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1 EXECUTIVE SUMMARY 

1.1 The Guernsey postal market has a number of unique features because of its island 
location.  A balanced consideration of the special features of the Guernsey postal market is 
of critical importance in properly assessing GPL's proposals for an increase to the reserved 
area and the adoption of Pricing in Proportion and the Director General must take such 
considerations into account when reaching his decisions. 

1.2 The States of Guernsey have sought to ensure the continued provision of an adequate and 
affordable postal service within the Bailiwick through the implementation of a universal 
service obligation, which is funded, in part, by a reserved area in which the universal 
service provider has exclusive rights.   

1.3 The obligation to ensure the continued provision of this universal service is paramount.  
The Director General does not have the power to make any order prejudicing the provision 
of this service.  Further, to do so would be contrary to the express direction of the States.  

1.4 Should the reserved area be abolished, the ability of GPL to meet its universal service 
obligation will be prejudiced.  This is because of the high fixed costs involved in providing 
the universal service and the need to continue to cater for 'cherry picked' bulk mail 
customers.  If the reserved area were abolished, the price of a first weight letter stamp to 
the UK would rise to at least 65p. 

1.5 Any comparisons with the introduction of competition in other jurisdictions, particularly the 
UK, are likely to be inappropriate and fail to take account of the unique nature of 
Guernsey's island location and its niche postal market.  In particular, such comparisons 
inevitably fail to take into account the very high proportion of total postage costs that are 
attributable to Royal Mail and conveyance charges.  In fact, there is very little room in the 
Guernsey postal market to reduce costs in order to reduce prices.  To the extent that there 
is room, GPL is already seeking to do this. 

1.6 Accordingly: 

1.6.1 It is unlikely that significant benefits will be realised in Guernsey by the introduction 
of competition within the reserved area.  The only attractive target customers for 
any competition would be a handful of commercial bulk mailers.  Ordinary 
customers and small businesses would pay more; 

1.6.2 Apart from a handful of customers it is unlikely that the majority of mailers would 
receive significant discounts from GPL's proposed tariffs.  To the extent that 
significantly lower prices can be achieved it is likely that these will be predatory, loss 
leading and ultimately anti-competitive.  Such an outcome would be destructive for 
the long term future and sustainability of GPL and its customers. 

1.7 GPL is best placed, because of its established position with the postal services market, to 
realise any efficiency savings.  GPL proactively seeks out opportunities to do this, both 
through direct approaches to large bulk mail customers, and in service wide reviews and 
improvements designed to benefit all customers.  A refusal to increase and/or a decision to 
reduce the reserved area would also mean a restriction on the training, development and 
social support GPL currently provides to enhance the general well being of the island 
community. 
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1.8 GPL acknowledges that the initial calculation of the proposed increase in the reserved 
area, as set out in the Price Control Application, was based on an incorrect assumption.  
GPL have revised their requested reserved area to £1.75 -  £1.80, and have presented 
calculations in support of this level of tariff at Annexure 1. 

1.9 The increase in tariffs by Royal Mail has forced GPL to revise the structure of its own 
tariffs, which will inevitably mean some prices rises for GPL's customers.  However, GPL 
sees the introduction of Pricing in Proportion as a key factor in enabling customers 
(including bulk mail customers) to mitigate the impact of the increased charges from Royal 
Mail and in extending to all customers a greater choice between format and price.   

1.10 The introduction of the Pricing in Proportion methodology will affect different users in 
different ways.  For all mail streams, the tariffs under Pricing in Proportion will be less than 
tariffs without the introduction of Pricing in Proportion.  For many local mail users, tariffs will 
be even cheaper than they are currently. Otherwise, subject to several discrete matters 
that are highlighted, the pros and cons analysis of Pricing in Proportion, as set out in the 
Consultation Paper, provides a fair and accurate summary, provided that the other 
elements of GPL’s proposals are agreed.  GPL welcomes the OUR’s in principle 
agreement to implement Pricing in Proportion.   
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2 BACKGROUND 

2.1 The Guernsey postal market has a number of unique factors, which are an inherent 
product of Guernsey's island location and the structure of its wider economy.  Notably: 

2.1.1 The market is not large enough to produce the degree of economies of scale that 
might be realised in a mainland market; 

2.1.2  Local mail deliveries, where the local provider receives 100% of the tariff paid by 
the consumer, represent only about 10% of the overall market. 

2.1.3 Conversely, international deliveries represent an extremely large segment of the 
market.  The destination postal service provider receives the bulk of the tariff paid 
by the consumer for this mail; 

2.1.4 In particular, 87% of all mail is delivered to the United Kingdom.  Accordingly, the 
United Kingdom postal service (invariably Royal Mail) has an unusually significant 
influence on the Guernsey postal market; and  

2.1.5 Bulk mail, including GPL's largest customer (who post bulk public tariff mail), 
represents an extremely large segment of the total market.  In particular, in 2010-
2011 five customers will represent about 70% of the volume of mail sent to the UK. 

2.2 As a result of these unique factors, the Guernsey postal market is strictly controlled by 
legislation that is intended to ensure that residents receive an acceptable standard and 
range of postal services at acceptable tariffs.  This is achieved by: 

2.2.1 Awarding a licence to provide certain basic 'universal postal services'; 

2.2.2 Protecting the licensee's exclusive right to provide those services, and certain other 
limited services, by the imposition of a reserved area (currently delimited by the 
level of tariff).  This protection is intended to fund the provision of the universal 
service; and  

2.2.3 Controlling the level of tariff that can be charged by the licensee for certain types of 
postal services. 

2.3 Currently, Guernsey Post Limited ("GPL") is the only postal service provider in Guernsey 
and provides universal postal services to the Bailiwick.  The Director General of Utility 
Regulation is responsible for the supervision of GPL in relation to its provision of postal 
services.  

2.4 On 15 May 2009, Guernsey Post submitted a price control application in relation to the 
period 2010 - 2011 ("Price Control Application"), with supporting submissions and 
statistical evidence.  The Price Control Application dealt substantively with three matters: 

2.4.1 Increase of the reserved area in which Guernsey Post enjoys exclusive rights to 
provide postal services;  

2.4.2 An increase in tariffs driven by increased Royal Mail charges; and 

2.4.3 Implementation of the Pricing in Proportion ("PiP") method of calculating tariffs. 
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2.5 As discussed substantively at paragraph 13 below, the need to introduce PiP and increase 
tariffs was a direct result of changes to Royal Mail's pricing structure and tariffs.  Royal Mail 
is by far Guernsey Post's largest downstream supplier.  GPL notes that it submitted the 
Price Control Application only after substantial negotiation with Royal Mail (for which 
Guernsey Post retained a leading London law firm to act on its behalf), and Guernsey Post 
bearing increased Royal Mail costs in the current year 2009-2010. 

2.6 In response to the Price Control Application, the Office of Utility Regulation ("OUR") issued 
public consultation paper number OUR 09/16 ("Consultation Paper").  In the Consultation 
Paper, the Director General or the OUR did not express a concluded view as to GPL's 
application.  However the Director General did express an initial view that: 

2.6.1 There is no longer a need for a reserved area to enable GPL to fund its USO; 

2.6.2 On balance, the introduction of PiP (or Size Base Pricing (“SBP”) as referred to in 
the Consultation Paper) has the potential to be a positive development for postal 
users; and 

2.6.3 Significant further work is required before a view can be expressed on the level of 
tariffs GPL has requested. 

2.7 The purpose of these submissions is to respond to several discrete issues arising from the 
Consultation Paper.  Full submissions in support of GPL's proposals are set out in the Price 
Control Application.  Accordingly, reference should also be made to that document when 
considering GPL's submissions.  Should the OUR or the Director General require any 
further information from GPL prior to making any determination, including substantiation of 
any figures, models or assumptions presented in the Price Control Application of this 
response, the OUR and/or the Director General should contact GPL directly.  Failure to 
address in this response any query, criticism or suggestion raised by the Consultation 
Paper should not be taken as GPL's acceptance of the Director General's or the OUR's 
views in relation to that query, criticism or suggestion. 
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3 LEGAL FRAMEWORK 

Reserved Area 

3.1 The provision of postal services in Guernsey is regulated by the Post Office (Bailiwick of 
Guernsey) Law, 2001 (the "Postal Law").  Pursuant to Section 9(2) of the Postal Law, the 
Director General may make (or amend or revoke) an order in relation to reserved postal 
services: 

(a) where he believes that the making of the Order is necessary so as to enable 
the provision of a universal service; or  

(b)  so as to comply with the States' Directions. 

3.2 On 31 January 2001, the States of Guernsey resolved (concerning Billet d'Etat No.1 dated 
12 January 2001) ("States Directions"): 

'15. To give a direction to the Director General in accordance with section 
3(1)(b) of the Regulation of Utilities (Bailiwick of Guernsey) Law, 2001 to 
award to Guernsey Post the exclusive right to provide postal services in the 
Bailiwick to the extent that such exclusive right is necessary to ensure 
maintenance of the universal postal service specified by States' directions 
under section 3(1)(c) of that Law.  

16. To request the Director General to review and revise the award of the 
exclusive rights from time to time with a view to opening up the Bailiwick 
postal service market to competition, provided that any such opening up 
does not prejudice the continued provision of the universal postal 
service [emphasis added]' 

3.3 In the present circumstances, the first limb of the Director General's power under section 
9(2) does not appear to be relevant as the proposed directions do not seek to enable the 
provision of a universal postal service, and in any event are not necessary to do so.   

3.4 Effectively, the Director General's power to make, amend or revoke a direction under 
section 9(2) of the Postal Law is ultimately constrained by the States Directions and in 
accordance with the overarching requirement to protect the continued provision of the 
universal postal service.  If the proposed order (in this case the amendment of the order 
relating to the reserved area) would in any way prejudice the continued provision of the 
universal postal service, then the States Directions effectively prohibit the Director General 
from making or amending the order.  Any subsequent order that purported to prejudice the 
continued provision of a universal postal service, or would have the effect of doing so, 
would be: 

3.4.1 contrary to the express instructions of the States, as set out in the States Directions; 
and 

3.4.2 beyond the power of the Director General, or ultra vires, and subject to being 
overturned on appeal of the decision to make that direction.   

3.5 The universal service obligation ("USO") is set out in the States Directions as including: 

3.5.1 One collection from access point on six days each week; 

 



L791238.1 8

3.5.2 One delivery of letter mail on six days each week (reduced in the event of public 
holidays); 

3.5.3 Collection of all postal items up to 20kg; 

3.5.4 Delivery of postal items of up to 20kg on at least five working days; and 

3.5.5 Registered and Insured mail. 

Control of Tariffs 

3.6 Pursuant section 5 of the Postal Law, the Director General may determine that a licensee 
is dominant in a postal market.  Where this occurs, the Director General has the right to 
control the prices charged by the licensee for those postal services in which the licensee is 
found to be dominant.  This right and obligation is reflected in condition 18 of GPL's 
licence.  The Director General has designated GPL as being dominant in the following 
markets: 

3.6.1 Regular letter and parcel services; 

3.6.2 Priority (special delivery) letter and parcel services; and 

3.6.3 Outbound bulk mail services. 

3.7 Section 5 of the Postal Law provides that in exercising its powers in relation to a licence, 
the Director General must have regard to the general objectives, set out in the Regulation 
of Utilities (Bailiwick of Guernsey) Law, 2001, being: 

(a)  to protect the interests of consumers and other users in the Bailiwick in 
respect of the prices charged for, and the quality, service levels, 
permanence and variety of, utility services;  

(b)  to secure, so far as practicable, the provision of utility services that satisfy all 
reasonable demands for such services within the Bailiwick, whether those 
services are supplied from, within or to the Bailiwick;  

(c)  to ensure that utility activities are carried out in such a way as best to serve 
and contribute to the economic and social development and well-being of 
the Bailiwick;  

(d)  to introduce, maintain and promote effective and sustainable competition in 
the provision of utility services in the Bailiwick, subject to any special or 
exclusive rights awarded to a licensee by the Director General pursuant to 
States’ Directions;  

(e)  to improve the quality and coverage of utility services and to facilitate the 
availability of new utility services within the Bailiwick; and  

(f)  to lessen, where practicable, any adverse impact of utility activities on the 
environment. 
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3.8 Section 10 of the Postal Law provides that a universal postal service provider may make a 
'scheme' in relation to the provision of the universal postal service (or with the approval of 
the Director General, other postal services), which provides for the terms and conditions, 
including tariffs, upon which the universal postal services will be provided.  The Director 
General can require the licensee to justify the provisions of any such scheme in order to 
establish whether it is fair and reasonable.  If a scheme is not found to be fair and 
reasonable, the Director General may direct the licensee to adjust of withdraw the 
provisions of the Scheme.  The implementation of a pricing scheme is one way in which 
GPL may seek to continue to fund the USO obligation should the Price Control Application 
not be approved and the reserved area abolished.  It is difficult to see how the OUR could 
reasonably not approve the Price Control Application, abolish the reserved area and refuse 
to work with GPL to develop such a scheme.  GPL considers that such a scheme would 
fairly lead to the same position as is current being proposed.  

Summary of Legislative framework 

3.9 Accordingly: 

3.9.1 GPL, as the only licensed postal service provider, is obliged to provide the postal 
services covered by the USO; 

3.9.2 The Director General can control the provision of postal services by GPL (including 
specifically with respect to tariffs), but in doing so must have regard to the Director 
General's general objectives, together with any specific requirements provided in 
relation to any particular power; 

3.9.3 Specifically, as applied to the present circumstances that are the subject of this 
response, the Director General can only amend the reserved area if it is necessary 
to comply with the States Directions;  

3.9.4 The relevant States Directions request the Director General to review and revise the 
award of the exclusive rights from time to time, on the explicit proviso that such 
opening up does not prejudice the continued provision of the universal postal 
service.  As discussed in this response, it is inevitable that the opening up of the 
reserved area will prejudice GPL’s ability to provide the universal service.  We note, 
with some concern, that the emphasis in the text of the actual States Directions is 
substantially different from the précis of the same directions that is set out on page 
6 of the Consultation Paper. 
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RESERVED AREA 

4 EXPLANATION OF ISSUE 

4.1 Currently, GPL has a reserved area in respect of all mail up to a tariff of £1.35 in order to 
be able to provide the USO.  This level was based on the 2001 Guernsey to UK tariff of 
27p, multiplied by a factor of five.  The 27p baseline tariff was artificially low because at 
that time Royal Mail subsidised the cost of UK delivered mail from Guernsey by 35 - 36p.  
Under the former methodology, using the unsubsidised price as a base would have 
resulted in a reserved area of between £1.75 and £1.80.  In its Price Control Application, 
GPL sought an extension of the reserved area to increase it to £2.15 (although 
subsequently GPL has revised its request to a level between £1.75 and £1.80 (see 
paragraph 12.1 below).  In the Price Control Application, GPL requested this increase for 
the following reasons: 

4.1.1 To continue to fund the USO; 

4.1.2 To recognise the artificially low baseline tariff; 

4.1.3 To compensate for the impact of inflation since the initial level of the reserved area 
was set in 2001; and 

4.1.4 To recognise that it will be difficult for the Guernsey market to support more than 
one full-service postal operator who is capable of providing a universal postal 
service to Guernsey  

4.2 The Director General has expressed an initial view that, rather than increasing GPL's 
reserved area, it is minded to abolish the reserved area entirely.  The reasons provided for 
this view are: 

4.2.1 If tariffs for all postal services are cost reflective, there is no need to maintain a 
reserved area to fund the universal service obligation; 

4.2.2 Most countries are now abolishing or greatly reducing exclusive postal services, and 
that the States had an expectation that over time GPL's reserved area would 
reduce; 

4.2.3 GPL's commercial customers wish to explore alternate options which would allow 
them to maintain a competitive position in their own markets, however the reserved 
area effectively prevents them from doing that; and 

4.2.4 GPL has not provided any costs information in support of its proposed increase to 
the reserved area. 

Guernsey Post Response 

4.3 GPL is concerned that the Director General's initial view, as expressed in the Consultation 
Paper, does not adequately take into account the following matters: 

4.3.1 Negative impact on GPL’s ability to service the USO, and thereby prejudicing the 
continued provision of a universal postal service in Guernsey; 

4.3.2 Mischaracterisation of cross-subsidies; 

4.3.3 Inapplicability of close comparisons with other jurisdictions; 
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4.3.4 Unique benefits of GPL to the Bailiwick; 

4.3.5 Overstatement of the likely benefits from competition; 

4.3.6 Misunderstanding of the downstream access market; and 

4.3.7 Unique benefits of GPL to customers.  

4.4 For these reasons, GPL submits that that the Director General's initial view is 
misconceived.  Whilst these issues are explained and explored in detail below, by way of 
summary, and in response to the Director General's reasons as expressed above: 

4.4.1 Reflective pricing and the USO.  The USO applies to all mail, both bulk and public 
tariff mail; it covers both high margin and low margin customers.  Should the 
reserved area be abolished, it is likely that the more profitable mail will be 'cherry 
picked' by a competitor.  GPL will not receive any contribution to the USO from this 
lost business.  Servicing the USO involves high fixed costs, a low level of scalable 
costs and requires GPL to maintain some capacity to handle mail lost to competition 
in the eventuality that customers choose to return to GPL.  Accordingly, without the 
contribution to the USO from any lost mailers, reflective pricing at affordable tariffs 
for remaining users will not be possible. GPL has scoped a number of scenarios to 
show the impact that removal of the Reserved Area would have upon the USO. . 
For public tariff mail, under the most optimistic scenario, the price of a first weight 
step letter sent to the UK would rise to 65p.  For bulk mail, price increases of at 
least 8-16% would be required.  

4.4.2 It is inappropriate to consider that bulk mailers are 'cross-subsidising' the provision 
of the USO at present.  They are paying for their share of the USO, because most, if 
not all, bulk mail falls within it. 

4.4.3 Competition in other jurisdictions.  Guernsey is unique, and accordingly there is a 
limit to the extent that 'precedent' from other jurisdictions can be used to support 
arguments in relation to the Guernsey postal market.  In particular, the UK is an 
inappropriate comparison because Royal Mail still gets a 'last mile' tariff contribution 
that would not be available in practice to GPL because most mail is sent offshore.  
In any event, the Consultation Paper is somewhat selective and does not consider 
successful jurisdictions where a single postal service provider has been retained, or 
for example, Sweden where “liberalisation” of the postal market has seen a large 
rise in the price of social mail.  Additionally, the Consultation Paper does not 
consider the broader contribution that GPL makes to the island community.  

4.4.4 Customer benefits of competition.  There is little scope for the realisation of 
additional downstream service benefits because Royal Mail effectively controls the 
entire downstream market.  GPL is best positioned to realise what potential benefits 
there are and is committed to working with commercial customers to seek to 
achieve these.  GPL already achieves outstanding quality of service ratings as 
evidenced by performance against the OUR’s own service standards.  In terms of 
efficiency benefits and consequential tariff savings, there is very little scope to 
realise these because of the dependency on Royal Mail.  To the extent that these 
can be realised, GPL has proactively demonstrated a commitment to doing so.  In 
realising these benefits, GPL relies on its position as a trusted provider on the 
Island being part of the very fabric of the economic, business and wider community, 
which would not be available to any competitor. 
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4.4.5 Supporting Costs information.  GPL provided substantial information in the Price 
Control Application.  That information has been supplemented by the additional 
information provided with this response.  Nevertheless, as acknowledged below 
(paragraph 12.1), the requested reserved area tariff has been revised to a level 
between £1.75 and £1.80 after GPL has reviewed its calculation methodology.  GPL 
invites the Director General to consult it directly in relation to any query it has in 
relation to any figure, assumption or model discussed in this response or the Price 
Control Application prior to making any further assumptions or reaching any views 
which may be incorrect or misinterpret GPL’s position. 
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5 NEGATIVE IMPACT ON USO 

5.1 Removal of the reserved area would have dire consequences for the ability of GPL to 
ensure the continued provision of the USO.  The USO at present covers the delivery of all 
mail (up to the respective weight limits), regardless of whether it is a bulk mailer or social 
customer.  Obviously, the USO applies to mail within or outside any reserved area.  As 
intended by the States Directions, the USO is funded by all customers within the reserved 
area. As indicated above, GPL has scoped the impact on the USO of the Reserved Area 
being removed – the consequences are severe with the impact being borne, in the main, 
by social and small business customers. 

5.2 Clearly, any loss of mail from the current reserved area as a result of competition will lead 
to a loss of contribution from that mail towards meeting the costs of funding the USO.  
However, it is unlikely that any potential competitor will seek to enter the market for the 
entire postal service within the reserved area.  Instead, it is likely that the segment of the 
market that would be most attractive would be the high volume/high margin mail market.  
This volume would be attractive to competitors because it is the most profitable, for 
example it is easily machine sorted due to the standard size of mail, requiring little 
investment in infrastructure and has comparatively low barriers to entry.  This is particularly 
the case for providers such as Royal Mail or Jersey Post (compared with other private 
operators), which, like GPL, have established connections with the UK postal service to 
enable them to provide the 'next day' downstream access required by the largest 
customers.  The loss of only very few of the largest customers would reduce revenue by 
over £20m. 

5.3 However, because of the nature of the USO, comparatively very little reduction in GPL 
costs would be realised as a result of that loss of business.  The USO costs in relation to 
both direct delivery and collection, are largely fixed. These include not only labour costs but 
also such things as maintenance of sorting machinery and premises, as well as vital 
support functions such as human resources and billing systems.  Whilst there will be some 
reduction in overall costs as result of the loss of these few customers, the costs savings 
would be no more than £16m.  

5.4 Further, however, it is unclear whether this comparatively small reduction in actual costs 
should properly be accounted for in determining the true cost of the USO.  GPL takes the 
view that its obligation to provide the USO extends to maintaining capability to provide 
those services in respect of all mail, whether or not that mail is currently being delivered by 
a competitor.  Accordingly, the cost of the USO should not properly be reduced by the 
additional cost of providing services to those customers. Whilst this may reflect GPL's legal 
obligations, as a matter of practice it would be prudent for GPL to adopt this approach in 
determining its tariffs as the bulk mail customer would be free to stop using the competitor's 
services at any time (subject to any contract between them) and resume using GPL's 
postal services.  GPL would be obliged, pursuant to the obligations under its licence, to 
provide such services as part of the USO.  
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5.5 In order for GPL to continue to service the USO after any reduction or termination of the 
reserved area it would be required to increase public tariffs by at least 45% from the 
currently proposed levels, as sought in the Price Control Application.  This would mean that 
the cost of sending an ordinary letter to the UK would be at least 65p.  The segment of the 
market that would pay these prices would be the ordinary consumer, rather than the bulk 
mailers.  Initially, GPL would seek approval of tariffs in accordance with a scheme 
implemented pursuant to section 10 of the Postal Law in respect of services within the 
USO.  These tariffs, in accordance with the Director General's intention as set out in the 
Consultation Paper, will be reflective of the cost to provide that service.  However, should 
the Director General still determine that those tariffs were not fair and reasonable the 
question would arise as to whether or not any service provider could meet the USO without 
substantial additional funding from the States. 
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6 MISCHARACTERISATION OF CROSS-SUBSIDIES 

6.1 The Consultation Paper (at paragraphs 5.3-5.4) justifies the removal of the reserved area 
by reference to: 

6.1.1 A desire to eliminate 'cross-subsidy' of social mail by bulk mailers; and 

6.1.2 A related intention to ensure that tariffs are cost reflective so that the USO could be 
funded from those non-bulk mail postal users who use the service. 

6.2 GPL is of the view that the Director General has mischaracterised or failed to correctly 
articulate the true position.  GPL takes this opportunity to correct several misapprehensions 
as follows: 

6.2.1 There is no cross subsidy of the USO by bulk users.  The USO incorporates bulk 
mail, within and outside the reserved area.  Bulk mail and public tariff mail together 
fund the USO and together they share the benefits.  Through both previous and 
current tariff proposals, GPL has sought to ensure that prices for individual products 
reflect the costs incurred and profit generated. The net margin generated by bulk 
mail is in fact less than that generated by public tariff mail, reflecting the relatively 
low level of GPL cost inputs within the total costs of handling bulk mail.  

6.2.2 As discussed above, it is necessary to maintain a reserved area (which includes 
both bulk and public tariff mail) to ensure that the USO (funded by all mail covered 
by the reserved area) can be maintained.  If competition were allowed, GPL would 
most likely lose the most profitable mail to competitors who have no wider service 
obligation. This would mean that GPL would very quickly become unable to provide 
the USO and maintain profitability.  

6.2.3 In the Consultation Paper the Office of Utility Regulation makes reference to only 
one form of cross subsidy. This is potentially misleading.  There are three other 
more relevant “cross subsidy” issues that underpin the need to retain a Reserved 
Area, being: 

6.2.3.1 Within the Bailiwick, the unit costs of delivery and collection vary 
significantly according to geography and volume of mail. The main purpose 
behind the reserved area is to prevent competitors 'skimming' the high 
volume, easy delivery/collection and therefore profitable mail (such as bulk 
delivery) leaving GPL with low volume high unit cost delivery and collection 
(for example delivery and collection in Alderney and Sark); 

6.2.3.2 Although the current pricing proposals provide for appropriate contributions 
across different streams and formats there is inescapably some variation in 
contribution within a particular stream. For example a first weight step letter 
that can be handled by machine sorting costs less to process than one of 
the same weight that has to be sorted by hand and 

6.2.3.3 Within any tariff stream the mail posted by some customers can be handled 
more efficiently than other mail either because of economies of scale, time 
of posting or ease of handling.  This inevitably results in some cross-
subsidisation between individual mailers, but it is not possible to accurately 
reflect the different costs of such mail in differing tariffs, by say having a 
lower price for a bulk delivery compared to a singe item delivery or a bulk 
collection compared to collecting one or two items. 
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6.2.4 Further, removal of the reserved area would force GPL to seek to reduce tariffs for 
some USO customers, most likely bulk mail customers, in order to remain 
competitive.  There is very little scope for GPL to reduce prices for these customers 
as a result of the limited cost savings which can be realised, as discussed 
elsewhere in this paper.  In any event, assuming GPL was able to selectively 
reduce prices for some customers; in order to fund the USO, GPL would be 
required to increase tariffs for other customers, inevitably ordinary social mailers 
and small businesses.  This could, in effect, lead to the result that social customers 
are in fact subsidising bulk mail customers. 
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7 INAPPLICABILITY OF CLOSE COMPARISONS WITH OTHER JURISDICTIONS 

7.1 In the Consultation Paper the Director General makes reference to the opening up of postal 
markets in the EU and other jurisdictions, including the UK.  Whilst recognising that 
comparisons with other similar jurisdictions can be helpful it is essential to recognise that 
there are significant postal market differences between Guernsey and countries such as 
the UK.  For example: 

7.1.1 Most basically, Guernsey is a small market; GPL does not have the economies of 
scale opportunities available to larger postal administrations such as Royal Mail; 

7.1.2 Guernsey is not part of the EU and is not bound by the Postal Services Directive, 
which requires opening up of postal services.  Indeed, the whole bulk mail market 
located in Guernsey is almost entirely dependent on Guernsey not being in the EU 
and the ability to take advantage of the market distortion currently available in the 
form of Low Value Consignment Relief; 

7.1.3 Royal Mail faces no competition on “the last mile”, that is the delivery of mail to 
every business and residence.  Mail lost to competitors during processing must at 
present be injected into the Royal Mail network at the inward sorting stage.  Royal 
Mail is, therefore, able to retain some tariff contribution from this mail to support its 
USO.  In Guernsey, virtually all the mail posted on the island is delivered to the UK, 
meaning that GPL, unlike Royal Mail, would lose all the tariff contribution to its USO 
from this outbound mail; 

7.1.4 Similarly, it might be suggested that competition grows a market place driving up 
volumes to a level higher than would otherwise be the case, reducing unit costs 
(particularly delivery costs) and thereby supporting the USO.  This may be the case 
in the UK for example, but conversely with the introduction of competition in 
Guernsey all the benefits would flow to Royal Mail customers and to their USO and 
not to Guernsey customers because almost all the mail posted on the island is 
delivered in the UK.  A reduction in mail prices, and as set out above any such 
reduction is likely to be small because of the comparatively low cost base for these 
customers, is unlikely to encourage additional bulk mail customers to establish 
themselves in Guernsey; and   

7.1.5 Alternatively, it may be suggested that competition would help Guernsey to remain 
competitive with jurisdictions such as Jersey, thus ensuring that Guernsey retains 
its current level of mail business and is therefore able to retain its current pricing 
scheme (or something close to it) for all customers.  However the logic underpinning 
this argument is incorrect. As demonstrated elsewhere in this response, the small 
handful of customers who may be attracted to a competing jurisdiction contribute to 
the funding of the USO and thereby help keep mail prices affordable for all Island 
residents.  Allowing competition would remove this contribution, realise 
comparatively little costs savings and increase ordinary mail costs beyond an 
affordable level.  In effect, for other ordinary customers, the ultimate outcome of 
competition will be the same as if that handful of large customers had relocated to 
Jersey i.e. higher prices.  
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7.2 GPL is also concerned that the Consultation Paper makes somewhat selective 
comparisons with other jurisdictions.  Whilst reference is made only to those who have 
adopted mail liberalisation successfully, there is no reference to other jurisdictions that 
have maintained single public mail.  A more balanced consideration would have mentioned 
that other developed countries such as the USA and Canada that determined not to follow 
such an approach, or countries such as Sweden (the first country to fully open up its postal 
market) where the price of social mail has risen steeply since liberalisation. 
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8 UNIQUE BENEFITS OF GPL TO THE BAILIWICK 

8.1 GPL notes that the Director General's broader objectives when making a determination 
includes ensuring that utility activities are carried out in such a way as best to serve and 
contribute to the economic and social development and well-being of the Bailiwick.  In this 
regard, GPL notes that: 

8.1.1 GPL is profitable and its profits remain in Guernsey.  It does not require subsidy and 
indeed pays a significant dividend each year to its shareholder, the States of 
Guernsey that invests those profits for wider community benefit; 

8.1.2 GPL employs, directly and indirectly, more than 300 people who between them pay 
around £2m in taxes and social security payments.  GPL itself pays around £1m in 
taxes and social security payments; 

8.1.3 If competition is permitted the most likely competitors will be UK or Jersey based.  
Any residual contribution to Guernsey’s economy will be lost; 

8.1.4 GPL has fostered a learning culture.  By investing in the training, development and 
employment of local people GPL positively touches the lives and prospects of those 
individuals and their families, as well as contribution to the skills base, well-being 
and marketability of the Bailiwick community as a whole; and 

8.1.5 Further, GPL is active in the local community working with schools and supporting 
local charities.  External competitors may be less likely to contribute to or care about 
the local community.  GPL’s own ability to fund such activity will be reduced by any 
loss of contribution. 
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9 OVERSTATEMENT OF THE LIKELY BENEFITS FROM COMPETITION 

9.1 The benefits of competition as set out in the Consultation Paper have been overstated.  In 
the Consultation Paper the Director General argues that customers would benefit from 
competition through either improved services not available through GPL or through 
reduced prices, because retention of the reserved area: 

9.1.1 Limits postal users choice as there is little incentive for a monopoly supplier to 
provide different price/quality trade-offs; and 

9.1.2 Removes the incentives to become more efficient, which would benefit users 
through lower prices. 

Service Levels 

9.2 GPL submits that there are two separate aspects of service to consider: 

9.2.1 Range of service; and 

9.2.2 Improvement in service level. 

9.3 In relation to the range of services available, whilst it is possible that upstream add – on 
benefits might be found (by GPL as well as a competitor) it is difficult to see where there is 
scope for a competitor to offer a significant improvement in end to end service, because: 

9.3.1 Virtually all bulk mail and a very large proportion of public tariff mail posted in 
Guernsey is sent to the UK and the range of services available is essentially 
dictated by what Royal Mail offers.  Although the bulk mail market is large in the 
context of GPL it is tiny in the context of Royal Mail's market (approximately 1.0%).  
Accordingly, there is no effective leverage on Royal Mail from Guernsey with or 
without competition;  

9.3.2 GPL already offer bulk customers the flexibility of trading off service against price 
through the choices such as air or sea conveyance, pre-sorting of mail and, if 
required, through downstream access.  Further, where it makes operational and 
commercial sense we can and do locate GPL employees on customers’ premises; 

9.3.3 With the implementation of PiP (discussed elsewhere in this paper), GPL will be 
introducing more products and customer choice; and 

9.3.4 At present GPL has the ability to access Royal Mail via Royal Mail International 
(ensuring next day availability) as well as through Royal Mail Wholesale.  As 
discussed at paragraph 10 below, a commercial competitor such as TNT or Citipost 
can only gain entry to Royal Mail via downstream access at the cost of a one-day 
delay in service. 

9.4 In relation to any improvement in service level which might come out of competition: 

9.4.1 As noted above, any mail posted via a competitor, such as TNT or Citipost would 
suffer a delay of one day and therefore see a reduction in service levels; 

9.4.2 GPL currently achieves an internal performance (measured from aircraft to delivery 
frame for inward mail and post box to aircraft for outward mail) of 99%; and 
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9.4.3 The main causes of 'end to end' service failure are outside GPL’s control, such as 
failures by Royal Mail (for example service disruption caused by the current 
industrial action) and transport failures (such as aircraft unable to fly because of 
fog). It is difficult to see how a competitor would be able to avoid these problems. 

Prices 

9.5 In relation to lower prices, these can only be realised if a competitor could operate more 
efficiently than GPL or would be prepared to accept lower margins (or operate at a loss).  
However, it is conceivable that a competitor may charge lower tariffs than GPL for selected 
bulk mail customers in the short term.  However, this is more than likely to be a form of 
'loss-leading' or 'predatory pricing'.  Such pricing and competition does not lead to long 
term sustainable competition in price or service and would be damaging to the long term 
sustainability of GPL, inevitably to the detriment of Guernsey both economically and 
socially.  For example, it is likely that Guernsey will be attractive to a large global 
competitor who is seeking to build up delivery volume and market share within the UK.  
Initially, they may offer lower than cost prices to Guernsey customers to do so and take 
short-term losses.  Over time Guernsey will become less important for the competitor as 
they become established in the true target market.  Accordingly, Guernsey prices will 
inevitably be corrected and Guernsey customers will end up paying more for lower service 
levels. 

9.6 There is a limit to which efficiency gains may be made by any competitor.  In relation to 
bulk mail, GPL costs, including contribution to network and support costs and to bottom line 
profit, amount to approximately 8% of the total cost.  The other costs are supplier costs, 
which are either already open to competition (air and sea conveyance) or fixed by the 
supplier (Royal Mail) – competition could not provide any efficiency savings reducing these 
costs.  However, GPL already realises certain efficiency savings that are not available to 
competitors.  For example, GPL's bulk mail account management infrastructure ensures 
that, as far as is possible, containers are fully loaded limiting the number of partially filled 
containers.  Having more than one operator collecting from customers will inevitably result 
in more part filled containers. The cost of two additional containers per day could lead to an 
increase in conveyance costs of up to £500,000 per annum. It would also have a 
detrimental impact on the environment with more partly filled containers being conveyed on 
land and by sea. 

9.7 Further, to the extent that any further efficiency gains become available, it is expected that 
GPL will be best placed to realise these.  However, whilst GPL is fully committed to 
identifying, implementing and passing on any such cost saving and efficiency opportunities 
to customers, what is apparent is that such opportunities are fairly insignificant within the 
total costs.  It would be incorrect to suggest that there is sufficient unrealised cost savings 
to enable a competitor to achieve substantive tariff reductions whilst maintaining realistic 
margins, or to suggest that GPL could replace significant lost business (in funding the 
USO) by means of efficiency savings.  Such future efficiency savings as there are, are 
likely to be realised though: 

9.7.1 Anticipating current and future mail volume trends and capitalising on future delivery 
operations efficiency opportunities; and 

9.7.2 Enhancing processing productivity. 

 Current and future mail volume trends 

9.8 The key to managing an efficient mails operation is an understanding of mail volume trends 
and their impact on productivity. 
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9.8.1 In relation to delivered mail, southbound mail (i.e. UK to Guernsey) represents a 
significant proportion of GPL’s delivered traffic and mail volumes in the UK are 
massively down year on year.  GPL is currently experiencing a 16% drop in 
southbound mail – this is in part a reflection of a permanent reduction in the use of 
postal services. Postal administrations generally are seeing the impact of e–
substitution not being offset by sufficient growth elsewhere. The pattern will not be 
reversed. Falling volumes will put a severe strain on delivery productivity both in the 
tariff year and in the years to come – this point is explained in more detail below. 

9.8.2 Posted public tariff mail trends in GPL at the present time are good with significant 
growth year on year.  This growth in volume together with the nature of this mail (it 
can be easily machine sorted) enables GPL to make productivity improvements 
through absorbing some of this growth at marginal cost and these improvements 
are built into our original submission. This contribution to overall productivity is 
reflected in lower prices for UK mail than would otherwise be the case.  

 Processing Productivity - Delivered Mail 

9.9 The delivery operation, like collection work, contains a significant element of fixed costs.  
Whilst some activities such as inward sorting and walk preparation are fairly linear (costs 
vary almost in proportion to volume changes) this is not the case for the largest activity, 
delivery of the mail.  Outdoor delivery costs are broadly made up of four elements: 

9.9.1 travel to and from the start/finish of delivery; 

9.9.2 street time; 

9.9.3 'garden path' time; and  

9.9.4 the delivery transaction (typically putting letters through the letter box).  

9.10 These elements are, within a fairly wide range of volume movement, fairly fixed.  Overall on 
outdoor delivery the relationship is 1:0.18.  That is, for every 1% traffic falls, only 0.18% of 
costs can be removed.  In times of mail volume growth this relationship means that unit 
delivery costs reduce (the so called “virtuous spiral of growth”) whilst at times when 
delivery volumes are falling it drives unit costs up (referred to as “the graveyard spiral”). 
The OUR is aware that earlier this year GPL commissioned a full review of letter deliveries. 
The study looked at two aspects: 

9.10.1 An efficiency assessment by industrial engineers of the current delivery structure, 
Following guidelines defined by British Standards 3138:1992, the International 
Labour Office and the Institute of Management Services. This included a review of 
average work rates compared with standard performance (100 BSI), an analysis of 
the activities that are employed in the delivery tasks such as the profile of the 
delivery points, drive length, steps, and access, and implementation of a range of 
standard times for delivery activities to be used for performance measurement or 
planning. 

9.11 The second element of the project looked at the identification of potential method 
improvements and opportunities for travelling time acceleration.  The key findings within 
the report supported the savings already identified by Guernsey Post and included in the 
original submission. 
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 Processing productivity - Posted Mail 

9.12 In 2008, GPL commissioned the development of an activity based productivity 
management system, a key recommendation with the 2006 OUR efficiency review. The 
system provides:  

9.12.1 Production of Standard Times for the key indoor processes 

9.12.2 Production of Standard Operating Procedures for the key indoor processes 

9.12.3 Development and implementation of resource productivity measurement software 

9.13 GPL will use this system to ensure that processing cost are correctly and efficiently aligned 
to workload and, as outlined in our original submission, will continue to look for method 
improvements which may improve productivity. An initial estimate of potential savings was 
included in our original submission and was taken into account in determining our 
proposed price increases.   
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10 MISUNDERSTANDING OF THE DOWNSTREAM ACCESS MARKET 

10.1 It is possible that the Director General's overstatement of the benefits of competition stems 
from a fundamental misunderstanding of the downstream access market for Guernsey 
postal servicers.   

10.2 First, it is implied in the Consultation Paper (at paragraph 5.4) that the removal of the 
reserved area is necessary to enable Guernsey customers to obtain downstream access to 
Royal Mail. This is incorrect.  GPL can and will, if customers wish to go down this route, 
provide downstream access solutions through Royal Mail Wholesale using appropriate 
agents (such as TNT or Citipost).  For example, GPL has been working over the past few 
months with one bulk mailer and with TNT and Citipost to see if an attractive solution can 
be worked up.  Indicative figures, based on those consultations, suggest that the cost of 
accessing Royal Mail Wholesale is likely for some customers to be less than GPL's tariffs 
via Royal Mail International (which is only available to Guernsey Post) for the same items, 
whilst in other cases it is likely to be more. 

10.3 Second, downstream access via Royal Mail Wholesale involves mail being sorted to an 
agreed specification (either by the customer, GPL or an agent) and then being input into 65 
mail centres in the UK at an agreed time.  This inevitably results in a day delay in the 
delivery of mail.  Customers are also required to meet strict access requirements imposed 
by Royal Mail Wholesale, including the provision of very detailed information relating to 
each posting. Until very recently all our bulk customers have indicated to GPL that they 
were not prepared to accept the delay and would find it difficult to provide the information.  
Use of a commercial competitor other than Royal Mail or Jersey Post would still incur the 
same information requirements and result in the same one-day delay.  However, for any 
customer who is prepared to go down this route GPL would look to facilitate this.  
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11 UNIQUE BENEFITS OF GPL TO CUSTOMERS 

11.1 Put simply, because of GPL's place within the Guernsey community and long-standing 
tradition of service within the Bailiwick, GPL adds value that competitors cannot.  These 
benefits may or may not be directly reflected in lower tariffs, although can often result in 
time and cost savings for all customers.  For example, such benefits include: 

11.1.1 Customs clearance.  The Low Value Consignment Relief, the existence of which 
underpins the whole bulk mail industry in Guernsey, can not be taken for granted – 
again recently we have seen reports in the local and UK press that suggest it may 
be under threat.  GPL provides stability and control over compliance with the MOU 
helping to ensure its existence. Guernsey Post, Guernsey Customs and HMRC 
have a tripartite Memorandum of Agreement (MOU), which enables bulk mail 
customers who are part of the Guernsey Post VAT scheme to certain advantages in 
terms of customs clearance and payment of VAT. Loss of the MOU will cause 
considerable problems for our customers; 

11.1.2 Guernsey mail being sent under the terms of the MOU is cleared for UK customs 
entry by Guernsey Customs, in conjunction with Guernsey Post, and must then be 
handed to Royal Mail as the USO provider in the UK. Royal Mail will not accept mail 
through the MOU unless it has been despatched by an authorised member of the 
UPU (which Jersey and Guernsey Post are).  One of the obligations of being a UPU 
member (and which is why they have been given the simplification of the MOU as 
opposed to a full customs declaration) is that they have a legal obligation to accept 
mail from another UPU member from any country in the world and are also obliged 
to deliver it to any household in the UK; and 

11.1.3 A freight agent or fast parcel operator does not have these obligations and can 'pick 
and choose' their customers. The terms of the MOU do not apply to freight 
companies and therefore unless Guernsey Post is handing mail over to Royal Mail, 
either direct or via a ferry company/air freight company, and possibly a transport 
company in the UK who are acting as agents for either GPL and or RM, the MOU 
will not apply. 

11.2 GPL provides a “one stop shop” for its customers.  On their behalf we deal with Royal Mail, 
both Royal Mail International (competitors can not), with Royal Mail Wholesale and with 
HMRC. 
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12 INCREASE TO RESERVED AREA 

12.1 GPL acknowledges that the calculations underpinning the requested reserved area tariff of 
£2.70 were based on an incorrect assumption.  GPL has recalculated the proposed reserve 
area tariff and seeks to amend its request to a level between £1.75 and £1.80.  
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PiP PRICING 

13 EXPLANATION OF ISSUE 

13.1 As explained in the Price Control Application, Guernsey Post currently levies tariffs on a 
weight basis.  Historically, this method of calculating tariffs was aligned with the method 
that Royal Mail charged GPL.  As stated elsewhere in this response, Royal Mail is by far 
the largest of GPL's 'downstream providers' of mail services.  

13.2 Royal Mail introduced PiP in 2006 to better reflect the costs to them of handling different 
formats of mail.  Since 2006, Royal Mail have not been charging GPL on a PiP basis for all 
weight classes of ordinary letters. However starting from April 2009 and with further 
increases from April 2010, Royal Mail will pass on the higher charges for packets and large 
letters to GPL. This has resulted in substantial cost increases for GPL, although for 2009-
2010 these have been absorbed without passing on that increase to GPL's customers.   

13.3 Accordingly, and in order to ensure our tariffs better reflect the costs of providing each 
different postal service, GPL has also sought to introduce PiP based tariffs.  PiP also 
provides additional products and choice for GPL's customers.  Full particulars in relation to 
the features of PiP are set out in the Price Control Application.  However, whilst PiP does 
provide these additional benefits and savings, GPL's decision to introduce PiP is entirely as 
a result of the introduction of PiP by Royal Mail and the dramatic increase in the tariffs 
charged by Royal Mail to GPL.   

Director General's view 

13.4 In the Consultation Paper, the Director General provided substantial analysis of PiP, 
(although it was referred to as SBP) as it has been adopted in the UK and how it might be 
adopted in Guernsey.  The Director General also produced a summary list of advantages 
and disadvantages of PiP.  Without expressing a definite view on the topic, it appears 
broadly that the Director General is in favour of introduction of PiP. 

GPL Response 

13.5 GPL welcomes the Director General's thorough and thoughtful analysis of the PiP issue.  In 
general GPL takes the view that the Director General's conclusions of the advantages and 
disadvantages of PiP provide a reasonable, accurate summary of the matter.   

13.6 However, GPL wishes to clarify one matter that it submits the Director General should take 
into account in making any determination in relation to this matter.  That is, there appears 
to be some confusion in the Consultation Paper as to of whether or not the introduction of 
PiP would result in an overall increase in postage prices.  GPL submits that overall tariffs 
will be no higher, and in some cases will be lower, because of implementing PiP than 
would otherwise be the case.  No stream of mail will see a price increase as a result of 
GPL introducing PiP. The reason for this is: 

13.6.1 Royal Mail has imposed huge increases in charges.  These higher charges require 
GPL to impose a large increase in its tariffs.  In particular, there is a 
disproportionate increase in the tariffs for large letters and packets that reflects a 
similar disproportionate increase in Royal Mail large letters and packet tariffs. 

13.6.2 The implementation of PiP by GPL will help mitigate the impact of the increase in 
Royal Mail charges by at least providing customers with the choice to access lower 
prices through posting items in a different format.  The alternative would be to 
continue to charge a weight based tariffs which would result in customers not 
having the option to choose smaller, but otherwise appropriate, postage options 
which would have been cheaper under PiP. 
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13.7 GPL have analysed the likely impact of PiP on each customer class and have determined 
the following: 

13.7.1 Bulk mail to the UK.  GPL are currently working with our bulk mail customers to 
mitigate the impact of the increases through switching mail to cheaper streams.  As 
a result of this we estimate that the impact of the increased Royal Mail charges will 
be reduced from about £7.4m to about £3.4m before taking account of the volume 
drop from price deterrence.  An example of this is a large bulk mail customer who 
anticipates that it will be able to switch about 80% of its mail from packets to large 
letters. 

13.7.2 Public tariff mail to the UK.  A similar profile for Royal Mail charges applies here as 
for bulk mail and again GPL need to implement PiP in order to provide customers 
with choice and the ability to access cheaper mail streams.  Although the scale of 
opportunity is likely to be less than for bulk mail, if PiP is not implemented the price 
for a first weight step letter would have to rise to 46p in order to provide the same 
revenue yield.  However, under GPL's proposed tariffs and projected outcomes: 

13.7.2.1 Approximately 50% of UK mail will see a  price increase of 2.3%; 

13.7.2.2 Approximately 42% of UK mail will see a price increase of 4.7%; and 

13.7.2.3 Approximately 8% will see a significant price increase reflecting the higher 
Royal Mail charges 

13.7.3 Local mail. Local mail (and mail to Jersey) is not impacted by increased Royal Mail 
charges.  GPL have proposed to implement PiP for these services for largely 
operational reasons. For example, GPL will be required to alter processing and 
despatch arrangements for UK mail and it would be expensive and difficult to 
maintain separate arrangements for local mail.  However, it is also in line with cost 
reflective pricing and provides customers with the option to choose a less expensive 
format.  Overall, GPL estimates that the proposals will be price neutral. If PiP is not 
introduced the price of the first weight step letter would have to be increased to 37p 
in order to provide the necessary revenue yield.  Under our proposals for local mail: 

13.7.3.1 about 53% of local volume will see a price drop of 1p 

13.7.3.2 about 40% of local volume will see no price increase 

13.7.3.3 about 7% of local volume will see a price increase. 

13.7.4 International.  In contrast to the domestic mail streams, Royal Mail charges increase 
substantially more for international letters than for the other international mail 
formats.  Again, GPL's proposed pricing reflects the Royal Mail structure. For social 
mail, GPL anticipates that the pricing will be “PiP neutral” but for contract customers 
who will now be able to access 'Straight Line Pricing' we propose discounting prices 
in the order of £0.4m to reflect the competitive nature of this market (see Annexure 
4). 

13.8 GPL also takes this opportunity to draw several other matters to the Director General's 
attention: 

13.8.1 The use of 'Size based pricing' or SBP may potentially be misleading and confusing 
to GPL's customers.  GPL uses the term 'Pricing in Proportion' because that best 
describes the basis of its proposals, that is prices based in proportion to size, weight 
and method of access; 
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13.8.2 It is not correct, as suggested in paragraph 1 of the Consultation Paper, that GPL is 
proposing a significant increase in tariffs for almost all services.  As discussed 
above, based on GPL's proposed tariffs, 53% of local mail volume will see a price 
reduction and 40% will see no price increase.  For public tariff UK destined mail, 
50% of volume will see a price increase of 2.3% and 42% will see an increase of 
4.7%; 

13.8.3 As referred to at paragraph 4.3 of the Consultation Paper, the short timescale 
around implementation of PiP in order to help mitigate the increased Royal Mail 
charges is driven by the short notice given to GPL by Royal Mail.  From April 2010 
their charges to GPL will rise by more than £600,000 each month. GPL recognises 
that the timescale is short and is committed to working with organisations such as 
Postwatch to ensure that all users understand the new pricing structure well in 
advance of April 2010; 

13.8.4 In relation to paragraph 4.5.1 of the Consultation Paper, whilst GPL has never been 
asked to explain the reason behind the need to have more weight steps than the 
UK, the reason is relatively simple.  Royal Mail and conveyance charges to GPL for 
UK pubic tariff mail form nearly 80% of the direct costs of handling that mail. These 
charges are linear – the nearest approximation we can get with public tariff to a 
straight line is to retain a large number of weight steps. To have fewer steps would 
be simpler but would mean that there would be a greater element of cross subsidy 
between one customer and another; and 

13.8.5 GPL has now introduced an “impact calculator” onto its website at 
<www.postischanging.com>.  This service became available on 17 August 2009; 
and 

13.8.6 If there is a delay in implementing PiP for public tariff mail, apart from the possible 
impact on yield, there is a risk of arbitrage by bulk mail customers. 

http://www.postischanging.com/


L791238.1 30

 

14 CONCLUSION 

14.1 Like Guernsey itself, Guernsey's postal market is unique.  Thoughtful solutions are required 
to ensure that the Island and the Bailiwick can continue to enjoy its progressive, but 
secure, way of life.  Comparisons with larger, more diversified, jurisdictions are not 
apposite. 

14.2 The States have determined that certain measures need to be taken, and certain priorities 
placed above all others, in order to keep one of Guernsey's core links with the world, its 
postal system, affordable and accessible to all residents.  Whilst the States appear keen to 
explore the benefits of competition in this area, the universal service obligation is 
sacrosanct. 

14.3 The Director General's preliminary view that the reserved area should be abolished 
threatens to prejudice the ability of GPL, or any other operator, to provide the universal 
postal service.  Accordingly, the implementation of the Director General's preliminary view 
would be directly contrary to the expressed will and direction of the States. 

14.4 Instead of bringing the benefits of competition, such a determination would lead to the USO 
provider being vulnerable to losing the most profitable parts of the postal market, such as 
some of the bulk mailers, to cherry picking, by foreign operators.  Ordinary Guernsey 
residents would be left paying much higher prices for their basic postal services.  GPL 
already faces competitive threats both from Jersey Post and from e-substitution.   

14.5 To the extent that any further savings can be achieved for Guernsey residents, GPL is best 
placed to achieve these because its established position with the postal services market.  
In fact, it is already doing this having achieved outstanding service ratings and continually 
seeking opportunities to reduce costs and improve efficiency for all Guernsey customers 
both large and small. 

14.6 The introduction of the PiP methodology is another significant example of this.  After GPL 
has borne the costs of Royal Mail increases for the current year it now seeks to restructure 
its tariffs in such a way as will provide all of its customers greater flexibility and well as 
ensuring its long term ability to continue to provide the basic postal services which have 
been entrusted to it by the States.  

 

 





Dear Sir/Madam, I have just read the front page of the Guernsey Press, 
and had a look at the document on your website. I must say that I don't 

find their proposed charges at all extravagant, and I would ask you 
please, please not to interfere with the wonderful service that we have 

in Guernsey Post. Why are we all so afraid of the term monopoly? 
Surely you are there to keep a watchful eye on things, and if the 

service that the public receives is exceptional, then why spoil it just to 
have a free-for-all? 

Please leave the Post as it is. 
Yours, Lynn Ozanne 
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	1.3 The obligation to ensure the continued provision of this universal service is paramount.  The Director General does not have the power to make any order prejudicing the provision of this service.  Further, to do so would be contrary to the express direction of the States. 
	1.4 Should the reserved area be abolished, the ability of GPL to meet its universal service obligation will be prejudiced.  This is because of the high fixed costs involved in providing the universal service and the need to continue to cater for 'cherry picked' bulk mail customers.  If the reserved area were abolished, the price of a first weight letter stamp to the UK would rise to at least 65p.
	1.5 Any comparisons with the introduction of competition in other jurisdictions, particularly the UK, are likely to be inappropriate and fail to take account of the unique nature of Guernsey's island location and its niche postal market.  In particular, such comparisons inevitably fail to take into account the very high proportion of total postage costs that are attributable to Royal Mail and conveyance charges.  In fact, there is very little room in the Guernsey postal market to reduce costs in order to reduce prices.  To the extent that there is room, GPL is already seeking to do this.
	1.6 Accordingly:
	1.6.1 It is unlikely that significant benefits will be realised in Guernsey by the introduction of competition within the reserved area.  The only attractive target customers for any competition would be a handful of commercial bulk mailers.  Ordinary customers and small businesses would pay more;
	1.6.2 Apart from a handful of customers it is unlikely that the majority of mailers would receive significant discounts from GPL's proposed tariffs.  To the extent that significantly lower prices can be achieved it is likely that these will be predatory, loss leading and ultimately anti-competitive.  Such an outcome would be destructive for the long term future and sustainability of GPL and its customers.

	1.7 GPL is best placed, because of its established position with the postal services market, to realise any efficiency savings.  GPL proactively seeks out opportunities to do this, both through direct approaches to large bulk mail customers, and in service wide reviews and improvements designed to benefit all customers.  A refusal to increase and/or a decision to reduce the reserved area would also mean a restriction on the training, development and social support GPL currently provides to enhance the general well being of the island community.
	1.8 GPL acknowledges that the initial calculation of the proposed increase in the reserved area, as set out in the Price Control Application, was based on an incorrect assumption.  GPL have revised their requested reserved area to £1.75 -  £1.80, and have presented calculations in support of this level of tariff at Annexure 1.
	1.9 The increase in tariffs by Royal Mail has forced GPL to revise the structure of its own tariffs, which will inevitably mean some prices rises for GPL's customers.  However, GPL sees the introduction of Pricing in Proportion as a key factor in enabling customers (including bulk mail customers) to mitigate the impact of the increased charges from Royal Mail and in extending to all customers a greater choice between format and price.  
	1.10 The introduction of the Pricing in Proportion methodology will affect different users in different ways.  For all mail streams, the tariffs under Pricing in Proportion will be less than tariffs without the introduction of Pricing in Proportion.  For many local mail users, tariffs will be even cheaper than they are currently. Otherwise, subject to several discrete matters that are highlighted, the pros and cons analysis of Pricing in Proportion, as set out in the Consultation Paper, provides a fair and accurate summary, provided that the other elements of GPL’s proposals are agreed.  GPL welcomes the OUR’s in principle agreement to implement Pricing in Proportion.  

	2 BACKGROUND
	2.1 The Guernsey postal market has a number of unique factors, which are an inherent product of Guernsey's island location and the structure of its wider economy.  Notably:
	2.1.1 The market is not large enough to produce the degree of economies of scale that might be realised in a mainland market;
	2.1.2  Local mail deliveries, where the local provider receives 100% of the tariff paid by the consumer, represent only about 10% of the overall market.
	2.1.3 Conversely, international deliveries represent an extremely large segment of the market.  The destination postal service provider receives the bulk of the tariff paid by the consumer for this mail;
	2.1.4 In particular, 87% of all mail is delivered to the United Kingdom.  Accordingly, the United Kingdom postal service (invariably Royal Mail) has an unusually significant influence on the Guernsey postal market; and 
	2.1.5 Bulk mail, including GPL's largest customer (who post bulk public tariff mail), represents an extremely large segment of the total market.  In particular, in 2010-2011 five customers will represent about 70% of the volume of mail sent to the UK.

	2.2 As a result of these unique factors, the Guernsey postal market is strictly controlled by legislation that is intended to ensure that residents receive an acceptable standard and range of postal services at acceptable tariffs.  This is achieved by:
	2.2.1 Awarding a licence to provide certain basic 'universal postal services';
	2.2.2 Protecting the licensee's exclusive right to provide those services, and certain other limited services, by the imposition of a reserved area (currently delimited by the level of tariff).  This protection is intended to fund the provision of the universal service; and 
	2.2.3 Controlling the level of tariff that can be charged by the licensee for certain types of postal services.

	2.3 Currently, Guernsey Post Limited ("GPL") is the only postal service provider in Guernsey and provides universal postal services to the Bailiwick.  The Director General of Utility Regulation is responsible for the supervision of GPL in relation to its provision of postal services. 
	2.4 On 15 May 2009, Guernsey Post submitted a price control application in relation to the period 2010 - 2011 ("Price Control Application"), with supporting submissions and statistical evidence.  The Price Control Application dealt substantively with three matters:
	2.4.1 Increase of the reserved area in which Guernsey Post enjoys exclusive rights to provide postal services; 
	2.4.2 An increase in tariffs driven by increased Royal Mail charges; and
	2.4.3 Implementation of the Pricing in Proportion ("PiP") method of calculating tariffs.

	2.5 As discussed substantively at paragraph 13 below, the need to introduce PiP and increase tariffs was a direct result of changes to Royal Mail's pricing structure and tariffs.  Royal Mail is by far Guernsey Post's largest downstream supplier.  GPL notes that it submitted the Price Control Application only after substantial negotiation with Royal Mail (for which Guernsey Post retained a leading London law firm to act on its behalf), and Guernsey Post bearing increased Royal Mail costs in the current year 2009-2010.
	2.6 In response to the Price Control Application, the Office of Utility Regulation ("OUR") issued public consultation paper number OUR 09/16 ("Consultation Paper").  In the Consultation Paper, the Director General or the OUR did not express a concluded view as to GPL's application.  However the Director General did express an initial view that:
	2.6.1 There is no longer a need for a reserved area to enable GPL to fund its USO;
	2.6.2 On balance, the introduction of PiP (or Size Base Pricing (“SBP”) as referred to in the Consultation Paper) has the potential to be a positive development for postal users; and
	2.6.3 Significant further work is required before a view can be expressed on the level of tariffs GPL has requested.

	2.7 The purpose of these submissions is to respond to several discrete issues arising from the Consultation Paper.  Full submissions in support of GPL's proposals are set out in the Price Control Application.  Accordingly, reference should also be made to that document when considering GPL's submissions.  Should the OUR or the Director General require any further information from GPL prior to making any determination, including substantiation of any figures, models or assumptions presented in the Price Control Application of this response, the OUR and/or the Director General should contact GPL directly.  Failure to address in this response any query, criticism or suggestion raised by the Consultation Paper should not be taken as GPL's acceptance of the Director General's or the OUR's views in relation to that query, criticism or suggestion.

	3 LEGAL FRAMEWORK
	3.1 The provision of postal services in Guernsey is regulated by the Post Office (Bailiwick of Guernsey) Law, 2001 (the "Postal Law").  Pursuant to Section 9(2) of the Postal Law, the Director General may make (or amend or revoke) an order in relation to reserved postal services:
	3.2 On 31 January 2001, the States of Guernsey resolved (concerning Billet d'Etat No.1 dated 12 January 2001) ("States Directions"):
	3.3 In the present circumstances, the first limb of the Director General's power under section 9(2) does not appear to be relevant as the proposed directions do not seek to enable the provision of a universal postal service, and in any event are not necessary to do so.  
	3.4 Effectively, the Director General's power to make, amend or revoke a direction under section 9(2) of the Postal Law is ultimately constrained by the States Directions and in accordance with the overarching requirement to protect the continued provision of the universal postal service.  If the proposed order (in this case the amendment of the order relating to the reserved area) would in any way prejudice the continued provision of the universal postal service, then the States Directions effectively prohibit the Director General from making or amending the order.  Any subsequent order that purported to prejudice the continued provision of a universal postal service, or would have the effect of doing so, would be:
	3.4.1 contrary to the express instructions of the States, as set out in the States Directions; and
	3.4.2 beyond the power of the Director General, or ultra vires, and subject to being overturned on appeal of the decision to make that direction.  

	3.5 The universal service obligation ("USO") is set out in the States Directions as including:
	3.5.1 One collection from access point on six days each week;
	3.5.2 One delivery of letter mail on six days each week (reduced in the event of public holidays);
	3.5.3 Collection of all postal items up to 20kg;
	3.5.4 Delivery of postal items of up to 20kg on at least five working days; and
	3.5.5 Registered and Insured mail.

	3.6 Pursuant section 5 of the Postal Law, the Director General may determine that a licensee is dominant in a postal market.  Where this occurs, the Director General has the right to control the prices charged by the licensee for those postal services in which the licensee is found to be dominant.  This right and obligation is reflected in condition 18 of GPL's licence.  The Director General has designated GPL as being dominant in the following markets:
	3.6.1 Regular letter and parcel services;
	3.6.2 Priority (special delivery) letter and parcel services; and
	3.6.3 Outbound bulk mail services.

	3.7 Section 5 of the Postal Law provides that in exercising its powers in relation to a licence, the Director General must have regard to the general objectives, set out in the Regulation of Utilities (Bailiwick of Guernsey) Law, 2001, being:
	3.8 Section 10 of the Postal Law provides that a universal postal service provider may make a 'scheme' in relation to the provision of the universal postal service (or with the approval of the Director General, other postal services), which provides for the terms and conditions, including tariffs, upon which the universal postal services will be provided.  The Director General can require the licensee to justify the provisions of any such scheme in order to establish whether it is fair and reasonable.  If a scheme is not found to be fair and reasonable, the Director General may direct the licensee to adjust of withdraw the provisions of the Scheme.  The implementation of a pricing scheme is one way in which GPL may seek to continue to fund the USO obligation should the Price Control Application not be approved and the reserved area abolished.  It is difficult to see how the OUR could reasonably not approve the Price Control Application, abolish the reserved area and refuse to work with GPL to develop such a scheme.  GPL considers that such a scheme would fairly lead to the same position as is current being proposed. 
	3.9 Accordingly:
	3.9.1 GPL, as the only licensed postal service provider, is obliged to provide the postal services covered by the USO;
	3.9.2 The Director General can control the provision of postal services by GPL (including specifically with respect to tariffs), but in doing so must have regard to the Director General's general objectives, together with any specific requirements provided in relation to any particular power;
	3.9.3 Specifically, as applied to the present circumstances that are the subject of this response, the Director General can only amend the reserved area if it is necessary to comply with the States Directions; 
	3.9.4 The relevant States Directions request the Director General to review and revise the award of the exclusive rights from time to time, on the explicit proviso that such opening up does not prejudice the continued provision of the universal postal service.  As discussed in this response, it is inevitable that the opening up of the reserved area will prejudice GPL’s ability to provide the universal service.  We note, with some concern, that the emphasis in the text of the actual States Directions is substantially different from the précis of the same directions that is set out on page 6 of the Consultation Paper.


	4 EXPLANATION OF ISSUE
	4.1 Currently, GPL has a reserved area in respect of all mail up to a tariff of £1.35 in order to be able to provide the USO.  This level was based on the 2001 Guernsey to UK tariff of 27p, multiplied by a factor of five.  The 27p baseline tariff was artificially low because at that time Royal Mail subsidised the cost of UK delivered mail from Guernsey by 35 - 36p.  Under the former methodology, using the unsubsidised price as a base would have resulted in a reserved area of between £1.75 and £1.80.  In its Price Control Application, GPL sought an extension of the reserved area to increase it to £2.15 (although subsequently GPL has revised its request to a level between £1.75 and £1.80 (see paragraph 12.1 below).  In the Price Control Application, GPL requested this increase for the following reasons:
	4.1.1 To continue to fund the USO;
	4.1.2 To recognise the artificially low baseline tariff;
	4.1.3 To compensate for the impact of inflation since the initial level of the reserved area was set in 2001; and
	4.1.4 To recognise that it will be difficult for the Guernsey market to support more than one full-service postal operator who is capable of providing a universal postal service to Guernsey 

	4.2 The Director General has expressed an initial view that, rather than increasing GPL's reserved area, it is minded to abolish the reserved area entirely.  The reasons provided for this view are:
	4.2.1 If tariffs for all postal services are cost reflective, there is no need to maintain a reserved area to fund the universal service obligation;
	4.2.2 Most countries are now abolishing or greatly reducing exclusive postal services, and that the States had an expectation that over time GPL's reserved area would reduce;
	4.2.3 GPL's commercial customers wish to explore alternate options which would allow them to maintain a competitive position in their own markets, however the reserved area effectively prevents them from doing that; and
	4.2.4 GPL has not provided any costs information in support of its proposed increase to the reserved area.

	4.3 GPL is concerned that the Director General's initial view, as expressed in the Consultation Paper, does not adequately take into account the following matters:
	4.3.1 Negative impact on GPL’s ability to service the USO, and thereby prejudicing the continued provision of a universal postal service in Guernsey;
	4.3.2 Mischaracterisation of cross-subsidies;
	4.3.3 Inapplicability of close comparisons with other jurisdictions;
	4.3.4 Unique benefits of GPL to the Bailiwick;
	4.3.5 Overstatement of the likely benefits from competition;
	4.3.6 Misunderstanding of the downstream access market; and
	4.3.7 Unique benefits of GPL to customers. 

	4.4 For these reasons, GPL submits that that the Director General's initial view is misconceived.  Whilst these issues are explained and explored in detail below, by way of summary, and in response to the Director General's reasons as expressed above:
	4.4.1 Reflective pricing and the USO.  The USO applies to all mail, both bulk and public tariff mail; it covers both high margin and low margin customers.  Should the reserved area be abolished, it is likely that the more profitable mail will be 'cherry picked' by a competitor.  GPL will not receive any contribution to the USO from this lost business.  Servicing the USO involves high fixed costs, a low level of scalable costs and requires GPL to maintain some capacity to handle mail lost to competition in the eventuality that customers choose to return to GPL.  Accordingly, without the contribution to the USO from any lost mailers, reflective pricing at affordable tariffs for remaining users will not be possible. GPL has scoped a number of scenarios to show the impact that removal of the Reserved Area would have upon the USO. . For public tariff mail, under the most optimistic scenario, the price of a first weight step letter sent to the UK would rise to 65p.  For bulk mail, price increases of at least 8-16% would be required. 
	4.4.2 It is inappropriate to consider that bulk mailers are 'cross-subsidising' the provision of the USO at present.  They are paying for their share of the USO, because most, if not all, bulk mail falls within it.
	4.4.3 Competition in other jurisdictions.  Guernsey is unique, and accordingly there is a limit to the extent that 'precedent' from other jurisdictions can be used to support arguments in relation to the Guernsey postal market.  In particular, the UK is an inappropriate comparison because Royal Mail still gets a 'last mile' tariff contribution that would not be available in practice to GPL because most mail is sent offshore.  In any event, the Consultation Paper is somewhat selective and does not consider successful jurisdictions where a single postal service provider has been retained, or for example, Sweden where “liberalisation” of the postal market has seen a large rise in the price of social mail.  Additionally, the Consultation Paper does not consider the broader contribution that GPL makes to the island community. 
	4.4.4 Customer benefits of competition.  There is little scope for the realisation of additional downstream service benefits because Royal Mail effectively controls the entire downstream market.  GPL is best positioned to realise what potential benefits there are and is committed to working with commercial customers to seek to achieve these.  GPL already achieves outstanding quality of service ratings as evidenced by performance against the OUR’s own service standards.  In terms of efficiency benefits and consequential tariff savings, there is very little scope to realise these because of the dependency on Royal Mail.  To the extent that these can be realised, GPL has proactively demonstrated a commitment to doing so.  In realising these benefits, GPL relies on its position as a trusted provider on the Island being part of the very fabric of the economic, business and wider community, which would not be available to any competitor.
	4.4.5 Supporting Costs information.  GPL provided substantial information in the Price Control Application.  That information has been supplemented by the additional information provided with this response.  Nevertheless, as acknowledged below (paragraph 12.1), the requested reserved area tariff has been revised to a level between £1.75 and £1.80 after GPL has reviewed its calculation methodology.  GPL invites the Director General to consult it directly in relation to any query it has in relation to any figure, assumption or model discussed in this response or the Price Control Application prior to making any further assumptions or reaching any views which may be incorrect or misinterpret GPL’s position.


	5 NEGATIVE IMPACT ON USO
	5.1 Removal of the reserved area would have dire consequences for the ability of GPL to ensure the continued provision of the USO.  The USO at present covers the delivery of all mail (up to the respective weight limits), regardless of whether it is a bulk mailer or social customer.  Obviously, the USO applies to mail within or outside any reserved area.  As intended by the States Directions, the USO is funded by all customers within the reserved area. As indicated above, GPL has scoped the impact on the USO of the Reserved Area being removed – the consequences are severe with the impact being borne, in the main, by social and small business customers.
	5.2 Clearly, any loss of mail from the current reserved area as a result of competition will lead to a loss of contribution from that mail towards meeting the costs of funding the USO.  However, it is unlikely that any potential competitor will seek to enter the market for the entire postal service within the reserved area.  Instead, it is likely that the segment of the market that would be most attractive would be the high volume/high margin mail market.  This volume would be attractive to competitors because it is the most profitable, for example it is easily machine sorted due to the standard size of mail, requiring little investment in infrastructure and has comparatively low barriers to entry.  This is particularly the case for providers such as Royal Mail or Jersey Post (compared with other private operators), which, like GPL, have established connections with the UK postal service to enable them to provide the 'next day' downstream access required by the largest customers.  The loss of only very few of the largest customers would reduce revenue by over £20m.
	5.3 However, because of the nature of the USO, comparatively very little reduction in GPL costs would be realised as a result of that loss of business.  The USO costs in relation to both direct delivery and collection, are largely fixed. These include not only labour costs but also such things as maintenance of sorting machinery and premises, as well as vital support functions such as human resources and billing systems.  Whilst there will be some reduction in overall costs as result of the loss of these few customers, the costs savings would be no more than £16m. 
	5.4 Further, however, it is unclear whether this comparatively small reduction in actual costs should properly be accounted for in determining the true cost of the USO.  GPL takes the view that its obligation to provide the USO extends to maintaining capability to provide those services in respect of all mail, whether or not that mail is currently being delivered by a competitor.  Accordingly, the cost of the USO should not properly be reduced by the additional cost of providing services to those customers. Whilst this may reflect GPL's legal obligations, as a matter of practice it would be prudent for GPL to adopt this approach in determining its tariffs as the bulk mail customer would be free to stop using the competitor's services at any time (subject to any contract between them) and resume using GPL's postal services.  GPL would be obliged, pursuant to the obligations under its licence, to provide such services as part of the USO. 
	5.5 In order for GPL to continue to service the USO after any reduction or termination of the reserved area it would be required to increase public tariffs by at least 45% from the currently proposed levels, as sought in the Price Control Application.  This would mean that the cost of sending an ordinary letter to the UK would be at least 65p.  The segment of the market that would pay these prices would be the ordinary consumer, rather than the bulk mailers.  Initially, GPL would seek approval of tariffs in accordance with a scheme implemented pursuant to section 10 of the Postal Law in respect of services within the USO.  These tariffs, in accordance with the Director General's intention as set out in the Consultation Paper, will be reflective of the cost to provide that service.  However, should the Director General still determine that those tariffs were not fair and reasonable the question would arise as to whether or not any service provider could meet the USO without substantial additional funding from the States.

	6 MISCHARACTERISATION OF CROSS-SUBSIDIES
	6.1 The Consultation Paper (at paragraphs 5.3-5.4) justifies the removal of the reserved area by reference to:
	6.1.1 A desire to eliminate 'cross-subsidy' of social mail by bulk mailers; and
	6.1.2 A related intention to ensure that tariffs are cost reflective so that the USO could be funded from those non-bulk mail postal users who use the service.

	6.2 GPL is of the view that the Director General has mischaracterised or failed to correctly articulate the true position.  GPL takes this opportunity to correct several misapprehensions as follows:
	6.2.1 There is no cross subsidy of the USO by bulk users.  The USO incorporates bulk mail, within and outside the reserved area.  Bulk mail and public tariff mail together fund the USO and together they share the benefits.  Through both previous and current tariff proposals, GPL has sought to ensure that prices for individual products reflect the costs incurred and profit generated. The net margin generated by bulk mail is in fact less than that generated by public tariff mail, reflecting the relatively low level of GPL cost inputs within the total costs of handling bulk mail. 
	6.2.2 As discussed above, it is necessary to maintain a reserved area (which includes both bulk and public tariff mail) to ensure that the USO (funded by all mail covered by the reserved area) can be maintained.  If competition were allowed, GPL would most likely lose the most profitable mail to competitors who have no wider service obligation. This would mean that GPL would very quickly become unable to provide the USO and maintain profitability. 
	6.2.3 In the Consultation Paper the Office of Utility Regulation makes reference to only one form of cross subsidy. This is potentially misleading.  There are three other more relevant “cross subsidy” issues that underpin the need to retain a Reserved Area, being:
	6.2.3.1 Within the Bailiwick, the unit costs of delivery and collection vary significantly according to geography and volume of mail. The main purpose behind the reserved area is to prevent competitors 'skimming' the high volume, easy delivery/collection and therefore profitable mail (such as bulk delivery) leaving GPL with low volume high unit cost delivery and collection (for example delivery and collection in Alderney and Sark);
	6.2.3.2 Although the current pricing proposals provide for appropriate contributions across different streams and formats there is inescapably some variation in contribution within a particular stream. For example a first weight step letter that can be handled by machine sorting costs less to process than one of the same weight that has to be sorted by hand and
	6.2.3.3 Within any tariff stream the mail posted by some customers can be handled more efficiently than other mail either because of economies of scale, time of posting or ease of handling.  This inevitably results in some cross-subsidisation between individual mailers, but it is not possible to accurately reflect the different costs of such mail in differing tariffs, by say having a lower price for a bulk delivery compared to a singe item delivery or a bulk collection compared to collecting one or two items.

	6.2.4 Further, removal of the reserved area would force GPL to seek to reduce tariffs for some USO customers, most likely bulk mail customers, in order to remain competitive.  There is very little scope for GPL to reduce prices for these customers as a result of the limited cost savings which can be realised, as discussed elsewhere in this paper.  In any event, assuming GPL was able to selectively reduce prices for some customers; in order to fund the USO, GPL would be required to increase tariffs for other customers, inevitably ordinary social mailers and small businesses.  This could, in effect, lead to the result that social customers are in fact subsidising bulk mail customers.


	7 INAPPLICABILITY OF CLOSE COMPARISONS WITH OTHER JURISDICTIONS
	7.1 In the Consultation Paper the Director General makes reference to the opening up of postal markets in the EU and other jurisdictions, including the UK.  Whilst recognising that comparisons with other similar jurisdictions can be helpful it is essential to recognise that there are significant postal market differences between Guernsey and countries such as the UK.  For example:
	7.1.1 Most basically, Guernsey is a small market; GPL does not have the economies of scale opportunities available to larger postal administrations such as Royal Mail;
	7.1.2 Guernsey is not part of the EU and is not bound by the Postal Services Directive, which requires opening up of postal services.  Indeed, the whole bulk mail market located in Guernsey is almost entirely dependent on Guernsey not being in the EU and the ability to take advantage of the market distortion currently available in the form of Low Value Consignment Relief;
	7.1.3 Royal Mail faces no competition on “the last mile”, that is the delivery of mail to every business and residence.  Mail lost to competitors during processing must at present be injected into the Royal Mail network at the inward sorting stage.  Royal Mail is, therefore, able to retain some tariff contribution from this mail to support its USO.  In Guernsey, virtually all the mail posted on the island is delivered to the UK, meaning that GPL, unlike Royal Mail, would lose all the tariff contribution to its USO from this outbound mail;
	7.1.4 Similarly, it might be suggested that competition grows a market place driving up volumes to a level higher than would otherwise be the case, reducing unit costs (particularly delivery costs) and thereby supporting the USO.  This may be the case in the UK for example, but conversely with the introduction of competition in Guernsey all the benefits would flow to Royal Mail customers and to their USO and not to Guernsey customers because almost all the mail posted on the island is delivered in the UK.  A reduction in mail prices, and as set out above any such reduction is likely to be small because of the comparatively low cost base for these customers, is unlikely to encourage additional bulk mail customers to establish themselves in Guernsey; and  
	7.1.5 Alternatively, it may be suggested that competition would help Guernsey to remain competitive with jurisdictions such as Jersey, thus ensuring that Guernsey retains its current level of mail business and is therefore able to retain its current pricing scheme (or something close to it) for all customers.  However the logic underpinning this argument is incorrect. As demonstrated elsewhere in this response, the small handful of customers who may be attracted to a competing jurisdiction contribute to the funding of the USO and thereby help keep mail prices affordable for all Island residents.  Allowing competition would remove this contribution, realise comparatively little costs savings and increase ordinary mail costs beyond an affordable level.  In effect, for other ordinary customers, the ultimate outcome of competition will be the same as if that handful of large customers had relocated to Jersey i.e. higher prices. 

	7.2 GPL is also concerned that the Consultation Paper makes somewhat selective comparisons with other jurisdictions.  Whilst reference is made only to those who have adopted mail liberalisation successfully, there is no reference to other jurisdictions that have maintained single public mail.  A more balanced consideration would have mentioned that other developed countries such as the USA and Canada that determined not to follow such an approach, or countries such as Sweden (the first country to fully open up its postal market) where the price of social mail has risen steeply since liberalisation.

	8 UNIQUE BENEFITS OF GPL TO THE BAILIWICK
	8.1 GPL notes that the Director General's broader objectives when making a determination includes ensuring that utility activities are carried out in such a way as best to serve and contribute to the economic and social development and well-being of the Bailiwick.  In this regard, GPL notes that:
	8.1.1 GPL is profitable and its profits remain in Guernsey.  It does not require subsidy and indeed pays a significant dividend each year to its shareholder, the States of Guernsey that invests those profits for wider community benefit;
	8.1.2 GPL employs, directly and indirectly, more than 300 people who between them pay around £2m in taxes and social security payments.  GPL itself pays around £1m in taxes and social security payments;
	8.1.3 If competition is permitted the most likely competitors will be UK or Jersey based.  Any residual contribution to Guernsey’s economy will be lost;
	8.1.4 GPL has fostered a learning culture.  By investing in the training, development and employment of local people GPL positively touches the lives and prospects of those individuals and their families, as well as contribution to the skills base, well-being and marketability of the Bailiwick community as a whole; and
	8.1.5 Further, GPL is active in the local community working with schools and supporting local charities.  External competitors may be less likely to contribute to or care about the local community.  GPL’s own ability to fund such activity will be reduced by any loss of contribution.


	9 OVERSTATEMENT OF THE LIKELY BENEFITS FROM COMPETITION
	9.1 The benefits of competition as set out in the Consultation Paper have been overstated.  In the Consultation Paper the Director General argues that customers would benefit from competition through either improved services not available through GPL or through reduced prices, because retention of the reserved area:
	9.1.1 Limits postal users choice as there is little incentive for a monopoly supplier to provide different price/quality trade-offs; and
	9.1.2 Removes the incentives to become more efficient, which would benefit users through lower prices.
	Service Levels


	9.2 GPL submits that there are two separate aspects of service to consider:
	9.2.1 Range of service; and
	9.2.2 Improvement in service level.

	9.3 In relation to the range of services available, whilst it is possible that upstream add – on benefits might be found (by GPL as well as a competitor) it is difficult to see where there is scope for a competitor to offer a significant improvement in end to end service, because:
	9.3.1 Virtually all bulk mail and a very large proportion of public tariff mail posted in Guernsey is sent to the UK and the range of services available is essentially dictated by what Royal Mail offers.  Although the bulk mail market is large in the context of GPL it is tiny in the context of Royal Mail's market (approximately 1.0%).  Accordingly, there is no effective leverage on Royal Mail from Guernsey with or without competition; 
	9.3.2 GPL already offer bulk customers the flexibility of trading off service against price through the choices such as air or sea conveyance, pre-sorting of mail and, if required, through downstream access.  Further, where it makes operational and commercial sense we can and do locate GPL employees on customers’ premises;
	9.3.3 With the implementation of PiP (discussed elsewhere in this paper), GPL will be introducing more products and customer choice; and
	9.3.4 At present GPL has the ability to access Royal Mail via Royal Mail International (ensuring next day availability) as well as through Royal Mail Wholesale.  As discussed at paragraph 10 below, a commercial competitor such as TNT or Citipost can only gain entry to Royal Mail via downstream access at the cost of a one-day delay in service.

	9.4 In relation to any improvement in service level which might come out of competition:
	9.4.1 As noted above, any mail posted via a competitor, such as TNT or Citipost would suffer a delay of one day and therefore see a reduction in service levels;
	9.4.2 GPL currently achieves an internal performance (measured from aircraft to delivery frame for inward mail and post box to aircraft for outward mail) of 99%; and
	9.4.3 The main causes of 'end to end' service failure are outside GPL’s control, such as failures by Royal Mail (for example service disruption caused by the current industrial action) and transport failures (such as aircraft unable to fly because of fog). It is difficult to see how a competitor would be able to avoid these problems.
	Prices


	9.5 In relation to lower prices, these can only be realised if a competitor could operate more efficiently than GPL or would be prepared to accept lower margins (or operate at a loss).  However, it is conceivable that a competitor may charge lower tariffs than GPL for selected bulk mail customers in the short term.  However, this is more than likely to be a form of 'loss-leading' or 'predatory pricing'.  Such pricing and competition does not lead to long term sustainable competition in price or service and would be damaging to the long term sustainability of GPL, inevitably to the detriment of Guernsey both economically and socially.  For example, it is likely that Guernsey will be attractive to a large global competitor who is seeking to build up delivery volume and market share within the UK.  Initially, they may offer lower than cost prices to Guernsey customers to do so and take short-term losses.  Over time Guernsey will become less important for the competitor as they become established in the true target market.  Accordingly, Guernsey prices will inevitably be corrected and Guernsey customers will end up paying more for lower service levels.
	9.6 There is a limit to which efficiency gains may be made by any competitor.  In relation to bulk mail, GPL costs, including contribution to network and support costs and to bottom line profit, amount to approximately 8% of the total cost.  The other costs are supplier costs, which are either already open to competition (air and sea conveyance) or fixed by the supplier (Royal Mail) – competition could not provide any efficiency savings reducing these costs.  However, GPL already realises certain efficiency savings that are not available to competitors.  For example, GPL's bulk mail account management infrastructure ensures that, as far as is possible, containers are fully loaded limiting the number of partially filled containers.  Having more than one operator collecting from customers will inevitably result in more part filled containers. The cost of two additional containers per day could lead to an increase in conveyance costs of up to £500,000 per annum. It would also have a detrimental impact on the environment with more partly filled containers being conveyed on land and by sea.
	9.7 Further, to the extent that any further efficiency gains become available, it is expected that GPL will be best placed to realise these.  However, whilst GPL is fully committed to identifying, implementing and passing on any such cost saving and efficiency opportunities to customers, what is apparent is that such opportunities are fairly insignificant within the total costs.  It would be incorrect to suggest that there is sufficient unrealised cost savings to enable a competitor to achieve substantive tariff reductions whilst maintaining realistic margins, or to suggest that GPL could replace significant lost business (in funding the USO) by means of efficiency savings.  Such future efficiency savings as there are, are likely to be realised though:
	9.7.1 Anticipating current and future mail volume trends and capitalising on future delivery operations efficiency opportunities; and
	9.7.2 Enhancing processing productivity.

	9.8 The key to managing an efficient mails operation is an understanding of mail volume trends and their impact on productivity.
	9.8.1 In relation to delivered mail, southbound mail (i.e. UK to Guernsey) represents a significant proportion of GPL’s delivered traffic and mail volumes in the UK are massively down year on year.  GPL is currently experiencing a 16% drop in southbound mail – this is in part a reflection of a permanent reduction in the use of postal services. Postal administrations generally are seeing the impact of e–substitution not being offset by sufficient growth elsewhere. The pattern will not be reversed. Falling volumes will put a severe strain on delivery productivity both in the tariff year and in the years to come – this point is explained in more detail below.
	9.8.2 Posted public tariff mail trends in GPL at the present time are good with significant growth year on year.  This growth in volume together with the nature of this mail (it can be easily machine sorted) enables GPL to make productivity improvements through absorbing some of this growth at marginal cost and these improvements are built into our original submission. This contribution to overall productivity is reflected in lower prices for UK mail than would otherwise be the case. 

	9.9 The delivery operation, like collection work, contains a significant element of fixed costs.  Whilst some activities such as inward sorting and walk preparation are fairly linear (costs vary almost in proportion to volume changes) this is not the case for the largest activity, delivery of the mail.  Outdoor delivery costs are broadly made up of four elements:
	9.9.1 travel to and from the start/finish of delivery;
	9.9.2 street time;
	9.9.3 'garden path' time; and 
	9.9.4 the delivery transaction (typically putting letters through the letter box). 

	9.10 These elements are, within a fairly wide range of volume movement, fairly fixed.  Overall on outdoor delivery the relationship is 1:0.18.  That is, for every 1% traffic falls, only 0.18% of costs can be removed.  In times of mail volume growth this relationship means that unit delivery costs reduce (the so called “virtuous spiral of growth”) whilst at times when delivery volumes are falling it drives unit costs up (referred to as “the graveyard spiral”). The OUR is aware that earlier this year GPL commissioned a full review of letter deliveries. The study looked at two aspects:
	9.10.1 An efficiency assessment by industrial engineers of the current delivery structure, Following guidelines defined by British Standards 3138:1992, the International Labour Office and the Institute of Management Services. This included a review of average work rates compared with standard performance (100 BSI), an analysis of the activities that are employed in the delivery tasks such as the profile of the delivery points, drive length, steps, and access, and implementation of a range of standard times for delivery activities to be used for performance measurement or planning.

	9.11 The second element of the project looked at the identification of potential method improvements and opportunities for travelling time acceleration.  The key findings within the report supported the savings already identified by Guernsey Post and included in the original submission.
	9.12 In 2008, GPL commissioned the development of an activity based productivity management system, a key recommendation with the 2006 OUR efficiency review. The system provides: 
	9.12.1 Production of Standard Times for the key indoor processes
	9.12.2 Production of Standard Operating Procedures for the key indoor processes
	9.12.3 Development and implementation of resource productivity measurement software

	9.13 GPL will use this system to ensure that processing cost are correctly and efficiently aligned to workload and, as outlined in our original submission, will continue to look for method improvements which may improve productivity. An initial estimate of potential savings was included in our original submission and was taken into account in determining our proposed price increases.  

	10 MISUNDERSTANDING OF THE DOWNSTREAM ACCESS MARKET
	10.1 It is possible that the Director General's overstatement of the benefits of competition stems from a fundamental misunderstanding of the downstream access market for Guernsey postal servicers.  
	10.2 First, it is implied in the Consultation Paper (at paragraph 5.4) that the removal of the reserved area is necessary to enable Guernsey customers to obtain downstream access to Royal Mail. This is incorrect.  GPL can and will, if customers wish to go down this route, provide downstream access solutions through Royal Mail Wholesale using appropriate agents (such as TNT or Citipost).  For example, GPL has been working over the past few months with one bulk mailer and with TNT and Citipost to see if an attractive solution can be worked up.  Indicative figures, based on those consultations, suggest that the cost of accessing Royal Mail Wholesale is likely for some customers to be less than GPL's tariffs via Royal Mail International (which is only available to Guernsey Post) for the same items, whilst in other cases it is likely to be more.
	10.3 Second, downstream access via Royal Mail Wholesale involves mail being sorted to an agreed specification (either by the customer, GPL or an agent) and then being input into 65 mail centres in the UK at an agreed time.  This inevitably results in a day delay in the delivery of mail.  Customers are also required to meet strict access requirements imposed by Royal Mail Wholesale, including the provision of very detailed information relating to each posting. Until very recently all our bulk customers have indicated to GPL that they were not prepared to accept the delay and would find it difficult to provide the information.  Use of a commercial competitor other than Royal Mail or Jersey Post would still incur the same information requirements and result in the same one-day delay.  However, for any customer who is prepared to go down this route GPL would look to facilitate this. 

	11 UNIQUE BENEFITS OF GPL TO CUSTOMERS
	11.1 Put simply, because of GPL's place within the Guernsey community and long-standing tradition of service within the Bailiwick, GPL adds value that competitors cannot.  These benefits may or may not be directly reflected in lower tariffs, although can often result in time and cost savings for all customers.  For example, such benefits include:
	11.1.1 Customs clearance.  The Low Value Consignment Relief, the existence of which underpins the whole bulk mail industry in Guernsey, can not be taken for granted – again recently we have seen reports in the local and UK press that suggest it may be under threat.  GPL provides stability and control over compliance with the MOU helping to ensure its existence. Guernsey Post, Guernsey Customs and HMRC have a tripartite Memorandum of Agreement (MOU), which enables bulk mail customers who are part of the Guernsey Post VAT scheme to certain advantages in terms of customs clearance and payment of VAT. Loss of the MOU will cause considerable problems for our customers;
	11.1.2 Guernsey mail being sent under the terms of the MOU is cleared for UK customs entry by Guernsey Customs, in conjunction with Guernsey Post, and must then be handed to Royal Mail as the USO provider in the UK. Royal Mail will not accept mail through the MOU unless it has been despatched by an authorised member of the UPU (which Jersey and Guernsey Post are).  One of the obligations of being a UPU member (and which is why they have been given the simplification of the MOU as opposed to a full customs declaration) is that they have a legal obligation to accept mail from another UPU member from any country in the world and are also obliged to deliver it to any household in the UK; and
	11.1.3 A freight agent or fast parcel operator does not have these obligations and can 'pick and choose' their customers. The terms of the MOU do not apply to freight companies and therefore unless Guernsey Post is handing mail over to Royal Mail, either direct or via a ferry company/air freight company, and possibly a transport company in the UK who are acting as agents for either GPL and or RM, the MOU will not apply.

	11.2 GPL provides a “one stop shop” for its customers.  On their behalf we deal with Royal Mail, both Royal Mail International (competitors can not), with Royal Mail Wholesale and with HMRC.

	12 INCREASE TO RESERVED AREA
	12.1 GPL acknowledges that the calculations underpinning the requested reserved area tariff of £2.70 were based on an incorrect assumption.  GPL has recalculated the proposed reserve area tariff and seeks to amend its request to a level between £1.75 and £1.80. 

	13 EXPLANATION OF ISSUE
	13.1 As explained in the Price Control Application, Guernsey Post currently levies tariffs on a weight basis.  Historically, this method of calculating tariffs was aligned with the method that Royal Mail charged GPL.  As stated elsewhere in this response, Royal Mail is by far the largest of GPL's 'downstream providers' of mail services. 
	13.2 Royal Mail introduced PiP in 2006 to better reflect the costs to them of handling different formats of mail.  Since 2006, Royal Mail have not been charging GPL on a PiP basis for all weight classes of ordinary letters. However starting from April 2009 and with further increases from April 2010, Royal Mail will pass on the higher charges for packets and large letters to GPL. This has resulted in substantial cost increases for GPL, although for 2009-2010 these have been absorbed without passing on that increase to GPL's customers.  
	13.3 Accordingly, and in order to ensure our tariffs better reflect the costs of providing each different postal service, GPL has also sought to introduce PiP based tariffs.  PiP also provides additional products and choice for GPL's customers.  Full particulars in relation to the features of PiP are set out in the Price Control Application.  However, whilst PiP does provide these additional benefits and savings, GPL's decision to introduce PiP is entirely as a result of the introduction of PiP by Royal Mail and the dramatic increase in the tariffs charged by Royal Mail to GPL.  
	13.4 In the Consultation Paper, the Director General provided substantial analysis of PiP, (although it was referred to as SBP) as it has been adopted in the UK and how it might be adopted in Guernsey.  The Director General also produced a summary list of advantages and disadvantages of PiP.  Without expressing a definite view on the topic, it appears broadly that the Director General is in favour of introduction of PiP.
	13.5 GPL welcomes the Director General's thorough and thoughtful analysis of the PiP issue.  In general GPL takes the view that the Director General's conclusions of the advantages and disadvantages of PiP provide a reasonable, accurate summary of the matter.  
	13.6 However, GPL wishes to clarify one matter that it submits the Director General should take into account in making any determination in relation to this matter.  That is, there appears to be some confusion in the Consultation Paper as to of whether or not the introduction of PiP would result in an overall increase in postage prices.  GPL submits that overall tariffs will be no higher, and in some cases will be lower, because of implementing PiP than would otherwise be the case.  No stream of mail will see a price increase as a result of GPL introducing PiP. The reason for this is:
	13.6.1 Royal Mail has imposed huge increases in charges.  These higher charges require GPL to impose a large increase in its tariffs.  In particular, there is a disproportionate increase in the tariffs for large letters and packets that reflects a similar disproportionate increase in Royal Mail large letters and packet tariffs.
	13.6.2 The implementation of PiP by GPL will help mitigate the impact of the increase in Royal Mail charges by at least providing customers with the choice to access lower prices through posting items in a different format.  The alternative would be to continue to charge a weight based tariffs which would result in customers not having the option to choose smaller, but otherwise appropriate, postage options which would have been cheaper under PiP.

	13.7 GPL have analysed the likely impact of PiP on each customer class and have determined the following:
	13.7.1 Bulk mail to the UK.  GPL are currently working with our bulk mail customers to mitigate the impact of the increases through switching mail to cheaper streams.  As a result of this we estimate that the impact of the increased Royal Mail charges will be reduced from about £7.4m to about £3.4m before taking account of the volume drop from price deterrence.  An example of this is a large bulk mail customer who anticipates that it will be able to switch about 80% of its mail from packets to large letters.
	13.7.2 Public tariff mail to the UK.  A similar profile for Royal Mail charges applies here as for bulk mail and again GPL need to implement PiP in order to provide customers with choice and the ability to access cheaper mail streams.  Although the scale of opportunity is likely to be less than for bulk mail, if PiP is not implemented the price for a first weight step letter would have to rise to 46p in order to provide the same revenue yield.  However, under GPL's proposed tariffs and projected outcomes:
	13.7.2.1 Approximately 50% of UK mail will see a  price increase of 2.3%;
	13.7.2.2 Approximately 42% of UK mail will see a price increase of 4.7%; and
	13.7.2.3 Approximately 8% will see a significant price increase reflecting the higher Royal Mail charges

	13.7.3 Local mail. Local mail (and mail to Jersey) is not impacted by increased Royal Mail charges.  GPL have proposed to implement PiP for these services for largely operational reasons. For example, GPL will be required to alter processing and despatch arrangements for UK mail and it would be expensive and difficult to maintain separate arrangements for local mail.  However, it is also in line with cost reflective pricing and provides customers with the option to choose a less expensive format.  Overall, GPL estimates that the proposals will be price neutral. If PiP is not introduced the price of the first weight step letter would have to be increased to 37p in order to provide the necessary revenue yield.  Under our proposals for local mail:
	13.7.3.1 about 53% of local volume will see a price drop of 1p
	13.7.3.2 about 40% of local volume will see no price increase
	13.7.3.3 about 7% of local volume will see a price increase.

	13.7.4 International.  In contrast to the domestic mail streams, Royal Mail charges increase substantially more for international letters than for the other international mail formats.  Again, GPL's proposed pricing reflects the Royal Mail structure. For social mail, GPL anticipates that the pricing will be “PiP neutral” but for contract customers who will now be able to access 'Straight Line Pricing' we propose discounting prices in the order of £0.4m to reflect the competitive nature of this market (see Annexure 4).

	13.8 GPL also takes this opportunity to draw several other matters to the Director General's attention:
	13.8.1 The use of 'Size based pricing' or SBP may potentially be misleading and confusing to GPL's customers.  GPL uses the term 'Pricing in Proportion' because that best describes the basis of its proposals, that is prices based in proportion to size, weight and method of access;
	13.8.2 It is not correct, as suggested in paragraph 1 of the Consultation Paper, that GPL is proposing a significant increase in tariffs for almost all services.  As discussed above, based on GPL's proposed tariffs, 53% of local mail volume will see a price reduction and 40% will see no price increase.  For public tariff UK destined mail, 50% of volume will see a price increase of 2.3% and 42% will see an increase of 4.7%;
	13.8.3 As referred to at paragraph 4.3 of the Consultation Paper, the short timescale around implementation of PiP in order to help mitigate the increased Royal Mail charges is driven by the short notice given to GPL by Royal Mail.  From April 2010 their charges to GPL will rise by more than £600,000 each month. GPL recognises that the timescale is short and is committed to working with organisations such as Postwatch to ensure that all users understand the new pricing structure well in advance of April 2010;
	13.8.4 In relation to paragraph 4.5.1 of the Consultation Paper, whilst GPL has never been asked to explain the reason behind the need to have more weight steps than the UK, the reason is relatively simple.  Royal Mail and conveyance charges to GPL for UK pubic tariff mail form nearly 80% of the direct costs of handling that mail. These charges are linear – the nearest approximation we can get with public tariff to a straight line is to retain a large number of weight steps. To have fewer steps would be simpler but would mean that there would be a greater element of cross subsidy between one customer and another; and
	13.8.5 GPL has now introduced an “impact calculator” onto its website at <www.postischanging.com>.  This service became available on 17 August 2009; and
	13.8.6 If there is a delay in implementing PiP for public tariff mail, apart from the possible impact on yield, there is a risk of arbitrage by bulk mail customers.


	14 CONCLUSION
	14.1 Like Guernsey itself, Guernsey's postal market is unique.  Thoughtful solutions are required to ensure that the Island and the Bailiwick can continue to enjoy its progressive, but secure, way of life.  Comparisons with larger, more diversified, jurisdictions are not apposite.
	14.2 The States have determined that certain measures need to be taken, and certain priorities placed above all others, in order to keep one of Guernsey's core links with the world, its postal system, affordable and accessible to all residents.  Whilst the States appear keen to explore the benefits of competition in this area, the universal service obligation is sacrosanct.
	14.3 The Director General's preliminary view that the reserved area should be abolished threatens to prejudice the ability of GPL, or any other operator, to provide the universal postal service.  Accordingly, the implementation of the Director General's preliminary view would be directly contrary to the expressed will and direction of the States.
	14.4 Instead of bringing the benefits of competition, such a determination would lead to the USO provider being vulnerable to losing the most profitable parts of the postal market, such as some of the bulk mailers, to cherry picking, by foreign operators.  Ordinary Guernsey residents would be left paying much higher prices for their basic postal services.  GPL already faces competitive threats both from Jersey Post and from e-substitution.  
	14.5 To the extent that any further savings can be achieved for Guernsey residents, GPL is best placed to achieve these because its established position with the postal services market.  In fact, it is already doing this having achieved outstanding service ratings and continually seeking opportunities to reduce costs and improve efficiency for all Guernsey customers both large and small.
	14.6 The introduction of the PiP methodology is another significant example of this.  After GPL has borne the costs of Royal Mail increases for the current year it now seeks to restructure its tariffs in such a way as will provide all of its customers greater flexibility and well as ensuring its long term ability to continue to provide the basic postal services which have been entrusted to it by the States. 
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