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ANNEX 1. ROYAL MAIL’S UNIVERSAL SERVICE
AND PRICE CONTROLLED PRODUCTS

Figure 10: The relationship between the universal service and price-controlled products
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Notes:
1. PPI (1 & 2) are not required to be provided as universal services under Condition 2 of Royal Mail’s licence.
 They can be classified as universal services by virtue of being provided under Royal Mail’s Inland

Letter Post Scheme, made under section 89 of the Act.
2. Access products are not price controlled but headroom protected.

Price and margin
controlled:

Universal:
Support and other services
included in Royal Mail’s
Schemes (Section 89) e.g.:
Certificate of Posting
Business Collections
Keepsafe
Poste Restante
Articles for the Blind
International Signed For
HM Forces
Electoral Letter
Petition to Sovereign or
Parliament

Universal and
price controlled:
Stamp (1 & 2)
Metered (1 & 2)
Standard Parcel
Airmail
International Surface mail
Special Delivery (Next Day)
Recorded
Redirections (12 months)
Cleanmail (1 & 2)
Mailsort 1400 (1 & 2)

Response Services
(1st, 2nd & Licence Fees)
PPI (1 & 2)
Mailsort (1 & 2) 120
Mailsort (1,2 & 3) 700
Mailsort (3) 1400
Presstream 1 & 2
Packetpost 1 & 2
Packetsort 8 (1 & 2)
Walksort (1 & 2)
Access 1400
Access 120
Access 700
Access Walksort
Private Boxes transfer
to PO Box (12 months)
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ANNEX 2. COMPETITIVE IMPACT OF
VAT DISTORTION

The following chart shows the indicative competitive impact of VAT distortion in the UK.
The Letters market for VAT non-recovering customers*

Figure 11: Fifty percent of the market is unable to fully recover VAT on purchases;
Financial Services represent 43 per cent of this market

VAT Recoverers 50%
(The majority of UK Ltd
businesses, PLCs and public
organisations such as councils)

VAT Non-recoverers 50%

Consumer 31%

Finance 43%
Top 15 FS companies (28%)

Government 13%

SMEs 5%

Charities 3%

Education 3%

Prof Bodies 2%

*No VAT applied.
Source: Royal Mail Data 2002.

Figure 12: Make-up of the VAT non-recovering customers

3877_First submission_body_aw:3794_Response to Gov_aw  16/6/08  10:39  Page 52



ANNEX 3. COMPARISON OF UNIVERSAL SERVICE
SPECIFICATIONS IN EUROPE

INTRODUCTION
The European Postal Services Directive34 (‘the Directive’) sets certain minimum
requirements for the universal service but leaves the detailed definition of the universal
service in the hands of Member States. Therefore different Member States have adopted
different definitions, many of which are narrower than in the UK.
The UK has one of the highest universal service specifications in Europe, and for the basic
weight stamp product it is priced at well below the European average.

ANALYSIS
The universal postal service in each EU Member State reflects the historical development
of postal services and what people in each country have come to expect.

The minimum requirement for the universal service provided by the Directive is that
(subject to certain exceptions) Member States must ensure the provision at an affordable
price of at least:

• one collection from appropriate access points;

• one delivery to all addresses;

• every working day (in many countries this is taken to be five days per week
but in the UK the universal service requires a six day delivery for letters);

• in respect of postal items up to 2 kilograms and domestic packages up to
10 kilograms (which may be extended to 20 kilograms), up to 20 kilograms
from other Member States; and

• a service for registered and insured items.

The Directive refers to a universal service of a ‘specified quality at all points in the
territory’ and also provides that ‘Member States shall ensure that quality of service
standards are set and published in relation to the universal service in order to guarantee
a postal service of good quality’.

The Directive does not specify what specific services should be included in the universal
service. The historic differences between Member States mean that in some the
universal service includes services such as the delivery of newspapers and periodicals,
financial services and the provision of post offices, but in others it does not. The number
of days that post is delivered and delivery times vary as well. There is a similar range of
experience and historical precedent in respect of whether post is delivered to the door,
to post boxes in an apartment building, or to the apartment building superintendent.
In some Member States, the postman has to use a key to open the mailbox of each
household, only the postman and the householder have a key to open the mailbox.
Table 2 provides a summary of these differences.
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34 Directive 97/67/EC as amended by Directive 2002/39/EC. Postcomm’s Strategy Review, p.62,
August 2007, Emerging Themes.
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UK

Table 2: Comparison of Universal Service specifications across the ten largest European
countries (by population, EU-25)

Country Scope
Quality

of service
Deliveries
per week

1st, 2nd class, bulk mail,
registered and insured <2kg,
parcels <20kg, Special Delivery
and International outbound,
Mailsort and Cleanmail (plus
some minor services)

D+1 93%
D+3 98.5%

6

Other

Germany Letter items <2kg
Parcels <20kg
Newspapers and magazines
Registered and insured items
Cash-on-delivery items

D+1 80%
D+2 95%

6 Post Offices
are opened
throughout
the entire year
(self-commitment)

France Letter mail <2kg
Parcels <20kg
Addressed catalogues
and magazines

D+1 85%
D+2 95%

6

Netherlands Items of correspondence <2kg
Domestic parcels <10kg
International parcels <20kg
Registered and insured items
P.O. Boxes
Bulk mail is not part of the USO

D+1 95% 6

Italy Mail items <2kg
Parcels <20kg
Registered & insured items

D+1 87%
D+2 98%

5

Spain Postal items <2kg
Parcels <10kg
Newspapers, magazines, books
Registered and insured items

D+3 90%
D+5 98%

5

Poland Letter mail <2kg
Parcels <10kg
Insured parcels <10kg
Ingoing int’l items <20kg
Registered and insured letters <2kg
Money orders

D+1 82%
D+2 90%
D+3 94%

5

Greece Postal items <2kg
Postal packages <20kg
Registered and insured items
Newspapers and magazines

D+1 85%
D+3 99%

5

Belgium Postal items <2kg
Parcels <10kg
Ingoing int. parcels <20kg
Registered and insured items
Newspapers, magazines

D+1 94%
D+2 97%

5 Average waiting
time in Post Offices
<4 minutes

Portugal Correspondence, books,
catalogues, newspapers <2kg
Postal packages <20kg
Registered and insured items

D+1 93% 5 Maximum waiting
time in Post Offices
under 10 minutes
>70% of
occasions

Source: Postcomm’s Strategy Review, 2007 & PwC report ‘The Impact on Universal Service of the
Full Market Accomplishment of the Postal Internal Market 2009 – Annexes’.
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ANNEX 4. ROYAL MAIL REVENUE AND PROFIT
FOR 2006-07

INTRODUCTION
Annex 3 shows that the Universal Service specification for the UK postal market is greater
than many of its European Peers, however, for a long period, political pressures have
kept the pricing of many products at below cost. In this annex we provide some examples
of products included within the Universal Service definition where costs exceed price.
This analysis is based on costs which are expressed on a fully allocated basis, using
Royal Mail’s cost allocation methodology.

ANALYSIS
Royal Mail’s Regulatory Financial Statements indicate that a number of products in
Royal Mail’s Price Control are loss making.

The table above summarises the operating performance before exceptional items for
Royal Mail by major product group in 2006-07.

In total, Price Controlled area revenues fell by £28 million (0.5 per cent) compared to
2005-06. This included the impact of the significant increase in access, which showed
a 111 per cent increase in volumes to 2.46 billion items, and a £174 million increase in
revenues, offset by the decline in bulk mail of £176 million. Postcomm does not agree
with Royal Mail’s cost allocation that shows such a large negative margin on access,
shown above at -13.5 per cent35.

It can be assumed that without the universal service obligation, a profit-maximising operator
would withdraw some or all of the services for which avoidable costs exceed price or
increase its prices for loss making services. Royal Mail is prevented from doing this because
of its licence obligation to provide a universal service at a geographically uniform price.

Table 3: Price Controlled area performance
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35 See Postcomm’s ‘Review of Royal Mail’s pricing flexibility and level of access headroom, August 2007’.

Product Revenue Profit Margin (%)

1,700 121 7.1

Operational
Volumes

4,156

2C stamp/meter/PPI 1,055 (139) (13.2) 4,345

Bulk Mail 1,472 (61) (4.1) 7,600

Downstream Access 325 (44) (13.5) 2.434

Other 1,407 111 7.9 1,988

Total loss 5,959 (12) (0.2) 20,523

Source: Royal Mail’s Regulatory Financial Statements 2006-07.

1C stamp/meter/PPI
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ANNEX 5. KEY CHANGES TO THE ROYAL MAIL
LETTERS PORTFOLIO SINCE 2006

INTRODUCTION
The table below highlights the key changes to Royal Mail’s letters portfolio since the
introduction of full competition in 2006. The lack of new product development suggests
that Royal Mail has concentrated more on price-related competition rather than innovation.

Since the introduction of the current price control (April 2006), Royal Mail has made
41 changes to its products and services. These changes range from a small modification
to the terms and conditions for a product to a completely new pricing structure with
Pricing in Proportion.

Royal Mail has introduced five new products during this time. Postcomm has deemed
just one of these products substantially similar to a price controlled product and as
such included it in the price control. Royal Mail has also introduced an additional four
products that were previously only offered as bespoke solutions.

Royal Mail has requested exemption from the pre-notification and publication
requirements set out in Condition 7 of its licence for five products in the past 15 months.
Postcomm has, by Direction, approved three of these exemption requests and is currently
in consultation on the remaining two products. In addition, Royal Mail has requested
exemption from the three-month pre-notification requirement for product trials to allow
more rapid development of new products and services. Postcomm approved Royal Mail’s
request to reduce the notification period for trials to one month in August 2007, but Royal
Mail has not as yet undertaken any trials under this reduced notification period.

Table 4: Examples of Royal Mail’s proposed new products

Date New product Postcomm decision

21/07/06 Business Mail Secure Not substantially similar

15/12/06 Automated Standard Large Letter
(ASTLL)

Substantially similar

20/12/06 Cleanmail Advance Not substantially similar

09/03/07 Royal Mail Tracked Not substantially similar

03/04/07 Royal Mail Heavyweight Not substantially similar
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ROYAL MAIL’S PROPOSED PRICING CHANGES SINCE 2006
Royal Mail asserts that regulation is hindering its ability to react to competition.
Postcomm openly welcomes innovative initiatives from Royal Mail, however Postcomm
believes that instead of innovating Royal Mail often opts to react through tactical pricing
measures, which are insufficient to improve its financial or competitive position.

The table below shows the pricing initiatives Royal Mail has proposed since 2006.
It summarises the main points of each proposal, details Postcomm’s response, and provides
brief descriptions and the competitive incentives for Royal Mail to propose such changes.
Aside from the relatively smooth implementation of Pricing in Proportion in August 2006,
Royal Mail has, as yet, been unable to implement any of these proposals, and they appear
to have been developed in response to competitive activity rather than responding to the
needs of Royal Mail’s customers or introducing innovation into the market.

57ANNEXES

Royal Mail withdrew proposals
after review by Postcomm

Table 5: Summary of Royal Mail Proposed Pricing Changes 2006 – present

Status

March 2006

Date

Term Contracts

Royal Mail
proposal

Access and
E2E competition

Response to

Discount structure
based on volume
contracted

Key features

Royal Mail received
widespread criticism of its
proposals and modified them.
Postwatch issued a statement
of agreement to the proposals
in January 2008 and
Postcomm did not intervene.
Royal Mail is able to imple-
ment its modified proposals

April 2006 Changes to
Special Delivery
(Next Day)

Health and
safety of delivery
personnel

Jewellery and
other items
defined as
‘valuable’ would
be excluded from
Special Delivery

Royal Mail re-submitted
zonal proposals

July 2006 1st Zonal Pricing
Application

E2E competition Price of most Bulk
mail would reflect
the destination of
each item

Final proposal implementedAugust 2006 Implementation
of Pricing in
Proportion

Cost reflectivity
of pricing

Size and weight
based pricing

Postcomm rejected
zonal proposals December
2007 due to unreasonable
changes to customers and
price discrimination

February 2007 2nd Zonal Pricing
Application

E2E competition Introduced a
London zone
and consequently
modified other
zones

Postcomm has approved
this request

March 2007 Price rebalancing
(increased
flexibility)

Access and
E2E competition

Greater flexibility
to raise some
product prices at
a faster rate

Postcomm rejected this
application due to inadequate
costing support

March 2007 Access headroom Access
competition

Reduce minimum
headroom levels
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Table 5: Summary of Royal Mail Proposed Pricing Changes 2006 – present (continued)

StatusDate
Royal Mail
proposal

Response to Key features

Postcomm rejected zonal
proposals December 2007
– as above

July 2007 Modified zonal
pricing application

E2E competition Introduce changes
to improve the
cost reflectivity of
Presstream prices

Postcomm rejected zonal
proposals December 2007
– as above

December 2007
(for April 2008)

Term Contracts
(version 2)

Access and
E2E competition

A single discount
structure for all
eligible products
and volumes.
Available to
access customers

Under investigation
by Postcomm

December 2007
(for April 2008)

Volume related
discount

Competitors’
unsorted product
offerings

Discount based
on savings in
collection costs
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ANNEX 6. ROYAL MAIL LETTERS’ CURRENT
PERFORMANCE COMPARED TO 2006-10
PRICE CONTROL ASSUMPTIONS

INTRODUCTION
The following tables present the financial outturn data provided by Royal Mail and
compare this with those assumed in setting the 2006-10 price control.

ANALYSIS
Table 6 below shows the differences between Royal Mail Letters’ financial performance
in 2006-07 against the assumptions used for the price control. These demonstrate a
difference of approximately £500 million between the assumed and actual performance,
measured as the cash flow of the regulated business.

If the volumes or efficiency levels that a regulated company achieves differ from the
assumptions used when modelling the price control, then the company’s operating
cash flow will inevitably depart from that modelled.

In addition, it is an essential part of incentive based regulation that productivity
payments and customer compensation payments should be funded either by the
company outperforming the price control or else by the shareholder.

Table 6: Comparison of Royal Mail’s outturn financial performance with assumptions
used in setting the price control
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Revenues

2006/07 £m

6,921

Price Control
Assumptions

6,969

Outturn

48

Costs (excluding depreciation & one-offs) (5,905) (6,565) (660)

Operating Profit (Royal Mail Letters) 1,016 404 (612)

Cash flow (Royal Mail Letters,
excluding Share in Success)

289 91 (198)

Cash flow (Regulated Business,
excluding Share in Success)

298 (159) (457)

Share in Success Payments – (72) (72)

Total Cash Flow (Regulated Business) 298 (231) (529)

Difference

Source: Royal Mail’s Regulatory Financial Statements 2006-07 and additional supporting data provided to
Postcomm, Postcomm’s Final Proposals, Postcomm’s Interim Review and further Postcomm analysis.
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The gap is larger for the regulated business (i.e. the combination of price control
products and USO products), reflecting a change in the scope of Royal Mail Letters
between the definition agreed with Royal Mail in modelling the price control and the
definition used in the regulated accounts for 2006-07. The outturn for Royal Mail Letters
includes £253 million of profit generated by other products36 reported within the Royal
Mail Letters’ business unit in the regulatory accounts, but not included in the scope of
Royal Mail Letters within the Final Proposals.

Postcomm and Royal Mail have undertaken a detailed exercise to agree an analysis of
the reasons for the difference in cash flow. Our joint conclusions of the main reasons for
the differential are summarised in Table 7 below:

Table 7: Comparison of outturn cash flow for Royal Mail’s regulated activities with price
control assumptions – agreed reconciliation

Price control model – cash flow

2006-07 £m

298

Impact of rephasing of revenues over price control period (timing impact only and
requested by Royal Mail)

(128)

Volume impact (revenues) (58)

Volume impact (costs) (69)

Productivity bonuses (98)

Share in Success bonuses (72)

Additional contract labour costs (56)

Compensation, including quality of service penalties (35)

Efficiency shortfall (55)

Timing of pension contribution payments (40)

Capital expenditure not made 90

Other (8)

Out-turn cash flow (231)

Agreed difference

36 For example non-mails products, such as philately.
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We consider that the reconciliation demonstrates that whilst Royal Mail’s cash flow
has been worse than expected under the price control, the majority of this has related
to a combination of:

• Timing of revenues and payments which will reverse in future
years (£168 million);

• Bonuses paid in the period despite performance being weaker than
assumed in the price control (£170 million); and

• Volume impacts (£127 million), where both Royal Mail and Postcomm
forecast rising volumes, whereas in fact volumes have declined.

The price control does include a volume adjuster to protect Royal Mail from the cost
impact of declining volumes – however, even when triggered, this only impacts the price
control allowances in the following year, when the prices are re-set based on the volume
adjuster formula.
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ANNEX 7. KEY EFFICIENCY INITIATIVES IN
SELECTED POSTAL MARKETS

The table below provides examples of efficiency initiatives undertaken by incumbent
operators in other postal markets which have driven substantial cost savings. They tend
to involve a combination of increased automation, increasing work-sharing arrangements
along the mails value chain, and labour restructuring to reflect the changing business
models required to drive efficiencies.

Table 8: Key efficiency initiatives in selected postal markets

80% of USPS volumes
are handled upstream by
3rd parties.

Letter distribution
efficiencies include:
Increased automation
targets: i.e. increase
delivery point sequencing
automation from 77% to
95% by 2010.

Postal Automated
Redirection System –
reducing the cost of mail
forwarding during the
sortation process.

Intelligent Mail – increasing
the sophistication of using
barcodes as the basis of
product enhancements,
including enhanced
sortation and tracking
through the system.

USPS Strategic
Transformation Plan,
2006-2010.

USA

Deutsche Post sub-con-
tracts various areas of
transport – reducing costs
and making cost base
more flexible.

Initiatives since 2003-04
include: Joint deliveries
in rural areas, reducing
the number of sortation
centres, transport
optimisation (air to road),
new sortation equipment
and delocalised sortation
for direct mail.

Deutshepost is most
recently investigating
the efficiency potential
in integrating its mail and
parcels networks.

Germany

In 1995-2000, sortation
automation improvements
the number of sorting
machines increased 771%.

TNT announced a
Masterplan in Dec 2006
to achieve 300 Euro savings
to 2015.

Labour restructuring is
driving current initiatives,
and TNT announced
in April 2007 that it is
reducing its workforce by
6,000-7,000 and freezing
wages for three years.

Netherlands

France has been
worksharing since 1967,
using 3rd parties to collect,
sort and prepare mail and
parcels. In 2005 3rd party
outsourcers processed
9.3bn items of mail for
La Poste. Mailing Houses
and Consolidators process
more than half of La Poste’s
bulk mail.

France
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ANNEX 8. INTERNATIONAL EFFICIENCY
COMPARISONS

The following shows a range of efficiency comparators of incumbent postal operators.

Figure 13 has been withdrawn.
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The table below shows efficiency comparisons for selected postal incumbents measured
as revenue per employee. It should be noted that revenue per employee reflects not only
different levels of efficiency but also different price levels, therefore operators with higher
prices will appear relatively more efficient on this indicator.

Figure 15: Relative EBIT margins of European operators at 2005
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Figure 14: Revenue from all postal activities per employee
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The figure below illustrates automation sorting rates for selected European incumbents.

Figure 16: Automated sorting rates for selected European USPs
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ANNEX 9. POSTCOMM’S ASSUMPTIONS IN ITS
HIGH-LEVEL MODEL OF ALTERNATIVE
OUTCOMES FOR THE FUTURE OF
ROYAL MAIL

A summary of the assumptions are as follows, where they differ between the two
scenarios. These assumptions are based on a combination of Postcomm assumptions,
and extrapolations of existing Royal Mail data. The assumptions are intended to reflect
two possible scenarios only.

The final assumption is indicative to illustrate the impact of a small adjustment in
price controls, and does not reflect Postcomm’s view of the likely outcome of a full
price control review. All other assumptions are identical between the two scenarios.

All calculations start with numbers which are taken from information provided in
respect of Royal Mail Letters actual performance for 2006-07.
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Efficiency improvements

Input factor

Flat at 2% per annum

Managed decline

Rises to 5% per annum

Transformation

Cost Marginality (ability to change
costs with changes in volume)

50 per cent from 2008-9 onwards 60 per cent

Cost phasing (time taken for costs
to respond to volume changes)

2 years (0%, 100%) Immediate

Volume growth Average decline of 2-3% per annum

Packet growth initially 5% then falls
to 1% per annum

Average decline of under
1% per annum

Packet growth initially 7% then rises
to 15% per annum

Wage inflation Average of 2% over RPI per annum Average of 0.5% over RPI per annum

Capital expenditure Approximately flat at current levels Rises to approximately double
current levels

Share in success Not paid Paid

Outsourcing None assumed Some cost savings

Changes to price control assumptions
with effect from 2010-11

RPI + 1 for first and second class
products, others RPI – 1

RPI – 1 for all

Table 9: High level model assumptions
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–ANNEX 10. CHANGES IN ACCESS HEADROOM
PRIOR TO IMPLEMENTATION OF
‘HEADROOM’ REGULATION

INTRODUCTION
Postcomm considers that ex ante regulation in the downstream access market is still
necessary to protect emerging competition, and the customer benefits that this is
delivering, from anti-competitive responses from Royal Mail such as ‘margin squeeze’
tactics. Margin squeeze would occur in the postal industry if Royal Mail narrowed the
difference between access prices (the price it charges other operators for its downstream
delivery operation) and the prices of its analogous retail products to the extent that the
price differential became insufficient to cover its own upstream costs.

ANALYSIS
The table below shows the absolute and percentage changes in access headroom
between 2003-04 and 2004-05 in the period immediately preceding ‘headroom’
regulation. The table shows the absolute and percentage margins for the full set of
access products. Royal Mail has reduced the absolute margin available for all products
since access was introduced in 2003-04, except Access 1400, which has
seen the percentage margin decrease.
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Table 10: Change in headroom for 0-60g access products between 2004-05 and 2003-04

Access Product Change in headroom (pence) Change in headroom (%)

Source: Postcomm Initial Proposals, June 2005.

1400 0.6% -0.4%

120 (letters) -1.2% -2.2%

120 (flats and packets) -1.3% -2.2%

120 (OCR) -9.9% -6.9%

120 (CBC) -10.4% -7.4%

700 (CBC) -12% -8.9%
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68 POSTCOMM’S FIRST SUBMISSION TO THE INDEPENDENT REVIEW OF THE POSTAL SECTOR AMENDED MAY 2008

The margin from the more recently introduced access products (120 OCR and CBC and
700 CBC) is significantly smaller than for the other products (see the table below). These
figures are part of the concern of new entrants that Royal Mail is squeezing the available
margins, thereby making it more difficult for them to compete effectively upstream.

1400

Table 11: Access Prices and the Analogous Retail Product Prices – 2004-05

Access Product

120 (letters)

120 (flats and
packets)

120 (OCR)

120 (CBC)

700 (CBC)

Walksort

13.150

Access Price (p)

13.630

14.250

13.000

12.900

12.850

11.750

Mailsort 1400 2

Closest Retail
Product

Mailsort 1400 2
(residues)

Mailsort 1400 2
(residues)

Mailsort 120 2
(OCR)

Mailsort 120 2
(CBC)

Mailsort 700 2

Walksort 2

18.270

Retail Price (p)

19.320

19.320

16.560

16.350

15.930

13.860

5.120

Headroom (p)

5.690

5.070

3.560

3.450

3.080

2.110

28.02

Headroom (%)

29.45

26.24

21.50

21.10

19.33

15.22

Source: Postcomm analysis based on Royal Mail information.
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ANNEX 11. ROYAL MAIL’S ACTUAL AND
FORECAST UNIT COST TREND,
2005-06 TO 2009-10

INTRODUCTION
In determining the Final Proposals for Royal Mail’s current price control, Postcomm set
Royal Mail a volume adjusted real unit cost efficiency target of 3 per cent per annum. During
the Interim Review we identified that though Royal Mail has performed well during 2006-07,
it has failed to meet the 3 per cent target. More of a concern, however, is Royal Mail’s
forecast cashflows, which include operating costs that represent an annual volume adjusted
efficiency of 0.6 per cent. It is this failure to control costs and meet the targets set at the time
of the price control that are the key drivers behind Royal Mail’s financial forecasts.

ANALYSIS
During the Interim Review, Royal Mail provided actual operating cost data (for 2005-06
and 2006-07) and forecast data for the period 2007-08 to 2009-10.

The table above shows that Royal Mail’s forecast unit cost trend for the period 2005-06
to 2009-10 is an annual saving of 1.6 per cent before adjusting for volume level and mix
effects. Using Royal Mail’s models, Postcomm has estimated that the volume effect over the
period is 1 per cent. This means that the forecast unit cost trend for the period is only 0.6
per cent, after adjusting for volume level and mix effects. This unit cost trend is considerably
lower than the target unit cost trend (3 per cent) set at the time of the Price Control.
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Table 12: Postcomm estimate of Royal Mail Letters’ efficiency over the period 2005-06
to 2009-10 based on Royal Mail’s forecast

£m 2005-06 2006-07 2007-08

6,496 6,565 7,100

2008-09

7,008

Source: BPM (Business Planning Model), Royal Mail’s ‘Response to Condition 17 Requirement to Furnish Information on
Access headroom and Efficiency’, June 25 2007, Royal Mail’s SPM (Strategic Planning Model) and Postcomm analysis.
*Disallowable costs include depreciation and compensation. CAGR = Compound Annual Growth Rate.

2009-10

6,840

CAGR

Disallowable costs* (91) (70) (186) (87) (89)

Remove pensions (465) (629) (639) (626) (590)

Adjusted
cash costs

5,940 5,866 6,275 6,295 6,161

Inflation 2.9% 2.7% 2.7% 2.5%

Real costs (2005-
06 prices)

5,940 5,701 5,937 5,800 5,538 (1.7%)

Volume (m) 24,739 24,089 25,143 24,962 24,563 (0.2%)

Unit cost (p) 24.0 23.7 23.6 23.2 22.5 (1.6%)
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ANNEX 12. INTERNATIONAL PRODUCT
INNOVATION TO COMPLEMENT
DIGITAL COMMUNICATION

Postcomm believes that Royal Mail understates those aspects of mail that valuably
differentiate it from other media and the extent to which these can be capitalised upon
by product innovation. These include the personal and highly targeted characteristics
of hard copy communication, together with the universality and accuracy of its address
lists. The larger European and the North American mail operators are further advanced
than Royal Mail in differentiating mail in the electronic world.

In the table below we provide examples of product innovation employed by international
postal operators to complement digital communication.

USA

“Another example of how
we adapt our service port-
folio to the specific needs
of the market is ePOST
CLASSIC, PrintCom’s
electronic mail service.
The tasks of PrintCom’s
special production centers
range from electronic
data reception to printing,
folding, enveloping and
franking right up to hand-
over to mail delivery, and
archiving of print data.”

[Source: www.deutschep-
ost.de/dpag]

Germany

“Leave your letter in the
form of an electronic file
with La Poste’s secure
automated service. La
Poste will then print out
your letter, put it in an
envelope, stamp it and
see that it is delivered by
the postman. All of your
correspondence is dated
as soon as you upload
your letter, with the post-
mark serving as legal
proof that the letter has
been sent.”

[Source: www.laposte.com/
spip]

France

“The Pacsoft Online service
is an Internet-based TA-
[Transport Administrative]
service which has been
developed for use by
Posten’s credit customers
free of charge. Pacsoft
Online is Sweden’s
most utilised system
for production of transport
documents, tracing of
goods and EDI
communication.”

[Source: www.posten.se/c/
eng_pacsoft]

Sweden

Table 13: International postal operators’ product innovation to complement
digital communication
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Click-N-Ship allows
customers to print postage
and labels online.

Carrier Pickup provides
online notification of
collections – with free
next-day collection of
packages at their residence
or business.

These services can be
used directly from E-bay’s
website.

Source: USPS 2006-2010
Transformation Plan.

“Deutsche Post Com,
Signtrust Business
Division is an accredited
certification service
provider in accordance
with the requirements
of the German Digital
Signature Act. We issue
qualified certificates for
the creation of qualified
electronic signatures.”

[www.deutschepost.de/
dpag]

Mailingfactory –
a web-based system for
sending out advertisements
through various media,
including paper, email
and SMS/MMS)

[Source:
www.mailingfactory.de]

La Poste offers a free
web-based email service:
www.laposte.net/

La Poste offers a free
electronic postcard service:
www.laposte.com/spip.php?
rubrique110

La Poste has ‘Cyber Post
Offices’: www.laposte.com/
spip

La Poste has an online
shop, which also offers a
paid service whereby you
can customise and send
paper greeting cards.

www.laposte.com/spip

“Geopost has strengthened
its European presence
and contributed to the La
Poste Group’s international
development through a
series of acquisitions.
Today it is capitalising
upon new media technolo-
gies and the e-commerce
explosion.”

www.laposte.com/spip

Ot
he

r

Table 13: International postal operators’ product innovation to complement
digital communication (continued)

USA Germany France Sweden
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ANNEX 13. ROYAL MAIL’S VOLUME AND PRICE
CHANGES 2006

Figure 17: Volume versus price changes for Royal Mail’s main product groups

Other**

-15%

Presorted
bulk mail
including

DSA*

2c stamp/
meter/PPI

1c stamp/
meter/PPI

15%-10% -5% 0% 5% 10%

Average price change

Operational volumes change

* Presorted bulk mail includes Mailsort, Walksort, Cleanmail and Downstream Access.
** Other includes Presstream, Packetsort, Response Services, Special Delivery and
some international products.
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ANNEX 14. FORECASTS FOR THE DEVELOPMENT
OF MAIL ON MAIL COMPETITION:
COMPARISON OF ROYAL MAIL AND
POSTCOMM FORWARD PROJECTIONS

INTRODUCTION
Postcomm believes that Royal Mail’s volume and revenue projections underestimate the
positive impact that Access competition has had in maintaining the health of the mail
market. They also significantly overstate the likely pace at which end-to-end competition will
develop (in the absence of a major change in the VAT regime). On the latter issue Postcomm
benefits from some insights into the Business plans and costings from new entrants.

ANALYSIS
Postcomm is provided with quarterly information by licensed operators and conducts
quarterly reviews with the main postal competitors to understand their business plans and
the dynamics of the competitive marketplace. Based on this information, Postcomm has
revised its market estimates since its 2005-06 Price Control.

As of December 2007, access volumes amounted to nearly three billion items. Postcomm
estimates that access volumes will plateau at around six billion items. This represents
a larger accessible market than assumed at the time of the 2005-06 Price Control,
as operators have targeted the unsorted market and offered a competitive product to
Mailsort 3, for example, which has expended the potential competitive market opportunity.
In addition, Postcomm has revised downward its end-to-end projections to around
200 million items by 2010, as competitive delivery networks have been slow to develop37.
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37 Based on information provided to Postcomm by licensed operators.
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Price Control: Royal Mail 2005

Table 14: Forecast Volume Comparisons from Royal Mail and Postcomm for Mail
on Mail Competition

Access

1,238 3,259 3,617 4,536 4,960

Interim Review: Royal Mail
2007

1,157 2,082 3,617 4,470 5,210

Price Control: Postcomm 2005 1,117 1,872 2,556 3,515 4,454

Postcomm 2007 1,157* 2,442* 3,500 4,700 5,900

Note: *Actual.

2005-06 2006-07 2007-08 2008-09 2009-10

Price Control: Royal Mail 2005

Competitors’ End-to-End

140 150 364 646 1,087

Interim Review: Royal Mail
2007

140 150 364 1,280 1,930

Price Control: Postcomm 2005 177 278 361 475 587

Postcomm 2007 39* 35* 33 100 200

2005-06 2006-07 2007-08 2008-09 2009-10
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