australia Post must notify its 

regulator, ACCC, which then evaluates Australia Post’s proposal and the supporting 

documentation in order to decide whether or not to object to the proposal.79 

                                            
75 Compare id. at 31, 90 (recommending both an inflation-based price cap and reinstatement of door 
delivery to addresses that were converted to other modes) with Task Force for the Canada Post 
Corporation Review, Canada Post in the Digital Age: Discussion Paper 2016 60, 63 (2016), 
http://www.tpsgc-pwgsc.gc.ca/examendepostescanada-canadapostreview/documents/EPC-CPR_rpt-
eng.pdf (proposing “a one-time large increase” and “annual price increases in the longer term,” 
notwithstanding the risk of increased electronic substitution, and concluding that stamp prices would have 
to increase by CAD 0.50 (and keep rising) above inflation to cover the costs of restoring door delivery 
amid volume declines). 
76 OIG Foreign Price Regulation Report at 19. 
77 Id. 
78 ACCC, Decision on Australian Postal Corporation 2015 Price Notification (Dec. 9, 2015), Attachment A 
at 10, http://tiny.cc/ACCC-2015-decision (showing regulated monopoly revenue of $266 million, total 
monopoly revenue of $1,737 million, and total revenue of $6,281 million). 
79 OIG Foreign Price Regulation Report at 20. 

http://www.tpsgc-pwgsc.gc.ca/examendepostescanada-canadapostreview/documents/EPC-CPR_rpt-eng.pdf
http://www.tpsgc-pwgsc.gc.ca/examendepostescanada-canadapostreview/documents/EPC-CPR_rpt-eng.pdf
http://tiny.cc/ACCC-2015-decision
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Like Canada Post, Australia Post is not subject to price cap regulation; indeed, 

ACCC has expressly disclaimed consumer inflation as a primary reference point for its 

regulatory approach.80  Rather, ACCC takes a cost-based approach to evaluate 

whether Australia Post’s proposed prices cover efficient costs but are not excessive.  

Specifically, ACCC compares the expected revenue yield against a “revenue 

allowance”: that is, a sum of operating costs, depreciation, and tax allocable to the 

relevant services, plus a return on capital.81  This exercise requires ACCC to scrutinize 

Australia Post’s cost allocation methodology, cost and demand forecasts, and proposed 

rate of return on capital.82  ACCC does not follow a fixed methodology, instead allowing 

each proceeding’s specific characteristics, context, and documentation to guide how it 

tests Australia Post’s submissions.83 

ACCC has generally approved Australia Post’s proposals.  The sole exception 

was in 2009, when ACCC objected to Australia Post’s proposal because it was not 

persuaded that Australia Post had sufficiently exhausted cost-cutting opportunities in 

                                            
80 ACCC, Australia Post’s Draft Price Notification: Preliminary View (June 20, 2008), at 45, 
http://tiny.cc/ACCC-2008-prelim-view (“In support of its proposed increases in the prices of reserved 
services, Australia Post notes that the proposed price increases [would be below the rate of CPI]. . . . 
However, such information alone does not fully inform a decision on whether or not the price increases 
proposed by Australia Post are consistent with the legislative criteria.  An assessment of whether or not 
the proposed price increases are consistent with the criteria begins with an assessment of whether or not 
the proposed price increases are commensurate with their forward looking costs, taking account of the 
expected changes in Australia Post’s productivity, and demand.”); see also id. at 113-14 (discussing 
commonalities and differences between ACCC’s “building block” approach and a CPI–X price cap 
approach). 
81 OIG Foreign Price Regulation Report at 20-21. 
82 Id. at 21. 
83 Id. 

http://tiny.cc/ACCC-2008-prelim-view
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response to volume declines.84  A year later, ACCC was sufficiently satisfied with 

Australia Post’s improved volume forecasts and new cost-reduction strategies to not 

object to an identical pricing proposal: even though ACCC considered that Australia 

Post could be reduce costs even more, it also found that doing so would not obviate the 

need for the price increase.85  ACCC has not objected to any of Australia Post’s three 

proposed price increases since 2010. 

The most recent two proceedings are particularly instructive here.  Although 

Australia Post’s regulated prices are not subject to an inflation-based constraint, price 

increases were historically at or below the rate of consumer inflation until 2015.86  When 

faced with the universal problem of falling volumes, rising average costs, and legal and 

service-based limits on its ability to reduce costs, however, Australia Post recognized 

that greater price increases were a necessary part of the solution.  In 2015, it raised its 

basic letter rate from AUD 0.60 to AUD 0.70 (16.7 percent, compared with 5.9 percent 

inflation since the last increase in 2011).87  The next year, it divided its basic letter 

                                            
84 ACCC, Australia Post’s Draft 2009 Price Notification: ACCC View (Dec. 8, 2009), at 1-2, 
http://www.accc.gov.au/system/files/ACCC%20view.pdf. 
85 ACCC, Australia Postal Corporation, 2010 Price Notification: Decision (May 28, 2010), at 2-4, 
http://www.accc.gov.au/system/files/ACCC%20Decision.pdf.  There is a significant parallel between these 
proceedings and the treatment of the Great Recession in U.S. postal regulatory practice.  During the 
same period, the Commission rejected the Postal Service’s initial request for exigent pricing relief in Order 
No. 547, albeit not for lack of proven necessity or inadequate cost-reduction efforts.  In a closer parallel, 
the Commission later looked back on 2009-2010 as the period when the Postal Service had not yet 
regained confidence in its forecasts and when its efforts to adjust its operations to lower volumes had not 
yet translated into TFP gains.  See Order No. 1926 at 93-94. 
86 See chart 18 of the comments to which this document is appended.  Indeed, even with the last two 
years’ significant above-inflation price increases, the basic letter rate remains below its 1975 level, when 
adjusted for consumer inflation.  Australia Post, Draft Price Notification: Changes to Australia Post’s 
Ordinary Letter Service (Aug. 28, 2015), at 21, 
http://www.accc.gov.au/system/files/Draft%20Price%20Notification.pdf. 
87 See chart 18 of the comments to which this document is appended. 

http://www.accc.gov.au/system/files/ACCC%20view.pdf
http://www.accc.gov.au/system/files/ACCC%20Decision.pdf
http://www.accc.gov.au/system/files/Draft%20Price%20Notification.pdf
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product according to service level: a new, slower “regular” service would continue to 

start at AUD 0.70, while “ordinary” letters would receive the same service level but start 

at AUD 1.00 (a 42.9-percent increase, compared with 1.8 percent inflation since the 

previous year).88 

As noted above, ACCC consented to both price increases.  In both cases, ACCC 

ultimately concluded that, even with the price increases, Australia Post would not cover 

its total costs; while ACCC was unable to calculate the specific level of efficient costs, 

its sensitivity analyses indicated that Australia Post’s prices were unlikely to lead to 

over-recovery of efficient costs.89  In other words, the price increases would contribute 

to Australia Post’s financial stability without yielding excessive profits (per a “just and 

reasonable” standard).  As for efficiency incentives, in 2015, ACCC solicited an expert 

report on Australia Post’s efficiency, compared with international peers.  The report 

found that Australia Post lagged other posts in modernizing to address volume declines, 

but that Australia Post’s current (if belated) initiative was appropriate.90  Like Ofcom, 

ACCC decided that this warranted monitoring of Australia Post’s efficiency program, 

rather than a specific adjustment or objection to the proposed price levels.91 

                                            
88 Id. 
89 ACCC, Decision on Australian Postal Corporation 2015 Price Notification (Dec. 9, 2015), Attachment A 
at 6-7, http://tiny.cc/ACCC-2015-decision; ACCC, Decision: Australia Post Price Notification for Its 
“Ordinary” Letter Service (Feb. 20, 2014), at 32-33, http://tiny.cc/ACCC-2014. 
90 ACCC, Decision on Australian Postal Corporation 2015 Price Notification, Attachment A at 6-7, 15, 22. 
91 Id., Attachment A at 15, 21-22 (“[N]otwithstanding that Australia Post may face challenges in 
implementing its business reform program, the ACCC would expect that Australia Post will implement the 
program as planned and achieve at least the efficiencies it is forecasting.  In considering any proposals 
for price increases in the future, the ACCC will look closely at Australia Post’s progress on achieving 
operational efficiencies and cost reductions[.]”). 

http://tiny.cc/ACCC-2015-decision
http://tiny.cc/ACCC-2014
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Finally, Australia Post’s example shows that volume pressures both constrain 

prices and incentivize efficiency.  ACCC’s decisions suggest that it might not object to 

even higher price increases, so long as Australia Post would not reap excessive profits 

and maintains its cost-reduction strategy.  Yet Australia Post has continued to propose 

price increases that leave it with net losses on its monopoly letter business.92  Indeed, 

Australia Post and ACCC expected a gap to remain even after the price increases and 

planned efficiency gains.93  In light of that expectation, it is remarkable that Australia 

Post apparently did not feel confident in its ability to raise prices even further without 

hastening volume declines.  In other words, Australia Post’s volume declines appear to 

serve as a constraint on management’s willingness to raise prices, and thereby give 

management all the more incentive to make up the difference through efficiency gains. 

IV. FRANCE 
 

La Poste is a government-owned corporation.  Like all other European Union 

member states, France does not have a statutory postal monopoly, but La Poste is the 

dominant provider of end-to-end letter delivery in the country.  In contrast to the other 

countries discussed here, price regulation does not stop at La Poste’s single-piece letter 

services, but extends to bulk letters, advertising mail, catalogs, and periodicals up to 2 

                                            
92 Australia Post, Annual Report 2016, at 11, http://tiny.cc/Aus-Post-16-Ann-Rep (showing net losses on 
the monopoly business of $284.3 million in 2015 and $14.3 million in 2016). 
93 ACCC, Decision on Australian Postal Corporation 2015 Price Notification, Attachment A at 7 (“[U]nless 
Australia Post achieves cost reductions in the order of 3 per cent per annum (real) beyond its current 
expectation, through potential efficiencies such as those identified in the [expert] report, it is likely to 
remain in an under-recovery position on reserved services over the period to 2017-18 even with the 
introduction of the proposed prices in January 2016.”). 

http://tiny.cc/Aus-Post-16-Ann-Rep
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kilograms (4.4 pounds) and single-piece parcels.94  Regulated services have been 

estimated to account for at least 90 percent of La Poste’s revenues.95 

Since 2006, a price cap has applied across the entire basket of regulated 

services.  The price cap is typically reset every three or four years, and La Poste is free 

to set prices during each period, so long as the average price increase remains within 

the cap.  The French postal regulator, L’Autorité de Régulation des Communications 

Électroniques et des Postes (ARCEP), established the price cap formula on the CPI–X 

model, but the X-factor serves as an adjustment to La Poste’s circumstances rather 

than a productivity offset.96  Specifically, the X-factor adjusts projected inflation for 

projected changes in revenue-weighted volumes and a cost-reduction target, all of 

which is further adjusted for the average price elasticity of demand (presumably to 

ensure that the resulting price increases produce the intended effect on revenues):97 

                                            
94 OIG Foreign Price Regulation Report at 35-36. 
95 Id. at 35. 
96 From time to time, ARCEP has established sub-caps on particular services.  For example, the 2009-
2011 price cap included a sub-cap on metered mail at the rate of inflation, with no (above-inflation) X-
factor, in the interest of rebalancing cost-coverage disparities between products.  Id. at 37; see, e.g., 
ARCEP, Décision n° 2008-1286 sur les caractéristiques d'encadrement pluriannuel des tarifs des 
prestations du service universel postal [Decision No. 2008-1286 on Characteristics of the Multiannual 
Tariff Framework for Universal Postal Delivery Services] (Nov. 8, 2008), at 2-4, 
http://www.arcep.fr/uploads/tx_gsavis/08-1286.pdf. 
97 OIG Foreign Price Regulation Report at 37.  It should be emphasized that the French price cap 
accounts for shifts in volumes weighted according to each product’s unit revenue.  See ARCEP, Décision 
n° 2012-1353 fixant les caractéristiques d'encadrement pluriannuel des tarifs des prestations du service 
universel postal (Nov. 6, 2012), at 2 fn.1, http://www.arcep.fr/uploads/tx_gsavis/12-1353.pdf (“L’évolution 
des volumes économiques correspond à l’évolution des volumes physiques pondérée par les recettes 
unitaires des produits[.]”).  This appears to represent an attempt to reflect changes in the mail mix as well 
as in overall volume, even if revenue does not capture the relative value of different products as precisely 
as contribution. 

http://www.arcep.fr/uploads/tx_gsavis/08-1286.pdf
http://www.arcep.fr/uploads/tx_gsavis/12-1353.pdf
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𝑋𝑋 =
𝑅𝑅 + 𝑇𝑇 − �𝑑𝑑𝑑𝑑𝑑𝑑 �

1 + 𝑅𝑅
 

Where: 

𝑅𝑅 = projected annual change in CPI, 

𝑇𝑇 = projected annual change in price-weighted volume (if prices were held 
to CPI), 

𝑑𝑑𝑑𝑑
𝑑𝑑

 = projected annual change in expenses (i.e., La Poste’s target for net 
cost growth/savings, if it achieves prudent efficiency gains), and 

𝑅𝑅 = price elasticity of demand. 

ARCEP contemplated adding a “B” factor to adjust the price cap for service 

performance,98 but it does not appear to have followed through with a proceeding to set 

the B-factor, and the idea did not recur in subsequent decisions.  Rather, ARCEP 

appears to have preferred a monitoring approach to service performance, noting La 

Poste’s affirmations that it is in line with its service performance objectives.99 

ARCEP supplemented the price cap with two mechanisms to adjust prices within 

a price cap period if either inflation or price-weighted volume deviates from the forecast 

used to set the price cap.  These adjustments are only partial, however, in the apparent 

interest of sharing forecasting risk between La Poste and ratepayers.100  It does not 

                                            
98 See ARCEP, Décision n° 2012-1353, at 2-3. 
99 ARCEP, Décision n° 14-0841 at 5 (“En outre, La Poste a confirmé s’inscrire dans le cadre des objectifs 
de qualité de service prescrits dans son contrat d’entreprise 2013-2017.”). 
100 OIG Foreign Price Regulation Report at 38.  The adjustment mechanisms are symmetric: that is, they 
can adjust for deviations in either direction.  In addition, ARCEP set a 0.5-percent threshold for the 
inflation adjustment mechanism; there is no de minimis threshold for the volume adjustment mechanism.  
Id.; see also ARCEP, Décision n° 14-0841 sur les caractéristiques d'encadrement pluriannuel des tarifs 
des prestations du service universel postal (July 22, 2014), Annex at 2, 
http://www.arcep.fr/uploads/tx_gsavis/14-0841.pdf. 

http://www.arcep.fr/uploads/tx_gsavis/14-0841.pdf
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appear that La Poste or ARCEP has ever invoked these adjustment factors.  Instead, as 

discussed below, unforeseen volume declines have led ARCEP to reopen the cap 

altogether. 

Since the price-cap system began in 2006, the X-factor has always been 

negative: in other words, La Poste has been allowed to raise prices above the rate of 

inflation.  La Poste’s annual pricing authority was only slightly above inflation during the 

first six years of the price cap system (0.3 percent above the projected annual CPI 

increase, or 2.1-2.3 percent per year total), particularly in light of low rates of projected 

revenue-weighted volume decline (-0.35 percent per year for 2006-2008, and -1.3 

percent per year for 2009-2011).101  As in the United States and Australia, however, the 

Great Recession cast uncertainty on ARCEP and La Poste’s ability to forecast volumes 

and to evaluate the potential effects on price elasticities for various demand segments.  

After spending most of 2011 grappling with the problem, ARCEP extended the 2009-

2011 price cap into 2012 simply to buy additional time, not because the underlying 

assumptions remained the same.102  In 2012, ARCEP again employed the price cap 

formula for 2013-2015: this time, the accelerating erosion of mail volumes (projected at -

4.1 percent per year) helped to yield an annual price cap of 1 percent above projected 

inflation (or 2.8 percent per year total).103 

                                            
101 OIG Foreign Price Regulation Report at 37.  
102 ARCEP, Décision n° 11-1451 sur les caractéristiques d'encadrement pluriannuel des tarifs des 
prestations du service universel postal (Dec. 20, 2011), at 2, http://www.arcep.fr/uploads/tx_gsavis/11-
1451.pdf.  Another factor was the need to assess the effects of La Poste’s introduction of a slower letter 
service (“Lettre verte”). 
103 OIG Foreign Price Regulation Report at 37. 

http://www.arcep.fr/uploads/tx_gsavis/11-1451.pdf
http://www.arcep.fr/uploads/tx_gsavis/11-1451.pdf
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Before long, however, it became clear that volumes were declining even faster 

than expected.  Per-capita volumes had declined by 4.3 percent per year on average 

between 2008 and 2012, yet the volume decline accelerated to 5.5 percent the very 

next year.104  By 2014, La Poste and ARCEP were forecasting nominal and price-

weighted volumes to drop by 5.8 percent and 6.3 percent per year, respectively, on 

average between 2015 and 2018.105  ARCEP recognized the threat that this posed to 

La Poste’s economies of scale – and, accordingly, to its entire business model – and 

noted that many other European postal operators had increased prices significantly in 

response to the same problem.106  Hence, ARCEP responded by changing the price 

cap in multiple ways.  First, it reopened the price cap a year early, and La Poste’s 

average annual pricing authority rose to CPI+3.5% as a result of the updated 

calculation.107  Second, it frontloaded the four-year cap, such that La Poste could use 

up to 50 percent of the cumulative above-inflation pricing authority for the period in the 

first year.108  Third, ARCEP introduced a mid-term review, in which it adjusted La 

Poste’s pricing authority downward slightly (from 3.6 percent to 3.3 percent for 2017) on 

account of a lower inflation rate and a higher-than-expected rate of volume decline.109 

                                            
104 ARCEP, Décision n° 14-0841 at 2 (“Entre 2008 et 2012, le nombre d’objets postaux par habitant a 
diminué en France de 4,3% par an et, en 2013, les flux entrant dans le champ du service universel ont 
baissé de 5,5%.”). 
105 Id. at 5. 
106 Id. at 2. 
107 OIG Foreign Price Regulation Report at 37. 
108 Id. at 37, 39.  Thus, the actual price increases in 2015 and 2016 were 7.8 percent and 3.8 percent, 
respectively.  ARCEP, Décision n° 14-0841 at 7. 
109 OIG Foreign Price Regulation Report at 38-39. 
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ARCEP justified its decision in terms that resonate with the objectives in Section 

3622(b).  ARCEP noted the need to sustain the universal service: specifically, for 

regulated revenues to be at least sufficient to fully fund the costs of universal service 

and to contribute appropriately to the larger organization’s structural costs.110  ARCEP 

also spoke of shared responsibility for sustaining the universal service amid 

diseconomies of scale, with La Poste contributing through cost reductions and 

ratepayers contributing through higher prices.111  With regard to La Poste’s efficiency 

incentives, ARCEP discussed La Poste’s seven-year strategic plan, which projected 

“ambitious” long-term cost reductions through modernization, reorganization, co-location 

of government services, and new products.112  Finally, similar to Ofcom and the 

Canadian Governor in Council, ARCEP found that even significant price increases 

would be equitable and have little effect on affordability: individual consumption of 

postal services was low (EUR 46 per year for the average household) and declining, 

business consumers could access discounted rates that would rise less than 

average.113 

                                            
110 ARCEP, Décision n° 14-0841 at 4 (“L’analyse de l’ARCEP a porté[ ] sur l’équilibre du service 
universel, auquel contribue l’encadrement tarifaire: la marge dégagée par les prestations du service 
universel postal doit être au moins suffisante pour, d’une part, financer intégralement le coût relatif à 
l’obligation d’accessibilité du service universel postal de La Poste prévue par les articles L. 2 et R. 1-1 du 
CPCE et, d’autre part, contribuer aux coûts généraux et de structure du groupe[.]”). 
111 Id. (“L’analyse de l’ARCEP a porté . . . sur l’appréciation du partage des efforts à opérer entre La 
Poste et les utilisateurs de ses services du fait de la baisse des volumes ; dans une industrie marquée 
désormais par des déséconomies d’échelles et par le poids des missions de service public sur le 
dimensionnement de l’appareil productif, cette baisse des volumes implique un arbitrage entre, d’une 
part, les efforts réalisés par l’opérateur, fondés nécessairement sur des économies substantielles et, 
d’autre part, les efforts demandés aux utilisateurs en matière tarifaire.”). 
112 Id. at 6. 
113 Id. at 7 (“S’agissant des ménages, elle ne devrait toutefois pas peser significativement sur leur budget: 
la consommation moyenne en services postaux par an et par ménage est de l’ordre de 46 euros.  En 
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La Poste’s prices rose significantly in 2015 and 2016, and the EBIT margin of its 

mail segment also rose in 2015.  However, it is difficult to say to what degree this is a 

result of the price increases, as opposed to La Poste’s merging of its letter and parcel 

segments in 2014.114 

In sum, France’s postal price cap system is intended to meet many of the same 

objectives as in Section 3622, and it appears to do a better job of achieving them than 

the PAEA’s CPI-only cap in some regards.  However, the French system comes with its 

own drawbacks.  On the one hand, the French price cap formula accounts for factors 

relevant to the financing of universal postal service, such as volume, mail mix, and cost 

trends.  The goal of predictability is served not through a rigid, single-factor formula, but 

through multi-year pricing frameworks that are periodically revisited.  La Poste enjoys 

broad flexibility to price its products around the average, which generally applies across 

the entire range of products.  ARCEP has also recognized that above-inflation price 

increases can be necessary and equitable, and that the postal operator has other 

incentives to reduce costs.  On the other hand, the formula’s multiple components and 

adjustment factors, as well as its reliance on forecasts, add complexity and increase the 

risk of error.  That risk is not merely theoretical: recent experience shows that ARCEP 

                                            
outre, les évolutions de la consommation postale des ménages (baisse des volumes, report de la 
demande depuis la Lettre Prioritaire vers la Lettre Verte) devraient en atténuer l’impact.  S’agissant des 
autres utilisateurs de services postaux, ils correspondent principalement aux grands émetteurs ainsi 
qu’aux utilisateurs de machines à affranchir.  Les premiers ont vocation à connaître une hausse tarifaire 
moindre que la hausse moyenne au périmètre de l’encadrement tarifaire, comme cela a été le cas dans 
le passé.  La poursuite du mouvement de déconnexion tarifaire entre les offres égrenés à usages des 
particuliers et celles à usages des entreprises devrait par ailleurs limiter l’impact des hausses tarifaires 
sur les seconds.”). 
114 OIG Foreign Price Regulation Report at 40. 
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has had to reopen the price cap ahead of schedule and significantly revise it when 

volume forecasts proved overly optimistic. 

V. GERMANY 
 

Like Royal Mail, Deutsche Post is a publicly-traded corporation that holds a 

license to provide universal postal service.115  As in all other European Union member 

states, Germany does not have a statutory postal monopoly, but Deutsche Post is the 

dominant licensee providing letter delivery in the country.  As such, Germany’s network 

regulatory agency, the Bundesnetzagentur (BNetzA), regulates Deutsche Post’s prices 

for letters weighing less than 1 kilogram (2.2 pounds) and tendered in mailings of fewer 

than 50 pieces.116  These services comprise an estimated 10-20 percent of Deutsche 

Post’s total letter volume.117 

BNetzA generally regulates these rates through multi-year CPI–X price caps, 

with all regulated services in a single basket.118  Price cap periods have ranged from 

two to five years;119 similar to the French price cap, the price cap has traditionally 

                                            
115 A German government-owned development bank holds a 20.5-percent stake in Deutsche Post.  KfW 
Group, Privatisation of Deutsche Post: KfW Shareholding (as of 23 February 2017), 
https://www.kfw.de/KfW-Group/About-KfW/Auftrag/Sonderaufgaben/Privatisierung-der-Deutschen-Post. 
116 OIG Foreign Price Regulation Report at 45-46; BNetzA, The Price Cap Regime from 2012: Benchmark 
Procedure – Key Elements (July 15, 2011), at 3, http://tiny.cc/BNetzA-Key-Elements (Ger.) [hereinafter 
“Key Elements Paper”].  For comparison, a 50-piece-mailing threshold applied to the Postal Service’s 
market-dominant product portfolio would exclude all presorted First-Class and Package Services mail, all 
Standard Mail, and most Periodicals. 
117 OIG Foreign Price Regulation Report at 46. 
118 If an individual product cannot fit within a common basket due to differing market conditions, BNetzA 
can regulate the product’s prices individually on the basis of their efficient costs.  BNetzA, Key Elements 
Paper at 4.  A survey of BNetzA’s decisions indicates that this method is rarely, if ever, used, and that 
prices are typically set via the price cap method. 
119 OIG Foreign Price Regulation Report at 47. 

https://www.kfw.de/KfW-Group/About-KfW/Auftrag/Sonderaufgaben/Privatisierung-der-Deutschen-Post/
http://tiny.cc/BNetzA-Key-Elements
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constrained the average price increase for each year, but the postal operator has broad 

latitude to set individual prices around the average.  The scope of regulation has 

narrowed substantially since 2008.  Before that time, Deutsche Post had a statutory 

monopoly, and market-dominant and competitive letter services alike were regulated, 

with separate price caps for each basket (and a third for downstream-access and 

workshared letter services).120 

BNetzA’s price cap formula is different from ARCEP’s, although the two share 

certain components.  BNetzA’s X-factor incorporates two basic components: a 

mechanism to rebalance prices with projected unit costs and an adjustment for the rate 

of change in projected economy-wide TFP.121  After BNetzA has calculated the X-factor 

for a given price-control period, it must benchmark the results against other firms.122 

Although it is only one of three components to the price cap formula, the 

rebalancing mechanism is the least straightforward and bears some explanation.  First, 

BNetzA forecasts the “costs of efficient service provision” (CESP).  CESP consists of 

long-run incremental costs and the appropriate share of common costs for the relevant 

                                            
120 OIG Foreign Price Regulation Report at 45. 
121 OIG Foreign Price Regulation Report at 48; Bundesnetzagentur [BNetzA] [Federal Network Regulatory 
Agency], Beschluss wegen Zusammenfassung von Dienstleistungen und Vorgabe von Maßgrößen für die 
Price-Cap-Regulierung für Briefsendungen von 1000 Gramm ab 01.01.2016 [Decision Concerning the 
Grouping of Services and Prescription of a Price Cap Regulatory Framework for Letters up to 1,000 
Grams Effective January 1, 2016], Docket No. BK5-15/012 (Nov. 23, 2015), at 60, http://tiny.cc/BK5-15-
012 [hereinafter “BNetzA, BK5-15/012 Decision”].  BNetzA’s X-factor has been misleadingly described 
(including by BNetzA itself) as representing “productivity.”  E.g., OIG Foreign Price Regulation Report at 
46, 48; BNetzA, Key Elements Paper at 11.  However, it would be more accurate to call it a hybrid 
measure: one component is indeed TFP, but the other component – the ratio of current average price to 
projected average unit cost – is not a formal measure of productivity. 
122 BNetzA, Key Elements Paper at 11-12.  The benchmarking exercise remains, but its nature has 
changed since the Key Elements Paper, as described later in this section. 

http://tiny.cc/BK5-15-012
http://tiny.cc/BK5-15-012
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services (less any costs associated with inefficiencies or overcapacity), a profit markup 

on those two efficient-cost elements, and an appropriate share of “neutral expenses” 

(that is, costs resulting from the universal service obligation and other legal mandates, 

regardless of their theoretical efficiency).123  BNetzA then divides the CESP figure for 

each year of the impending price cap period and divides it by forecasted volumes for 

that year to arrive at a projected average unit cost.  Finally, BNetzA divides the resulting 

unit cost figure into the “initial price level” (that is, the volume-weighted average price in 

effect prior to the new price cap).124  If volumes have gone up and/or costs have gone 

down in comparison with the assumptions underlying the previous prices, then the 

rebalancing mechanism will rebalance rates downward, all other things being equal: the 

value of these efficiency gains will be shared with ratepayers going forward.  

Conversely, if volumes have gone down and/or costs have gone up, then rates will be 

rebalanced upward, all other things being equal: ratepayers will have to help Deutsche 

Post bear the increased cost burden.  The rebalancing only adjusts for future cost and 

volume projections; it does not shift past gains or losses between Deutsche Post and 

ratepayers.  As such, Deutsche Post has at least short-term incentives to “beat the 

targets,” as it will retain the value of any cost savings achieved, and will bear the brunt 

                                            
123 Id. at 8.  Examples of neutral expenses include the costs of maintaining a nationwide service network 
and the legacy pension costs of the former Bundespost.  Id. 
124 Id. at 7, 11. 
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of any cost overrun, during the term of a given price cap, until a new price-cost ratio is 

calculated and incorporated into the next price cap.125 

In addition to the technical aspects of the price cap, BNetzA has imposed 

ancillary conditions that are aimed at monitoring the quality of service.  For example, 

Deutsche Post must file annual reports on the number and locations of retail offices, 

service performance, and the number, locations, and pickup times for collection 

boxes.126  Thus, BNetzA has oversight into whether Deutsche Post’s efforts to beat the 

cost-reduction targets are coming at the expense of service.127 

Historically, the price cap has yielded average price-change authority below the 

rate of CPI, with several years of negative pricing authority between 2003 and 2011.128  

Market-dominant products began the price cap system with an X-factor of 7.2 (i.e., 

pricing authority of CPI–7.2%) in 2003, apparently as a function of the rebalancing of 

pre-price-cap prices to efficient-cost levels.129  After that initial reset, annual X-factors 

became gradually smaller, until pricing authority was only slightly below CPI.130  This 

appears not to have posed a significant problem for Deutsche Post.  Its prices began 

the millennium at a relatively high level, and its letter volumes declined at a lower and 

steadier rate (2.5 percent per year, on average, from 2007 to 2015) than the other posts 

                                            
125 See BNetzA, Key Elements Paper at 4, 11 (“In addition to these advantages, price cap controls also 
offer the regulated operator the incentive to achieve productivity gains beyond the level determined by the 
Bundesnetzagentur, [such as] by using innovative and efficient technologies.”). 
126 OIG Foreign Price Regulation Report at 46; BNetzA, Key Elements Paper at 22. 
127 BNetzA, Key Elements Paper at 11. 
128 OIG Foreign Price Regulation Report at 47. 
129 Id. at 48. 
130 Id. at 47. 
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discussed above, which may have given Deutsche Post more opportunities to adjust its 

cost structure.131  Revenues and profits for Deutsche Post’s mail division, which 

includes both regulated and non-regulated services, remained relatively stable 

throughout the last decade.132 

Even so, volume and cost pressures increasingly came to a head.  In 2011, for 

example, Deutsche Post argued in vain that BNetzA was undercounting the effect of 

volume declines and proposed a four-year cap, with prices increasing above inflation for 

two years and at inflation for the remaining two.133  Two years later, Deutsche Post tried 

a different approach, arguing that BNetzA should change the profit markup in the price-

cost rebalancing mechanism from to return on sales (EBIT), consistent with Ofcom’s 

adoption of an EBIT metric for Royal Mail, and benchmark the overall pricing authority 

against other European posts’ letter price increases.134  BNetzA rebuffed these 

suggestions on both legal and principled grounds: for example, BNetzA insisted on 

retaining its methodology of benchmarking Deutsche Post’s return on assets against the 

weighted average cost of capital, as that metric was more consistent with the evaluation 

                                            
131 Id. at 50.  Deutsche Post’s letter volumes fell by only about 20 percent between 2007 and 2015, 
compared with the other four postal operators’ 30- to 40-percent declines.  Compare id. with id. at 22, 29, 
40, 57. 
132 Id. at 51. 
133 BNetzA, Beschluss wegen Zusammenfassung von Dienstleistungen und Vorgabe von Maßgrößen für 
die Price-Cap-Regulierung für Briefsendungen von 1000 Gramm ab 01.01.2012 [Decision Concerning the 
Grouping of Services and Prescription of a Price Cap Regulatory Framework for Letters up to 1,000 
Grams Effective January 1, 2012], Docket No. BK5b-11/017 (Nov. 14, 2011), at 5, http://tiny.cc/BK5b-11-
017. 
134 BNetzA, Beschluss wegen Zusammenfassung von Dienstleistungen und Vorgabe von Maßgrößen für 
die Price-Cap-Regulierung für Briefsendungen von 1000 Gramm ab 01.01.2014, Docket No. BK5b-
13/001 (Nov. 14, 2013), at 19-20, 34, http://tiny.cc/BK5b-013-001. 

http://tiny.cc/BK5b-11-017
http://tiny.cc/BK5b-11-017
http://tiny.cc/BK5b-013-001


Appendix F 
Postal Service March 20 Comments 

PRC Docket No. RM2017-3 
Page 35 of 37 

 
of risk in the competitive private markets that rate regulation was supposed to 

emulate.135 

Deutsche Post won the argument in the end.  In 2015, the federal government 

amended the governing law to require the profit markup to be calculated on the basis of 

return on sales (EBIT) and to require benchmarking against other postal operators’ price 

increases.136  In doing so, the administration cited similar determinations by the Irish 

and UK postal regulators and explained that the changes reflected the fact that postal 

services were labor-intensive, not capital- or asset-intensive like the average private 

firm; the common challenge facing postal operators (namely, volume declines from 

electronic substitution, fixed delivery costs, lost economies of scale and delivery density, 

diminished productivity, and rising unit costs); and an intention to allow Deutsche Post 

to recover more revenue with which to sustain universal service.137  Following the 

change in governing law, BNetzA calculated a new price cap for 2016-2018 that yielded 

average pricing authority of CPI+1.9% per year.138 BNetzA found this to be consistent 

with the five-year, volume-weighted average annual letter price increase among other 

                                            
135 Id. at 34. 
136 Erste Verordnung zur Änderung der Post-Entgeltregulierungsverordnung [First Ordinance Amending 
the Postal Rate Regulation Ordinance], BGBl. I S. 892 (June 5, 2015).  
137 Verordnungsentwurf der Bundesregierung: Erste Verordnung zur Änderung der Post-
Entgeltregulierungsverordnung [Justification Statement for Proposed First Ordinance Amending the 
Postal Rate Regulation Ordinance] (Apr. 30, 2015), at 6, http://tiny.cc/DE-Ord-Change-Justif. 
138 OIG Foreign Price Regulation Report at 49.  This dramatic increase is likely a one-time effect of 
transitioning from one profit-markup methodology to another.  The new price cap rebalances the previous 
price level, which was set according to the old return-on-assets methodology, against projected unit costs 
that reflect the new return-on-sales methodology.  Apparently, the gap between Deutsche Post’s return 
on sales and that of its European postal peers was significantly greater than the gap between Deutsche 
Post’s return on assets and the weighted average cost of capital.  In the future, as in the past, the markup 
will likely only bear minor correction from one price cap to the next. 

http://tiny.cc/DE-Ord-Change-Justif
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European postal operators.139  In addition, similar to ARCEP in 2014, BNetzA allowed 

Deutsche Post to frontload its pricing authority, with the cumulative value of the price 

cap (7.5 percent in total) to be taken in the first year of the cap.140 

In sum, the German price cap shares some of the French price cap’s advantages 

over the current U.S. rate-regulation system.  Its multi-year framework offers both 

predictability and flexibility, in that it is much shorter than the decade-old current 

system.141  The price cap formula incorporates targets for efficient operating costs and, 

at least in principle, reflects volume trends, and it is designed to strike a balance 

between compensating the postal operator and avoiding excessive prices.  And the 

German system’s narrow breadth – limiting regulation to single-piece products, as in the 

U.K., Canada, and Australia – affords the postal operator significantly greater flexibility 

than the Postal Service currently enjoys.142  However, the German price cap’s 

complexity arguably blunts the efficacy of its efficiency incentives.  Moreover, without 

the adjustment mechanisms of the French price cap, it is even more prone to 

forecasting risk.  Like the French price cap, the fact that the German price cap required 

a dramatic overhaul in recent years demonstrates the real risk of regulatory error: 

                                            
139 BNetzA, BK5-15/012 Decision at 63-65.  With the change in governing law, BNetzA was also 
constrained to reverse its earlier contention that other European posts were not appropriate benchmarks, 
finding no statistical correlation between any possible distinguishing factors and profitability.  See footnote 
295 of the comments to which this document is appended. 
140 OIG Foreign Price Regulation Report at 47, 49. 
141 See BNetzA, Key Elements Paper at 4. 
142 It also bears noting that, like all of the other postal systems discussed here, BNetzA takes a monitoring 
approach to service performance, rather than trying to influence it with pricing incentives.  In this regard, 
the current U.S. system is clearly in line with regulatory best practice. 
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BNetzA persisted in its conservative approach until legislative change forced it to adopt 

a more rational approach to prioritize sustaining the universal service. 
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