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Preface

It has proven an enormous task to collect all the relevant data for the broad range of
topics and the large set of countries included in the Terms of Reference of this study.
Competition in the European postal markets is in its infancy stage. Moreover information
that used to be available in the public domain is now considered confidential commercial
information. This has not made the task of the project team any easier.

ECORYS has been in close contact with a large variety of stakeholders whose input has
been vital for this study. The development of the 33 country reports has to a large extent
been an interactive process with substantial inputs from a variety of stakeholders, but also
various sections in the Final Report benefited from the information, opinions and the
feedback received from many people. The project team would therefore like to thank all
postal operators, policy makers, postal sector regulators, customers, industry experts and
other organisations that have contributed to this study. With regard to the web-
questionnaire on customer needs, ECORYS highly appreciated the support from
FEDMA, EMOTA, the VGP (the Netherlands) and the NRAs in Ireland, Belgium and
France to encourage postal customers to fill in the questionnaire.

ECORYS is also grateful for the constructive cooperation with the entire Postal Unit
within the European Commission, DG Internal Market and Services. We want to thank
Mr. Jorg Reinbothe, Mr. Hughes de la Motte and the other members of the Postal Unit for
their detailed comments and support.

ECORYS takes full responsibility for the contents of this report. We reiterate that the
opinions expressed in this report do not necessarily reflect the views of the European

Commission.

Nick van der Lijn, Team Leader
August 2008
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Executive summary

Objective and outline of the study

On behalf of the European Commission, DG Internal Market and Services, ECORYS has
carried out this study from November 2007 to August 2008. The objective of the study is
to identify, quantify and assess the main developments of the postal sector in relation to
the application of the Postal Directive, in particular with regard to regulatory, economic,
social, consumer and employment aspects, as well as quality of service and technology
developments.

Apart from this Final Report, a key deliverable of our study is Annex II to this report,
which includes country sheets for the 27 EU Member States as well as for six non-EU
countries (Australia, Iceland, Japan, New Zealand, Norway and the US). The analysis in
the Final Report is based on the country sheets for the 29 European countries, while in
some sections of the report reference is made to the developments in the other countries,
putting European developments in an international perspective.

The ECORYS study will be an important input for a European Commission report to the
Council and the European Parliament on the application of the Postal Directive (Directive
97/67/EC as amended by Directive 2002/39/EC), due before the end of 2008.

Structure of the report

Chapters 2 and 3 presents the main regulatory developments, where we discuss the
definition of the universal service obligation (USO), the reserved area, licensing
requirements, the quality of service regulation, the transparency of the accounts of the
universal service provider, price regulation, the mandate and practices of the NRAs and
the cost and financing of the USO. Chapter 4 analyses mail volume developments in
European postal markets including factors that influence the developments such as e-
substitution. Chapter 4 also includes a discussion on developments in the market structure
and competition.

The focus in Chapter 5 is on customer needs. The main topics are customer satisfaction,
customer needs regarding the quality of service and the universal service, the actual and
expected benefits of competition and the main (other) topics brought forward by
customers that warrant attention at national or EU level. Chapter 6 turns the attention to
technological developments focusing on corporate restructuring and automated sorting,
hybrid mail, and the development of value added services. Reference is made to corporate
social responsibility (CSR) and/or environmental policies developed by NPOs.
Employment and social developments are discussed in Chapter 7, with particular

Main developments in the postal sector (2006-2008) 15
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attention to employment levels and developments in remuneration; and type of contracts
(including the role of social partners) and working conditions.

In Chapter 8 we analyse the relationship between postal sector regulation and market
developments. In particular, we examine to what extent regulation, the level playing field
and the development of competition are interrelated; and provide an assessment of the
effect of EC and national regulation on developments in the postal sector. We also
describe the risk for regulatory asymmetry and the possible impact that this may have on
the internal market.

Structure of the Executive Summary

Below, we summarise the main trends and developments, followed by a presentation of
the main regulatory developments and market developments, the analysis of the
relationship between these developments and examples of best practice. Furthermore, we
provide our assessment of the contribution of the EC postal directives and national
policies on developments in the EU postal markets and discuss which issues may create
regulatory asymmetry and have a negative impact on the internal market. Finally, we
present our recommendations.

Main trends and developments

A slow down in the liberalisation process

o There is a slow down in the liberalisation process. Apart from DE which has fully
liberalised its postal market as from 1 January 2008, several countries have postponed
their plans to liberalise ahead of the European time table (NL, NO) and most likely no
country will fully open up its postal market before December 2010 (with the possible
exception of NL). Moreover, there have been various attempts to broaden the scope
of the reserved area and the EC had to intervene to stop this from happening.

o Progress has been mixed in reducing barriers to entry and levelling the playing field.
The distortive effect of the VAT exemption of the NPOs on competition has largely
remained; lack of access to letterboxes by CPOs is still an important issue in a
number of countries (AT, PL) and the definition of the USO and its future financing
leads to uncertainties for market players.

o Competition in the addressed mail market is developing in those countries that have
either fully liberalised their postal market or entire market segments, provided that
there were no major factors distorting competition (such as licence conditions in FI
and a combination of factors in AT). The development of competition in two of the
most advanced countries in the EU (DE and NL) is hampered by political decision
making: the adaption of minimum wage legislation in DE and the postponement of
full market opening in NL.

Customers want full market opening and to become partners of postal operators

o The customers that responded to the ECORYS web-questionnaire and participated in
the ECORYS opinion survey are very outspoken about the need to strengthen the
competitive pressure on the NPOs and the importance of full market opening.
Customers expect to benefit from competition because of lower prices, more choice
and a better customer orientation.

Main developments in the postal sector (2006-2008)
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With regard to choice, customers very clearly believe that there is a trade-off between
speed and price and desire products that reflect this trade-off. Delivery of promise is
seen as important — in NL the association of large mailers (VGP) has taken the
initiative to develop a QoS monitoring instrument, which will allow customers to
benchmark the performance of the various operators in the Dutch market.

Senders of large volumes of mail are particularly interested in company specific
solutions rather than a standard set of products and services.

Changes in legal status and corporate restructuring of NPOs

According to ECORYS, the implication of the trends in customer demand is that
business development in the mail market will be mainly focused on innovations along
the value chain. Providing value chain solutions and dedicated solutions will become
the key focus of competitors, to which the NPOs will need to react.

The development of new and value added services is also a reaction to the threat of e-
substitution and the opportunities arising from the development of technology.
Hybrid mail services have traditionally been part of the business model of various
CPOs (most notably in Sweden, the Netherlands and more recently in Bulgaria) and
are increasingly offered by NPOs. Increasingly, physical delivery will be
supplemented by multi-channel delivery with tailor made solutions.

The European liberalisation process has encouraged postal operators to increase
efficiency of mail processing resulting in cost control and QoS improvements. In
most of the countries, NPOs undertake major corporate restructuring programmes in
the period 2004-2010.

The process towards incorporation (CZ, PL) and privatisation (MT, reduced
government shareholdings in DE and NL) has continued. According to ECORYS,
there are both push (labour unions opposing restructuring and the need for capital)
and pull factors (the commercial opportunities in liberalised postal markets) that will
lead to an intensification of the current trend of increased private shareholding in
NPOs after full market opening.

Although the postal market will predominantly remain a national market, the
importance of national borders is diminishing because of the internationalisation of
customers, leading postal operators and technological developments (e.g. hybrid
mail).

Profound country differences with regard to mail volume developments

There are profound differences with regard to mail volume developments between
Member States. The twelve Member States that joined the EU in 2004 and 2007
experienced 6.5% growth in addressed mail volumes in 2004-2006 and further
growth is anticipated. In the other Member States, addressed mail volumes have
grown slightly, stagnated or declined (the latter applies to LU, NL, SE and UK). In
countries with mature postal markets, a further decline of addressed mail volumes is
expected.

Mandatory access to the delivery network is becoming more common

Although still applicable to a minority of the Member States, a trend towards
mandatory access can be observed where the NPO has the obligation to provide
access against appropriate terms and conditions and the NRA has the power to
establish these terms and conditions in case of disputes. With the exception of the UK

Main developments in the postal sector (2006-2008) 17
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(where prices are geared to the delivery costs and a minimum percentage difference is
regulated between the access prices and comparable bulk retail prices), countries with
mandatory access adopted the principle that (downstream) access prices should be
based on the retail prices minus the avoided cost of the NPO.

Main impact on employment is yet to be felt

o Corporate restructuring including increased automation of mail processing leads to
increased specialisation of employees engaged in mail processing and mail delivery.
Together with competitive pressures, this may give rise to downward pressure on job
requirements and wages.

e This can be observed in NL and to a lesser extent DE, but in most of the countries
this development has not yet become established because of limited competition,
opposition from the labour unions (UK), or the existence of a collective labour
agreement (SE).

»  On the other hand, the development of new value added services and the wish to
improve QoS performance increases the demand for well qualified staff and training.

« Improving the efficiency of operations (through corporate restructuring) leads to a
reduction of employment levels within NPOs. In addition, there is a transfer of
employment from NPOs to CPOs in countries where competition is developing.

A clear interrelation between regulatory developments and market developments
o There is a clear interrelation between regulation and market developments as
elaborated upon below and discussed at length in Chapter 8 of this study.

Main challenges for NRAs

» In the opinion of ECORYS, the main challenges for the NRAs are arranging
interoperability in a multi-operator market; price regulation that stimulates NPOs to
improve efficiency and incorporates an analysis of competition effects; taking action
against strategic entry barriers; and the ability to assess whether prices are actually
geared to cost requiring increased transparency of NPO accounts as well as expertise
and sufficient staffing on the side of the NRAs.

Regulatory developments

With the transposition of Directive 2002/39/EC into national legislation by Bulgaria and
the transposition of both Directives 97/67/EC and 2002/39/EC by Estonia, all countries
examined in this study (the 27 Member States, Norway and Iceland) have by now
transposed the Directives into national legislation. There are however marked differences
in the choices that have been made with regard to the reserved area and other aspects of
the regulatory framework. In some countries regulation in effect mainly deals with price
and quality regulation of a (near) monopolist and safeguarding the universal service while
in other countries regulation has shifted its attention to stimulating sustainable
competition, improving the efficiency of the NPO and the promotion of customers needs.

The most important regulatory developments are in our view related to:

» changes in the reserved area;
» access to the public postal network;

Main developments in the postal sector (2006-2008)
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» transparency of NPO accounts;

o  price regulation;

» the cost and financing of the USO; and

» the regulatory powers and challenges of the NRAs.

Reserved area

As from 1 January 2008, Germany fully liberalised its postal market bringing the number

of countries that have fully liberalised their postal market to four (DE, FI, SE, UK). In

other countries plans for early liberalisation have been halted:

» Estonia was already fully liberalised, but reinstated a reserved area for items of
correspondence to protect the provision of the USO after changing the legislation on
the provision of the universal service.

» Norway planned to liberalise in advance of the European timetable, but has decided
to postpone full market opening as a result of a change in government.

o The Netherlands also postponed full market opening. The reasons provided for this
postponement by the policy maker are the labour conditions of mail deliverers of the
main competitors of TNT (Sandd and Selekt Mail); and the absence of a level playing
field for operators in the Netherlands, Germany and the UK regarding VAT
exemption and wage conditions (the minimum wage legislation in Germany),
political considerations also seemed to have played an important role.

» At the time of writing this report, none of the countries that have not yet liberalised
(with the possible exception of the Netherlands) have plans to fully liberalise their
postal market ahead of the timetable included in Directive 2008/6/EC.

Eight countries have liberalised a relatively large part of the addressed mail market. AT,
CZ, EE, NL and SI do not have direct mail and outbound cross-border mail in the
reserved area (although there are some restrictions to direct mail in Austria), while direct
mail is not reserved in BG, ES and IT but outbound cross-border mail is. Furthermore,
hybrid mail services are not part of the reserved area in BG and intra-city mail is not
reserved in Spain. In Italy, there is an arrangement that part of the intra-city mail in the
reserved area is delivered by CPOs.

Access

The Postal Directive requires users to have access to the public postal network under
conditions that are transparent and non-discriminatory. A distinction can be made
between access to the postal infrastructure and access to the postal delivery network.

Lack of access to the postal infrastructure is an important barrier to the development of
competition in the postal market. Best practice of arranging access to the postal
infrastructure can be found in France, whereas in Ireland competition is hampered by the
absence of a national postal code system (see the text box below).

Access to the postal infrastructure in France'
Since May 2005, access to the postal infrastructure is guaranteed under the French Postal Act. The Act

identifies the following four essential facilities to which access has to be guaranteed:

' See Annex II, country sheet France and country sheet Ireland.

Main developments in the postal sector (2006-2008) 19
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e Adelivery service to PO boxes installed in post offices for customers opting for this particular type
of delivery;

e  The postcode directory supplemented by the link between these codes and the geographical
information about streets and addresses;

e Information collected by La Poste about addressees' changes of address; in the past, this
information was notified to the operator that held the postal monopoly. lts retransmission to new
postal market entrants, in accordance with economic procedures yet to be specified, is an obvious
prerequisite for balanced competition;

e  Aredirection service in the event of change of address. This type of service cannot be taken on by
an authorised operator when the addressee's new address is outside the geographical area
covered by that operator. In this case, La Poste will perform this service on behalf of the authorised

operator.

Absence of a national postal code system in Ireland

In nearly all countries, there are no issues regarding access to the postal code system. In Ireland,
however, there is no nationwide postal code system, let alone access to it. ECORYS agrees with the
many customers and CPOs in Ireland who have stressed the importance of developing a postal code

system, but does not have an opinion about who should bear the costs.

With regard to access to the delivery network, a trend towards mandatory access can be
observed where the NPO has the obligation to provide access against appropriate terms
and conditions and the NRA has the power to establish these terms and conditions in case
of disputes. Apart from DE, DK, FR, HU, PT, SI and UK, also BG, ES and MT have
instigated a mandatory access regime. Since 1 January 2008, DE replaced ex-ante
determination of the access prices by ex-post control.

Most countries with mandatory access adopted the principle that (downstream) access
prices should be based on the retail prices minus the avoided cost of the NPO.
Apparently, only Postcomm in the UK is in favour of linking the access prices to the cost
of downstream delivery (the difference between the two methods is that in the latter no
compensation for the fixed costs upstream of the point of injecting the access mail is
included). Moreover, the UK is the only country that has regulated the minimum price
difference between the bulk retail prices and the access prices with the aim to prevent
margin squeeze of access competitors rather than to reflect the avoided costs of Royal
Mail.

Transparency of NPO accounts

The level of transparency (in particular level of detail) of NPO’s cost data and accounting
is still extremely varied and therefore very inconsistent across Member States. The
transparency referred to here applies to that of sight by the NRA, as regulatory accounts
are usually not published in the public domain.

In particular, ECORYS assesses that the level of focus from NRAs on cross-border
remunerations is minimal. Based on the information available to ECORYS, it appears that
the main requirements of Article 14 are being met (separate accounts at least for each of
the services within the reserved area on the one hand and for the non-reserved services on
the other), but it is very unlikely that in many cases the requirements of Article 12 are met
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(in particular, ensure that the tariffs for each of the services [and hence also international
mail] under the USO are geared to costs).

In conclusion, the following extract from WIK-Consult (2006) still remains valid:

“It appears that NRAs generally lack the accounting data required to evaluate whether individual
agreements and special tariffs comply with the pricing principles of the Directive. Taking into account
these practical problems of implementation, the new directive should specify more clearly, and perhaps

more carefully, precisely which level of accounting separation is to be required and reported to NRAs.”

Directive 2008/6/EC re-iterates and goes further than Directive 97/67/EC as amended by
Directive 2002/39/EC in that the NRAs will require detailed cost data at product level in
order to meet the needs of the Directive, but in the view of ECORYS could have been
more prescriptive on how the NPOs report to the NRAs

Price regulation

The vast majority of countries still appear to control prices in terms of affordability rather
than any other feature. However, considering the varying price movements and the
substantial price rises in some Member States, this type of control may not suit the
interest of consumers. Only three countries stimulate efficiency improvements through
using an RPI minus regime for (part of) the prices that are regulated (DE, PT, UK).
Uniform tariffs remain the norm across countries for USO services.

In countries where a reserved area is retained, the most frequent form of control is that of
cost based, ex-ante price regulation. In the opinion of ECORYS, the accuracy of data and
level of detail available from the NPO and the expertise of the NRA in analysing the data
make it a challenge for the NRA to assess whether prices are actually geared towards
costs. This also holds true for ex-post price controls based on costs.

One of the major factors influencing cost allocation at a product/service level is traffic
volumes, for which the postal industry is unable to record certain types of mail
accurately.

The consequence of the fact that many NPOs have a price cap linked to RPI or face cost
based price regulation is that in most Member States price regulation provides little or no
incentive for the NPOs to reduce costs in real terms.

In the build up to full market opening, the powers of NRAs in terms of pricing may need
to be strengthened considerably in order that, prior to competition developing, the NRA is
in a position to model the impact of competition on the NPO’s pricing. Simply
controlling prices by linking it to a RPI cap is unlikely to be sufficient. It is important to
note that data accuracy will play a key role in the NRA’s ability to understand and
analyse the NPO’s cost data.

Cost and financing of the USO

Enabled by the fact that the Postal Directive includes a minimum definition of the USO,
there are many and varied definitions of the USO across Member States, Iceland and
Norway.
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The cost of the USO is an issue that has created much debate within Member States
between the NRAs and the NPOs and depending on the scope of services included may or
may not result in a net cost of its provision. So far, very few NRAs appear to have taken
an economic view of the cost and benefits of the provision of the USO. Without access to
the regulatory accounts of all NPOs, it is not possible for this study to comment on the
relative levels of cost compared to the scope of the service provided by each NPO.

Various CPOs have expressed concern that the USO will be too broadly defined and that
funding the cost of the USO through contributions to a compensation fund may in effect
become a barrier to the development of competition in the addressed mail market.

Main challenges for the NRAs

As indicated above, according to ECORYS the main challenges for the NRAs include
arranging interoperability in a multi-operator market; price regulation that stimulates
NPOs to improve efficiency and incorporates an analysis of competition effects; taking
action against strategic entry barriers drawn up by NPOs; and the ability to assess
whether prices are actually geared to cost requiring increased transparency of NPO
accounts as well as expertise and sufficient staffing on the side of the NRAs.

The importance of price regulation and the ability to assess whether prices are geared to
costs becomes less (and may ultimately lose its significance) if there is effective end-to-
end competition, as shown in the example in relation to Germany in the textbox below.

Access prices in Germany: from ex-ante regulation to ex-post control

In parallel with full market opening on 1 January 2008, Germany decided to no longer regulate the price
difference between bulk retail prices and access prices (which was based on the principle of avoided
cost). Given the development of end-to-end competition in the German mail market, the risks associated
with ending ex-ante are small because:

e  Consolidators, customers and competitors making use of access also have the possibility to
negotiate access with alternative end-to-end competitors;

e  There is an incentive for the NPO (DPAG) to establish efficient access prices. If access prices
were set too high, their competitive position vis-a-vis end-to-end competitors would worsen
and if access prices were set too low this would worsen the financial performance of the
company (note that the power of the NRA to obtain all contracts concluded by DPAG enforces

the principle of non-discrimination is applied).
With regard to interoperability, the situation in the UK can serve as a benchmark.

Interoperability in the UK

In a multi-operator market, it is important to ensure that postal operators have reciprocal processes for
dealing with each other’s mail when found in their systems. In the UK, the Common Operational
Procedures govern this in detail, including prices to be charged for retrieval and repatriation. The
procedures are designed to deal with any off-course mail and cover all mail carried pursuant to a licence
by any licensed operator. Procedures are in place such that if a competitor’s item of mail is found in a
Royal Mail letterbox or elsewhere within its network, or within the network of another licensed operator,
there are processes established for that item to be returned to the operator with whom the item was
posted.

Main developments in the postal sector (2006-2008)
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Market developments

Development of mail volumes

Despite the existence of e-substitution, addressed mail volumes have continued to grow
from 2004-2006. In this two-year period, mail volume growth was stronger on average in
the twelve countries that joined the EU in 2004 and 2007 (+6.5%) than in the other fifteen
Member States (+1.5%), reflecting the still existing relationship between economic
activity and mail volumes (the twelve new Member States experienced higher GDP
growth rates). Figure I shows the per capita addressed mail volumes for each country in
2006.

In countries with a less developed mail market and relatively rapid growth in GDP, it is to
be expected that notably B2C addressed mail volumes will continue to grow in the
coming years. This growth potential relates in particular to direct mail and to a lesser
extent to transactional mail. In countries with mature postal markets and moderate GDP
growth the picture is different. Contrary to DE where there has been moderate growth (1-
1.5% annually) in addressed mail volumes, DK, LU, NL, SE and UK have already
experienced declining addressed mail volumes in recent years. In the coming years, the
UK, SE and NL expect a decline in the range of 1-3% per annum. The textbox below
shows the impact of e-substitution in FI.

With regard to postal product groups, the (negative) impact of e-substitution is expected
to be strongest on transactional mail, although it remains speculative as to when and to
what extent the impact of e-substitution will be. Parcels and packets clearly benefit from
e-selling and represent a potential for rising revenues even if the total letter mail volume
would decline.
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E-substitution in Finland
In Finland there is a relatively high Internet penetration and relatively much use of e-mail. Almost 90% of

e-mail traffic in Finland today uses broadband. The utilisation of broadband has multiplied tenfold during

the last four years, and the price of broadband services halved in Finland from 2003 to 2006.

The volume of consumer mail continued to increase in Finland until 1999, after which volumes began to
decrease because of e-substitution. The speed of the decline in mail volumes varied during this period,

in the last four years the decline was relatively steep (on average -9% per year).

The volume of B2C letters, including financial sector mail, has increased in Finland in recent years,
despite the fact that financial institutions actively reduce the number of physical bank statements sent to
their clients. Sending electronic invoices is not yet common in the B2C segment. The Finnish
government has however planned to receive all invoices electronically by the end of 2009 or at the

latest during 2010. Electronic invoices will be sent by the government by the year 2008.

E-substitution has taken place despite the fact that the real price of letters has fallen by 2%. Because of
sharp decreases in the cost of electronic communication, including labour costs, the cost of a physical

invoice is estimated to be three times more than the price of an electronic invoice.

2

Mai

Excluding newspapers.
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Development of competition in the addressed mail market

Market shares of CPOs

The development of competition in the addressed mail market has been uneven across
countries. In most of the countries there is no competition of any significance in the
addressed mail market. End-to-end competition has however further developed in ES, SE,
and most notably, DE and NL, where the joint market share of CPOs reached 9-14% of
the addressed mail market. In the new Member States, developing end-to-end competition
can be observed in particular in BG (where hybrid mail is not part of the universal
service, see the textbox below), and to a lesser extent in CZ, EE and RO where CPOs
have an estimated market share of 3-5% in the addressed mail market.

Hybrid mail competition in Bulgaria

Competition in the addressed mail market through hybrid mail services is developing rapidly in Bulgaria.
Amongst others, CPOs have telecommunication companies amongst their clients who are generating
large mail volumes. Data on market shares in volume are not available. Based on available data on
market shares created by revenues, ECORYS estimates that the combined market share of CPOs is ca.
30% in 2006.

A licence condition for providing universal services is that a full universal service should be provided
with requirements to the national postal network. To support the creation of nationwide delivery
networks, legislation on mutual access to the networks of postal operators with a licence to provide
universal services has recently been adopted. The three main CPOs providing hybrid mail services
have obtained a licence in 2007 and 2008. Although these operators started their operations fairly
recently and developments are hence still uncertain, an explanation as to why competition in Bulgaria
appears to be developing despite this licence condition may be the low service level of Bulgaria Post (as
compared to the NPOs in mature postal markets) in combination with the attractiveness of postal

activities given the relatively low level of GDP and relatively high unemployment.

In the UK competition has developed fairly rapidly in the upstream part of the market.
There are 20 licensed postal operators other than Royal Mail who may provide access
services and are entitled to deliver mail in the licensed area (mail items weighing less
than 350g or costing less than £1). Access volumes have grown to circa 20-22% of the
licensed area in 2007/8 (year from April to March) and are continuing to grow.
Approximately 40% of the access volume comes from contracting with customers
directly (customer direct access), with the remaining 60% coming from other postal
operators. End-to-end competition remains insignificant, with DX as the most important
CPO focusing on B2B document exchange and niche B2C markets.

Barriers to competition

Over the last couple of years, very little progress has been made with resolving the VAT
issues; whilst progress has been mixed in relation to access to letterboxes. In AT, the
problem has been addressed in legislation but this was later annulled in court. In PL a
start has been made with putting new letterboxes in place, while in FR following a public
consultation conducted by ARCEP a solution has been found allowing access to
letterboxes on equal terms.
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According to ECORYS, the most important main barriers to competition requiring
attention at EC and/or national level of are:

o the VAT exemption of many of the NPOs;

« access to letterboxes, most notably in Austria and Poland;

o strategic barriers, in particular arising from (alleged) exclusivity contracts, price
discrimination, loyalty bonuses, and bundling and tying;

« barriers that may arise from collective arrangements of labour conditions;

o Dbarriers arising from how the USO will be defined, its net cost established and the
cost of financing of the USO shared between market participants.

Parcel mail and express

There is a dynamic development of both the parcel and express markets. Competition is
intensifying and innovations include new networks for parcel collection and delivery and
automated pick-up by customers.

An interesting development is that the gap between the parcel and express markets is
getting smaller in terms of quality and value for money; while parcel operators also
increase their range of products in the key growth markets of B2C and international
services. There is an increasing “grey” zone between express and parcel services, as
traditional parcel services become more “express” in nature and a trend that clients
become more cost-conscious and are willing to trade down the speed of transit times as
long as the shipment arrives at pre-determined intervals.

In Eastern European countries it appears that courier services that operate at the lower
end of the CEP market (in terms of price) offering value added letter mail services
experience substantial growth and some customers switch from what is perceived as a
low price low quality service (addressed letter mail) to a higher price, better service
(courier services). Operators active in this market are considered to be more creative and
more focused on customer needs than the NPO operating in the universal service area.

Legal status of NPOs

The process towards incorporation and privatisation of NPOs has continued, albeit not at

a very rapid pace:

» The German government reduced its shareholding in DPAG and the Dutch
government sold their remaining 10% of the shares in TNT and, under pressure of the
Court of Justice, gave up its ‘golden share’ in TNT.

o MaltaPost has been fully privatised.

» In CZ and PL the process to transform the state enterprise into a joint stock company
started in 2007. In PL, the partial privatisation of the NPO is under consideration.

o The NPOs of BG and RO are both public limited companies and RO is currently
preparing for privatisation.

Furthermore, Posten AB and Post Danmark/CVC announced that they intend to merge.
Subject to approval of the competition authorities, the merger is planned to be realised by
the end of 2008.

According to ECORYS, there are both push and pull factors that will lead to an
intensification of the trend of increased private shareholding in NPOs after full market
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opening. Examples of push factors are the worsening financial performance of the NPO
and the sustainability of the universal service, as state aid regulation puts clear limitations
with regard to what the government as shareholder is able to do. Also it may be easier to
negotiate a corporate restructuring programme with the trade unions if the NPO is (partly)
privatised (or agreement with the trade unions will be a condition for the private sector to
take a stake in the NPO). More freedom and better access to external capital in order to
seize the commercial opportunities in a fully liberalised postal market are pull factors.

Potential privatisation of Royal Mail

Both types of arguments are present in the current debate about the ownership structure of Royal Malil
in the UK. In a contribution to the independent review of the UK postal sector that is currently being
undertaken in the UK, Postcomm expressed the view that Royal Mail’'s ownership and structure must be

reviewed and an injection of private capital in Royal Mail would be needed.

Customer needs

The 267 customers across the EU that responded to the ECORYS web-questionnaire and
the 25 customers that participated in the ECORYS opinion survey are very outspoken
about the need to strengthen the competitive pressure on the NPOs and hence improve the
dynamics in the postal market. The issues that are mentioned most often are the
importance of full market opening, resolving unequal VAT treatment, and ensuring fair
access to the delivery network of the NPOs.

The most important (actual or expected) benefits of competition are lower prices; more
choice and an improved customer orientation of postal operators (see also Figure II).
There is a difference between large mailers and small mailers in this respect. Although
both customer groups mention lower prices most frequently, small mailers appear to
regard improved customer orientation and the offer of new services more important than
large mailers, whereas large mailers more often point at lower prices as the main benefit
of competition. In countries where competition has taken off, there are indications that the
behaviour of the NPO has become more customer oriented and that the service has
improved, albeit that the competitive pressure to change behaviour is not yet regarded as
very strong.
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Actual and expected benefits of competition ranked as most important by large and small mailers (n=203)
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Source: Chapter 5, Figure 5.8.
Note: n is the number of respondents that answered this particular question. N=113 for large mailers and n=90
for small mailers.

Country specific surveys highlight that customers are reasonably satisfied with the
services of the NPO. The respondents to the ECORYS web-questionnaire were rather
critical about the performance of the NPO. Around 35% of the respondents (small mailers
and large mailers alike) indicated that they are not really, or not at all, satisfied with the
services provided by the NPO in question. The respondents to the ECORYS web-
questionnaire were also fairly negative about treatment of complaints by the NPO: 25%
had rather or very negative experiences and another 49% answered that complaints are
dealt with, but that it takes a lot of time and effort from the customer’s side. Information
on the most frequent issues and wishes of customers is provided in the following textbox.

Most frequent issues with the NPO and wishes of customers

An issue raised very frequently by customers that are critical about the performance of the NPO is that
the NPO still acts as a monopolist and are supply oriented rather than customer oriented. More
specifically, 50-70% of large and small mailers indicate that pricing and quality are dominant or most
frequent issues in their relationship with the NPO. Also lack of attention for their specific wishes
(relatively important to large mailers) and the way recipient customer complaints are being handled
(relatively important for small mailers) are important issues for 10-30% of the respondents. This

feedback is by and large confirmed by country specific surveys.

The opinion survey and interviews with customers and postal operators show that business customers
would like to see postal operators becoming partners of medium and large mail senders, jointly trying to
generate new business (recognising that the traditional postal market is shrinking), rather than act as
providers of standard services. In other words business customers are increasingly looking for
(company specific) solutions rather than a standard set of products and services. According to
ECORYS, this implies that business development in the mail sector will be mainly focused on
innovations along the value chain and providing value chain solutions as much as dedicated solutions

will become the key focus of competitors, to which the NPOs will need to react.
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Information from country surveys and the ECORYS web-questionnaire shows that
customers believe that there is a trade off between speed and price and desire product
differentiation. Instead of speed of delivery, ‘delivery of promise’ has become of prime
importance to customers: “if I buy a D+3/D+5 product, can I be sure that my mail will be
delivered within three to five days?”

Various large cross border mailers that use direct entry in the country of destination
mentioned that there is a need for harmonisation and standardisation in mail
requirements, in particular with regard to local address formats, barcodes, and the
definitions used to distinguish a letter from a parcel. Also, the local requirements are
often only available in the language of the country in question. Streamlining export
formalities are important too. According to ECORYS, the issue of harmonisation and
standardisation will become (even) more important in future, given the continued
internationalisation of business activities of certain postal customers and the fact that
national borders will diminish in importance as a result of liberalisation and technological
developments (for example hybrid mail, see Chapter 6).

Technological developments

Ongoing market liberalisation has encouraged postal operators to increase efficiency of
mail processing resulting in cost control and QoS improvements. This has also given rise
to major restructuring of mail handling and sorting operations. Although some countries
have reviewed the mail infrastructure and sorting processes in an early phase (DE, NL),
most countries have developed their plans in the period after 2004, anticipating planned
full market opening (at the time in 2009) and the reduction of the reserved area to mail
items below 50 grams. Implementation of major corporate restructuring programmes for
mail processing is currently underway (in the period 2004-2010 in most countries).
Increasingly, technology is applied that enables deeper sorting up to the delivery walk
and new (value added) products and services.

Restructuring of mail handling processes has often resulted in or was induced by the
development of new products and concepts. Physical delivery of mail will remain to be
one of the main options, but will be increasingly supplemented by multi-channel delivery
with tailor-made solutions in segmented postal markets. An example of this development
is the increasing development of hybrid mail services by most of the postal operators,
which generate innovation in specific postal products and services for different business
sectors. The EU NPOs are in different phases of development, but all report increasing
hybrid mail volumes with the exception of some countries that lack the proper economics
of scale for such development. Countries such as Finland and Sweden go a step further
and are entering adjacent markets through developing IT services for their customers.

The main postal operators show specific interest and responsibility for environmental
policies, with a main focus on transport and use of natural resources and materials, but
increasingly also covering other fields (innovation in transport, mail delivery, etc.). The
increasing environmental awareness of customers may eventually have a negative effect
on mail volume developments, although this effect cannot be observed in practice yet.

% In the Netherlands the association for large mailers (VGP) has expressed the desire to develop a QoS monitoring

instrument that is common to all postal operators in the Dutch market.
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Developments in employment and social aspects

Developments in employment levels

Corporate restructuring and the application of new technology has a clear impact on
employment levels, while developing competition causes a transfer of employment from
NPOs to CPOs. As discussed above, corporate restructuring is taking place at a different
pace in different Member States and at different periods in time, meaning that the
dynamics of the employment effects vary from country to country and over time.

Different data sources provide different estimates for the level of employment in the
postal sector. ECORYS estimates EU-27 direct employment (headcount) at 1.6 million in
2006, which accounts for 0.7% of total EU employment for this year.

According to data collected by ECORYS, NPOs in EU-27 employed around 1.38 million
people in 2006. Most of the NPO staff is employed in the mail segment. In comparison to
1997, NPO employment decreased by 7.7%. This decline is observed in the majority of
the Member States and reflects the impact of ongoing corporate restructuring on NPO
employment. The decline in NPO staff seems larger in the new Member States (EU-12)
than in the old Member States (EU-15), 9.2% and 7.3% between 1997-2006 respectively.

CPO employment amounted to (at least) 219,000 people in 2006. Rising CPO
employment appears to be either fully (for example in DE, ES, NL) or partially (BE, SE)
offsetting declines in NPO employment.

The absolute figure of civil servants employed in the postal sector has declined from
407,000 in 2002 to 314,000 in 2006, a 23% decrease. The share of civil servant staff in
total employment is expected to decline further as ongoing liberalisation will add further
pressure on the corporatisation and privatisation of (former) state-owned NPOs and on
improving efficiency.

Labour productivity

Important factors that have an impact on productivity include mail volumes per capita and
letterbox density. Ongoing liberalisation, increasing competition and corporate
restructuring are also drivers for developments in efficiency and, hence, productivity.

Although available productivity data should be interpreted with care in terms of accuracy,

some general observations can be made:

» Between the Member States large variations in productivity levels can be observed
ranging from 186,000 mail items per employee in Sweden to 4000-5000 mail items
per employee in Bulgaria.

o From the seven countries with the highest productivity levels according to the
available data, six (UK, SI, DE, FL, NL, SE) have fully liberalised their postal
markets or important segments of it, albeit that in Finland there is no actual
competition in the addressed mail market because of the licence conditions.

Although data on productivity levels in CPOs are hardly available, it is to be expected
that productivity in the upstream activities is relatively high because of the focus on (pre-
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sorted) business mail and that productivity in delivery is lower than of the NPO due to
lower mail volumes and lower economies of scale.

Developments in contracts and wages

The ratio between full time and flexible employment in NPOs has stabilised in the period
from 2002 to 2006. The evidence suggests that the ratio of flexible employment is
(substantially) higher in CPOs than in NPOs. The largest share of flexible staff is
observed in postal markets that are relatively open to competition.

Different developments in wage levels can be observed in the Member States. In some
countries (NL and to a lesser extent DE) wages are under pressure because of the
development of competition. In particular, competition seems to put wage pressure on
lower skilled jobs for sorting and delivery. TNT in the Netherlands is so far the only NPO
that has introduced a new job profile, that of a mail deliverer working on a part-time
basis, who earn less than (traditional) postmen who are still employed by TNT. In most
countries however, wages tend to follow wage developments in the national economy.

In the majority of the Member States, formalised industrial relations almost exclusively
concern the NPO, while they are either absent or not very significant amongst the
majority of the CPOs. Also trade union density is particularly strong in NPOs and often
low in CPOs.

In some of the countries where competition is developing, the issue of labour conditions
within the CPOs have received a lot of attention. In Sweden there is a collective labour
agreement, applicable to both Posten AB and its main competitor CityMail, and it seems
that CityMail can operate under this condition. In Germany, the wages for mail deliverers
included in the minimum wage law are circa 30% higher than the wages that were
actually paid by CPOs. CPOs have filed a law suit (which they won; the German
government subsequently made an appeal to the court’s decision) arguing that the
minimum wage legislation is not proportionate and would distort competition to an unfair
degree.

Development in working conditions

With regard to working conditions the majority of the European countries have national
labour regulations applicable to both the NPO and the CPOs in the postal sector.
Generally speaking, working conditions tend to be better for staff with a civil servant
status (in terms of social benefits, job security, etc.) than for contractual staff.

We observe an increase in the provision of training, driven by liberalisation and
developments in technology. Competition exerts pressure on the NPOs and requires that
NPOs improve their customer orientation. The application of new technologies demands
for investments in specialised and qualified staff. Consequently, many postal operators
are increasingly focusing on the valorisation of human resources, which means that there
is a demand for highly qualified staff, which reinforces recruitment and investments in
training.
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Contribution of EC directives and national policies on developments
in the postal markets

The analysis presented in this study shows that there is a clear interrelation between
postal regulation and market developments.

Impact of regulation (and the downstream access regime) on competition

Considering the impact of regulation on the development of competition we conclude

that:

» Reducing the reserved area from below 100 grams to below 50 grams has had very
little impact on the development of competition in European postal markets.

» Rather than reducing the (general) weight limit, the liberalisation of distinct segments
of the addressed mail market has been conducive to the development of competition.
The liberalisation of direct mail (CZ, EE, IT, NL), intra-city mail (ES), hybrid mail
(BG) and the issuing of “D-licences” (DE) has enabled competition to develop, in
particular if there have been no major barriers to the development of competition
other than the reserved area.

o The access regime influences the pattern of competition. According to ECORYS, a
number of aspects of the access regime and access regulation have been conducive to
the development of access competition rather than end-to-end competition in the UK.

Impact of market opening on addressed mail volumes per capita

A series of regression analyses using a dataset constructed by ECORYS containing data
for addressed mail per capita volumes suggest that market opening and competition
(including through lower bulk mail prices) have a positive effect on addressed mail
volumes. Amongst others, the expectation that liberalisation of the direct mail segment is
conducive to business development and increasing mail volumes is empirically confirmed
for the subset of countries for which we had sufficient data.* Moreover, both QoS
performance and GDP per capita have a positive impact on the addressed mail volume
per capita.

Other effects of EC directives and national policies on developments in the postal market
For establishing the contribution (or the effect) of EC directives and national policies on
developments in the postal market it is necessary to examine the influence of external
factors on market developments and assess how the market would have developed under
alternative policies (the counterfactual). The effect of EC and national policies is the
difference between the observed market development and the expected development
under the counterfactual.

Counterfactual

As counterfactual we have chosen to regard a situation in which Directive 97/67/EC would not have
been enacted and the (gradual) liberalisation of the addressed mail markets would not be aimed at. In
short, in the counterfactual a monopolist postal operator is regulated through QoS (quality) regulation
and price regulation focused at maintaining the prices at ‘affordable’ level (cost plus or price cap) and

demanding transparency and non-discrimination.

4 These countries are: Bulgaria, Greece, Iceland, Ireland, Italy, Latvia, Lithuania, Luxembourg, Portugal, Slovakia, and

Slovenia.
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According to ECORYS, the main driver of competition is the (development of the)
regulatory framework in specific countries. For most countries (with the possible
exception of Sweden), the Postal Directives can be regarded as a necessary, but not a
sufficient condition for the development of competition given the level of freedom that
Directives 97/67/EC and 2002/39/EC allow for the transposition into national legislation
and the subsequent differences in the development of competition between Member
States.

Furthermore, the assessment of ECORYS of the contribution of EC directives and

national policies to developments in the postal markets is as follows:

» The EC directives have a direct effect on the corporate restructuring programmes that
are currently undertaken by most of the NPOs, strengthen the trend towards
incorporation and act as a catalyst for privatisation.

» Moreover, the EC directives have a direct effect on market developments in countries
that without the intervention of the EC would have worsened the prospects of
competition (through reversing policies already implemented).

o Most of the effects are generated through the threat of and, more importantly, actual
competition in postal markets and hence by national policies rather than by EC
directives as argued above. In many countries the EC directives are a necessary, but
not a sufficient, precondition for these effects.

o The available evidence indicates that competition has contributed to growth (or less
decline) in addressed mail volumes, improved customer orientation, more product
differentiation, the development of new (value added) services (including hybrid mail
services) and a downward pressure on bulk mail prices.

o The recent attention by many of the NPOs to developing and implementing
environmental and CSR strategies is largely driven by external factors, whereas the
observed improvements in QoS performance would also be partially achieved if QoS
regulation would be effectively enforced under the counterfactual (the situation
without the directives).

» The overall effect on employment is not clear. NPOs are engaged in corporate
restructuring, leading to reductions in employment. When competition has taken off,
the positive employment effect through new employment within (at least in delivery
less productive) CPOs, diminished economies of scale and business development
(lower prices, new products) probably outweighs the negative effect of corporate
restructuring. Changes in job qualifications seem mostly driven by the development
of competition.

Regulatory asymmetry and the potential impact on the internal market

With the adoption of Directive 2008/6/EC, the dates for de jure full market opening have
been set. The developments in the EU Member States however show that in practice there
may be a variety of barriers to entry that may ultimately result in a de facto continuation
of limited competitive pressure on the NPOs and the absence of real competition in the
addressed mail market. In this respect, the (legitimate) requirements that may be attached
to the provision of services of general economic interests and to issues such as the labour
conditions in the postal sector have to be taken into account together with their impact on
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competition. This approach must be taken to avoid unnecessary distortion of the
functioning of the internal market.

According to ECORYS, the following issues may create regulatory asymmetry and have

a negative impact on the internal market:

» The profound differences between Member States with regard to the services for
which the NPO is exempt from charging VAT.

o The different requirements that have to be met for obtaining a licence or authorisation
to provide postal services (Directive 2008/6/EC provides further guidance in this
matter, but attention as to the application of the Directive is required).

» The varying extent to which access to the postal infrastructure has been regulated
and/or arranged for in practice, including how interoperability has been taken care of
at Member State level.

» The diverse mail requirements in the Member States, in particular with regard to local
address formats, barcodes, and the definitions used to distinguish a letter from a
parcel (relevant to internationally operating postal operators and customers).

o Labour legislation and in particular collective labour agreements applicable to all
operators (the NPO and CPOs alike) if these would in fact pose unfair restrictions to
the business model of competitors.

o The definition of the USO in combination with its cost and financing. If the large
differences in the definition of the USO across Member States would remain and if
this would result in (large) differences in the net cost of the USO between Member
States, the functioning of the internal market, including the development of
competition, would be hampered if CPOs are forced to participate in the funding of
the net cost of the USO.

Recommendations

The developments in the various countries show that the development of effective
competition cannot be taken for granted. Also, there is no clear political commitment for
liberalisation and competition in all of the Member States. The EC will need to continue
its activities to ensure that the directives are properly implemented and that the
development of effective competition will not be blocked by measures taken by Member
States that in effect cause the perseverance of very limited competitive pressures on the
NPOs.

With regard to transparency we recommend that:

» The EC may further wish to consider strengthening Article 15 of Directive 97/67/EC
regarding financial accounts of universal service providers to the extent that
minimum levels of detail are provided in published accounts with regards to postal
services within the USO (pre-defined) sphere. The cost of providing the USO would
be more transparent to both customers and competitors if summary details were
included within the NPOs published accounts. Alternatively, it could be investigated
whether the Transparency Directive could be used for the same purpose.’

®  Commission Directive 2007/14/EC (March 2007).
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The EC and NRAs stipulate that proper attention is given to the accuracy of volume
recording (of postal product mail flows) as this has a significant impact on the
accuracy of product costs, and the importance of this accuracy is growing.

Finally, the EC may wish to consider a more detailed specific study on the extent to
which the terminal dues accurately reflect costs.

In ECORYS’ opinion there are various reasons, including mitigating the distortive impact
of the VAT exemption in many countries and the potential distortive effect of financing

the USO, why it would be good to have narrower and more uniform definition of the
USO across countries:

We recommend policy makers and NRAs to clearly define the USO and to limit the
USO to those services that may not be provided in a free market environment and are
seen as essential to society (for instance limit the USO to a five day service and to
individual item mail, etc.).

The method to calculate the net cost of USO provision, as well as the funding
mechanism should be transparent for market participants.

The net cost calculation should be based on an efficient provision of universal
services and include both the costs and the economic benefits.

ECORYS recommends policy makers and NRAs to use public procurement for
funding non-profitable elements of the USO as much as possible. For example,
commercial contracts could be realised between the NPO and the State with payment
by the State for the provision of those services that are a net cost (as in Sweden).
Public procurement could also offer the potential for other postal operators to tender
for the work and may remove the need for an independent body to administer a
compensation fund.

Given the challenges of the NRAs, the powers and resources of various NRAs need to be
strengthened to allow competition to develop. ECORYS recommends that:

The powers, expertise and staffing of NRAs are strengthened in terms of pricing and
with a view to increase the transparency of NPO accounts, as well as the ability of
NRAs to assess whether prices are actually geared to cost;

Attention is paid to the effects of (price) regulation on competition and efficiency
improvements by NPOs are stimulated,;

Attention is paid to arranging effective interconnection in the postal sector, as this is
an important issue in a multi-operator market (for example agreements on standards
for mail processing, maintaining address databases and mail exchange between NPOs
and CPOs).

With regard to downstream access, it appears to ECORYS that the main argument (and
justification) underlying choices by the policy maker and/or the NRA with regard to the
regulatory regime should be based on the longer term policy objective (the end-game)
that the policy maker and/or the regulator would like to accomplish:

If this end-game is stimulating upstream competition and preserving economies of
scale in delivery (through a near monopoly), then (low) access prices geared to the
cost of delivery can be justified.

If the desirable end-game is end-to-end competition (with access competition playing
an additional role), then using the principle of retail price minus avoided cost makes
more sense.
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o If the goal is end-to-end competition with upstream consolidation activities, it is
probably sufficient to apply the principle of transparency and non-discrimination and
ensure that consolidators have the same access conditions (prices, terms) as large
customers.

Finally, ECORYS regards that harmonisation and standardisation in mail requirements
will contribute to the further development of competition. This holds in particular for
local address formats, barcodes, and the definitions used to distinguish a letter from a
parcel.
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Introduction

Introduction and objective of the study

On behalf of the European Commission, DG Internal Market and Services, ECORYS
completed the study - Main developments in the postal sector (2006-2008). Work on the
study started on 14 November 2007 and concluded in August 2008.

The Terms of Reference contains the following objectives and results:

Objectives

e  The study will aim at identifying the main developments of the postal sector in relation to the
application of the Postal Directive;

e It will aim at identifying, quantifying and assessing the main developments in the European postal
sector in relation to regulatory, economic, social, consumers, and employment aspects, as well as

quality of service and possible impact of technology developments.

Results to be achieved

o Provide an insightful overview of the status and evolution of postal regulation and markets and
analyse the main developments;

e  Perform a more in depth description and analysis of customer needs (notably end consumers as
sender and receiver of mail) and analyse changing customer demand;

e  Draw appropriate conclusions and recommendations in terms of areas where improvements are
needed, best practice in the Member States and potential appropriate Community harmonisation

measures.

The main deliverables of the study are country sheets for the 27 EU Member States and
six non-EU countries (Australia, Iceland, Japan, New Zealand, Norway and the USA),
relevant case studies highlighting developments, trends or best practices and a final report
describing the main developments and trends in the European postal sector.

Policy context

The purpose of Community policy in the postal sector is to complete the internal market
for postal services and to ensure, through an appropriate regulatory framework, that
efficient, reliable and good-quality postal services are available throughout the European
Union to all its citizens at affordable prices.

The ECORYS study will form an important input for a European Commission report to

the Council and the European Parliament on the application of the Postal Directive
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(Directive 97/67/EC as amended by Directive 2002/39/EC), due before the end of 2008.
The application report will be issued at an important moment in time in the liberalisation
process of the European postal market, given the full market opening as laid down in
Directive 2008/6/EC at the end of 2010 or 2012 (applicable to Cyprus, Czech Republic,
Greece, Hungary, Latvia, Lithuania, Luxembourg, Malta, Poland, Romania and
Slovakia).

Sources of information and activities undertaken

ECORYS followed a two pillar approach geared at interaction with and involvement of
stakeholders. The first pillar consisted of the interactive development of the country
sheets through allocating the 30 European countries to six team members (five countries
per project team member).’ The preparation of the brief country reports for the four non-
European countries was allocated to one team member, who was supported by a research
assistant.

In the second pillar we have allocated the EU-wide analysis of four horizontal themes to

five different team members:’

» Regulatory developments, mail market developments and developments in market
structure and competition;

o Customer needs analysis;

o Technological developments;

« Employment and social aspects.

The analysis of regulatory developments, mail market developments and developments in
market structure and competition is mainly based on the country by country analysis in
the country sheets. For the other horizontal issues the analysis is based on specific
activities undertaken as well as information from the country sheets (see below).

The following activities have been undertaken:

o Desk research of relevant EC studies, country specific reports and documents, annual
reports of postal operators, press articles, press releases, websites, etc.;

o Interviews with the main stakeholders in the postal sector (including a number of
country visits), both by the team member responsible for the country sheet and on
more specific issues by the team member responsible for one of the horizontal issues;

o Web-based questionnaires on customer needs (in English, French and German,
focusing on end-users) and on technological developments (focusing on incumbents);

» A short questionnaire with four key questions on employment and social
developments focusing on the NRAs;

» Opinion surveys regarding technological developments and customer needs;

» Two stakeholder workshops in Brussels (in December 2007 and April 2008; a third
workshop is scheduled for September 2008).

Ultimately, no separate country sheet was prepared for Lichtenstein.
Two experts were responsible for analysing regulatory developments, mail market developments and developments in
market structure and competition.
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Structure of the report

A description of the main regulatory developments is given in Chapter 2. The focus of
this chapter is on the factual situation in EU Member States, Norway and Iceland with
respect to issues such as the definition of the universal service, the USO, the reserved
area, access to the postal infrastructure and the delivery network, licensing requirements
and quality of service regulation.

Discussion of the regulatory developments is continued in Chapter 3, where there is a
particular focus on the activities of the NRAs and issues emerging from the
implementation of the regulatory framework. The main topics addressed are the
transparency of the accounts of the universal service provider, price regulation, the
mandate and practices of the NRAs and the cost and financing of the USO.

Chapter 4 analyses mail volume developments in European postal markets as well as the
main factors influencing these developments including e-substitution. Chapter 4 goes on
to review developments in the market structure and competition is discussed. The review
pays particular attention to the developments in the UK where the postal market was fully
liberalised on 1 January 2006 and is one of the largest mail markets in the EU (in terms of
revenues, mail volumes and employment). The chapter also examines the main business
models used by CPOs. Finally, we present an assessment of the main barriers to the
development of competition in European postal markets and discuss the changes in the
legal status of the NPOs that have taken place over the last two years.

The focus in Chapter 5 is on customer needs. The analysis is based on a review of
existing studies on particular countries and on new EU wide empirical findings which
have been generated by the web-questionnaire and the opinion survey. The main topics
discussed are customer satisfaction, customer needs regarding the quality of service and
the universal service, the actual and expected benefits of competition and the main (other)
topics highlighted by customer groups as warranting attention at either national or EU
level.

In Chapter 6 we turn our attention to technological developments and the actions that are
taken by NPOs to develop and implement environmental policies. With regard to
technological developments, we focus our discussion on corporate restructuring and
automated sorting, hybrid mail, and the development of value added services.

Employment and social developments are discussed in Chapter 7. Particular attention is
paid to employment levels and developments in remuneration, working conditions and
type of contracts (including the role of social partners). The likely impact of full market
opening on employment, wages and working conditions is also discussed.

In Chapter 8 we analyse the relationship between postal sector regulation and market

developments. In particular, we examine to what extent regulation and the development
of competition are interrelated, and provide an assessment of the effect of EC and
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national regulation on developments in the postal sector.® We also describe the risk for
regulatory asymmetry and the possible impact that this may have on the internal market.

The main findings of this study and our conclusions and recommendations are presented
in the Executive Summary.

This report includes two annexes. Annex I contains appendices with overviews of price
regulation and on NRAs, summary results of the opinion survey on customer needs, a
summary table showing the percentage share of labour cost of total cost within the NPOs
and a table describing the broad structure of industrial relations in the postal sector for
each country.

Annex Il contains the country sheets for each of the EU Member States, as well as the
country reports for Iceland, Norway, Australia, Japan, New Zealand and the USA. The
aim of the country sheets and country reports is to summarise in a meaningful way the
available information and feedback from postal sector stakeholders in each country. The
country sheets use a uniform format.

Methodologically, it is important to make a distinction between developments and effects. To establish effects (e.g. of the
implementation of the postal directives), the actual (observed) developments (actual outcomes) need to be compared with
the expected developments (expected outcomes) under a counterfactual. Part of the analysis is to determine the influence
of external factors (such as technological developments) on the actual developments (actual outcomes). In a simple
formula the methodology reads as:

E = (O corrected for EF) minus (expected O corrected for EF under the counterfactual);

where E = effect of policies/regulation, O = outcome (actual development of the relevant indicator), EF = external factor.

Main Developments in the Postal Sector 2006-2008



2 Developments in the regulatory framework

2.1 Introduction

All EU Member States, Norway and Iceland have transposed the Directives 1997/67/EC
and 2002/39/EC into national legislation. Compared to the situation described in WIK-
Consult (2006) two years ago, Bulgaria has transposed Directive 2002/39/EC into their
national legislation, whereas Estonia transposed both Directives. There is a certain degree
of freedom at Member State level in transposing the Directives into national legislation
and regulatory practice. It is hence interesting to analyse the similarities and differences
between countries; and to assess which changes have occurred in the respective
regulatory regimes since the previous Main Developments study prepared by WIK-
Consult (2006). It is also important to see whether best practice can be identified.

The developments and implementation of the regulatory framework in the Member
States, Iceland and Norway are described in chapters 2 and 3. The discussion in this
chapter starts in section 2.2 with the definition of the universal service in the various
countries. Section 2.3 then gives an overview of the reserved area per country, while
section 2.4 presents the rules with regard to licensing and authorisations. Subsequently,
access regulation is presented in section 2.5 and quality of service regulation and
performance in section 2.6. Finally, we present a summary of our key findings and
conclusions in section 2.7.

2.2 The universal service

According to Directive 97/67/EC, Article 3 (1),

“Member States shall ensure that users enjoy the right to a universal service involving the permanent
provision of a postal service of specified quality at all points in their territory at affordable prices for all

users.”

The Directive also sets out the minimum requirements of this service.” In the next
sections, we describe the minimum requirements and analyse to what extent these
requirements are met. A list of universal service providers is given in section 2.2.4.

®  Directive 97/67/EC, articles 3-6.
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Collection and delivery

Directive 97/67/EC, Art. 3 (3) provides that:

“IMember States] shall take steps to ensure that the universal service provider(s) guarantee(s) every

working day and not less than five days a week, save in circumstances or geographical conditions

deemed exceptional by the national regulatory authorities, as a minimum:

e One clearance;

e One delivery to the home or premises of every natural or legal person or, by way of derogation,
under conditions at the discretion of the national regulatory authority, one delivery to appropriate

installations.

Any exception or derogation granted by a national regulatory authority in accordance with this

paragraph must be communicated to the Commission and to all national regulatory authorities.”

All countries comply with the minimum requirements for the number of collections and
deliveries, obliging the universal service provider(s) to collect and deliver at least five
days a week. Six countries (DE, DK, FR, NL, NO, UK) have exceeded the minimum
requirements of the Directive and are obliging the universal service providers to collect
and deliver six days per week. In all other countries, the universal service includes
collection and delivery five days per week. An overview is provided in Table 2.1.
Compared to the situation described in WIK-Consult (2006) two years ago, no changes
have occurred.

The difference in the number of weekly collection and deliveries between countries, in
addition to the fact that the standard in the Directive is a minimum requirement, can be
partly explained by the use of the term ‘working day’, which is not defined in the
Directive. Because the term is not defined, countries can decide for themselves whether
or not to define Saturday as a working day.

On the other hand, it is also possible that, mostly for commercial reasons, postal operators
who are designated to provide a universal service, exceed the minimum number of
delivery days on a voluntary basis. For example in Slovenia, the USP Posta Slovenije
provides delivery six times per week to 67.71% of the households, while the minimum
requirement is five days per week. See Table 2.1 for an overview of countries where the
universal service providers exceed the minimum number of days of delivery.

Exceptions

As mentioned above, the Directive allows for an alternative to delivery at the home or
premises of a natural or legal person. A number of countries have made use of this
exception. For an overview, see Table 2.1.

Compared to the situation described in WIK-Consult (2006) two years ago, a significant
change has taken place in Spain, where a change to the requirements of Correos with
regard to delivery was recently adopted. Under the new regulations Correos will no
longer be obliged to deliver to houses that are more than 250 metres from a main road."’

" The rural areas of Galicia are expected to be the most affected. According to the 2001 census, for some 445,000 people in

the region the postal delivery service will change (but according to the Spanish NRA this will not lead to lower quality).

Main Developments in the Postal Sector 2006-2008



Correos suggested that in such areas the homeowners should in future collect their post
from a community letterbox which Correos will locate at a place to be decided upon in
agreement with the local town hall and neighbourhood associations.

Also several countries make use of the possibility given in the Directive to exempt the
universal service provider from daily collection and delivery in areas with difficult
geographical conditions or in certain circumstances (see Table 2.1). Compared to the
situation described in WIK-Consult (2006) two years ago, no changes have occurred.

Table 2.1 Delivery requirements under the USO

Country # collections # collections in Exceptions to Exceptions to
required practice home delivery delivery frequency
possible? possible?
AT 5 5 Y
BE 5 5 N N
BG 5 5 NA Y
CcY 5 5 N N
(074 5 5 Y N
DE 6 6 N N
DK 6 6 Y Y
EE 5 6 Y Y
ES 5 5-6 Y N
Fl 5 5 N Y
FR 6 6 N N
GR 5 5 Y Y
HU 5 5 Y N
IE 5 5 N Y
IT 5 6 NA NA
IS 5 5 NA NA
LT 5 5-6 N N
LU 5 5 N N
LV 5 5-6 N N
MT 5 6 N N
NL 6 6 NA N
NO 6 6 NA NA
PL 5 5 N
PT 5 5 N
RO 5 5 NA NA
SE 5 5 N Y
Sl 5 5-6 Y N
SK 5 5 Y Y
UK 6 6 Y Y

Source: Annex Il, country sheets.
Note: N.a. is not available.
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2.2.2  The postal network

In addition, article 3 (2) of the Directive requires Member States to ensure that the density
of points of contact and of access points takes account of the needs of users. As the
Directive does not set specific requirements to the network of universal service providers,
countries formulate their own standards.

Countries can transpose the obligation to provide a sufficiently dense network without
establishing additional requirements. In those countries that have established more
detailed requirements, three categories of standards to the network can be observed:

»  First, a minimum number of access points can be required. This requirement can be
formulated as a specific number of outlets or as the necessity to provide at least a
postal outlet per certain number of inhabitants;

» A second standard, linked to the first standard, is the availability of an access point in
each municipality or in each municipality with a minimum number of inhabitants;

o A third standard is the requirement that (a certain percentage of) the population only
has to travel a maximum distance to reach an access point.

An overview is provided in Table 2.2.

Table 2.2  Requirements to the postal network

Requirements Countries*

No specific requirement CY, ES, GR, IT, LU, MT, NO, RO, SE
Minimum number of access points CZ, DE, DK, FR, LV, NL, PL, SI

One access point per municipality BE, BG, DE, FI, HU, LT, LV, SK
Maximum distance to an access point AT, CZ, DE, DK, EE, FR, HU, IE, LT, NL, SK, UK

Source: Annex Il, country sheets.
Note: * We have no information for IS.

Compared to the situation described in WIK-Consult (2006) two years ago, the following
changes can be noted.

In Austria there are guidelines set for street letterboxes. In densely settled residential
areas there must be a sufficient number of mail boxes so that as a rule, a customer living
in a closed settlement area can access a mail box within a maximum distance of 1,000
metres from his home.

In the Czech Republic the licence conditions for the universal service provider include
requirements concerning the network of the USP. These conditions include one street
letterbox for every 1,000 inhabitants (for areas up to 10,000 inhabitants). In each
residential district with more than 10,000 inhabitants, the maximum distance to the
nearest letter box must not exceed 750 metres. In addition, in each residential district a
post office must be established. If the post office is not available by means of public
transport, the distance from any part of the residential district to the post office must not
exceed 2 km.
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In France a maximum distance requirement and for part of the country, a requirement on
the minimum number of post offices has been introduced in January 2007. The universal
service provider is required to locate post-office branches in such a way, that at least 99%
of the national population and at least 95% of the population of each ‘département’ is less
than 10 kilometres from a post-office branch. In addition, all communities with over
10,000 inhabitants should have at least one post-office branch per 20,000 inhabitants.""

In the Netherlands there is no obligation to provide one access point per municipality, just
a minimum number of service points and a maximum distance of 5 kilometres to a ‘full
service point’.

Access points

Access points can be divided in:

« Postal offices, operated by the universal service providers;
« Agencies, operated by contractors; and

« Street letterboxes.

The Directive does not give directions on what a point of access should consist of. That
means that countries are free to decide what the minimum standard for an access point is.

This freedom can be illustrated by comparing the requirements to the postal network in
Bulgaria and in Belgium. In Bulgaria, part of the universal service obligation includes the
obligation to provide offices across the country, covering all population centres with more
than 800 residents. In Belgium, the universal service obligation demands that in every
municipality there is at least one street letterbox for collecting mail. An interesting
situation can be found in the Netherlands, where a distinction is made between ‘regular’
service points and service points that provide ‘full service’.

Future developments

In Sweden, the universal service provider Posten AB currently still has an obligation —
outside the USO — to provide a daily and basic counter service. This obligation will be
abolished by 31 December 2008.

2.2.3  Postal products in the universal service

According to Directive 97/67/EC, article 3, sections 4 and 7, the universal service should
include the following minimum facilities for both national and cross border services:

e  The clearance, sorting, transport and distribution of domestic and cross-border postal items
up to two kilograms;

e  The clearance, sorting, transport and distribution of domestic postal packages up to 10
kilograms;

e  The clearance, sorting, transport and distribution of cross-border (intra-Europe) postal
packages up to 20 kilograms;

° Services for domestic and cross-border registered items and insured items.

" Art. R. 1-1 Decree 2007-29 of 5 January 2007.
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Article 3 (7) further stipulates:
“The universal service as defined in this Article shall cover both national and cross-border services.”

Table 2.3 shows which services are included in the definition of the universal service
across Europe beyond regular letter mail and parcel mail.
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Table 2.3 Scope of the universal service beyond regular letter mail and parcel mail
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Austria X X X

Belgium (X) X X X X

Bulgaria X X X X

Cyprus X X X X X

Czech X x X

Republic

Denmark X X X X X X

Estonia X X X

Finland X X

France X X X X X X X X

Germany X X X X X

Greece X X X X

Hungary X X X X

Iceland X X X X

Ireland X X X X

Italy X X X X

Latvia X >

Lithuania X X X X

Luxembourg X X X

Malta X X X X X

The X X X X

Main Developments in the Postal Sector 2006-2008 47



Country ) = ) o c
g g & : g : 3% & 8 - § o
© (]
8 8 = a = = 2 = 5 5 = @ &
> > o o o ° ] - * X (] e
3 i 3 g g £ 3£ e % E a =
0 (77 k4 = = = < o ) = @ g =
o o = © o
Netherlands
Norway X X X
Poland X X
Portugal X X X X
Romania X X X
Slovakia X X
Slovenia X X
Spain X X
Sweden X X X X
United X
Kingdom

Source: Annex Il, country sheets.

Notes:

e Latvia: Compensation scheme to be established;

e  The Netherlands: Netherlands use different definition of addressed direct mail;

. Norway: Alternative compensation scheme: system of state purchasing of non-profitable services;
e  Sweden: Counter services to be abolished as of 31 December 2008

Compensation not for USO, but for social services.
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As can be seen in Table 2.3, the composition and scope of the universal service varies
considerably between Member States. For example, in BG, CZ, DE, and a number of
other countries money orders are part of the universal service and newspapers are part of
the universal service in for example NO."

Provisions for mail and literature for the blind

All countries except Germany have made special provisions for mail and literature for the
blind. The most common weight limit for mail for the blind is 7 kilograms with only
Iceland having a weight limit of 2kg. Usually, the universal service also requires mail and
literature for the blind to be delivered for free, as can be observed in at least ten countries
(AT, CY, FR, IE, IT, LT, LV, MT, NO, PL). In the UK, there is a free service for audio
tapes. In the Netherlands, delivery of literature for the blind will be for free under the new
postal act.

Weight limits of parcel mail
With regard to inbound postal packages, Directive 97/67/EC (Art. 3 [5, second part])
reads:

“Notwithstanding the weight limit of universal service coverage for postal packages established by a
given Member State, Member States shall ensure that postal packages received from other Member

States and weighing up to 20 kilograms are delivered within their territories.”

Nineteen countries (AT, BG, CY, DE, DK, EE, FR, GR, HU, IE, IT, IS, MT, NO, PT, SI,
SK, SE, UK) have broadened the universal service by adding domestic postal packages
above 10 kilograms to the universal service. Out of these 19, Slovakia and the Czech
Republic have set the weight limit for domestic parcels at 15 kilograms, while the other
countries have set the weight limit for domestic parcels under the universal service at 20
kilograms.

As to cross-border parcels, four countries have weight limits that differ from the
Directive. These countries are Finland, which included outbound cross-border mail up to
30 kilograms in the universal service, and Spain, Luxembourg and Lithuania, which have
limited the universal services for cross-border mail to 10 kilograms.

Designated postal operator
In Table 2.4, an overview is given of the (incumbent) postal operators that are designated

to provide the universal service. In this report we mostly refer to these operators as
national postal operators (NPOs).

2 Belgium, there is also an obligation for the universal service provider to deliver newspapers. However, this is a separate

obligation and not part of the universal service.
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Table 2.4  Designated postal operators

AT Osterreichische Post AG
BE De Post/La Poste
BG Bulgaria Post Plc
CcY Cyprus Post

CZ Czech Post S.E.

DE Deutsche Post AG
DK Post Danmark

EE Eesti Post Ltd

ES Correos

Fl Itella Corporation

FR La Poste

GR Hellenic Post

HU Magyar Posta

IE An Post

IT Poste Italiane

IS Iceland Post

LT Lithuanian Post

LU Entreprise des Postes et Télécommunications (EPT)
LV Latvia Post

MT MaltaPost plc

NL TNT

NO Norway Post

PL Polish Post

PT CTT - Correios de Portugal, S. A.
RO Posta Romana

Sl Posta Slovenije

SK Slovenska posta, a.s.
SE Posten AB

UK Royal Mail plc

Source: Annex I, country sheets.

2.2.5 Future of the USO
In several countries, the scope of the USO is a topic of discussion.

Two examples, the discussion in Finland and the discussion in the UK, are elaborated in
the text boxes below.

Future of the USO in Finland

In Finland, the universal service provider, ltella Corporation, receives no explicit compensation for the
universal service provided. However, the licensing regime supports a de facto monopoly (see section
2.4) for addressed mail for the USP in the de jure liberalised postal market. According to ltella, this
system will come under pressure under the new Directive 2008/6/EC, as competing postal companies
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other than the universal service provider, can no longer be required to deliver mail five days per week.
According to ltella, this opens the possibility for cherry picking by competitor postal operators and as a
result, ltella Corporation foresees the possibility that the funding base for providing basic postal services
may become significantly narrower, possibly leading to a regional segregation of prices. As the Finnish
national legislation needs to be revised in the coming years to incorporate the new Directive, ltella

Corporation calls for a social discussion on how the role of postal services is seen in the future.

Future of the USO in the UK

In the UK, the universal service contains more than the minimum requirements of the Directive. Royal
Mail, the universal service provider, is of the opinion that that the USO should be narrowed. More
specifically, Royal Mail wants the USO to be reduced as much as possible, taking into account the
minimum legal requirements of the Postal Directive, to products where there is currently less
competition provided for in the marketplace. The products that should be included in the USO
suggested by Royal Mail would include stamped mail, standard parcels, a registered and insured
product and international surface and airmail. Royal Mail also argues for the reduction of the number of

days of collection and delivery from six to five in the UK.

The postal consumer organisation Postwatch indicate that they would be perfectly happy to see
automated solutions introduced (in supermarkets, railway stations or wherever) if these could effectively
provide the services. According to Postwatch, Post Offices play a much wider role in society, with
offerings far beyond these universal postal services and Postwatch is concerned that their
existence/funding should not be justified by the small (but important) volume of postal service they

provide.

This discussion is part of a larger discussion on the financing of the USO after full market
opening. After the publication in July 2006 of the PWC study “The Impact on Universal
Service of the Full Market Accomplishment of the Postal Internal Market in 2009,”
incumbent postal operators of nine countries (BE, CY, ES, FR, GR, HU, IT, LU, PL)
expressed their concerns about the study results and pleaded for a well-balanced approach
for the future regulation (the third Directive) in a common press release."” For a
discussion of the cost and financing of the USO, see Chapter 3, section 3.4.

Current practices and future expectations
In the two other liberalised markets, Germany and Sweden, no problems with the
provision of the universal service are foreseen.

The Swedish legislator did not deem it necessary to provide Posten AB with a generic
compensation mechanism for the universal service. The idea behind this decision is that
Posten AB, the only operator capable of offering universal services, has a great
competitive advantage in this respect. An exception is made for social services provided
by the rural postmen to the aged and disabled and for the dispatch of audio cassettes and
similar items to the visually handicapped. For these, Posten AB receives financial
compensation from the government through procurement of these services by the postal
regulator PTS.

3 “Nine European Postal Service Providers jointly call for caution in the 2009 reform of postal services”, press release,

Brussels, July 27, 2006.
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After full market opening from 1 January 2008, Germany took the approach of still
having a universal service (as obliged under the Postal Directive), but no longer a
designated universal service provider. The NRA, Bundesnetzagentur, has the task to
ensure that the universal service is provided in the German postal market. At the moment,
Deutsche Post (DPAG) has accepted to provide all services under the universal service. If
DPAG decides not to continue to provide all the universal services, for example, it
decides not to deliver in a certain city or region, then a six months notice period must be
given and the NRA has the obligation to start a procedure ensuring that the universal
service is provided. Firstly, efforts would be made to find a postal operator willing to
deliver this specific part of the universal service free of charge. Secondly, if this proves
not possible, the NRA may oblige an operator with a dominant market position or, if this
is not feasible without compensation, launch a tender procedure for delivering this
specific part of the universal service."

In Belgium, a lot of attention is paid to the universal service in relation to the full
liberalisation of the postal market. In January 2008, a spokesman of the Belgian minister
of Civil Service and Public Enterprises suggested that in the near future alternative postal
operators may have to deal with additional licence conditions in order to ensure the
universal service.

In most of the countries, the discussion on the future scope and financing of the USO has
still to take place.

The reserved area

Directive 97/67/EC (Art. 7) allows countries to reserve services to universal service
providers ensuring the maintenance of universal service to the extent necessary. As a rule
the reserved services have to be limited to items of domestic correspondence weighing
less than 50 grams; and with a price less than two and a half times the public tariff for an
item of correspondence in the first weight step of the fastest category. Direct mail and
(inbound and/or outbound) cross-border mail may continue to be reserved within the
same weight and price limits to ensure the provision of universal service.

In Table 2.5, an overview of the reserved services in Europe is given.

" See article 13 and 14 of the German Postal Act.
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Table 2.5  Services reserved for the USP in the Member States, Iceland and Norway

Countries Domestic & Outbound cross-border Direct mail reserved?
inbound cross-border reserved?
reserved?
DE, FI, SE, UK - - -
AT, CZ, EE, NL, SI (1) Yes - -
BG, ES, IT (2) Yes Yes -
BE, DK, FR, IE, LT, NO Yes - Yes
3)
CY, GR, HU, LU, LV, MT, Yes Yes Yes
PL, PT, RO, SK (4)

Source: Annex I, country sheets, feedback from NRAs.

(1) CZ and EE: incoming cross border mail is not reserved; NL: printed matter is not in the reserved area.
Printed matter is a bit broader than direct mail as it refers to letters with identical content apart from name and
address information.

(2) BG: hybrid mail is not in the reserved area; ES: intra-city mail is not in the reserved area.

(3) DK: If the packaging of mail items is transparent, mail is considered unaddressed mail and open for
competition.

(4) SK: incoming cross-border mail liberalised under the condition that such an item is distributed within the
domestic service by a postal company that has collected this item abroad.

Since the WIK-Consult (2006) study, we have seen full liberalisation of the postal market
in Germany as from 1 January 2008 and the introduction of a reserved area for domestic
items of correspondence up to 50 grams in Estonia from 2006.

Re-introducing the reserved area in Estonia

Before 2006, a company providing universal service had to provide all of the identified universal
services. It was also the case that the number of companies which could provide the universal service
was not limited. Since 2006, there must be only one universal service provider, although other
companies may provide non-universal services. The reason for introduction of the reserved area was

to protect the provision of the USO."

Other changes compared to the situation described in WIK-Consult (2006), is the
situation in Latvia where direct mail has not been liberalised, and Spain is not fully
liberalised.

The Directive does not provide clear guidance as to the inclusion of hybrid mail services
in the reserved area.'® In most countries hybrid mail falls under the definition of letter-
post items and is thus part of the reserved area. In Bulgaria, hybrid mail, including the
final delivery of the physical item is not included in the universal service (and neither in
the reserved area), allowing for a rapid expansion of competition with hybrid mail
services. In Slovakia unclarities with regard to the status of hybrid mail gave rise to a

' Annex Il, country sheet Estonia.

' See Chapter 6 for a definition of hybrid mail.
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revision of the Slovak Postal Act in February 2008 (see Chapter 4 for more information
on developments in Bulgaria and Slovakia).

Exceptions and additions to the reserved area

One of the most important exceptions to the reserved area is the liberalisation of intra-city
mail in Spain. Although formally part of the reserved area, in Italy there is an
arrangement that part of the intra-city mail in the reserved area is delivered by CPOs.

A number of countries have included certain postal items in addition to regular letter mail
in the reserved area. In Belgium, Italy and Slovakia, delivery of (registered) items used as
part of administrative and legal procedures, is part of the reserved area. Portugal has
included registered and insured items in the reserved area, including the serving of
summons of judicial notifications by post. Cyprus has added postal services for the blind
and people with partial sight to the reserved area.

Future steps

Nearly all countries that have not yet fully liberalised are planning full market opening in
accordance with the time frame set out in Directive 2008/6/EC, meaning full market
opening by 31 December 2000 or by 31 December 2012 (which is an option available to
CY,CZ,GR,HU, LT, LU, LV, MT, PL, RO and SK).

Postponement of liberalisation plans

In the Netherlands, the expected date of liberalisation is still unclear. Initially full market
opening was planned for April 2007, but liberalisation was postponed several times (see
the textbox below) and it is unclear at the time of writing this report as to what the
liberalisation date will be.

The road to liberalisation in the Netherlands

The planned liberalisation of the Dutch postal market has been postponed several times. Initially, full
market opening was planned for April 2007. One of the conditions for full market opening was that a
‘level playing field” would exist between the countries that were heading to early liberalisation of the

postal market, most notably between Germany, the Netherlands and the UK.

In 2005, TNT argued that no level playing field existed between the Netherlands, Germany and the UK.
Subsequent studies - one commissioned by TNT and another commissioned by the policy maker -
showed that the key difference in the playing field between the Netherlands, Germany and the UK
boiled down to the different VAT exemptions of the respective universal service providers — the
exemption in the Netherlands being small in comparison to Germany and the UK. The political outcome
was that the Dutch parliament agreed with the proposal of the policy maker to postpone full market
opening until 1 January 2008, while urging the policy makers in Germany and the UK to narrow the VAT

exemption of DPAG and Royal Mail, respectively.

In autumn 2007, the VAT issue was not yet resolved. In addition, two other issues emerged. First, there
was the adoption of a minimum wage law for postal deliverers in Germany and, secondly, the (legal)
position of the mail deliverers in the Netherlands became a point of attention (see Chapter 7 for more

details on these issues). As a result, full market opening has been postponed to (at the earliest) 1
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January 2009, pending the expected outcome of the legal procedures against the minimum wage law in

Germany and the outcome of negotiations between CPOs and labour unions in the Netherlands.

Plans for early liberalisation also existed in Norway. In 2006, the Norwegian parliament
decided to liberalise the Norwegian postal market as from 2007. The new government
later reversed this decision, deciding not to liberalise the Norwegian postal market as they
were not convinced that the universal service could be maintained at the current level
after full liberalisation of the postal market. Currently, the NRA expects full liberalisation
of the Norwegian postal market as from 31 December 2010.

Licensing and authorisation

Directive 97/67/EC identifies two kinds of authorisations: individual licences and general
authorisations (Art. 2 (14)):

e  “general authorisation’ means an authorisation, regardless of whether it is regulated by a
‘class licence’ or under general law and regardless of whether such regulation requires
registration or declaration procedures, which does not require the undertaking concerned to
obtain an explicit decision by the national regulatory authority before exercising the rights
stemming from the authorisation;

o ‘individual licence’ means an authorisation which is granted by a national regulatory authority
and which gives an undertaking specific rights, or which subjects that undertaking’s
operations to specific obligations supplementing the general authorisation where applicable,
where the undertaking is not entitled to exercise the rights concerned until it has received the
decision by the national regulatory authority.

The Directive allows Member States to introduce general authorisations for non-reserved
services which are outside the scope of the universal service to the extent necessary in
order to guarantee compliance with the essential requirements.'’

For non-reserved services which are within the scope of the universal service, Member
States may introduce authorisation procedures, including individual licences, to the extent
necessary to guarantee compliance with the essential requirements and to safeguard the
universal service.'®

An overview of the licensing and authorisation regime in the various countries is given in
Table 2.6.

7" Directive 97/67/EC, Article 9.
% Ibid.
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Table 2.6 Overview of licensing and authorisation

Licence requirement General authorisation requirement

Country Licence? Services Number of General Services Number of
allowed licences authorisation allowed auth.s
AT No yes US, non-res [unknown]
BE Yes US, non-res 11 yes non-US 168
BG yes (1) all 9 yes non-US 74
CcY Yes US, non-res 1 yes non-US 17
Ccz Yes all 1 yes non-all 38
DE No yes all 1409
DK Yes all 1 yes non-all 1409
EE Yes US, non-res 2 yes non-US 38
ES Yes US, non-res 444 yes non-US 2682
Fl Yes us 2 no
FR No yes non-all 20
GR Yes US, non-res 6 yes non-US 341
HU Yes US, non-res 0(2) yes non-US 137
IE No yes non-all 32
IT Yes US, non-res 211 yes non-US 1145
1S Yes US, non-res 2 yes non-US 1
postal courier
LT Yes services 11 yes services 77
LU No yes non-all 23
LV Yes US, non-res 1 yes non-US 44
courier &
MT Yes US, non-res 2 yes express 14
postal
NL No yes services [unknown]
NO Yes all 3 no
PL Yes US, non-res 6 yes non-US 159
PT Yes US, non-res 18 yes non-US 55
RO Yes all 1 yes non-US 300(+)
US, non-res
Sl Yes (3) 12 no
SK Yes all 1 yes US, non-res 21
postal

SE Yes services 34 no
UK Yes all 19 no

Source: Annex Il, country sheets.

Note: All = universal services, including the reserved area; US, non-res = universal services, excluding the
reserved area; non-US = postal services outside the universal service.

(1) In Bulgaria, there are two different licences: a) a licence for all postal services under the universal service,
including money orders, b) a license for part of the services under the universal service. Three licences have
been granted for the provision of a full universal service and six licences have been granted for part of the
universal services. Of these 6 partial licences, 5 licences are given for postal money orders and 1 licence is
given for all universal postal services excluding postal money orders.

58 ECORYS A Main Developments in the Postal Sector 2006-2008



(2) The NPO Magyar Posta is not the object of a licensing process because it is designated by the Postal Act as
the USP.

(3) In Slovenia, there are four different licences: a) parcels under the universal service, b) parcels and letter mail
items under the universal service, c) parcels, letter mail items and registered and insured items under the
universal service, d) parcels, mail and registered and insured items under the universal service, including mail
for the blind.

2.4.1 Licence conditions
According to Directive 97/67/EC, article 9, section 2:

The granting of authorisations may:

e  Where appropriate, be made subject to universal service obligations,

e If necessary, impose requirements concerning the quality, availability and performance of the
relevant services,

e  Be made subject to the obligation not to infringe the exclusive or special rights granted to the

universal service provider(s) for the reserved postal services under Article 7(1) and (2).

An overview of the licensing conditions, grouped in the categories used by WIK-Consult
(20006), is given in Table 2.7.

Table 2.7  Conditions for licences and general authorisations

Licence General authorisation

Country uso Other Ess. Req. uso Other
AT Yes No No
BE Yes No No Yes No Yes
BG Yes Yes Yes Yes No Yes
CcY Yes Yes Yes Yes No No
CZ Yes Yes Yes Yes No Yes
DE Yes No Yes
DK Yes Yes No Yes No No
EE Yes Yes No Yes No Yes
ES Yes No No Yes No No
Fl Yes Yes Yes

FR Yes No Yes
GR Yes No Yes Yes No Yes
HU Yes Yes Yes Yes No No
IE Yes No No
IT Yes Yes Yes Yes No No
IS Yes Yes Yes Yes No Yes
LT Yes Yes Yes Yes No Yes
LU Yes No No
LV Yes Yes No Yes No Yes
MT Yes Yes No Yes No No
NL No No No
NO No No Yes
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Licence General authorisation

Country uso Other Ess. Req. uso

PL Yes No Yes Yes No No
PT Yes No Yes Yes No Yes
RO Yes Yes No Yes No No
Sl Yes No Yes

SK Yes Yes No Yes No Yes
SE Yes Yes No

UK Yes No Yes

Source: Annex I, country sheets, WIK (2006).
Note: Ess.Req. = Essential requirements, consisting of:
. Confidentiality of correspondence;
e  Restrictions on dangerous goods;
e  Data protection requirements;
. Environmental protection requirements.
USO = Safeguard universal service, consisting of:
e Obligation to provide all or part of universal service;
e Quality, availability, performance, or price standards;
e Proper response to complaints;
¢ Non-infringement of reserved area of USP;
e Contribution to universal service fund.
Other = Other requirements, consisting of:
e Minimal capital or financial guarantees;
e Technical or operational competence;
e  Other restrictions.

A large number of countries (BG, CY, CZ, DK, EE, FI, IT, IS, MT, RO, SK, SE) have
decided to make use of the option to make granting of a licence subject to universal
service obligations.

In most countries such as CY, CZ, DK, IT, IS, MT and SK, only one licence is granted to
the designated postal operator.

In some cases, the universal service obligations are merely formalities, such as in
Sweden, where licensed operators can formally be required to provide universal services,
but in practice it is most likely that Posten AB will continue to be the only universal
service provider in the coming years.

However, in some countries, there is a real obligation to provide a full universal service if
one wants to obtain a licence to provide services within the universal service. This is the
case in Bulgaria, Estonia, Finland, Hungary and Romania.

An alternative to the obligation to provide a nationwide universal service can be observed
in Hungary (see textbox). No postal operator has applied for a licence yet, but this may
also be related to the existence of the reserved area (that includes direct mail) and to the
VAT exemption of Magyar Posta for universal services.

60 ECORYS A Main Developments in the Postal Sector 2006-2008



2.5

ECORYS A

Geographic licence requirements in Hungary

In order to avoid delivery companies concentrating on conurbations, which promise large profits, the
Hungarian legislation has come up with a special solution: a delivery company acquiring, for example, a
license for the national capital of Budapest, must also offer its services in at least two other, less

profitable, public administration areas.

A license may be requested for the provision of one or more postal services in one of the following
public administration areas:
a) one or more towns except cities;
b) at least one county except Pest county;
c) Pest county plus at least one more county;
d) Budapest and at least two more counties except Pest county;
)

e) the whole territory of the country.

Licensed postal operators are obliged to meet quality standards, such as pre-defined transit times, for
the products and the public administration areas for which they have received their licence. In this way,
the Hungarian policy maker wants to establish a basis for fair competition among all service providers

and hopes that customers may benefit from uniform quality standards.

In addition to the essential requirements and those to safeguard universal service,
countries have posed additional requirements that are not sanctioned by the Directive.
These usually concern minimal capital or financial guarantees, applicable in seven
countries (CY, CZ, FI, HU, IS, SI, UK) and/or technical or operational competence, to be
found in eight countries (CY, CZ, FI, HU, PL, PT, SI, UK).

Access to postal networks

Directive 97/67/EC, Article 11 requires users to have access to the public postal network
under conditions that are transparent and non-discriminatory.

A distinction can be made between the parts of the network to which access applies. In
this study, we make a distinction between:

o Access to the postal delivery network;

o Access to the postal infrastructure.

Access to the postal delivery network is either upstream or downstream and consists of
access to inward or outward sorting centres or delivery offices and potentially to the street
letterboxes for the collection of mail. Access to the postal infrastructure consists of access
to the letterboxes of individual consumers and businesses, PO boxes, the address database
(change in address notifications), the postal code system and the possibility to redirect
(wrongly addressed/returned) mail.

Annex Il, country sheet Hungary. Note that this licence requirement is no longer allowed under Directive 2008/6/EC.
ECORYS considers that policy makers should be reluctant to strive for uniform quality standards, as there is a need for
product differentiation and delivery of promise rather than a set of uniform products and services (but the ‘promise’ can be
either D+1, D+3 or D+7, etc.; see Chapter 5).

Main Developments in the Postal Sector 2006-2008 61



62

2.5.1

Table 2.8

ECORYS A

Forms of access

The Directive does not determine how access should be provided. Three (main) kinds of

access and access regulation can be discerned in practice:*’

» Mandatory access with ex-ante regulation of the access conditions (access points,
terms, prices);

« Mandatory access with market participants negotiating the terms and conditions and
potential interference of the NRA if no access agreement can be reached;

» Freely negotiated access (with dispute settlement based on general competition law).

Table 2.8 provides an overview of the countries that have mandatory access to (parts of)
the postal delivery network and the P.O. Boxes.

Mandatory access to the delivery network and PO boxes

Country Street Outward Inward sorting  Delivery office PO box
letterbox sorting centre centre

BG - Yes Yes Yes Yes
DE - Yes Yes - Yes
DK - Yes Yes Yes -
ES - Yes Yes Yes Yes
FR - Yes Yes Yes Yes
HU - Yes Yes Yes Yes
IE Yes Yes - - -

IS Yes - Yes Yes Unclear
MT Yes Yes Yes Yes Yes
NL - - - - Yes
PT - Yes Yes Yes Yes
Sl - Yes Yes Yes Yes
SE - - - - Yes
UK Yes Yes Yes Yes Yes

Source: Annex Il, country sheets.
Note: Access to street letterboxes means that CPOs are entitled to place street letterboxes of their own.

Compared to the situation described in WIK-Consult (2006) two years ago, a number of

changes have occurred.

» First, Germany switched from ex-ante regulation of access conditions to ex-post
control since 1 January 2008. Germany was the only country to regulate the access
prices to the delivery network ex-ante;

» Second, mandatory access regimes have been instituted in Bulgaria, Malta and Spain.

In the Netherlands, access will be mandatory under the (not yet enacted) new postal act.
Currently, TNT is not obliged to provide third-party access, although third parties can
negotiate access. The new postal act states that when a postal operator owns a national

% Classification based on ECORYS (2005a).
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five day per week delivery network (only TNT Post currently provides this service) and
delivers postal items against special conditions and tariffs, this postal operator must also
deliver postal items for all other postal operators if so required.

Access to letterboxes for delivery was (FR), and partly still is (AT, PL, SK and to a lesser
extent DE) a problem in a number of countries. In these countries, part of the private
letterboxes in urban areas in closed apartment buildings is not freely accessible by mail
deliverers.

For example, in Austria, Austrian Post is the only provider that holds the key to the
apartments required to obtain access to private letterboxes. CPOs are unable to obtain
access to these areas. Legislation stipulated the conversion of private letterboxes and
access to apartment buildings by CPOs, but the constitutional court annulled this
legislation in 2006.

In Germany, the same problem with in-house letterboxes that are not publicly accessible
can be observed, albeit for a relatively small number of the delivery addresses. These
boxes can mainly be found in large apartment buildings. It is up to the inhabitants of the
apartment building to provide a key to gain access to the letterboxes. In practice, the
postmen of Deutsche Post have a key, while CPOs do not often have a key and
consequently lack access.

A similar problem existed in France. According to the regulator ARCEP, granting access
to letterboxes has raised several legal and technical issues, like the security of the
building and the existing law on private property. A public consultation has been
conducted by ARCEP, resulting in a compromise by which all licensees will be given
access to the access codes (managed by La Poste) in order to be able to reach the
letterboxes.

A best practice of arranging access to the postal infrastructure can be found in France (see
the text box below).

Access arrangements in France”

Access to the delivery network of the national postal operator, La Poste, has existed for many years.
Upstream activities have for a long time been liberalised in France. Large customers, mailing houses or
mail consolidators can deliver their mail at different level sorting centres of La Poste at prices that are

lower than the retail prices.

Since May 2005, access to the postal infrastructure is guaranteed under the French Postal Act. The Act

identifies the following four essential facilities to which access has to be guaranteed:

e Adelivery service to PO boxes installed in post offices for customers opting for this particular type
of delivery;

e  The postcode directory supplemented by the link between these codes and geographical
information about streets and addresses; it is important for reference work like the postcode

directory, or any other geographical reference work used for addressing mail, to be transparent;

2 Annex II, country sheets (France).
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o Information collected by La Poste about addressees' changes of address; in the past, this
information was of course notified to the operator that held the postal monopoly. lts retransmission
to new postal market entrants, in accordance with economic procedures yet to be specified, is an
obvious prerequisite for balanced competition;

e Aredirection service in the event of change of address. This type of service cannot be taken on by
an authorised operator when the addressee's new address is outside the geographical area
covered by that operator. In this case, La Poste will perform this service on behalf of the authorised

operator.

The postal code system
In nearly all countries, there are no issues regarding access to the postal code system.

In Ireland, there is no nationwide postal code system, let alone access to it. Some
competitors to An Post believe that this should be instigated by the NPO and other postal
operators should then get access to the database. ECORYS agrees with the many
customers and CPOs in Ireland who have stressed the importance of developing a postal
code system, but does not have an opinion about who should bear the costs.

Transparency and non-discrimination

Most countries have a clause in their national legislation transposing the non-
discrimination and transparency requirements of Directive 97/67/EC in their national
legislation. However, a few exceptions can be observed.

In Belgium, the NRA (BIPT) has no specific role to play concerning access regulation but
ask for more transparency. In Greece, the transparency of the pricing mechanisms for
access is not yet regulated. In Poland, it appears there is no requirement on transparency
of access prices and conditions.

Quality of service

Directive 97/67/EC, Article 16, requires Member States to ensure that QoS standards are
set and published in relation to universal service in order to guarantee a postal service of
good quality. In particular, focus should be given to routing times and on the regularity
and reliability of services.

Transit time for priority mail

Regulation

According to article 16 of Directive 97/67/EC, countries set their own standards for
national services. The European Parliament and the Council set the standards for cross-
border mail within the EU.

Domestic routing times

An overview of the routing times for domestic priority mail as set by the different
countries covered in this study is given in Table 2.9. In addition, this table also contains
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the actual routing times realised by the universal service provider in 2006. If the
performance is worse than required the actual routing times are presented in bold.

Table 2.9  Regulation and performance of routing times - domestic priority mail (2006)
Regulation Performance

Country D+1 D+2 D+3 D+1 D+2 D+3
AT 95 98 100 (1) 96.1 [unknown] [unknown](1)
BE 95 97 92.0 98.3
BG (2) 78 90 95 88.7 98.0 99.8
cY 90 97 63.6 93.6
cz 90 941
DE 80 95 [unknown] [unknown]
DK 93 94.0
EE 90 90.5
ES [unknown] 93 99 56.1 89.9 [unknown]
Fl 85 98 95.7 99.2
FR 85 95 81.2 97.2
GR 86 98 80.0 97.4
HU (3) 95 97 91.8 99.6
IE 94 99.5 77.0 97.0
IT 88 88.1
1S 85 97 89.0 100.0
LT 85 97 67.8 97.6
LU 95 99 97.3 99.9
LV 97 95.6
MT 92 94.9
NL 95 96.6
NO 85 85.1
PL 82 90 94 68.0 87.0 94.4
PT 93.5 94.7
RO 85 97 [unknown] [unknown]
SI 95 99.5 88.0 98.4
SK 96 96.5
SE 85 97 95.4 [unknown]
UK 93 94.0
Source: Annex Il, country sheets.
Notes: (1) D+4; (2) Bulgaria has different standards for different mail items. Standards can be observed for the
following mail products: transit time for domestic items of correspondence; transit time for domestic postal
parcels up to 10 kg; transit time for domestic postal money orders; transit time for international items of
correspondence (separate targets for four groups - international non-registered items of correspondence with
priority and without priority and either from geographical areas within Europe or outside Europe); (3) Hungary
has different standards for different mail items. Standards can be observed for the following mail products:
single piece priority mail; single piece non-priority mail; bulk priority mail; bulk non-priority mail; postal packages;
cross-border priority mail.
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As can be observed from Table 2.9, the NPOs have difficulties to reach all the set routing
times in ten countries (BE, CY, ES, FR, GR, HU, IE, LT, LV, SI). In five of these cases,
only the standard for the fastest routing time (usually D+1) is not met, while the slower
routing times (for D+2 or D+3) are met. In five other cases (CY, GR, IE, PL, SI), the
slower routing times are also not met.

Cross border routing times

The standards for routing times of intra-Community cross border mail have been set at
85% for D+3 and 97% for D+5.%* The routing times for cross border mail as set by the
various countries is given in Table 2.10. In addition, this table also contains the actual
routing times as realised by the NPOs in 2006. As in the table above, if the performance
is below the standard, the actual routing times are presented in bold.

One Member State (BG) has set standards that are below the requirements included in
Directive 97/67/EC, while five countries (AT, BE, EE, LV, MT) have set standards that
are higher than those of the Directive. With respect to performance, the NPO in three
countries (BG, CY, LT) did not meet the standards for the routing times for cross border
mail.?

Table 2.10 Regulation and performance of cross-border routing times (first class mail, inbound, intra-Community, 2006)

Regulation Performance
Country D+1 D+3 D+5 D+1 D+3 D+5
AT 95 96.4
BE 95 97 (1) 92.8 98.7 (1)
BG (2) 60 80 59.3 84.0
CcY 85 97 58.1 91.7
cz 85 97 92.5 99.0
DE 85 97 96.0 98.0
DK 85 97 [unknown] [unknown]
EE 90 90.8
ES 85 [unknown] 87.7 [unknown]
Fl 85 97 Varies varies
FR 85 97 94.0 99.3
GR 85 99 86.1 97.7
HU (3) 85 97 [unknown] [unknown]
IE 85 97 85+ 97+
IT 85 91.3
IS 85 97 90.0 97.0
LT 85 97 79.2 95.3
LU 85 97 94.1 99.0
LV 85 100 [unknown] [unknown]
MT 92 941

2 Directive 97/67/EC, Annex 1.

2 Although De Post/ La Poste (BE) did not reach the Belgian routing time standard for cross-border mail, the performance of
the De Post/ La Poste is sufficient to meet the European standards set by the European Parliament and Council. The same
conclusion is valid for the Greek NPO ELTA for the D+5 delivery standard.
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Regulation Performance

Country D+1 D+3 D+5 D+1 D+3 D+5
NL 85 97 96.1 99.2
NO 85 94.3

PL 85 85.5

PT 85 97 94.4 99.0
RO 85 97 [unknown] [unknown]
Sl 85 97 [unknown] [unknown]
SK [unknown] [unknown] [unknown] [unknown] [unknown] [unknown]
SE 85 97 95.8 99.3
UK 85 [unknown] 93.2 [unknown]
Notes: (1) D+2.

Source: Annex Il, country sheets.

Monitoring

The Directive requires independent monitoring of routing times, to be carried out at least
once a year by an external body having no links with the universal service provider.

All countries have set the legal obligation to have independent monitoring of the routing
times, apart from Estonia.

All countries comply with the CEN-standards EN 13850 and EN 14508 (as far as
applicable) with the exception of Estonia, where measurement of routing times is not
(yet) in compliance with EN 13850. In Cyprus, the confirmation with CEN standards has
only occurred recently, with quality measurements being compatible with relevant CEN
standards since 2007.

In the Netherlands, the association of large mailers (VGP) has taken the initiative to
develop and implement a QoS monitoring instrument themselves. On the one hand, this
will allow the VGP to compare the results of their own monitoring instrument with the
results of the current monitoring carried out to check QoS performance of TNT, while on
the other hand this will allow the members of VGP (large customers) to benchmark the
performance of the various operators in the Dutch market.

Summary of main findings, analysis and conclusions

Universal service obligation

With regard to the USQ, all countries comply with the requirement of daily delivery or
have made use of the exemptions provided for in the Postal Directive. Six countries (DE,
DK, FR, NL, NO, UK) have exceeded the minimum requirements of the Directive and
require collection and delivery six days per week. Also the requirements with regard to
the postal network are in line with the Directive.

A majority of the countries have made use of the option to increase the universal service
by adding domestic postal packages above 10 kilograms to the universal service. For
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cross-border parcels, three countries have weight limits that differ from the Postal
Directive (20 kg.), being Finland which included outbound cross-border mail up to 30kg
in the universal service, Luxembourg and Lithuania who have limited the universal
service for cross-border mail to 10kg. Finally, the definition of the universal service
varies considerably between the Member states, Iceland and Norway as to the postal
products that are included in the universal service (such as newspapers, printed matter,
direct mail, money orders and bulk mail).

Reserved area

As from 1 January 2008, Germany fully liberalised its postal market bringing the number
of countries that have fully liberalised their postal market to four (DE, FI, SE, UK).
Estonia was already fully liberalised, but reinstated a reserved area for items of
correspondence to protect the provision of the USO after changing the legislation on the
provision of the universal service. Two other countries (NO, NL) planned to liberalise in
advance of the European timetable, but have decided to postpone full market opening. In
Norway, the decision to postpone liberalisation was the result of a change in government.
In the Netherlands, the reasons provided for postponing liberalisation are the labour
conditions of mail deliverers of the main competitors of TNT (Sandd and Selekt Mail)
and the absence of a level playing field for operators in the Netherlands, Germany and the
UK regarding VAT and wage conditions (the law on minimum wages in Germany, see
Chapter 7). At the time of writing this report, all countries that have not yet liberalised are
expected to fully liberalise their postal market according to the timetable of Directive
2008/6/EC (by either 31 December 2010 or 31 December 2012).

Eight countries have liberalised a relatively large part of the addressed mail market. AT,
CZ, EE, NL and SI do not have direct mail and outbound cross-border mail in the
reserved area (although there are some restrictions to direct mail in Austria), while direct
mail is not reserved in BG, ES and IT but outbound cross-border mail is. Moreover,
hybrid mail services are no part of the reserved area in BG and intra-city mail is not
reserved in Spain. In Italy, there is an arrangement that part of the intra-city mail in the
reserved area is delivered by CPOs.

A number of countries have included certain postal items in addition to regular letter mail
in the reserved area. In Belgium, Italy and Slovakia, delivery of (registered) items used as
part of administrative and legal procedures, is part of the reserved area. Portugal has
included registered and insured items in the reserved area including the serving of
summons of judicial notifications by post. Cyprus has added postal services for the blind
and people with partial sight to the reserved area.

A number of countries have made exceptions to the reserved area by including for
example registered items used in the case of administrative and legal procedures without
weight limit in the reserved area (BE, IT, SI) or included postal services for the blind in
the reserved area (PT).

Licensing and authorisation

Directive 97/67/EC as amended by Directive 2002/39/EC identifies two kinds of
authorisation: individual licences and general authorisations. Licensing may be applied
for non-reserved services that are within the scope of the universal service, while general
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authorisations may be introduced for services which are outside the scope of the universal
service. In both cases, authorisation has to be limited to the extent necessary to guarantee
compliance with the essential requirements and, in the case of licensing, to safeguard the

universal service.

A large number of countries (BG, CY, CZ, DK, EE, FI, IT, IS, MT, RO, SK, SE) have
decided to make use of the option to make granting of a licence subject to universal
service obligations. In most cases these obligations are merely formalities. In other
countries, however, licence requirements include the obligation to provide a universal
service (BG, EE, FI, RO) or delivery of services in at least two distinct geographical
regions (HU).

In addition to the essential requirements and the requirements to safeguard the universal
service, countries have posed additional requirements that are not sanctioned by the
Postal Directive. These requirements usually concern minimal capital or proof of
financial and technical or operational competence.

Access

The Postal Directive requires users to have access to the public postal network under
conditions that are transparent and non-discriminatory. All countries have formally
transposed this requirement into national law. In a majority of the countries, access to the
delivery network of the NPO could be negotiated between market players, without any
power of the NRA to set prices and/or conditions. A trend towards mandatory access can
be observed where the NPO has the obligation to provide access against appropriate terms
and conditions and the NRA has the power to establish these terms and conditions in case
of disputes. Apart from DE, DK, FR, HU, PT, SI and UK, also BG, ES and MT have
instigated a mandatory access regime. From 1 January 2008, DE replaced ex-ante
determination of the access prices by ex-post control.

Most countries with mandatory access adopted the principle that access prices should be
based on the retail prices minus the avoided cost of the NPO. It seems that only
Postcomm in the UK is in favour of linking the access prices to the cost of downstream
delivery. The difference between the two methods is that in the latter no compensation for
the fixed costs upstream at the point of injecting the access mail is included.

Access to letterboxes in closed apartment buildings was an important problem in AT, FR,
PL, and SK, but has been resolved in FR and is improving in PL.

Quality of service

Directive 97/67/EC only sets QoS standards for European cross-border mail, leaving the
definition of QoS standards for domestic mail to the national authorities. Nearly all
countries confirm to the standards for cross-border mail set in the Directive. Five
countries (AT, BE, EE, LV, MT) have set standards that are higher than those of the
Directive, while one country (BG) has set standards that are below the requirements of
the Directive. As to performance, the NPO in three countries (BG, CY, LT) did not meet
the standards set for routing times for cross border mail.
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With regard to domestic QoS standards, the NPOs have difficulties to reach all the set
routing times in ten countries (BE, CY, ES, FR, GR, HU, IE, LT, LV, SI). In five of these
cases, only the standard for the fastest routing time (usually D+1) is not met, while the
slower routing times (for D+2 or D+3) are met. In five other cases (CY, GR, IE, PL, SI),
the slower routing times are also not met.

As far as is known to ECORYS, all countries comply with the CEN-standards EN 13850
and EN 14508 (as far as applicable) with the exception of Estonia, where measurement of
routing times is not (yet) in compliance with EN 13850. Also, independent monitoring is
carried out in all countries except Estonia.

Main Developments in the Postal Sector 2006-2008



3.1

3.2

3.2.1

ECORYS A

Implementation of the regulatory framework

Introduction

The discussion of the regulatory developments in Chapter 2 is continued in this chapter,
with a particular focus on the activities of the NRAs and issues emerging from the
implementation of the regulatory framework. In section 3.2 we discuss the transparency
of the accounts of the universal service provider and price regulation, whereas section 3.3
deals with the mandate and practices of the NRAs. Section 3.4 continues the discussion of
the universal service and the USO in section 2.2 with a discussion about the cost and
financing of the USO, an issue that will gain in importance after full market opening by
31 December 2010 or 31 December 2012. A summary of the main findings and
conclusion is presented in section 3.5.

Transparency of NPO accounts and price regulation

Chapter 5 of Directive 97/67/EC, Articles 12-15 describe the requirements of universal
service providers and the role of NRAs in meeting minimum standards for tariff
principles and transparency of accounts.

Transparency of NPO accounts>*

Article 13 of the Directive provides the framework for ensuring the provision of cross-

border universal services, from a financial perspective, in that the NPOs are “encouraged”

to ensure that:

o Terminal dues shall be fixed in relation to the costs of processing and delivering
incoming cross-border mail;

o Levels of remuneration shall be related to the quality of service achieved;

o Terminal dues shall be transparent and non-discriminatory.

WIK-Consult (2006, section 3.5.6) concluded:

“Although the Postal Directive directed Member States to encourage USPs to bring terminal dues in
compliance with the regulatory principles governing other rates for universal services, few NRAs have
actively addressed this area and regulation of cross border services is still substantially different from
the regulation of equivalent domestic services.”

2 Note that we refer to the universal service provider when we talk about the national postal operator (NPO).
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ECORYS also concludes that there is little evidence that NRAs are actively involved in
regulating or controlling this area of remuneration. From this study it is not entirely clear
how transparent the rates are to the majority of NRAs and only one (Ireland, see below)
reported any remuneration issues.

The only NRA known to have commented on remuneration issues in terms of cross
border mail was ComReg of Ireland, who made the following comments:

“It should be noted, however, that the accounts for the years 2001 to 2004, which have been published,
suggest that the primary reason for An Post’s losses in the past have not emanated from the provision
of the universal service within the state, but rather from An Post’s failure to comply with Regulation 10
“Agreements on Terminal Dues” in respect of the charges that foreign postal operators pay for access to

An Post’s delivery network.”®®

In the four-year period 2001 to 2004 inclusive, the NPO for Ireland had recorded
cumulative losses of € 93m against inbound international mail, which is not compensated
for with low dues for outgoing cross border mail. Remuneration is an important issue in
Ireland, given the relatively large share of cross border mail in the addressed mail market
(inbound cross border mail constitutes ca. 15% of domestic addressed mail).

ComReg also believed that it was inappropriate that the Special Drawing Rights (SDR)
rate was used between Member States that had the euro as their currency.

Given the above and the lack of clarity of remuneration issues, it may be that a separate
study is required to establish the exact position between Member States and the impact on
the NPOs profitability.

Article 14 provides that:

“The universal service providers shall keep separate accounts within their internal accounting systems
at least for each of the services within the reserved sector on the one hand and for the non-reserved
services on the other. The accounts for the non-reserved services should clearly distinguish between
services, which are part of the universal service and services, which are not. Such internal accounting
systems shall operate on the basis of consistently applied and objectively justifiable cost accounting

principles.”

Further sections specify the method of cost allocation to be applied and, in addition
provide that:

“On request, detailed accounting information arising from these systems shall be made available in

confidence to the national regulatory authority and to the Commission.”

The Directive does provide that:

“Where a given Member State has not reserved any of the services reservable under Article 7 and has

not established a compensation fund for universal service provision, as permitted under Article 9(4), and

% Annex I, country sheets (Ireland).
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where the national regulatory authority is satisfied that none of the designated universal service
providers in that Member State is in receipt of State subvention, hidden or otherwise, the national
regulatory authority may decide not to apply the requirements of paragraphs 2, 3, 4, 5, 6 and 7 of this
Article. The national regulatory authority shall inform the Commission of all such decisions.”

The Directive 2002/39/EC did not change the original Articles.

WIK-Consult (2006, section 3.6.3) concluded:

“The regulatory system envisioned by the Directive depends upon the USP maintaining separate
accounts, verified by the NRA, for each reserved service and, by implication, for each non-reserved
universal service. This approach has not been fully implemented. A significant number of Member
States, including some of the largest and most progressive, require separation of accounts only for
reserved services or for no universal services at all. It appears that NRAs generally lack the accounting
data required to evaluate whether individual agreements and special tariffs comply with the pricing
principles of the Directive. Taking into account these practical problems of implementation, the new
directive should specify more clearly and perhaps more carefully, precise levels of accounting

separation to be required and reported to NRAs.”

As can be seen from the above, transparency in the context of the Directive appears to be
only specific to the relevant NRA, it is not a requirement that the accounts be made public
(published externally).

With regards to the requirement to maintain separate accounts, all Member States other
than Norway require the NPO to have accounting systems. This study has not been able
to establish if the accounting systems in place provide the NRAs with detailed product
cost information, as will be required under the new directive.

Cyprus still seems to have problems with its cost allocation process, as reported to this
study.

If the NRAs are not receiving detailed product cost information it is difficult to
understand how the NRAs have transparency in how the separable accounts have been
arrived at.

All NRAs have reported to this study that they have the power to demand data from the
NPOs, except for the Netherlands where the situation remains unclear. Although NRAs
have the power to demand data, the experiences of the UK and Irish NRAs have shown
the respective NPOs to have been lacking in terms of the adequacy of that data with
regards to cost allocations, particularly at product level. One of the main issues they have
identified is the inaccuracy of volume recording of posted items, which is a key
component of product costing.

Even if the cost allocation process, as described in the Directive, is being followed by
NPOs and that process validated by the NRAs, the high proportion of common costs in a
postal pipeline will necessitate the use of volumes of items to share out those common
costs. Given that the Directive requires revenues and costs for the reserved area (under
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50g) to be presented separately, this means that product volumes need to be analysed by
weight category.

Unless the NPOs have relatively accurate methods of volume recording processes in
place, the resulting cost allocations may be questionable. Therefore even if the NRAs
have the transparency of the accounts at product level, the accuracy may not be as
required.

In terms of the power to demand data, the exception is the Netherlands, where a law suit
between the NPO and the NRA showed that the NPO is not obliged to provide all
information required by the NRA. However, under the new Postal Act that was
anticipated to come into force in 2008, the NRA can require all information needed.
Secondary legislation on these issues that should provide more detail is still under
preparation.

According to this study, neither the NRAs of Denmark or Norway require the NPO to
maintain relevant accounting systems. Norway was not included in WIK-Consult (2006).
However, Denmark was and it was reported as keeping separate accounts for the reserved
services only (although then it was reported as not having to provide the NRA with data).
Currently, Post Danmark is still obliged to provide separate product accounts for all
reserved universal services, but these are not provided to the NRA. An independent
accountant delivers a certified declaration stating whether accounts conform to the
guidelines.*® The situation with regard to the Netherlands is again unclear: the NPO is not
required to fulfil all of the NRA’s requirements, but under the new Postal Act (when
enacted) the Ministry of Economic Affairs can give particular rules regarding the
accounting of the net-costs of the universal service.

Level of detail of reporting to NRAs

As with WIK-Consult (2006) the issue may still remain in many Member States that the
NRA does not have sufficient access to detailed accurate data that enables the
requirements of Article 12 to be adhered to, that is:

“...ensure that the tariffs for each of the services forming part of the provision of the universal service

comply with the following principles: [...] Prices must be geared to costs.”

The assessment of ECORYS is that the situation in terms of detailed data has not changed
since WIK-Consult (2006) and, as reported in the previous section, it will be difficult for
the NRAs to be in a position to ensure tariffs are geared to actual costs.

An additional consideration is that of the varied definitions that countries use for the USO
(cf. section 2.2). Some include the provision of money orders, some the provision of post
office counter services (which themselves will be very diverse across countries), some
have a six day service, some include newspaper delivery, etc.

% Annex II, country sheets (Denmark), Order on the Concession Section 22.1.
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This makes comparisons of USO accounting costs across Member States difficult, and
becomes an issue for the future when determining the net cost of the USO for the purpose
of any state funding.

Publication of regulatory accounts

It is understood that only three NPOs actually publish (make publicly available) their
“regulatory accounts” in any form, these being Denmark, Iceland and the UK, although a
number do publish statements as to the conformity of the cost accounting process.

Article 15 provides:

“The financial accounts of all universal service providers shall be drawn up, submitted to audit by an
independent auditor and published in accordance with the relevant Community and national legislation

to commercial undertakings.”

Given that many NPOs undertake a diverse range of services other than postal services
(banking, financial services, consultancy, etc) the requirement to publish the accounts as
above may not add value in terms of understanding the financial performance of the
postal services in isolation and certainly not the financial performance of the USO.

To this end, it may be a future consideration that all NPOs be required to publish their
regulatory accounts, at least to the level of detail as prescribed in the Directive (at USO
level, analysed between reserved and non reserved).

Transparency of NPO accounts and the third Postal Directive
Directive 2008/6/EC re-iterates the need for transparent accounting by the USO
providers:

“(41) In view of the transition towards a fully competitive market, and in order to prevent cross-subsidies
from adversely affecting competition, it is appropriate to continue to require Member States to maintain
the obligation on universal service providers of keeping separate and transparent accounts, subject to

necessary adaptations.”

It further goes on to say:

“Keeping separate and transparent accounts should provide Member States and their national

regulatory authorities with accounting information of sufficient detail to:

e  adopt decisions related to the universal service;

e be used as an input when determining whether the universal service obligations imposed entail a
net cost and represent an unfair financial burden on the universal service provider;

e ensure that the tariffs applied to the universal service comply with the principles on tariffs as set out
in this Directive;

e ensure compliance with the principles on terminal dues as set out in this Directive; and

e monitor fair market conditions until competition becomes effective.”

Article 14, paragraph 2 has been amended to read:

ECORYS A Main Developments in the Postal Sector 2006-2008 75



76

322

ECORYS A

“The universal service provider(s) shall keep separate accounts within their internal accounting systems
in order to clearly distinguish between each of the services and products which are part of the universal
service and those which are not. This accounting separation shall be used as an input when Member

States calculate the net cost of the universal service. Such internal accounting systems shall operate on

the basis of consistently applied and objectively justifiable cost accounting principles.”

The key change here (other than the move away from “reserved”) is that the Directive
now clearly states that separate accounts are required on a product basis.

It will be imperative that NRAs have the necessary powers prior to full liberalisation to
ensure they are provided with transparent accurate product cost details in order that
price/cost relationships can be meaningfully analysed and that the requirements of the
new directive in terms of USO net costs can also be met.

As already discussed above, the accuracy of volume recording has a significant impact on
the accuracy of product costs, and NRAs will need to be confident of the accuracy.

Price regulation
Article 12 provides that:

“Member States shall take steps to ensure that the tariffs for each of the services forming part of the

provision of the universal service comply with the following principles:

o Prices must be affordable and must be such that all users have access to the services provided;

e  Prices must be geared to costs; Member States may decide that a uniform tariff should be applied
throughout their national territory;

e  The application of a uniform tariff does not exclude the right of the universal service provider(s) to
conclude individual agreements on prices with customers;

e  Tariffs must be transparent and non-discriminatory.”

As can be seen from the above, no mention is made of any form of price control, nor is a
distinction made between the reserved area and the universal service.

The Postal Directive’s definition of the universal service provides for a minimum
requirement that many Member States have extended to cover a more diverse range of
services. However, the definition of the reserved area is more precise in that domestic
mail is specified and with a weight/price limit. The reservation of services is provided for
to the extent that the provision of the universal service is safeguarded, meaning that,
under certain strict circumstances, excess funds (generated from providing services with a
relatively high profit margin) from the reserved area could be used to subsidise the wider
provision of the universal service. In principle, cross-subsidisation of universal services
outside the reserved sector out of revenues from services in the reserved sector is
prohibited except to the extent to which it is shown to be strictly necessary to fulfil
specific universal service obligations imposed in the competitive area (article 12 of the
Directive).
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Cross border and direct mail may also be reserved subject to the same weight/price limits,
to the extent necessary to safeguard the universal service.

Price regulation therefore, as provided for by Directive 97/67/EC is relatively loose and is
mainly aimed at ensuring a universal service is provided for and that prices are
“affordable”, geared to cost and transparent and non-discriminatory.

Price regulation in practice
While implementing the Postal Directive, each Member State has approached price
regulation in differing ways. This was recognised in WIK-Consult (2005, p.86):

“In particular, diverging national regulatory policies can be observed in the following areas: (1) scope of
services regulated; (2) methods used for price regulation; (3) competent authorities for price regulation;
and the concepts used to implement the Directive’s requirements with respect to (4) affordability, (5)

cost-based tariffs, and (6) uniform tariffs.”
And in WIK-Consult (2006, p.86):

“In terms of the methods of regulations, Member States are developing a creative variety of
combinations of ex-ante, price cap, and ex-post procedures. About three quarter of the EU universal
service, notably in the large Member States, is subject to dual price control regimes (i.e., ex-ante and
price cap, price cap and ex-post, or ex-ante and ex-post). Dual price control regimes appear to reflect a
deliberate decision to suit the method of regulation to the political or commercial risks presented by

specific postal products.”

According to ECORYS, little appears to have changed for those Member States that have
retained the reserved area at 50 grams.

Figure 3.1 summarises the current position in terms of the number of NPOs that have a
price control in each category of services, further indicating the form of control and
whether price control is exercised ex-ante or ex-post. A more detailed analysis is
presented in a summary table in Annex L.

Price regulation in the Member States
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Price regulation of reserved services

Of those countries that retain a reserved area, all (25) are known to have some form of
price control in place. Only three have a CPI (RPI) minus regime, Germany, Poland
(reserved area) and the UK. Only Poland of these three still has a reserved area. All but
three (Belgium, Bulgaria and Lithuania) of the countries that retain a reserved area
require pre-approval (ex-ante) by the NRA before implementing any price changes.
Belgium has a price cap regime for the reserved area, with prices reviewed ex-post.

Price regulation of services under the USO

Twenty-seven countries (Hungary and Luxembourg being the exception) have some form
of price control on their USO services, although it should be recognised that the definition
of USO services will vary by state. Sweden has just one control, this being a cap in the
form of RPI on single first class items up to 500 grams.

Price regulation of non-reserved, non-USO services
Five countries have price regulation on services that are neither reserved nor USO
(Belgium, Cyprus, Germany, Slovakia and the UK).

Cyprus has ex-post price reviews on those services provided by the NPO that are outside
the USO definition and Belgium has maximum tariffs or tariff formulas for non-USO
products. In Germany, incidental services have to be verified ex-ante by the NRA whilst
in Slovakia it is the postal payments system that is price regulated. Within the UK the
majority of the bulk mail services (non-USO) are price regulated via a product “basket”
with an RPI-minus formula.

Four of the countries are fully liberalised and therefore do not have a reserved area, but
still retain a USO requirement (Finland, Germany, Sweden and the UK) with a fifth
(Spain) partially liberalised (intra city mail).

In Finland, the NPO sets its own prices (geared to cost), which are subject to ex-post
review by the NRA. As already mentioned, Sweden has a control on its first class service
only. Bulk mail prices (over 50 items) do not require verification by the NRA in Germany
(apart from ex-post control based on the principles of competition law). With regards to
Spain, for those services that are non-reserved, non-USO, the NPO is free to set market
prices within market conditions.

The UK has probably the most extensive range (in terms of services) of price controls
within the EU, with most products, be they USO or not, price controlled under an RPI
minus regime. Linked to this, the access services are controlled by linking the prices to
those of a full pipeline (end-to-end) bulk mail equivalent, in the form of a fixed ratio
between retail and access prices.

The importance of price regulation and the ability to assess whether prices are geared to

costs becomes less (and may ultimately lose its significance) if there is effective end-to-
end competition, as shown in the example about Germany in the textbox below.
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Access prices in Germany: from ex-ante regulation to ex-post control

In parallel with full market opening on 1 January 2008, Germany decided no longer to regulate the price
difference between bulk retail prices and access prices (which was based on the principle of avoided
cost). Given the development of end-to-end competition in the German mail market, the risks associated
with ending ex-ante are small because:

e  Consolidators, customers and competitors making use of access also have the possibility to
negotiate access with alternative end-to-end competitors;

e Thereis an incentive for the NPO (DPAG) to establish efficient access prices. If access prices
were set too high, their competitive position vis-a-vis end-to-end competitors would worsen
and if access prices would be set too low this would worsen the financial performance of the
company (note that the power of the NRA to obtain all contracts concluded by DPAG enforces

that the principle of non-discrimination is applied).

VAT exemptions of the NPOs

Postal services exempted from VAT

Postal services exempted from Member States Notes
VAT
No services FI, NO, SE, SI
Reserved services ES
Universal services AT, BE, BG, CZ, DE, DK, EE, FR,
HU, IT, LU, NL, SK
All postal services provided by CY, GR, IE, LT, LV, PL, PT, UK
USP

Source: Annex Il, country sheets.
Note: IS, MT, RO unclear.

The vast majority of NPOs still have the advantage (in terms of price) over other postal
operators in that postal services are VAT exempt. The VAT exemption gives a clear
competitive advantage to the NPOs with regard to customers that are also VAT exempt
(for example financial institutions; in most countries the VAT exemption distorts
competition in 40-50% of the addressed mail market in terms of mail volumes). For
customers that are not VAT exempt, and can reclaim the VAT paid on their expenses,
CPOs have a small advantage compared to the NPOs who have a VAT exemption.”’

The level of distortion of competition depends however on the scope of services for
which the NPO has a VAT exemption and hence, given the fact that the VAT exemption
is often linked to the provision of universal services, to the definition of the universal
service. For example, as in the Netherlands printed matter (and for that reason direct
mail) is not included in the universal service, both TNT and its competitors have to
charge VAT for the delivery of direct mail. The proposed new Postal Act that was

& This small advantage results from the fact that VAT exempt postal operators cannot reclaim VAT paid on their inputs. The

latter also means that the effect of the VAT distortion with regard to customers that are VAT exempt is lower than the VAT
rate that has to be applied for postal services: in the UK, the VAT exempt status of Royal Mail was seen as giving a net
price advantage of 13% over CPOs in 2005 (in 2005, the VAT rate was 17.5%; Postcomm 2005).
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originally planned to come into force in 2008, foresees limiting the universal service to
individual item mail, further reducing the distortion resulting from TNT’s VAT
exemption (as for bulk mail services there will be a level playing field with regard to
VAT).

In Spain, as of 1 January 2006, non-reserved postal services from the NPO became
subject to 16% VAT. The new law changes the tax treatment of postal services. From that
date, the VAT exemption only extends to reserved services (money orders, inter-urban
and international mail under 50g, and postal communications between individuals and
Government).

There is now a tax difference between local items (non-reserved, and hence subject to
VAT) and non-local items (reserved up to 50g, exempt from VAT). Therefore, to keep to
a single rate for all domestic mail regardless of destination, the NPO decreased the price
of urban items up to 50g, such as to maintain a single price even after the application of
VAT.

Within the UK, although Royal Mail’s services remain exempt from VAT, the market
within the access environment has been equalised by the provision of an agency contract
that enables access competitors to compete for the upstream services to banks and other
financial institutions without having to charge VAT on the access prices.”®

Price performance in the Member States

ECORYS assessed the movement in a range of service/product prices between 2005 and
2007 for each Member State. The full details can be found in Annex II within each
country sheet.

In order to compare the movements on price, this section only considers the basic public
tariff at the first weight step for letter post. Where a choice of class (first or second)
exists, it is the first class mail product that is included.

% But note that for end-to-end services competitors need to charge VAT (see Chapter 4 indicating the impact of the VAT

exemption on the pattern of competition in the UK).
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Figure 3.2  Price performance in the Member States, public tariff at first weight step
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Source: Annex Il, country sheets.
Note: data are missing for BG, DK (2007), GR, LV, RO, SE.

As can be seen from Figure 3.2, the range of price movements over the last three years is
very significant. The extremes are Czech Republic, Estonia and Lithuania with increases

of 23%, 25% and 55% respectively.

Apart from these three countries, there are seven more countries with rises above 10%, as
can be seen in Table 3.2
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Table 3.2
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Countries with price rises above 10% (2005-2007)

Country 2005 2007 Price increase
Czech Republic €0.22 €0.27 23%
Estonia €0.28 €0.35 25%
Hungary €0.34 €0.38 12%
Iceland €0.41 €0.49 20%
Ireland €0.48 €0.55 15%
Lithuania €0.29 €0.45 55%
Malta €0.16 €0.19 19%
The Netherlands €0.39 €0.44 13%
Norway €0.76 €0.87 14%
Poland € 0.50 € 0.56 12%

Source: Annex Il, country sheets.
Note: the figures refer to the basic public tariff at the first weight step for letter post (first class).

The practice of NRAs
Article 22 of Directive 97/67/EC provides that:

“Each Member State shall designate one or more national regulatory authorities for the postal sector

that are legally separate from and operationally independent of the postal operators.

Member States shall inform the Commission which national regulatory authorities they have designated

to carry out the tasks arising from this Directive.

The national regulatory authorities shall have as a particular task ensuring compliance with the
obligations arising from this Directive. They may also be charged with ensuring compliance with

competition rules in the postal sector.”

All Member States have some form of NRA and these appear independent of the postal
operators, although in some cases the NPO and the NRA may still be under ministerial
control (see Table 3.3). There has been considerable activity across the newer Member
States in establishing discreet regulatory bodies, rather than ministerial departments,
although these tend to be bodies with wider responsibilities than just postal, mostly for
communications as a whole (the NRAs of DK, ES, HU, IT, IS remain ministerial
departments). An overview of the NRAs and information on staffing is given in Annex I,
Appendix 2.

Compared to the situation described in WIK-Consult (2006) two years ago, the main
changes are the establishment of the Austrian Telekom-Control-Commission and the
‘Rundfunk und Telekom Regulierungs-GmbH’ (RTR) as NRA for postal affairs in
Austria as of 1 January 2008. Before 2008, regulatory tasks in the Austrian postal market
were governed by the Ministry of Transport (BMVIT).
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In Estonia, there has been a reorganisation within a number of regulatory institutions per
January 2008. Currently, the NRA is the Estonian Competition Authority
(Konkurentsiamet).

Other changes may be expected in the near future, when the current postal acts will be
amended to implement Directive 2008/6/EC. For example, in the draft Postal Act 2008 of
the Netherlands, additional (supervisory) tasks have been attributed to OPTA. To be able
to conduct these tasks, an increase in the number of staff of the postal unit of OPTA is
foreseen.

Mandate of the NRAs

Table 3.3 provides an analysis of the different powers of the NRAs as provided to
ECORYS as part of this study.

From analysing the individual country sheets, it appears that by far the vast majority of
the NRAs concentrate their focus on ensuring the provision of the USO as defined both
within the Directive and as prescribed within relevant national laws. This includes QoS
targets, dispute resolution and complaints and redress procedures (although many will not
deal with individual complaints).

This focus has extended in the sense that NRAs are likely to include those postal
operators that operate within the non-reserved USO scope but who do not have the same
obligations as the NPO. In many cases, express and courier services may also be included
within the watching brief of the NRA in the sense that those operators require a general
authorisation in various Member States. Those Member States not requiring either a
general authorisation or a form of registration for express and courier services are BG,
CY, DK, NL, SE, SK, and UK.
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Table 3.3 NRA powers
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AT X X X X X X X Independent administrative body under
the Austrian Ministry of Transport
BE X X X X X X X X X
BG X X X X X X X X X
CcY X X X X X X X X X
Cz X X X X X X X X X (Independent) the NRA is the CZ
Telecommunication Office
DE X X X X X X X X X Independent administrative body under
the German Ministry of Economy and
Technique
DK X X X X Independent administrative body within
the Danish Ministry of Transport
EE X X X X X X X
Fl X X X X X X X
FR X X X X X X X
GR X X X X X X X X
HU X X X X X X X Independence unclear
IE X X X X X
IT X X X X X X X Independent under Ministry of
Communications
IS X X X X X X X X Independent under the administration of
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To this end, all NRA’s other than the Netherlands have a responsibility for either issuing
general authorisations or maintaining a register of other postal operators (see section 2.4).
In those markets that are fully liberalised (Finland, Germany, Sweden and the UK) the
NRA has adopted the approach of requiring all operators within certain conditions to
require a licence (typically with regard to addressed letter mail, not to parcels or express).
Price control though, is limited to the NPOs (or in the case of Germany to postal
operators with a dominant market position which currently is the NPO).

All NRAs except in the Netherlands have the power to demand data of the NPO (see
section 3.2.1 on transparency of NPO accounts). All NRAs also require data in some form
from other operators, apart from the NRAs in Ireland and the Netherlands.”

As discussed in section 3.2.1, there are three NRAs that do not require accounting
systems of the NPO (Denmark, Norway and the Netherlands), which given the
requirements of the directive in terms of cost allocation would suggest these NRAs are
not fulfilling their obligations.

Although only 20 of the NRAs appear to have the authority to cancel unlawful rates (see
Table 3.3), this has to be taken into context of those NRAs that apply ex-ante price
reviews compared to those with ex-post reviews, and that in those countries without the
authority to cancel unlawful rates, the authority for dealing with unlawful rates will likely
be vested in the competition authority or similar.

16 of the NRAs have the powers to impose new rates for the USP and 12 of these have
the dual power of imposing new rates and cancelling unlawful rates.

Apart from the NRAs in AT, DK, EE, ES, IE, and LV, all NRAs have the ability to levy
fines. The scope of this power differs among the Member States, but mainly focuses on
violations of the Postal Act, secondary legislation by the universal service provider or
alternative operators.

WIK-Consult (2006, p.64) listed seven countries that had mandatory downstream access
to the public postal network under appropriate circumstances (Denmark, Germany,
France, Hungary, Portugal, Slovenia and the United Kingdom). In addition to these
countries, Bulgaria, Malta and Spain have made downstream access mandatory, bringing
the number to ten (for a more detailed discussion, see Chapter 2, section 2.6).30

Emerging themes

Although the majority of NRAs are primarily focused on the provision of the USO (in its
many guises per Member State) and of policing the NPO in its provision of those
services, there are a number of themes developing that may become benchmark activities
as the market heads towards full liberalisation by 31 December 2010 and 31 December

2 |n the new Postal Act it is envisaged that OPTA will have this power in future.

In Spain the issue of downstream access was dealt with by Royal Decree rather than a directive from the NRA, but it is
assumed that the NRA will now police this area.

30
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2012. It should be noted however, that both the regulatory frameworks and the mandate
and resources of the NRAs differ considerably from country to country, making it
difficult to identify best practice. For example, in countries where the NRA has a
relatively small mandate, it makes less sense to start a public consultation than in
countries where the NRA has a much broader mandate.

The developments in the regulatory (legal) framework have not always been driven by the
NRA in isolation, and may involve legal changes, instigated by the state, and competition
authorities.

Regulatory framework

In a number of Member States, there has been activity to “tidy” up the regulatory
framework as it applies to the postal market in order that there is a more solid framework
prior to liberalisation. In line with this, there has also been activity in establishing the
NRA as a separate body, albeit that the breadth of responsibilities tend to encompass the
wider communications market (i.e. telecommunication or broader electronic
communication).

Pricing

Since the report prepared by WIK-Consult (2006), more of the NRAs appear to be
focusing on the NPO’s pricing mechanisms for the USO area with regards to setting more
challenging regimes, such as RPI minus regimes, or a price cap. In many cases this may
be more in line with maintaining “affordable prices” rather than preparing the market for
competition. The most significant change appears to be in Poland where previously it
appeared the NRA had little influence, but has now the responsibility for ex-ante approval
of the NPO’s prices.

Consultations

There is a definite trend developing for NRAs to consult stakeholders on major issues,
such as pricing, USO requirements, etc. Consultations offer the NRA an opportunity to
involve all interested parties in how the NRA should regulate the market to further
consumer interests.

Wage rates

Although not necessarily an NRA responsibility, the issue of wage rates has been raised
in Austria, Germany and the Netherlands. It does not appear that the imposition of a
minimum wage for the postal sector, over that of a national minimum wage rate (or a
minimum wage rate in sectors comparable to the postal sector), will likely encourage
competition either in those markets that are already liberalised, or in those to be
liberalised (this issue will be discussed at length in Chapter 7).

Competitor complaints

There seems to be a growing number of competitor complaints and in particular TNT
appears very active in a number of Member States (for example in the UK, Germany and
Belgium) in raising issues of restrictive practices or pricing issues. NRAs will need to
have the resources, powers and data available to undertake relevant investigations, or, as
most do, have joint responsibilities or working arrangements with the respective
competition authorities.
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Postcode address files and redirection databases

There are differences developing in the area of postcode address files and redirection
databases. Whereas the NRA for the UK has decided that the NPO has to make these
available at no cost to other postal operators, other NRAs, like the NRA in the
Netherlands (OPTA) has allowed the NPO to make them available on commercial terms.
At the other extreme, a competitor in Ireland is of the view that the NPO should develop a
postcode system for the entire country and that it should be then freely available to other
operators.

Third party access

There are different approaches across the NRAs and in postal legislation with regards to
the access to the NPO’s postal facilities by other operators. However, there does appear to
be a theme developing where legislation or regulatory involvement is making this more
readily available (for example, Malta and Spain have in recent years opted for a
mandatory access regime and legislation regarding access is in process within Bulgaria).

Interoperability

A number of NRAs have the responsibility for ensuring that postal operators have a
reciprocal process for dealing with each other’s mail when found in their systems.
Postcomm (UK) has stipulated the rules governing this in detail, including prices to be
charged for retrieval and repatriation. At full market opening this will be a significant
issue (and is provided for in Directive 2008/6/EC) and the UK model may provide a
benchmark.

Market information

This ECORYS study has shown that many NRAs do not have data on the mail market as
a whole. An emerging trend is for some NRAs to undertake market surveys in order to
better understand the dynamics and extent of the postal business across the whole
spectrum of mail services (not just the USO area).

Consumer information

A number of the NRAs have undertaken customer surveys over the last two years, or
have required the NPO to do so. As above, in order that the NRA understands the market
more fully, this would appear to be a trend that offers best practice.

Cost of the USO

Few of the NRAs appear to undertake any serious analysis of the cost of the USO;
although Postcomm (UK) published in May 2008 work in this area.’’ In Denmark it was
the Chamber of Commerce that commissioned a study. Assessing the net cost of the USO
may be a theme that will develop in the lead up to liberalisation given the contentious
nature of the (actual) burden of the USO. The next section is dealing with the cost and
financing of the USO in more detail.

8" Postcomm is currently investigating the costs and benefits of changing the scope of the USO.
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Cost and financing of the USO

As discussed in section 2.2, Article 3 of Directive 97/67/EC provides the minimum
requirements of Member States in terms of the provision of universal services. With
regard to the maintenance of the universal service, Directive 2002/39/EC amended
Article 7 of Directive 97/67/EC to the following:

“To the extent necessary to ensure the maintenance of universal service, Member States may continue
to reserve services to universal service provider(s). Those services shall be limited to the clearance,
sorting, transport and delivery of items of domestic correspondence and incoming cross-border
correspondence, whether by accelerated delivery or not, within both of the following weight and price
limits. The weight limit shall be 100 grams from 1 January 2003 and 50 grams from 1 January 2006.
These weight limits shall not apply as from 1 January 2003 if the price is equal to, or more than, three
times the public tariff for an item of correspondence in the first weight step of the fastest category, and,

as from 1 January 20086, if the price is equal to, or more than, two and a half times this tariff.

In the case of the free postal service for blind and partially sighted persons, exceptions to the weight

and price restrictions may be permitted.

To the extent necessary to ensure the provision of universal service, direct mail may continue to be

reserved within the same weight and price limits.

To the extent necessary to ensure the provision of universal service, for example when certain sectors
of postal activity have already been liberalised or because of the specific characteristics particular to the
postal services in a Member State, outgoing cross-border mail may continue to be reserved within the
same weight and price limits.”

And further that:

“Cross-subsidisation of universal services outside the reserved sector out of revenues from services in
the reserved sector shall be prohibited except to the extent to which it is shown to be strictly necessary
to fulfil specific universal service obligations imposed in the competitive area; except in Member States
where there are no reserved services, rules shall be adopted to this effect by the national regulatory

authorities who shall inform the Commission of such measures.”

The Directive therefore prescribes minimum standards in terms of collection and delivery
but is fairly broad in terms of the items of postage that can be defined as a universal
service and in addition the services (within defined limits) that can be reserved to
effectively finance the provision of the USO.*

The Directive also provides that universal services should be at affordable prices,
although provides no guidance as to what affordable means.

Although the Directive enables Member States to reserve services there are a number of
Member States where full liberalisation has been implemented. The NPOs in those

% Note that document exchange and unaddressed mail are excluded from the USO.
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Figure 3.2
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liberalised States do not have the facility to fund the USO from reserved services and if
there would be a net cost associated with the USO there is an issue on how to finance
these net costs.

USO cost estimates and funding provisions

As can be seen from Figure 3.2, the range of services over and above regular (first and/or
second class) mail and parcel provision included within the USO definitions is varied.

Services included in the various USO definitions in the Member States
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Source: Annex Il, country sheets.
Note: There may be crossover in terms of the definitions of addressed direct mail and bulk mail. A detailed
country by country overview is provided in Table 2.3, section 2.2.

From the above it can be seen that the accounting cost of the USO is likely to vary
significantly between Member States simply from the definition of what is or is not
included in the definition. This will also have an impact on any economic modelling that
purports to calculate the net cost or benefit of the USO and cross-country comparisons.

Each NRA should have accounts provided to them by the NPO that enables the
accounting cost of the USO services to be established and reviewed. Within the UK and
Ireland the NRAs have raised serious concerns as to the accuracy of the NPO’s cost
allocation systems and also as to the relevance of the accounting cost in isolation as a
measure of the actual economic cost, and perhaps even benefit of the USO obligations.”
If this situation is representative of other Member States, which it seems to be to
ECORYS based on the available information, then the requirements of the new Directive
with regards to establishing “residual net costs” in order for external financing to be
considered will become a problem for the respective NRAs to validate those requirements
with any confidence.

% Postcomm and ComReg replies to ECORYS questionnaires.
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In Ireland, the NRA presented a number of views on the net cost of the USO at its 2007
National Postal Conference, as presented in the textbox below.**

Views of the Irish NRA about estimating the cost of the USO

It appears rather difficult to calculate the net cost, if any, of the universal services obligation and it

should be observed that most calculations exclude the value of benefits. Existing calculations generally

show that the cost is not onerous.

The following estimates of the cost of the USO were obtained in various studies:

e NERA’s study for the European Commission (1998) calculated the net cost of the Irish universal
service between 0.3% and 5.4% of An Post's 1997 turnover;

e In Portugal a study by the national operator suggested that between 4% and 6% of the €15.9m
losses could be ascribed to the requirements of the universal service;

e Inthe USA, the Postal Rate Commission estimated that the cost of the universal service
represented 5% of revenues. In order to remove this obligation, the USP would have to cease
deliveries to approximately 47% of addresses;

° In Sweden, the most recent estimate is €10.3m or 4% of the operator’s group wide revenues.
According to the Government, provision of the universal service can be considered an asset
because the ability to offer a full service is a competitive advantage (it is very expensive for
competitors to build a parallel nationwide delivery network);

e In Norway, the cost of the USO was estimated at 2% of Posten Norge’s sales;

e  Additionally, the UK NRA in 2002 published a study that estimated that the Net Avoided Cost of the
USO was between 0% and 1% of turnover, and that if qualitative elements such as brand value

were included there would be a net benefit to the NPO of £480 million.

However, the respective NPOs of the UK and Ireland were not of the same opinion as the
NRAs and believed the USO to be a considerable burden:

In terms of accounting data, the last published results for the Irish NPO (in 2004) showed
a net loss on USO services of 2.5m euro, although this included a net loss on inbound
international services of 36.4m euro. Within the UK, the 2006/07 regulatory accounts™
showed an operating profit (before exceptional items) of £27m (40m euro), however this
figure includes the NPO’s additional pension costs in terms of the funds forecast shortfall:

“Total Mails costs have increased by 2.5%, but most of this increase is because of increased
contributions to the pension scheme to fund the deficit, and the impact of a pay deal agreed in previous

years."36

Neither the Irish NPO nor the UK NPO receive any form of state funding, although
within the UK the cost of post office counter services for the sale of stamps, acceptance
of mail, etc., are charged to the relevant services. The counters business does receive state
funding for the provision of rural post offices.

A number of Member States already have provisions for a compensation fund to
potentially support the provision of the USO:*’

% Based on an LECG report for ComReg, 18 October 2007.
% Source - Regulatory Financial Statements 2006-07 — Royal Mail Website.

% Source - Regulatory Financial Statements 2006-07 — Royal Mail Website.
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« In Belgium a compensation fund may be activated to cover the “burden” of the USO.
Postal operators with an individual licence may be subject to contribute to the fund
based on turnover of services within the USO but outside of the reserved area, except
for the first 1.2 million euro;

o Bulgarian Post obtains compensation from the state for any deficit resulting from the
provision of the USO if proven to the NRA;

o In Cyprus the USO is financed from the government budget if the returns from the
reserved area are insufficient;

» In France there is provision within postal legislation for a compensation fund to be
activated;

» In the not yet adopted new postal law in the Netherlands, it is foreseen that the NPO
can request the NRA for compensation towards the net costs of the USO. If
applicable, the net USO costs will be spread between all postal operators, based on
annual turnover;

o Losses from delivering to rural areas in Italy are covered by returns from the reserved
area, state subsidies (state aid) and a universal service fund;

» In Portugal the costs of the USO may be covered from a compensation fund that
receives income from contributions from all postal service providers offering services
in the non-reserved USO area, plus profits of philatelic activities;

» In Slovenia universal postal service providers are entitled to compensation if the costs
incurred by the provision of universal postal services in the first year exceed the
income from these services and if the operator cannot cover these differences with
income generated through the provision of reserved postal services;

» In Spain the Government allocated € 91m in the 2005 budget to the universal postal
service. In 2006, the budget allocation was € 93m. In 2007 the figure earmarked to
the postal service amounted to € 95m. The budgeting comes as an advance payment
towards the final bill which will be agreed once the actual cost of running the
universal postal service is determined at the end of each fiscal year. The NRA clears
the balance between the actual and the estimated cost of the service;

» Social services (e.g. articles for the blind) are procured by the NRA in Sweden from
the NPO.

Given the variety of definitions of the USO, it is assumed that the European Commission
finds it difficult to quantify the reasons applicable for state funding. In particular the
provision of a dual service, six day collection and delivery span will significantly increase
USO accounting costs compared to those NPOs that only operate a five day single service
USO. It may be argued that the calculation of the net cost/benefit of the USO should only
include those services as provided for within the Directive.

A further problem will be that NPOs and NRAs may between them (for example within
the UK), or the policy maker through legislation, change the scope of the USO. A prime
example is that of the UK, where originally the vast majority of bulk/direct mail was
included within the definition of the USO and as such, from an accounting perspective,
the USO appeared to return fairly healthy profits. However, more recently (in the
2006/2007 financial year), the NRA allowed (via an amendment of the licence
conditions) the majority of bulk/direct mail products to be excluded (some remain) with

% Source — Annex I, country sheets.
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the resulting drop in profits. In the 2006/2007 regulatory accounts, the results of the
financial year 2005/2006 were restated to account for the change in definition of a large
part of the bulk mail from USO to non-USO services. This resulted in a drop in USO
operating profits from £ 210m™® to £ 54m’ for that financial year. The June 2008 Courier
(Royal Mail’s newspaper) reports “that the Universal Service recorded its first-ever loss,
in the region of £ 100m” for the financial year 2007/2008.

Of course, as with all NPOs, the USO requirement for national coverage and a minimum
five-day delivery will have commercial advantages in the selling of bulk/direct mail
products be they within the USO definition or not.

Both the Irish and UK NPOs have the opinion that all bulk mail services should not be
included in the USO definition and in response to this survey the UK NPO provided the
following comment:

“Royal Mail’s view is that the USO should be narrowed to reflect a range of products where there is
currently less competition provided for in the marketplace and equating to the minimum legal
requirements of the Postal Services Directive and Act - namely stamped mail, standard parcels, a
registered and insured product (such as Special Delivery non-account) and international surface and

airmail. It is the provision of these services which is the minimum required by EU and UK legislation.

Royal Mail believes that stamp prices should cover the economic costs of providing this service. Royal
Mail does not propose significant degradation of the USO activities of daily collection and delivery.
These are enshrined in the Postal Service Act and any changes are a matter for Parliament, but any
significant degradation in perceived quality would put at risk mail’s competitive position against other

media™®

Currently, it is understood that only the UK, Danish and Icelandic NPOs publish
regulatory accounts in sufficient detail for the accounting costs and profits of the USO
services to be ascertained publicly and therefore studies such as this cannot provide a
detailed comparison across countries unless the NPOs who do not publish their accounts
provide the information to the consultants. This has not been the case with this study as
the NRAs and NPOs have deemed the information confidential.*'

However, if the UK model is representative of other countries, then it is highly likely that
where business mail is included within the USO definition then this mail is likely to be
subsidising individual item mail (stamp), as may be explained by the following extract:

“As set out above, the USO operating profit before exceptional items of £215m continues to be driven
by 1st Class, Bulk Mail products (Mailsort, Walksort and Cleanmail) and other products such as
Packetpost and Special Delivery. This continues to mask the fact that stamped products generate
losses of £237m (2004-05 £281m), which are more than offset by profitable meter and account

products. From April 2005, Royal Mail started to address this discrepancy by introducing a higher price

% Source: Regulatory Financial Statements 2005-06 — Royal Mail Website.

Source: Regulatory Financial Statements 2006-07 — Royal Mail Website.
Source: ECORYS questionnaire to Royal Mail.
Although it should be mentioned that calculating the net cost of the USO is beyond the scope of this study.

39
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for 1st Class stamped mail than for metered or account products. This change has helped to reduce

losses in stamped products in the year.”*

Directive 2008/6/EC

Compared to Directive 97/67/EC as amended by Directive 2002/39/EC, Directive
2008/6/EC gives more attention to the subject of the financial burden or otherwise of
providing the USO and as such it is worth considering the actual text of the Directive and
the implications it may have for NRAs and NPOs in the future.

Not only does Directive 2008/6/EC reiterate the methods of potential funding available, it
also provides a framework (a ‘guidance’) for establishing if a net cost of the USO is
present.

Additionally we present a case study for Denmark below where the application of the
Directive 2008/6/EC appears to have been used in a study to ascertain if an NPO is
incurring a cost or is receiving a benefit from the provision of the USO.

Directive 2008/6/EC provides the following:

“The external financing of the residual net costs of the universal service may still be necessary for some
Member States. It is therefore appropriate to explicitly clarify the alternatives available in order to ensure
the financing of the universal service, to the extent that this is needed and is adequately justified, while

leaving Member States the choice of the financing mechanisms to be used.”

These alternatives include the use of public procurement procedures including, as provided for in the
public procurement Directives, competitive dialogue or negotiated procedures with or without the
publication of a contract notice and, whenever universal service obligations entail net costs of the
universal service and represent an unfair burden on the designated universal service provider, public
compensation and cost sharing between service providers and/or users in a transparent manner by

means of contributions to a compensation fund.

Member States may use other means of financing permitted by Community law, such as deciding,
where and if necessary, that the profits accruing from other activities of the universal service provider(s)
outside the scope of the universal service are to be assigned, in whole or in part, to the financing of the
net costs of the universal service, as long as this is in line with the Treaty. Without prejudice to the
obligation of Member States to uphold the Treaty rules on State aid, including specific notification
requirements in this context, Member States may notify the Commission of the financing mechanisms
used to cover any net costs of the universal service, which should be reflected in the regular reports that
the Commission should present to the European Parliament and Council on the application of Directive
97/67/EC”

The key term being used above is that of “net cost of the universal service.” Transparency
on this subject can be used to ensure a level playing field between the traditional USPs
and the CPOs due to the fact that claims and allegations can be verified. In line with

“2 Source Regulatory Financial Statements 2005-06 — Royal Mail Website.
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Directive 97/67/EC as amended by Directive 2002/39/EC (article 9 sub 4) the
introduction of this term underlines that that the NRAs have to be in a position to assess
and verify the cost or benefit of the USO in situations where the NPO is claiming that by
providing those services, it is incurring an “unfair burden.”

The Directive goes on to say:

“The principles of transparency, non-discrimination and proportionality, as presently provided for in
Directive 97/67/EC, should continue to be applied to any financing mechanism and any decision in this
area should be based on transparent, objective and verifiable criteria. In particular, the net cost of the
universal service should be calculated, under the supervision of the national regulatory authority, as the
difference between the net costs of a designated universal service provider operating under a universal
service obligation and not operating under a universal service obligation. The calculation should take
into account all other relevant elements, including any market benefits which accrue to a postal service
provider designated to provide universal service, the entitlement to a reasonable profit and incentives

for cost efficiency.”

From the above, we can see that Directive 2008/6/EC recognises that the NPOs may be
benefiting commercially from the provision of the USO. In particular, the provision of a
delivery network across a whole country may provide a benefit in terms of its
attractiveness to large volume business customers as a “one stop shop” for national
advertising campaigns.

Additionally the following is provided (Directive 2008/6/EC, annex I):

“National regulatory authorities are to consider all means to ensure appropriate incentives for postal
service providers (designated or not) to provide universal service obligations cost efficiently. Due
attention is to be given to correctly assessing the costs that any designated universal service provider
would have chosen to avoid, had there been no universal service obligation. The net cost calculation

should assess the benefits, including intangible benefits, to the universal service operator.
The calculation is to be based upon the costs attributable to:

(i) Elements of the identified services which can only be provided at a loss or provided under cost
conditions falling outside normal commercial standards. This category may include service elements

such as the services defined in Part A;

(i) specific users or groups of users who, taking into account the cost of providing the specified service,
the revenue generated and any uniform prices imposed by the Member State, can only be served at a
loss or under cost conditions falling outside normal commercial standards. This category includes those
users or groups of users that would not be served by a commercial operator that did not have an

obligation to provide universal service.

The calculation of the net cost of specific aspects of universal service obligations is to be made
separately and so as to avoid the double counting of any direct or indirect benefits and costs. The
overall net cost of universal service obligations to any designated universal service provider is to be
calculated as the sum of the net costs arising from the specific components of universal service

obligations, taking account of any intangible benefits.
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The responsibility for verifying the net cost lies with the national regulatory authority. The universal
service provider(s) shall cooperate with the national regulatory authority to enable it to verify the net

cost”

We therefore now have a requirement of the NRAs to endeavour to ensure that NPOs
“provide universal service obligations cost efficiently,” (in line with article 12 of the
Directive), which may mean that when NRAs are assessing any net cost of the USO may
only consider efficient costs rather than actual costs incurred. Additionally the above
includes the use of the term “intangible benefits” which in addition to the example
previously quoted may also include the potential brand value established by the NPO in
providing the USO, for example as a “trusted carrier.”

The following also provides that the provision of services such as pensions and postal
orders within the USO should not be compensated for by other postal operators, if such a
scheme is being considered.

“In cases where Member States decide to make accessible to the public, on their national territory,
additional or complementary services, with the exception of those relating to the universal service
obligations, as defined in this Directive, such as pensions and postal orders delivery in rural areas,
these services should not be subject to any compensation mechanisms requiring the contribution of
specific undertakings. Where appropriate, Member States may grant financing for such additional or
complementary services in accordance with the Treaty rules on State aid. Except in the case of
universal service provider(s), the authorisations may not be made subject to the obligation to provide

such additional services.”

As can bee seen from the above, Directive 2008/6/EC is far more specific in terms of
defining how the net cost of the USO should be calculated than the previous Directives.
In Directive 97/67/EC, Article 14 simply provides the basis of the cost allocation process
in the context of the following:

“The universal service providers shall keep separate accounts within their internal accounting systems
at least for each of the services within the reserved sector on the one hand and for the non-reserved
services on the other. The accounts for the non-reserved services should clearly distinguish between
services which are part of the universal service and services which are not. Such internal accounting
systems shall operate on the basis of consistently applied and objectively justifiable cost accounting

principles.”

All of these additional requirements will mean that NPOs will be required to keep very
detailed product costs, if they do not already, in order that the NRAs can meet their
responsibilities under the new directive. Even if the NPOs are currently undertaking
relatively detailed product costing there may be issues in terms of accuracy, as discussed
in section 3.2.1.

The cost of (elements of) the USO in the UK

In May 2008 Postcomm published a report (prepared by Frontier Economics and Postal &
Logistics Consulting Worldwide) pertaining to the net cost of elements of the universal

Main Developments in the Postal Sector 2006-2008



344

ECORYS A

service. The study focused on the impact of particular elements of the current universal
service on the costs and revenues of Royal Mail, and did not estimate the total cost of the
universal service.

The study identified six main universal service elements: (i) first class quality of delivery,
(i1) collection and delivery times, (iii) collections and deliveries per week, (iv) class of
mail, (v) bulk mail, and (vi) evening packet delivery service.

Frontier Economics (2008, p.3) observes:

“It is clear that the largest net cost arises from the requirement for Saturday deliveries and collections. If
the requirement were removed, Royal Mail could be expected to save over £320m of costs, but only
suffer a revenue reduction of around £55m. In contrast, there would be a significant revenue reduction
associated with a switch to a two day mail product. Without a radical re-structuring of Royal Mail’s
operations it is unlikely that Royal Mail would be able to reduce its costs in line with the reduction in
revenues, and as a consequence Royal Mail could be expected to be between £44m and £278m worse

off under such a move.”

The assessment also relies on the (uncertain) behaviour of Royal Mail itself, Royal Mail’s
competitors and clients. The same uncertainties were identified related to the impact of
the universal service on Royal Mail’s operations, costs and revenues, in particular the
impact on customer demand, baseline costs and volumes, cost changes, special deliveries
and prices.

Frontier Economics (2008, p. 3) concludes:

“Of all the scenarios we have considered, only the universal service requirement for Saturday
collections and deliveries imposes a significant constraint on Royal Mail. Maintaining first class quality of
service at its current level also imposes a constraint, but if the constraint were relaxed, it is likely that
Royal Mail would continue to incur many of the same costs but these would instead be driven by the
requirements of the Special Delivery product. Introducing a two day service would be likely to result in
increased competition and provide an opportunity and incentive for Royal Mail to reduce costs
significantly by optimising its mail centre and delivery office network. If it failed to do so it is likely that

there would be a significant negative impact on the profitability of Royal Mail.”

The cost of the USO in Denmark

Recently, a study for the Danish Chamber of Commerce has been published. The study
was prepared by Copenhagen Economics (2008) and was titled “What is the cost of Post
Danmark’s universal service obligation?”

The study recognises an important issue that prior to full market opening, politicians will
need to know if the NPO does in fact carry a financial burden in fulfilling its USO
requirements, however these are defined:

“Today, Post Danmark is compensated for the USO by a legal monopoly on the delivery of small letters.

Once the postal market is liberalised, however, it will lose the monopoly. Danish politicians must
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therefore consider whether and how Post Danmark should be compensated for the USO. The new EU
Postal Directive acknowledges the need for USO compensation if it represents an unfair financial
burden on the postal operator. It is, thus, important to determine whether this is the case for Post

Danmark.™®

It also states that the methodology used is consistent with the requirements of Directive
2008/6/EC. To this end, the study not only considers the costs encountered by the NPO,
but also the benefits.

Further, it provides a critique of previous methods adopted in calculating the USO cost,
namely the Net Avoided Cost and the Entry Pricing approach, and provides some
evidence to suggest that neither of these methods are particularly robust in meeting the
overall aim of establishing the net cost as defined in the Directive.

The study considers the costs and benefits of a number of USO requirements:
1. Nationwide delivery;

Six day delivery versus a five day delivery;

Free delivery for the blind;

Other products;

Uniform prices;

Quality of service and compensation;

Letter box collections;

Post office outlets;

. Competitive advantages (i.e. brand value, goodwill, etc.);

10. Accounting requirements.

© 0 NS L A W

Each of these have been analysed and a value established as to if it is a net cost, nil
impact, or benefit.

In terms of the method used, the following extract provides a high level description
(Copenhagen Economics 2008, p.23):

“In the first step, we will examine what Post Danmark would optimally do if not subject to a certain USO
requirement. We first assess whether Post Danmark would do anything different at all, i.e. examine
whether the USO requirements constitute a real constraint for Post Danmark. A requirement is not a
burden if Post Danmark would do the same, regardless of whether the requirement is in place or not. As
an example, the requirement for next-day delivery of 93 per cent of the letters is hardly a real constraint,

because Post Danmark has voluntarily chosen to offer an even higher service level in this respect.

In the second step, we will calculate which costs Post Danmark could save by making other choices and
thus choosing a business model not meeting the USO requirements. In order to do this, we will first
describe the relevant commercial options which Post Danmark could consider in the absence of the
USO.

43 Copenhagen Economics (2008, p. 6).
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In the third step, we calculate the income that Post Danmark would lose with each of the alternative
commercial options. Among other things, we will calculate how much Post Danmark’s revenue would

decrease if it did not deliver mail on Saturdays. This revenue is called incremental revenue.

The incremental revenue includes a direct and an indirect element. The direct element is the revenue on
products which would disappear immediately. As an example, we expect that Post Danmark would lose
its revenue on Saturday newspapers if it stopped delivering mail on Saturdays. The indirect element is
the revenue that Post Danmark would lose on its other products. We expect that several newspapers
would let the competitor Bladkompagniet deliver the entire week’s newspapers if Post Danmark stopped
delivering Saturday newspapers. This would mean that Post Danmark would also lose its revenue from

newspapers on Monday to Friday.

In the fourth step, we add it all up and calculate Post Danmark’s net cost in connection with the USO as

the costs saved less the income lost.”
The reports came to the following conclusions (Copenhagen Economics 2008, p.6):

“On the one hand, we estimate USO costs for Post Danmark to DKK 150 million, or 1.5 per cent of its
total costs. The costs are primarily driven by two requirements: the obligation to deliver mail six days per

week and the obligation to provide free services for the blind.

On the other hand, we conclude that Post Danmark also has a number of competitive advantages as a

result of both the USO and Post Danmark’s historic monopoly status.

These advantages have not been included above. However, they do have a considerable impact on
competition. If Denmark follows the example of other countries in which the old monopolies have
already been exposed to competition without being compensated for the USO, Post Danmark will
maintain a market share of over ninety per cent for many years to come. This indicates that the USO will

not weaken Post Danmark, even if it is not compensated for.

We conclude that the burden of the USQO is not unfair for Post Danmark. Hence, there is no need to
compensate Post Danmark for the USO, neither financially nor by imposing special obligations on other

players on the market.”

Although it is not for this study to comment on the robustness or otherwise of this study
by Copenhagen Economics, it is reasonable to say that each Member State will need to
consider how it will meet the requirements of Directive 2008/6/EC.*

The above appears to provide a reasonable benchmark for NRAs to consider if they are
currently receiving cost information in sufficient detail that would enable them to
undertake similar exercises. It should be mentioned that Danmark Post is disputing both
the outcomes of the study and its underlying assumptions, which also points to the
challenge to reach generally accepted estimations of the net cost of the USO.*

* Itis also known that Postcomm (UK) is also conducting a study in terms of the Cost of the USO and it will be of interest

when that is published to compare the methodology and findings with the approach outlined above.

% Private communication with Post Danmark.
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Summary of main findings and conclusion

Transparency of NPO accounts

The level of transparency (in particular level of detail) of NPO’s cost data and accounting
is still extremely varied and therefore very inconsistent across Member States. The
transparency referred to here applies to that of sight by the NRA, as regulatory accounts
are usually not published in the public domain (only three countries, DK, IS and the UK
make some form of detail available to the public).

In particular, it seems that the level of focus from NRAs on cross-border remunerations is
minimal. Based on the information available to ECORYS, it appears that in the main the
requirements of Article 14 are being met (separate accounts at least for each of the
services within the reserved area on the one hand and for the non-reserved services on the
other), but it is very unlikely that in many cases the requirements of Article 12 are being
met (in particular, ensure that the tariffs for each of the services [and hence also
international mail] under the USO are geared to costs).

In conclusion, the following extract from WIK-Consult (2006) still remains valid:

“It appears that NRAs generally lack the accounting data required to evaluate whether individual
agreements and special tariffs comply with the pricing principles of the Directive. Taking into account
these practical problems of implementation, the new directive should specify more clearly and perhaps

more carefully, precisely which level of accounting separation is to be required and reported to NRAs.”

Directive 2008/6/EC re-iterates and goes further than Directive 97/67/EC as amended by
Directive 2002/39/EC in that the NRAs will require detailed cost data at product level in
order to meet the needs of the Directive, but in the view of ECORYS could have been
more prescriptive on how the NPOs report to the NRAs.

Price regulation

The vast majority of countries still appear to be controlling prices more in terms of
“affordability” rather than any other dynamic. However, considering the varying price
movements and the substantial price rises in some Member States, this type of control
may not best suit the interest of consumers. Only three countries stimulate efficiency
improvements through using an RPI minus regime for (part of) the prices that are
regulated (DE, PT, UK). Uniform tariffs remain the norm across countries for USO
services.

In countries where a reserved area is retained, the most frequent form of control is that of
cost based, ex-ante price regulation. In the opinion of ECORYS, the accuracy of data and
level of detail available from the NPO and the expertise of the NRA in analysing the data
make it a challenge for the NRA to assess whether prices are actually geared to cost. This
also holds true for ex-post price control based on cost.

One of the major factors influencing cost allocation at a product/service level are traffic

volumes, for which the postal industry is notable in its inability to record certain types of
mail accurately.
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In the countries that have fully liberalised their postal markets, the NPO within the UK
has a complicated form of RPI minus price regulation that extends beyond the USO area,
analysed across two baskets, “captive” and “non-captive”, and extended to include
downstream access services through regulating the minimum price difference between
access prices and the prices of comparable bulk retail products. Recently, most bulk
products (non-captive) were removed from the USO definition, but not from the price
control. This contrasts with the liberalised market of Sweden where it is only first class
single item mail that is subject to price control. In Germany, a form of RPI minus has
been introduced in 2008, with prices for services provided by operators with a dominant
market position (the NPO) subject to ex-ante approval. The proposed formula is RPI
minus 1.8%.

Although it may be perceived as reasonable for NPOs to have a price cap linked to RPI,
the consequence is that in most Member States there is little or no incentive for the NPOs
to reduce costs in real terms. This is even more so for cost based price regulation.

In the build up to full market opening, the powers of NRAs in terms of pricing may need
to be strengthened considerably in order that, prior to competition developing, the NRA is
in a position to model the impact of competition on the NPO’s pricing. Simply
controlling prices by linking it to a RPI cap is unlikely to be sufficient. It is important to
note that data accuracy will play a key role in the NRA’s ability to understand and
analyse the NPO’s cost data.

The practice of NRAs

The core practices of NRAs across Member States appear fairly standard. They are
involved in some way in price controls and tariff setting, albeit in varying degrees of
involvement. All are involved in some form or other in ensuring the delivery of the USO
requirements, including QoS targets. Also, all NRAs have a role in establishing
complaints and redress procedures, although few actively deal with individual
complaints.

The vast majority require the NPO to maintain accounting systems and periodically
review the data, but not all require the data on a regular basis. A high proportion requires
data from other postal operators (all countries apart from IE and NL), but this tends to be
minimal compared to the requirements of the NPO.

Various NRAs have been active in commissioning market surveys and customer
perception studies (CZ, DE, FI, GR, NL, IE, LT, MT, PL, PT, RO, SE, SI, UK). Others
undertake public consultations on key issues (BE, FR, 