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1.

PURPOSE AND STRUCTURE OF THIS DOCUMENT
1.1.

This document has been prepared by Guernsey Post Limited ("GPL"),
and constitutes its submissions in response to draft decisions made by
the Director General of the Office of Utility Regulation ("Director
General") concerning certain aspects of Guernsey's postal service, as set
out in a document published by the Office of Utility Regulation ("OUR")
entitled "Guernsey Post's Proposed Tariff Changes - Draft Decision" and
identified as document number OUR 09/20 ("Draft Decision").
Capitalised defined terms used in this document have the same meaning
as in the Draft Decision, unless otherwise defined.

1.2.

As noted at page 1 of the Draft Decision, that document was preceded by
a 'consultation' published in August 2009, in relation to some of the
matters set out in the draft decision. GPL submitted a detailed response
to the August 2009 consultation ("Consultation Response"). The August
2009 consultation was itself preceded by a Price Control Application,
submitted by GPL, in which the Reserved Area, Tariffs, and the
introduction of PiP were considered by GPL ("Price Control
Application").

1.3.

It is not proposed to repeat in full the matters set out in the Price Control
Application and the Consultation Response; however GPL repeats and
relies on each of those documents. The Price Control Application and the
Consultation Response should be considered by the Director General in
full with this document when making any decision or determination. To
the extent that any matters stated in either of the earlier documents are
inconsistent with this document, this document prevails. Should any
person require a copy of either document, they should contact GPL
directly. This document considers what GPL believes to be the three
main issues, as set out in the Draft Decision:
1.3.1. The Reserved Area;
1.3.2. The Proposed Tariffs; and
1.3.3. The number of weight steps in PiP.

1.4.

The issues set out in the Draft Decision involve, for the most part,
consideration of detailed financial and statistical matters. This document
will set out a summary of GPL's submissions, with reference to supporting
information and analysis contained in the enclosed appendices. The
entire document, including appendices, should be considered in full prior
to making any decision or determination.

1.5.

Finally, GPL notes the disclaimer set out at the bottom of page 1 of the
Draft Decision and further notes that, notwithstanding the disclaimer, GPL
intends to rely on the Draft Decision as evidence of:
1.5.1. the expressed views of the Director General with respect to the
matter set out therein at the time of publication of the Draft
Decision; and
1.5.2. the process adopted by the Director General in forming a view with
respect to the matters stated therein
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1.6 This public version of GPL’s response to the Draft determination omits some
confidential analysis contained in the formal response to the OUR.
2.

RESERVED AREA

Power of the Director General
2.1.

In section 3.3 of the Draft Decision, the Director General asserts that "the
States has devolved responsibility for assessing and amending the
Reserved Area and that it is, under the States Directions given to the
[Director General] in September 2001, his responsibility alone to make
such a decision, including setting the Reserved Area at zero."

2.2.

GPL submits that:
2.2.1. The Director General's ability to make decisions in respect of the
matters that are the subject of the Draft Decision, including the
Reserved Area, are constrained by:
2.2.1.1. relevant laws, and in particular sections 2 and 3 of the
Regulation of Utilities (Bailiwick of Guernsey) Law
("Utilities Law"); and
2.2.1.2. directions made by the States, pursuant to section 3 of
the Utilities Law.

2.3.

The States Directions, upon which the Director General purports to rely in
making his decision to amend the Reserved Area, actually restrict his
ability to do so, such that he may only make an order amending the
Reserved Area where he has determined that the making of the order
would not prejudice the provision of the USO. This argument is set out in
full at section 3 (paragraphs 3.1 to 3.4);

2.4.

The Director General cannot ensure that the decision with respect to the
Reserved Area, as set out in the Draft Decision, will not prejudice the
provision of the USO by GPL because:
2.4.1. The Director General has not performed any investigation or
analysis of what it actually costs GPL to provide the USO. Such
analysis as has been conducted by the Director General is based
on high level assumptions which may or may not be accurate;
and/or
2.4.2. The Director General's decision to amend the Reserved Area is
based upon forecast information based on a range of assumptions
as to volumes and costs that the Director General cannot be
sufficiently certain will eventuate; and/or
2.4.3. The Director General's decision to reduce the Reserved Area is
explicitly based upon an assumption that GPL will operate even
more efficiently than it currently does, which assumption may or
may not come to fruition and therefore there is no guarantee that
any efficiency savings will be realised by GPL (even if such
savings were in fact presently possible).
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2.5.

Further and alternatively, the making of the decision with respect to the
Reserved Area will in fact result in GPL being unable to service the USO
and thereby prejudice the provision of the USO and result on the Director
General failing to ensure the maintenance of the USO.

2.6.

Accordingly, any decision of the Director General amending the reserved
area based upon the analysis contained in, and/or for the reasons
expressed in, the Draft Decision would be directly contrary to the express
direction of the States and beyond the power of the Director General.

2.7.

Further, GPL is of the view that the Director General has misrepresented
the nature of his powers with respect to amending the Reserved Area,
and in particular GPL considers that the Director General may have
misled himself as to the text of the States Direction upon which he
purports to act.

2.8.

At section 3.2 of the Draft Decision (page 5), the Director General
purports to quote (without reference) the relevant states direction as
providing that:
"The Regulator shall reserve services to be exclusively provided
by the Universal Service Provider to the extent necessary only to
ensure the maintenance of universal service, and shall review and
revise the reserved services from time to time with a view to
opening up the Guernsey postal market to competition consistent
with the need to maintain the Universal Service."

2.9.

The actual text of the relevant States Direction is markedly different and is
set out at Items 15 and 16 of the record of resolutions made by the States
on 7 September 2001, a copy of which is:
2.9.1. enclosed at Appendix A
2.9.2. was set out in full in GPL's Consultation Response; and
2.9.3. is published on the internet site maintained by the OUR.

2.10.

GPL has asked the Director General to supply the source of this text but
this request has been refused. GPL remains concerned that the Director
General has misconstrued the nature and extent of his powers and is
further concerned that any decision based on such a misleading or
incorrect understanding may be invalid.

2.11.

GPL has obtained opinion from leading Queen's Counsel, Mr Stephen
Morris QC in relation to the key issues raised with respect by the Director
General's proposed decision to amend the reserved area. Queen's
Counsel's advice supports GPL's submissions that:
2.11.1. The Director General is only permitted to review and revise the
award of exclusive postal rights if such reviewing and revising
does not prejudice the continued provision of the USO;
2.11.2. The Director General cannot take into account speculative
'efficiency savings' when determining the level of the Reserved
Area in accordance with the States Directions; and
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2.11.3. If the Director General cannot be satisfied to the requisite standard
that prejudice to the universal service will be avoided by "efficiency
savings" (because he cannot be satisfied either that such savings
can in fact be made or that, even if made, prejudice would be
avoided), then such a decision would contravene the States
Direction. There is nothing in the States Direction which allows
"efficiency savings" to be balanced against prejudice to the
universal service; and
2.11.4. The Director General has the burden of being satisfied that there is
no prejudice to the universal service; there is no burden upon any
person objecting to the opening up to competition to show that
there is prejudice to the universal service. GPL has made a high
level assessment of the impact of the Director General’s proposals
– this is shown at Appendix B
2.11.5. The Director General has inexplicably misrepresented the text of
the States Directions in the summary text included in the Draft
Decision
Downstream Access
2.12.

The Director General expressly states, at section 7.3 of the Draft
Decision, that he took into account his findings in relation to Downstream
Access, set out at part 5 of the Draft Decision, for the purpose of making
his draft decision in relation to the reduction of the reserved area. GPL
submits that because:
2.12.1. the Director General's findings in relation to Downstream Access
appear to be based upon a number of incorrect assumptions about
GPL's interest, motivation and ability to source Downstream
Access opportunities for its customers;
2.12.2. the Director General's findings in relation to Downstream Access
appear to be based on several pieces of inherently unreliable
evidence, or in some cases no objectively verifiable evidence at
all; and
2.12.3. the Director General took into account irrelevant information, such
as the Downstream Access market in the United Kingdom which
has a number of significant structural differences from the
Guernsey market;
the Director General should not rely on his findings in relation to
Downstream Access for the purpose of making any decision, including
with respect to the Reserved Area, and that any such reliance is in all the
circumstances unreasonable.

2.13.

GPL's specific concerns in relation to the Director General's findings in
relation to Downstream Access are set out in detail at Appendix C,
together with references supporting GPL's submissions. It is GPL's
submission that each of the matters listed at Appendix C should be taken
into account individually and collectively for the purposes of assessing the
validity of any decision made on the basis of the matters set out in the
Draft Decision.
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Efficiency Savings
2.14.

The Director General has expressly based his draft decision on GPL
"operating efficiently." Presumably, efficiency in this context refers to the
Director General's findings in relation to efficiency savings expressed
elsewhere in his Draft Decision. GPL submits that it is unreasonable of
the Director General to base any decision with respect to the reserved
area based on his purported 'efficiency savings' because the Director
General's views in respect to GPL's efficiency, and the scope for further
efficiency savings to be realised are themselves unreasonable.

Reserved Area - Summary
2.15.

GPL is concerned that any decision by the Direction General in relation to
the Reserved Area which is made for the reasons, and in accordance with
the process, as set out in the Draft Decision will be:
2.15.1. beyond his power;
2.15.2. unreasonable in all the circumstances; and accordingly
2.15.3. ultra vires.

3.

PROPOSED TARIFFS
3.1.

GPL opposes the Director General's determination of proposed tariffs
from April 2010, as those tariffs are based on perceived 'potential'
efficiency gains which have been identified as the result of a review which
was itself flawed because of the reviewer's:
3.1.1. reliance on incorrect factual material, notwithstanding correct
information being made available;
3.1.2. failure to consider all relevant information; and
3.1.3. failure to adopt and adhere to a sound and reliable process.

3.2.

In particular, GPL submits that:
3.2.1. the Director General and his advisers failed to take in to
consideration GPL's granular 'bottom up' explanations of its costs,
and instead applied an inherently inaccurate 'high level' estimate in
the assessment for efficiency of GPL's overheads;
3.2.2. the Director General and his advisers applied different assessment
criteria to that applied during the baseline period without warning
to GPL, and further that the financial ratios applied are
inappropriately adapted to GPL's business;
3.2.3. the Director General and his advisers failed to ascertain and
consider the source of funding for GPL's diversification activities,
which consequently resulted in the OUR understating the
allowable cost base in respect of overhead costs for postal
activities; and
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3.2.4. the Director General and his advisers overstated the scope for
further efficiencies to be realised in GPL's day to day operations,
particularly a failure to properly consider the need to manage risk
by ensuring sufficient resources are available to enable GPL to
meet its service obligations.
3.3.

The issues of concern to GPL are detailed at Appendix D.

3.4.

GPL is concerned that any decision by the Direction General in relation to
GPL's proposed tariffs which is made for the reasons, and in accordance
with the process, as set out in the Draft Decision will be:
3.4.1. beyond his power;
3.4.2. unreasonable in all the circumstances; and accordingly
3.4.3. ultra vires

4.

PRICING IN PROPORTION AND TARIFF STRUCTURE
4.1.

GPL notes the Director General's proposed decision with respect to the
introduction of PiP. Whilst GPL, as the proposer of PiP, support its
introduction, GPL remain concerned that the Director General's proposed
weight steps:
4.1.1. do not accurately reflect the costs that GPL is being charged by
Royal Mail in respect of each mail type; and
4.1.2. result in an increased level of cross-subsidy between different mail
types which would be inconsistent with the stated aims of the
Director General and GPL.

4.2.

The PiP weight steps proposed by the Director General reflect the weight
steps being charged by Royal Mail to its customers. It is more
appropriate for Royal Mail to charge its customers according to fewer
weight steps because of the different cost inputs faced by Royal Mail,
than those faced by GPL (which, as referred to in the Consultation
Response, are uniquely directly referable to Royal Mail costs).

4.3.

However, whilst GPL is also charged by Royal Mail on a PiP basis, Royal
Mail charges GPL using different weight steps than Royal Mail charges its
customers. Royal Mail uses a greater number of smaller weight steps
when calculating charges for GPL, or more broadly expressed, it uses a
more 'linear' model. This more linear model was the basis for GPL
proposed weight steps when it sought to introduce PiP, in order that
GPL's costs, and the prices it charged its customers were kept as
proportionate and reflective as possible.

4.4.

The inevitable effect of GPL being required to charge its customers on a
materially different basis from the basis upon which its costs are incurred,
is that the degree of cross-subsidy between users of different types and
weight of mail will be increased. Further analysis in support of GPL's
submissions in this regard, and underlying these graphs, is enclosed at
Appendix E. GPL notes that in its response to the August 2009
consultation paper, Postwatch, which has the mandate to "act in the best
interests of all users of the services offered by Guernsey Post", supported
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GPL's proposed weight steps. Whilst noting that the number of weight
steps was much larger than that used in the UK, Postwatch concluded
that "the impact on customers was likely to be minimal and possibly fairer"
than Royal Mail retail weight steps.
5.

CONCLUSION
5.1.

For the reasons set out in its Price Control Application, as expanded upon
in its Consultation Response, GPL submits that:
5.1.1. The Reserved Area should be increased to £1.80;
5.1.2. GPL's tariffs should be set at the level requested by GPL; and
5.1.3. PiP should be introduced at the weight steps proposed by GPL.

5.2.

In any event, GPL submits that in respect of each of these matters, for the
reasons set out above, the Director General should not make final the
proposed decisions as set out in the Draft Decision. In particular, GPL
submits that:
5.2.1. Any decision of the Director General in accordance with the Draft
Decision to reduce the Reserved Area to 65p will prejudice the
ability of GPL to maintain the USO, and accordingly is contrary to
the will of the States and is ultra vires;
5.2.2. The Director General cannot be sufficiently sure, based on the
matters set out in the Draft Decision, that the ability of GPL to
maintain the USO will not be prejudiced. In particular, the Director
General cannot be sufficiently sure because he does not know the
true cost to service the USO with any degree of certainty, and he
has based his Draft Decision in this respect on GPL achieving
speculative efficiency savings, which he cannot be sufficiently sure
that GPL will achieve. Accordingly, any such decision will be
contrary to the will of the States and will ultra vires;
5.2.3. The factual findings and assumptions upon which the Director
General proposes to rely in making the decisions set out in the
Draft Decision, particularly concerning Downstream Access and
GPL's purported opportunities for efficiency savings are riddled
with errors of fact and process. To rely on such matters in the
making of any decision would be unreasonable and would not be a
valid exercise of the Director General's powers; and
5.2.4. The Director General's proposals in relation to PiP weight steps
are directly contrary to the proposed aims of the Director General
and GPL in introducing PiP.

5.3.

Should the Director General make final decisions in accordance with his
Draft Decision, GPL will not hesitate to seek such remedies as are
available to it on the bases of the deficiencies and concerns set out
above, amongst others.
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APPENDIX B
IMPACT OF PROPOSED REDUCTIONS IN THE RESERVED AREA (RA)
1. In support of his proposal to reduce the Reserved Area the Director General has
introduced a concept of net revenue. Contrary to normal accounting practice it
appears that this is defined as “gross revenue minus Royal Mail charges and sea
conveyance costs”. The Director General has put forward 6 different scenarios
assessing the impact on volumes, gross revenue and net revenue of differing levels
for the reserved area. GPL has asked for, but has been refused, sight of the detailed
calculations which underpin these scenarios.
2. In the absence of the detailed calculations it is impossible for GPL to assess the
accuracy of the proposed scenarios. We wish to point out that the Director General‘s
estimate of gross revenue at the £1.35 level differs very significantly from our own
estimate - indeed, if the Director General’s estimate were correct (and 40% of gross
revenue was out-with the reserved area it would contradict his assertion (paragraph
7.3) that the present level of reserved area was a barrier to competitors entering the
market. If the Director General‘s estimate is inaccurate, perhaps based on
inappropriate assumptions about the weight step distribution of bulk mail, it would
call into question the validity of his scenarios. The table below provides a high level
assessment of the impact of the Director General‘s proposed 65p scenario but
based on GPL’s cost information:
£m

£m

Gross revenue
(from
Draft
Decision)

17.4

“Net revenue”

10.2

Less:
conveyance

air

3.2

Unavoidable
Sea
conveyance

0.1

(3.3)
Available for all
operational
costs, overheads
and profit

6.9

This analysis assumes an inability to recover all sea conveyance cost.
The £6.9m left to cover, in 2010-2011, all GPL direct costs compares to £8.9m spent in
2006 on postal operations alone (@ 2006 prices)
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3. GPL put forward its tariff submission on the basis of no reduction in the reserved
area. Had the Director General made it clear that a reduction was proposed GPL
would have put forward different proposals.
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APPENDIX C
DIRECTOR GENERALS DRAFT DECISION CONCERNING DOWNSTREAM ACCESS
(DSA)
1.

GPL's Approach
1.1
In the Draft Decision the Director General criticises GPL's approach to
DSA. It is our experience that traditionally customers have not wished to pursue
DSA and GPL accepts that it could, in the past, have been more proactive. We
do not accept that we have not explored it properly with those customers who
have expressed an interest. We have worked with three customers in order to
identify viable DSA opportunities for our customers and are currently running
DSA price proposals for several more bulk mailers. We have also facilitated
customers talking directly to DSA operators. In every case so far the customer
has not opted to go down the DSA road. We are continuing to work with
customers, DSA operators and Royal Mail to see if further opportunities can be
found. The pace of change, if there is to be any, will be driven by customer
needs and GPL continues to work with its customers to develop solutions that
meet those needs. DSA has not been the answer for the three companies where
we have explored the DSA option.
1.2
The Director General also expresses a concern that GPL has not shown
enough engagement with DSA operators. This is not the case. GPL has had and
continues to have extensive discussions with two operators and has had
preliminary discussions with two others. Our work over the past year indicates
that none of the other DSA operators currently serving the UK market has a
developed packet offer. Out of the four major operators currently serving the UK
market at the present time only one operator actually has on the ground
capability to process DSA packets.

2.

Financial Benefits
2.1
GPL has never understated the financial benefits that can arise from DSA
as suggested by the Director General. As we have informed the Director General
and his advisor in writing, we believe that there are likely to be potentially
significant savings from DSA although it has to be recognised that these are to
some extent offset by additional costs that customers will have to incur.
2.2.
However, the Director General's (or his advisors') calculations of the
financial benefits to customers are flawed as they are based on out of date
assumptions on the level of traffic migrating from packets to Large Letters and do
not allow for the increased costs within the customer’s own operation incurred to
meet the access criteria.

3.

Quality of Service
3.1
In the Draft Decision the Director General seriously misrepresents GPL’s
position on the quality of service afforded to the bulk sea product. GPL does not,
as the Director General misleadingly states, believe (or tell its customers) that
“DSA does not offer the level of service bulk mailers in Guernsey require”.

3.2
Nor, as the Director General’s advisor states, does GPL regard or
represent this service as “unequivocally characterised as J+2”. GPL does regard
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it as having a high assurance of J+2 (about 71%). Later in the same paragraph
the advisor states that GPL views the bulk sea product as “clearly a J+2 product
rather than a J+3 product”. This is untrue and given that we have explained this
to the OUR and to the Director General’s advisor at a number of meetings, we
regard it as wholly unacceptable for GPL’s position to be misrepresented in this
way in the Draft Decision.
3.3
The quality of service figures that the Director General's advisor uses do
not provide a valid basis for comparison. They are based on letter mail and not
packets. The quality of service for packets (which, because of their size, often
cannot be delivered through a letter box) is worse than that for letters. GPL’s bulk
sea product is predominantly a packet product. This has previously been
explained to the Director General and his advisor.
4.

Industrial Action
4.1
The Director General suggests that DSA might provide more robust
service levels in the event of industrial action (IA) in Royal Mail based on an
analysis of Royal Mail's own performance. This is incorrect.

4.2
First this would only be true in the event of localised IA and not in the
event of the all-out strikes. Second, it is irrelevant to Guernsey Post and its
customers because in instances of IA GPL takes action to ensure that its mail is
moved further down the Royal Mail pipeline so as to be nearer the “head of the
queue” when normal working resumes.
5.

Access Requirements
5.1
GPL does not suggest to customers that the access requirements that
DSA imposes on customers are “likely to be prohibitive”. GPL would be failing in
its duty to customers, however, if it did not explain exactly the access
requirements of DSA that only the customer can fulfil in the case of pre-sorted
mail. GPL does explain the access requirements openly and fully, as the
requirements are a matter of fact and available for all to see. For the sake of
completeness we have set out at Annexe 1 to this appendix the access
requirements for DSA and how these compare with those for our existing
products.
5.2
GPL does not regard the cost to customers of meeting the DSA access
requirements as necessarily prohibitive. The cost will vary from customer to
customer and only the customer can decide which option offers the best deal.
We have been working with DSA operators and Mosaic, the company that
operates the IT interface with Royal Mail Wholesale, to identify and if possible
mitigate these costs.

6.

Customs Clearance
6.1
In the Draft Decision the Director General dismisses the issue of customs
clearance as being “not a significant concern”. It is a matter of fact that HMRC
have confirmed that they will not extend the terms of the MoU to items sent to the
UK via DSA. GPL provided evidence of this to the Director General’s advisor and
find it surprising that no mention is made of that in the Draft Decision. The MoU is
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not the only means of effecting customs clearance but it offers our customers
significant benefits. These include:
• As the VAT is being collected on behalf of HMRC UK the mail goes directly
into the Royal Mail network. It is pre-cleared by Guernsey Post and Guernsey
customs on behalf of HMRC UK.
• The mail can be pre-sorted by customers who have signed up to the MOU
and they can therefore benefit from work-share discounts which Guernsey
Post has negotiated with Royal Mail.
• Customers submit their VAT payment to Guernsey Post, who is collecting it
on behalf of HMRC UK, monthly in arrears.
The Director General makes reference to one DSA operator having received
agreement on “fast and effective” customs clearance. We have spoken to the
only DSA operator that we are aware of that has had detailed discussions with
HMRC. They confirm that they do have an agreement with HMRC. The operator
has been given a Low Value Bulk Import Licence by HMRC UK which allows for
items under the current de-minimus of £18 to be imported to the UK without a
CN22. Details of items being sent, including address of recipient, value and type
of goods, are recorded on an electronic manifest, which is provided to HMRC on
despatch of the items to the UK. This is intended to allow speedy processing of
consignments through UK Customs. It is different from the MoU in that it is only
for items below the VAT de-minimis and therefore does not cover all traffic sent
to the UK.
7.

Alternative DSA providers
7.1
GPL was fully aware of the DSA rates before agreeing to Royal Mail’s
proposed charges, contrary to what was suggested in the Draft Decision. GPL
had undergone the research and used the DSA rates as a benchmark in
negotiations with Royal Mail. GPL has spreadsheets sent by Royal Mail in
October of 2008 setting out their Retail rates compared with the DSA rates It is
therefore inaccurate for the Director General, or his advisor, to say we had not
taken this into account before finally being presented with a fait accompli by
Royal Mail
The fact is that Downstream Access, whilst possibly being acceptable for some
bulk mail customers ( but yet to be proved) could not then, and to date still
cannot, provide J+2 delivery for our public tariff mail. GPL could not put at risk
that service by rejecting Royal Mails final offer. The Director General’s advisors
have subsequently acknowledged that the rates obtained from Royal Mail are
“competitive against all available RM benchmarks”
7.2
In any event this is not the key issue, as we have explained on numerous
occasions to the Director General and his advisors, GPL had no option other
than to accept the Royal Mail charges. To have done otherwise would have
been, in postal terms, to cut off Guernsey from the UK for public tariff mail as well
as for bulk mail. This is not acceptable. The decision was taken after months of
hard negotiations (which resulted in prices for public tariff and bulk air mail
regarded by the Director General’s advisors as being “competitive against all
available RM benchmarks”) and after incurring considerable costs in legal fees.
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APPENDIX D
DIRECTOR GENERAL’S DRAFT DECISION CONCERNING EFFICIENCIES
1. Director General's process
1.1 GPL has no in principle objection to the Director General’s decision to adopt
a top down approach to reviewing overheads. However, we believe that in this
instance the review has not been satisfactorily undertaken and that quite arbitrary
and unreasonable decisions have been made. This is for a number of reasons:
•

We do not accept that the benchmarking measure should arbitrarily be
changed from that used previously. The measure proposed is flawed -

•

First it is incorrect that “overheads are driven to an overwhelming degree by
local activities alone”. This is patently wrong. For example, the difficulties
with the Royal Mail negotiations (the single biggest cost driver for GPL) not
only incurred much senior management time and expense on consultants
but also directly caused overhead costs in the form of additional legal fees.
Similarly there are a number of risk based overhead activities, such as
revenue protection and internal audit, where revenue rather than cost is the
driver of the activity. Such activities cover both bulk mail where direct costs
are low and public tariff mail where direct costs are a relatively high, as a
proportion of total costs. Other necessary non-local work includes such
things as product development

•

Second, the bench mark approach of overheads as a percentage of total
costs was applied by the Director General in the previous tariff review and
was based on a detailed review of overhead costs. No indication was given
by the Director General or his staff of any proposed change to this measure
until October of this year. That is 10 months into the 12 month process of
setting the 2010-2011 tariff. Changing the benchmarking measure so late in
the process is inconsistent and undermines the integrity of the
benchmarking process. Measured against the former benchmark
calculation, GPL’s overheads represent 11% of its total costs, which
compares favourably with the OUR's 2006 review of GPL’s own
performance at that time which showed overheads to be 12% of total costs.
The Director General commented in 2006 that a figure of 12% indicated
that overhead costs were not excessive. It is, therefore, GPL's view that its
overheads are proportionate and justifiable.

1.2 The Draft Decision states that there are only 3 criteria against which
overhead cost increases would be justifiable. However, the Director General and
his advisors have previously agreed with GPL that a fourth criterion was
appropriate as a justification of expenditure, that is, investing to avoid risk. This
criterion was accepted by the advisor at the meeting but is not included in the
criteria contained in the Draft Decision. No explanation is provided to explain this
change of emphasis and accordingly, GPL has thus approached its expenditure
in the basis that it was appropriate and necessary to incur expenditure to avoid
risk.
1.3 It is inappropriate to justify a cursory examination of GPL's expenditure on
the basis that this is a one-year price control application. The OUR has, in fact,
had the same amount of time to look at GPL’s overheads as it would have had
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for a three-year price control. At no stage in the process until October 2009 has
it indicated that it would not have enough time to review overheads. GPL,
conservatively, asked for a one-year price control because of the uncertainty
surrounding the Royal Mail contract, but it did not expect that this would lead to a
superficial and arbitrary evaluation of GPL’s overheads, and the damaging
consequences this may have for the business and the individuals it employs. In
any event, regardless of the reasons why the top down approach has been
adopted, such a cursory examination is an inappropriate basis for the Director
General to make such far reaching decisions for the Guernsey Postal market as
amending the reserved area based on supposed efficiency savings identified.
1.4 The OUR has determined GPL’s 2010/11 overheads using the submission
that it made for 2009/10 back in 2006, adjusted for inflation and the proposed
increase in rates. Such an assumption is simplistic and unjustifiable given the
changes in the postal industry since then and the deficiencies the board and
management have since discovered in the company. Examples of these
deficiencies include inadequate risk management, weak IT systems, poor
industrial relations and little investment in people and physical infrastructure.
1.5
It is unclear to GPL how the Director General, based on “Brockley
Consulting’s direct experience of the business “, can determine that there were
not significant weaknesses in 2006 that had to be addressed. GPL is of the view
that the advisor is not in a position to, nor competent to make such a judgement.
It is the view of the Chief Executive, his executive team, the Chairman and of the
Board of Guernsey Post that there were significant problems to be addressed. It
is also the view of the then current Chief Executive. These weaknesses
manifested themselves in a number of ways including flaws in basic information
systems which are still being corrected, inappropriate customer agreements
resulting in loss of revenue and lack of proper revenue control procedures again
resulting in lost revenue. The Director General’s comment that most service
targets were being met in 2006 is too simplistic and suggests only superficial
analysis. GPL's postal service quality performance has significantly improved
since 2006:
1.5.1 The targets have increased on all five of the standard mail end to
end measures, as has performance.
1.5.2 We have maintained a perfect achievement record on all seven of
the measures relating to internal efficiency.
1.5.3 Complaint handling performance has improved.
1.5.4 Significant progress has been made on all service KPIs relating to
complaints. Specifically total complaints have fallen by 74% over the
period.
1.5.5 We have maintained a perfect record in terms of compliance with
our USO.
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2.

IMPACT OF DIVERSIFICATION
2.1 The Director General states that he and his advisors believe that one reason
behind the increase in overhead costs is GPL’s diversification strategy. This is
based on a misunderstanding of how the Director General’s pricing model works.
Whilst it is true to say that GPL has incurred costs as a result of its attempt to
diversify its business these do not impact at all on the overhead costs analysed
by the Director General’s advisor. The analysis carried out by the advisor and
shared with GPL relates to cost assumptions in the model for 2009-10 based on
the 2009-10 budget. Apart from the sum of £92k for professional fees this budget
contains no provision for diversification.
2.2
It is the intention that the costs incurred will be accounted for through past
profits from our Philatelic business and will not be funded by postal users. The
expenditure relating to the Savings Bank has been capitalised in the Balance
Sheet until the launch of that business, when it will be recognised as an intercompany loan in GPL’s books and expenditure in the new company’s books.

3

THE RATIONALE BEHIND INVESTING IN OVERHEAD COST
3.1 GPL submits that its overheads are not out of control. GPL is a profitable,
successful, commercial business that takes responsibility for its cost base very
seriously. It has various checks and balances in place to ensure its expenditure
is authorised and managed transparently and competently. Overheads are
scrutinised annually by the management and board as part of the budget setting
process. Any decision to increase overheads outside this process is governed by
the company’s scheme of delegated authorities. All directors are responsible for
their overheads and receive monthly reports detailing their expenditure against
budget, for which they are held accountable.
3.2 GPL does not accept the assertion that it “has not provided the Director
General with any information to support its view that its increased expenditure on
overheads has improved the service quality of postal services” nor “provided
information to support its view that its increased expenditure on overheads has
improved the cost effectiveness of its front line operations”. GPL has provided
the Director General with a detailed explanation setting out the areas of
investment and the rationale behind them including, for example, information
provided to the Director General on 5 October showing £164k saved by the
revenue protection manager by the recovery of missing postage dockets. This
explanation has been totally ignored.

4. OPERATIONAL EFFICIENCIES
4.1
The Director General has acknowledged substantial improvements in
postal operations since the previous efficiency review in 2006 largely based on
headcount reduction, the absorption of additional volume, the quality of services
and a focus on the implementation of productivity systems. In acknowledging
these achievements the Director General has also highlighted the opportunity for
further improvements, a view which is entirely consistent with GPL’s own plans.
From the outset GPL has embraced an open and transparent relationship with
the Director General’s advisors in terms of determining the opportunity and level
of future savings.
4.2
In responding to the efficiency review of postal operations it is important to
consider the immediate challenges facing the organisation:17

- Unprecedented volume growth of northbound letter mail requiring
processing within GPL’s sorting office, generated by one key account
customer.
- Changes in despatch arrangements due to the commencement of Pricing
in Proportion.
- Later and additional air despatches to the UK.
- Changes to the despatch arrangements for international mail.
- Possible introduction of DSA despatches, dependent on customer
demand.
- Full duty revisions based on new productivity measurement systems.
4.3
From the model supporting the draft determination GPL understands the
effect of the Director General’s efficiency review to be:
- A saving of about £272k over the financial year.
- Achieved by a reduction in total hours amounting to 1.3% and a change in
pay mix.
4.4

In assessing the future opportunity for savings, GPL believes that the
efficiencies contained within its original tariff submission were of a
sensible level particularly given the significant challenges described
above. Furthermore there are a number of conclusions within the
efficiency review with which GPL disagrees, particular those based on
productivity calculations. GPL will embrace the financial target set by the
Director General, although the actual operational achievement may in
some cases be different to those recommendations within the efficiency
review. This is of course entirely a matter for GPL to manage, although if
these targets are not achieved, invariably the service level provided by
GPL, or GPL's return to its shareholder, will be impacted upon.
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APPENDIX E
DIRECTOR GENERAL’S DRAFT DECISION
PROPORTION (PIP) AND TARIFF STRUCTURE

CONCERNING

PRICING

IN

In general GPL welcomes the Director General’s proposal to allow it to introduce PiP
from April 2010 both for social and business customers. However, GPL has a number of
serious concerns about the tariff structure proposed.
1. Paragraph 6.3
1.1 The Director General misrepresents GPL’s views in suggesting in the Draft Decision
that GPL “wants to introduce PiP and be consistent with UK formats”. This is not true –
as stated in its original Tariff submission GPL wants to introduce PiP “to ensure that we
maintain cost reflective prices”. It is the way in which Royal Mail charge us that must be
reflected in our pricing structure not the way that Royal Mail charge their customers in
the UK. This point was again made abundantly clear in the Consultation Response
when we said that we wished to introduce PiP “in order to ensure our tariffs better reflect
the costs of providing each different postal service”. The disparity in tariffs between the
Director General's proposed tariffs and GPL's costs will lead to disproportionate cost
increases for some customers. For example, it is for that reason that 20mm was chosen
as the maximum thickness for International large letters. The impact of the Director
General’s decision to use 25mm would be to increase Royal Mail charges to GPL and,
therefore, to customers by £40k.
2 Paragraph 6.4
2.1 GPL agrees that the number of weight steps is an integral part of PiP. As already
indicated above and in our earlier submissions GPL’s proposed tariffs reflect, as far as is
possible, our underlying costs. We have already demonstrated to the Director General
that Royal Mail charges to us and conveyance costs are broadly linear. Clearly, unlike
bulk mail, it is not possible to have a public tariff on a straight line basis. The nearest we
can get to a straight line is to have a number of small weight steps. In doing this GPL
has maintained simplicity by:
2.1.1
2.1.2

ensuring that between each weight step the increment in weight is the
same
keeping the price increase at each weight step the same

As noted in the body of this response this approach was supported by Postwatch in their
submission in response to the Consultation Paper.
2.2 In contrast the Director General’s proposal is illogical and it is not simple. It has one
weight step of 100g, another of 150g and then steps of 250g. It is openly based on Royal
Mail’s pricing which reflects Royal Mails own cost structure and has no relevance for
Guernsey – crucially the tariff proposed by the Director General does not reflect GPL’s
cost structure. The Director General’s draft decision to impose 250g weight steps for the
UK public tariff is in direct contradiction to his stated intention to introduce cost reflective
pricing.
2.3 In the December 2006 decision, the Director General examined the potential impact
for arbitrage in the 2006 draft decision proposals (paragraph 4.4). At that point he
concluded:
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“The Director General considers that it is worth remembering that arbitrage opportunities only
really arise when prices are out of line with costs. If all products are priced in a cost-reflective
manner, at all weight steps, then any incentives to move from one product to another are simply
efficient price signals, not arbitrage.
The only proper way to ensure that no perverse incentives, including arbitrage, exist, is to ensure
that all tariffs are fully cost reflective at all weights.”
GPL agrees that this is the correct approach. However for the 2009 draft decision it
would appear that a contrary approach has been taken.
Force fitting the Royal Mail weight steps onto GPL costs means that cost reflectivity is
abandoned This in turn gives rise to unnecessary and unwarranted cross subsidy
between posting customers and a real risk of volume growth at loss making prices.
2.4 There are a number of anomalies with the Director General’s proposed tariff which
support our view that it is seriously flawed. These include (amongst a number of other of
other examples):
2.4.1

In the previous decision, the Director General agreed a price of £2.14 for a
packet between 451g and 500g for the 2009-10 year. Now RM charges are to
increase by 19p, but the Director General proposes to decrease prices to
£2.11.

2.4.2

The Director General’s proposed tariff structure means the end of straight line
pricing for the bulk air products. Public Tariff packet rates under 500g have
been so significantly reduced as to be below the proposed bulk air rates. The
price reduction caused by the weight step broadening has created such a
distortion to cost reflectivity that consequently these products will need to be
offered at discount to public tariff, and can no longer be offered through
Straight Line Pricing.

2.4.3

The Director General proposes price increases from £2.11 to £3.90, (an
increase of £1.79) when the weight increases by 1 gram from 500g to 501g

250 - 510 g UK Packet Tariffs
400
350

2010-11 OUR
Price

300

2010-11 GPL

price (p)

250
200
150
100
50
0
260

310

360

410

460

510

weight grams
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2.5 Examining cost reflectivity within the weight step (“fully cost reflective at all
weights” as recommended at the last tariff review), a further divergence from the
principles of cost reflectivity emerges. The GPL proposal delivers a gross margin
of 31.2 % after RM charges, before conveyance, handling costs, or contribution to
overheads. The standard deviation in 2009-2010 (based on current prices) is
3.9%. GPL proposals improve this to 1.1% - the Director General’s proposal has a
lower contribution of 26.6% but has a much higher standard deviation of 6.8%.
Another way of looking at this reveals that the Director General’s proposal is less
cost reflective for 96% of the comparisons made, sometimes by more than 10
gross margin percentage points.
This point is illustrated by the graph below:

instances within 250-500g weightstep

Distribution of m argin relative to w eight 10g steps

25
20
15
GPL 2009-10
OUR 2010-11

10

GPL 2010-11
5
0
5%

15%

25%

35%

45%

55%

gross margin before conveyace and handling

2.6 GPL is of the view that the issues with tariff structure are potentially more
fundamental than the level of tariff increase allowed. GPL agrees with view taken in the
previous decision “that arbitrage opportunities only really arise when prices are out of line with
costs.” and notes that this is also true in facing competition. Where prices fall outside the
RA, GPL should be not be restricted to a pricing structure which is not cost-reflective and
will inevitable attract cherry picking or other arbitrage activity.
2.7 UK public tariff price comparisons
Royal Mail’s price for a first class letter for UK delivery will rise to 42p in April. GPL’s
proposed price for a UK item is 45p. The typical cost for air conveyance to the UK for a
small letter is 5p; thus GPL’s price at 45p represents good value against a comparative
Royal Mail (RM) indicative price of 47p ( 42p plus 5p conveyance).
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Comparisons for some other products are given in the table below:
Large
Letter
DVD (125g)

GPL
OUR
RM
RM
(+conveyance)

Packet
BOX (200g)

GPL
OUR
RM
RM
(+conveyance)

200910
1.09
1.09
0.90

201011
0.87
0.91
0.94

1.13

1.27

200910
1.24
1.24
1.62

201011
2.14
1.62
1.70

1.99

2.22

These show that GPL’s proposed prices compare favourably with Royal Mail prices
when adjusted for the additional costs of air conveyance that GPL incurs. For a 200g
packet the cost to GPL of air conveyance is 52p yet the Director General is proposing a
price that is actually lower than Royal Mail will charge in the UK.
2.8 Business Tariff
In its original submission GPL proposed reduced prices for meter franked and postage
paid mail. The Draft Decision makes no comment on these and no account appears to
have been taken in the financial calculations. It is possible that these products are
covered by the words in Annexe B where the Director General says that he is minded to
accept those GPL prices that are not specifically included in the Annexe. This would
mean, however, that UK meter franked and postage paid mail prices would be higher
than those for other public tariff mail.

3. Bulk mail prices
3.1 GPL notes that the Director General proposes no change to the bulk mail tariffs put
forward by GPL in its original submission apart from changes to bulk air products. GPL
has already written to the Director General pointing out that his prices are incorrect and
do not reflect the BPM. The impact of this is to increase the loss on the already loss
making bulk air products by over £100k. Also, as noted above, the Director General’s
proposed UK tariffs now sit below bulk air tariffs at some weight steps. This means that
straight line pricing (SLP) is unworkable for this product and means that there will be
further revenue dilution. The proposed tariff also has the impact of reducing the
headroom between the public tariff and the cheapest bulk tariff (sea 120 way sort). This
opens the possibility of switching either from sea to air (with possible air capacity
problems) or from sorted products to unsorted (with possible operational capacity
issues).
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3.2 GPL notes the DG’s comments about the possibility of bulk mailers leaving
Guernsey because of the high level of postal costs. GPL is of the view that a bulk
mailers decision to stay on Guernsey or relocate is based on a number of factors not on
postage prices alone. These factors include, amongst other things, the availability and
cost of labour and premises and taxation. Postal prices are clearly important as one
component of total costs. One way to put postal costs into overall context is to look at
bulk mail products from an end customer’s viewpoint – the price they pay for a product
will reflect the total costs of producing and posting that product. Based on a sample of 10
products offered by Guernsey Bulk Mailers, ranging from DVDs to flowers and pipes,
GPL postage costs amount on average to about 10% of the total customer price – in
other words costs other than postage represent 90%. Obviously Bulk Mailers do not
have the same cost profile – for individual products the postage element ranges from
less than 4% to 33%.
4 International prices
4.1 The Director General proposes to allow introduction of format based pricing as
requested by GPL but not in a manner which is cost reflective for Large Letters and at
lower prices than GPL had suggested for public tariff products. The impact of the
proposed decision to increase the width limit to 25mm rather than 20mm, as requested
by GPL, would be an increase in Royal Mail charges of £40k pa. GPL recognises that
this may give some customers problems in packaging International items in a separate
format and that they will only be able to post 25mm thick items – these will attract the
additional charges. GPL submits that it would be fairer to retain the 20mm limit to
provide price benefit to those customers who can take advantage of it than to have a
single 25mm limit. Prices are between 5p (Letters) and up to 28p (Packets) less than
requested. The headline impact of his appears to be £56k yield reduction from what was
requested.
4.2 The impact of the Director General’s price changes as calculated in the BPM is
£144.8k yield reduction, where weight step pricing can be determined (i.e. below 140g).
This impact is disguised as the Director General has re-assessed the revenue value to
be attributed to heavy weight items, creating an apparent increase for these, from the
GPL submission, of £89k. However the £89k benefit is illusory, as the underlying tariff
proposal is for price decreases to packets to Europe above 200g, and to the Rest of the
World (RoW) above 100g. At an average weight of 576g, 24k items would amount to a
further £30k hit versus 2009-10 revenues. Thus the international yield reduction could
be £175k and not £56k.
4.3 Some packet prices, especially to Europe are now too low. Though the BPM does
not record packets below 140g, this does not mean to say they may not arise as a result
of PiP, or be attracted in because of the low price. It would seem that lightweight packet
prices may now not even cover cost.
4.4 The differential between Europe and RoW prices and margins has been largely
maintained; because Europe has now been reduced to minimal margin levels, there is
now little scope to move quickly to one overall international rate, which had been GPL’s
strategic intent
4.5 GPL’s International public tariff prices are now even further below Royal Mail. There
is a risk that when this becomes obvious to Royal Mail, they will use it as an excuse to
increase their charges to GPL.
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ANNEX 1
DSA access requirements compared to existing GPL requirements
DSA requires detailed forecasting, with actual postings having to be within
15% of the forecast. The initial forecasting at 7 days, then 24 hours before the
posting, and then details of the actual posting by 2:30pm on the day of receipt
by Royal Mail.
Below is set out a comparison of the data/mail preparation requirements for
DSA (left column) and GPL Bulk Mail (right column).
Royal Mail Wholesale DSA
posting requirements

Guernsey Post 120 Way
posting requirements

Bagging Requirements
The Customer must ensure
where possible that Mailing Items
of a similar weight, shape or size
are securely bundled within bags.
The number of Mailing Items in
each bundle will depend on the
nature of the Mailing Items. This
will normally be determined by
their size and thickness.
Each Selection may consist of a
number
of
bundles.
The
Customer must ensure that all
Mailing Items for a single
Selection are included in one bag
unless the maximum weight is
exceeded. Where possible all
Mailing Items within each bag
should be of a similar weight,
shape or size. The Customer
must ensure that more than one
bag is used if the weight of a bag,
bag tie and label would exceed
11kg.

The Customer must ensure that
all Mailing Items for a single
Selection are included in one bag
unless the maximum weight is
exceeded. The Customer must
ensure that more than one bag is
used if the weight of a bag, bag
tie and label would exceed 11kg.
The bag neck should be securely
tied/strapped with a Guernsey
Post provided bag tie.

The bag neck should be securely
tied/strapped with a Royal Mail
provided bag tie. Bags must not
be tied through the ‘D’ rings.
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The minimum number of Mailing
Items accepted in a bag is 25
Letters or 5 Large Letters, 5 A3
Packets or 5 Packets (as set out
in Section 6.2). In general,
however, bags must be filled to
capacity within the Selection,
subject to meeting accurate bag
fill.

The Labels are bag specific and
are populated with data from the
customer

Bag Labelling
The labels are pre-printed by
Guernsey Post with the routing
details and supplied to customers

1. Unique Bag/Tray Identification
Number - The same unique
number is to be printed on the
Manifest against the description
of that bag’s/tray’s contents.
2.Unique
Originating
Customer/Customer Identification
Number – This is an optional
identifying number unique to the
Customer or the Customer’s
Originating Customer
3. Format – This indicates the
type of Mailing Item contained
within the bag/tray. All formats
shall be identified in the manner
set out below and shall always be
in uppercase e.g. :
• Large Letters LGE LETTERS
• Packet PACKETS
4. Standard Selection Code – The
Standard Selection Code for the
Selection name as per the
Access Database.
5. Customer type indicator – This
indicates the type of customer;
• DSA for Access by Postal
Operators
• CDA
Access

for

Customer

Direct

• AGY for Schedule 7 Schedule 6
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6. Customer
Customer

Name

–

The

7. Destination Office - The
destination office is the Inward
Mail Centre at which the bag/tray
is to be handed over.
8. Selection Name –The name of
the Selection as listed in the
Access database (e.g. Paisley).
This is only applicable for Access
1400 and Access Walksort.
9. Selection Description- This
field defines the Postcode group
or plan number within the
bag/tray and this information can
be obtained from the Access final
labelling database:
10.
Zonal
Agreement
Identification – When posting
using any one of the Zonal
Agreements an identifier ZONAL
must be included on the bag/tray
label.

The Customer must supply an
electronic Posting Docket in
respect of each Daily Posting.
Electronic Posting Dockets
Posting Dockets and supporting
data to enable the creation of
Manifests must be submitted
electronically using Royal Mail’s
E*pro system (or other system
that Royal Mail may develop and
make available), and, after
processing by E*pro, confirmed
and received by Royal Mail no
later than 06:30 on the day of
handover of the Mailing Items to
which the Posting Docket refers.

Posting Dockets
GPL requirement
onwards

–Apr

2010

Hard copy Posting docket, giving
the format and total number of
items, and total weight.
Mail is deemed as being handed
over to Guernsey Post when the
collection driver signs for the
items.
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The Posting Docket(s) generated
electronically must represent the
sum of the information provided in
the Manifests, and will be
automatically generated by E*pro.
A Manifest or a summary
manifest, is required for each
Inward Mail Centre accessed for
each Posting and may be
produced by manual input into
E*pro, or by electronic interface
with mailing software.
In addition:
A Manifest is the Customer’s
declaration of the details of the
Posting to be handed over by the
Customer to Royal Mail at each
Inward
Mail
Centre.
The
Customer’s data that creates a
separate Manifest per Posting
must be submitted and confirmed
by the Customer electronically via
E*pro to DSACC no later than
06:30 on the day of handover to
Royal Mail. In addition, two
physical copies of either the
Summary Manifest
or the
Manifest
must
accompany
Postings handed over at an
Inward Mail Centre.
The handover of Mailing Items
and the signing of the Manifest
does not constitute acceptance of
the Mailing Items by Royal Mail.
Acceptance of a Posting by Royal
Mail only occurs after revenue
protection and mails verification
checks have taken place and any
issues
resolved
with
the
Customer. A Posting will be
deemed to have been accepted
by Royal Mail within 1 Working
Day from handover by the
Customer unless Royal Mail has
raised any issues about the
Posting with the Customer.
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