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1 Introduction

On 25 January 2011, Australian Postal Corporatarsiralia Post) provided the
Australian Competition and Consumer Commission (8 @ith a draft price notification
proposing to increase the prices of a number ofetter services that are exclusively
reserved to it by its statutory monopoly (‘resergedvices’). Australia Post’s proposal
outlines increases in the prices of a number akggrved services—including its
wholesale PreSort letter services, as well as Qlaihletters and the annual fee for its
Reply Paid Mail service. Australia Post also prasogroduct design changes for its Off
Peak PreSort letter services.

This draft price notification does not include angreases to the 60 cent basic postage
rate (BPR) or the prices of other Ordinary letters.

The ACCC takes a consultative approach to its ass&st of price notifications, and is
seeking the views of industry and consumer stakighslon Australia Post’s draft price
notification.

The purpose of this issues paper is to outline mand elements of Australia Post’s draft
price notification, and identify those issues onalithe ACCC would be assisted by the
views of industry and consumer stakeholders, anhiticular, users of Australia Post’s
bulk mail services.

Mail industry, business and consumer stakeholdergaited to make submissions on the
issues identified by the ACCC in this issues paped, on any other matter relevant to the
ACCC'’s assessment of Australia Post’s draft priggfication.

In considering the issues raised by the ACCC iamggto Australia Post’s draft price
notification, industry stakeholders and interegiadies should review Australia Post’s
‘Changes to the domestic reserved letter serdoeument (referred to in this issues paper
as Australia Post’s draft price notification), aupporting consultancy reports. These
documents are available on the ‘postal servicegi@eon the ACCC’s website,
WWW.accc.gov.au

Submissions should to be provided to the ACCC by CBWednesday 16 March 2011.

Following this consultation process, the ACCC wdhsider submissions received before
releasing its preliminary view on Australia Pogiif®posed price increases.

Submissions should be addressed to:

Mr Anthony Wing

General Manager—Transport and General Prices Qgrsi
Australian Competition and Consumer Commission
GPO Box 520

MELBOURNE VIC 3001

By email: postalservices@accc.gov.au.

If you have any questions about the process, antabaking a submission to the ACCC,
please contact the ACCC'’s Infocentre on 1300 32 60send an email to
postalservices@accc.gov.au




2 Australia Post’s draft price notification

Australia Post’s draft price notification details proposal to increase the prices of some of
the letter services over which it has a statutoopapoly—known as reserved services.

Australia Post’s reserved services extend to:
» the collection, within Australia, of letters forldesry within Australia
» the delivery of letters within Australia.

There are a number of exceptions to Australia Basserved services, including letters
weighing over 2509 and letters that are carriecafoharge more than four times the BPR.

This draft price notification does not include angreases to the 60 cent BPR or the prices
of other Ordinary letters.

2.1 Proposed price increases and changes to product
design

The particular reserved services affected by AligtRost’s proposal are PreSort letters,
Clean Mail and Reply Paid. The draft price notifica also details Australia Post’s
proposed product design changes for its Off Peals@t letter services.

The PreSort letter service, which accounts for dnf of the domestic reserved letter
volumes, provides discounted prices for businessoauers that barcode and sort their
letters prior to lodgement. The service offers maliprices to those customers who can
sort letters into a particular order, place theto appropriately labelled trays, complete
documentation prior to posting at a designatedgbasitiet, and comply with relevant
mailing conditions such as barcoding.

Clean Mail is an ‘end-to-end’ product offered bystalia Post for companies sending
more than 300 machine-addressed letters that areprocessed. Hence, it is essentially
the same as unbarcoded residue letters (unsorttdh & larger delivery for PreSort.

The key price changes of Australia Post’s propasal

» an average increase of 2.8 cents (GST Exclusivey.Goper cent) for Regular
PreSort

»= an average increase of 1.3 cents (GST Exclusived.Qoper cent) for Off Peak
PreSort

» as part of the increase to PreSort mail pricestralig Post is also proposing to
increase the prices of Acquisition Maind Charity Matfl

= an increase to Other letter services:

1 Australian Postal Corporation Act 19§2th) (the APCA), section 29.
2 APCA, section 30.

Acquisition Mail is an addressed non-personalssdration mail delivery service, designed for
businesses who want to acquire new customers.

Charity Mail is a discount small PreSort lettensce that can be used by registered charities in
Australia.



* an average increase of 2.3 cents (or 4.9 per (B8tJ exclusive) for Clean
Mail prices

e anincrease to the Reply Paid annual fee from $&&0.

A detailed table of Australia Post’s proposed wican be found &ppendix A.
For example, Australia Post is proposing the follmpoverall basic letter prices:
* Ordinary letter prices are unchanged at 60 cents
= small Clean Mail letter prices increase from 51tsea 53.5 cents (4.9 per cent)

= small (PreSort) Regular (delivered in the statldfiement) letter prices increase
from 42.7 cents to 45.7 cents (7.0 per cent)

= small (PreSort) Off Peak letter (delivered in tteges of lodgement) prices increase
from 41.6 cents to 42.4 cents (1.9 per cent).

The key difference between the above four prodigdise level of costs saved by the
customer for Australia Post. The PreSort (Off Paadtk Regular) products are bulk
interconnection services, and thus the differereteréen these prices and the prices of
Ordinary letters (e.g. Ordinary, Clean letters)uddonclude avoided transport and
processing costs.

Australia Post also proposes a change in the dglstandards for Off Peak: Australia Post
submits that it will now provide a delivery windaf two days, compared to the current
arrangements of delivery occurring over a posdtue day window (Regular PreSort plus
three days). Australia Post’s proposed Off Pealegl timeframe is based on a 6pm
lodgement and utilises surface/road transport.

A table detailing Australia Post’s current and egd Off Peak delivery times is attached
at Appendix B to this issues paper. Additional detail on Aus&répst’s product design
changes is included at Appendix 2 to its draftgnotification document (p. 34).

The proposed changes in Australia Post’s pricingctiire, whereby the prices of both
Regular and Off Peak services are increasing, lmdeisultant changes in the mix of
Regular/Off Peak will result in additional reverfoe Australia Post. Australia Post is
expecting to generate an additional $33.2 millimRPieSort reserved services revenue and
an additional $3.3 million as a result of the ctestp its other letter services (i.e. those not
relating to PreSort) in 2011-12.

3 The ACCC's role in the regulation of postal
services

The ACCC has three specific responsibilities inrdgulation of postal services. These are:

= monitoring for the presence of cross subsidies betwAustralia Post’s reserved
and non-reserved services

= assessing proposed price increases for Austraiisfeserved services (assessing
price notifications)

* inquiring into certain disputes regarding the teand conditions under which
Australia Post supplies bulk mail services.



3.1 The ACCC is responsible for assessing Australia Post’s
price notifications

In 1992, Australia Post’s reserved letter servigese declared by the Minister (Treasurer)
to be notified services and Australia Post to ldecared person in relation to those
notified services pursuant to section 95X of Binees Surveillance Act 1983s a result of
this declaration, to increase the prices of itemesd services, in accordance with section
957 of the CCA, Australia Post must provide the AC@ith a locality notice, and receive
a response to that locality notice from the ACC&isg that it does not object to the price
increases or to price increases lower than AuatRist's proposed price increases.

As set out in section 95ZB of tl@mpetition and Consumer Act 20IMCA) (formerly
Trade Practices Act 1974there is an ‘applicable period’ of initially 2thys within which

the ACCC is to make its assessment starting oddlgeon which the notification was
lodged. However, in order to enable the ACCC tonfarview on price notifications taking
account of the views of industry stakeholders amerested parties, the ACCC conducts an
informal assessment of a draft price notificatioopgmsal lodged by a declared firm prior to
the declared person’s lodgement of a locality motic

Section 95ZH of the CCA enables the Minister t@cdithe ACCC to give special
consideration to specified matters in performisguinctions under Part VIIA of the CCA.
In 1990, the Minister issued Direction 11 requirthg ACCC to give special consideration
to, amongst other things:

= Australia Post’s obligation to pursue a financialigy in accordance with its
corporate plans...and in particular the pricing ttsgsd Government endorsed
financial targets contained in Australia Post’spavate plan; and

= Australia Post’s functions and obligations (inchglits CSOs).

A detailed outline of the operation of the legislatframework is contained in the ACCC’s
Statement of Regulatory Approach to Assessing Riatéications June 2009, which is
available on the ACCC'’s website.

Appendix C to this issues paper provides greater detail emdlevant legislative criteria
and Ministerial Directions that the ACCC must caiesiin assessing Australia Post’s price
notifications.

4 Process of assessment

To enable the ACCC to form a view on price notificas taking account of the views of
industry stakeholders and interested parties, €@ usually conducts an informal
assessment of a draft price notification propasadéd by a declared firm prior to the
declared person’s lodgement of a locality notice.

A detailed outline of the operation of the ACCCisgesses in assessing price notifications
is also contained in the ACCC&3atement of Regulatory Approach to Assessing Price
Notifications which is available on the ACCC’s website.

Table 1 provides an indicative timeframe for the@Cs assessment of Australia Post’s
price notification.



Table 1 — Indicative timeframe for assessment of Agtralia Post’s price notification

Date Process

25 January 2011 | Australia Post’s draft price notification lodgedtwvACCC

25 February 2011 | ACCC releases issues paper on draft price nofificanviting
submissions

16 March 2011 Closing date for submissions on the issues paper

May 2011 ACCC releases Preliminary View and calls for comimen
May/June 2011 | Australia Post intends to submit price notification

June 2011 ACCC releases Final Decision

4.1 Making a submission to the ACCC

To facilitate an informed, transparent and roboststltation process, the ACCC prefers
that all submissions are publicly available. Acéogtl, submissions will be treated as
public documents and posted on the ACCC'’s wehsitkess prior arrangements are made
with the ACCC to treat the submission, or portioh#, as confidential.

Submissions should to be provided to the ACCC by CBWednesday 16 March 2011.

The ACCC will accept submissions by email or bytpb®wever, it is preferred that
submissions be made by email. If submissions areiged in PDF format, parties are
asked, for accessibility reasons, to also providey in Microsoft Word format.

Submissions should be addressed to:

Mr Anthony Wing

General Manager—Transport and General Prices Qersi
Australian Competition and Consumer Commission
GPO Box 520

MELBOURNE VIC 3001

By email: postalservices@accc.gov.au

If you have any further questions about the prga@sabout making a submission to the
ACCC, please contact the ACCC'’s Infocentre on 130® 502, or send an email to
postalservices@accc.gov.au




5 Issues on which the ACCC is seeking
comment

The ACCC'’s approach to assessing price notificatisroutlined in detail in itStatement
of regulatory approach to assessing price notifimas. Broadly, it seeks prices which
promote economically efficient investment and emplent throughout the economy.

In its 2010 Decision on Australia Post’s price fic#ition, the ACCC stated that based on
forecasts of letter volumes and costs, no chamgesserved service prices should be
required for the period 2009-10 to 2011-12, beyihhade that occurred on 28 June 2010.

In its letter dated 18 February 2011 to the ACCGsthalia Post submits that, at the time of
the 2010 price notification, it believed that tkedl of proposed increase (including an
average increase to PreSort prices of 2.8 centST-&X) was appropriate given the
prevailing global economic environment and its grefice, based on customer feedback, to
avoid large upfront price increases. Australia Pedieved that, based on the data available
at the time, a higher increase to PreSort pricaddvaot have been supported if the
economic conditions had persisted.

Australia Post submits that the level of volumelidechas now eased and the overall
economic environment has improved, and the priegés being currently proposed have
been considered in this current environnfent.

Further, Australia Post submits that the key objeabf its proposal is to encourage the use
of the Off Peak PreSort letter service by re-positig Off Peak as a more attractive option
and increasing the price difference between thedP@&k and the Regular PreSort letter
services.

As part of its assessment of Australia Post’s grafte notification, the ACCC will
consider the extent to which the proposed priceegmes will enable the recovery of costs
for the efficient provision of reserved services.

As part of Australia Post’s bulk mail interconnectiservices, bulk quantities of mail are
delivered within Australia at discounted rates. PneSort discounted rates apply if the
letters have been sorted in accordance with théngderms and conditions for accessing
the service and have been lodged at a specifigdoffaze. The discounted rates are
provided in recognition that the customer has peréa certain functions that may
ordinarily be performed by Australia Post. Thises¥ustralia Post certain costs that
would otherwise have been incurred.

Given that the PreSort prices are essentially @odisted rate offered by Australia Post for
bulk mail businesses using Australia Post’s bulkd me&erconnection services to access
Australia Post’s ubiquitous delivery network, th€EBC will be interested in the potential
impact of the proposal on competition in this wisale stage of the postal market (i.e. pre-
processing of bulk mail).

For this price notification, the ACCC would be a$sd by information in submissions on:

= whether or not the proposal (i.e. price increases@iff Peak PreSort product
design changes) is appropriate given the effiaests of providing the relevant
services and the forecast demand for these serfgeeson 5.1)

®  Australia Post's letter to the ACCC in respors&CCC’s information request dated E@bruary 2011.
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= whether or not the proposed PreSort pricing stredgiappropriate, including:

» whether the discount for barcoding, sorting andveey of bulk mail to a
specified post office (pre-processing) appropnateflects the efficient cost
savings to Australia Post (that is, the differemcefficient costs of transporting
and processing between ‘end-to-end’/retail letterd letters that are already to
some extent pre-processed by the customer)

» whether Australia Post’s proposed structure ofgwris likely to result in
adverse effects on competition, including compmtiin the provision of mail
pre-processing services (section 5.2)

= whether or not the effect of the price changes ostralia Post’s overall revenue is
appropriate (section 5.3).

5.1 Will Australia Post’s proposal encourage more e fficient
usage of Australia Post’s services?

Australia Post submits that a key objective opitsposal is to encourage the use of its Off
Peak PreSort service over the Regular PreSortcegras it claims that Off Peak will

provide it with greater flexibility in how and wheetters are processed and delivered. This
Is intended to assist in supporting Australia Polsthger-term strategy of a self-sustaining
letter service.

Under the current arrangements for Off Peak, defiisescheduled to occur over a possible
four day window (e.g. Regular plus up to an addaichree days), although Australia Post
advises that due to longer transport times beiggired for some locations such as
between the west and east cost Australia, actliaedgperformance is likely to be varied
and inconsistent.

As part of its proposal, Australia Post intendshiange its delivery standards for Off Peak
to provide a delivery window of only two days. Twsuld be based on a 6pm lodgement
and utilise surface/road transport.

However, while the new delivery timetable providesre certainty, it does result in some
mail paths having a longer delivery time (e.g. Hbolb@ Darwin). Australia Post does not
expect this to be a major impediment or negativihasvolumes over these paths are low.
Further, the majority of PreSort letters are postetthe state from which delivery occurs
(where the proposed delivery timetable, of 2—3 deywithin the current delivery
timetable of 1-4 days).

As part of its assessment of Australia Post's psajdhe ACCC will be considering the
volume impact of the proposed price changes (seétib.1). The volume effect of the
proposal will impact the extent to which Austrdfiast will be able to generate its forecast
cost efficiencies (section 5.1.2). The volume dffe@lso important for determining the
additional revenue that Australia Post will generat

5.1.1 Expected volume impact of PreSort proposal

Australia Post has indicated that it expects tihee@nd product design changes to result in
a shift in usage from Regular to Off Peak servidé® current mix of Regular and Off
Peak PreSort mail is 83 per cent Regular and 1¢qrerOff Peak, but Australia Post is



forecasting the increased price differential armbpct design changes to result in a new
mix of 51 per cent Regular and 49 per cent Off Peak

Australia Post submits that the current Off Pedkeigy window is often viewed as an
inhibitor to the use of Off Peak as it is difficéitr customers to plan and co-ordinate other
supporting or complimentary activities (e.g. cahtre resourcing, alignment with other
media channels, etc.).

Australia Post contends that, while the price cleangill reduce the effective discount
provided to users of the PreSort service, it isexpiected to reduce the incentive for
customers to access the PreSort letter servicdraiasPost has forecast no change to
overall (i.e. aggregate) PreSort mail volumes gesalt of the proposed prices and product
design changes.

The ACCC seeks comments on the impact the prosapected to have on demand for
Australia Post’s reserved services. In particular:

= Do you think that the increase in the price of Péak letter services and the
proposed price differentials with Regular (PreSlkatier services are appropriate?

= To what extent do you expect the proposal to resulsers migrating mail volumes
from Regular to Off Peak mail®ould the migration be due to:

a) the price differential
b) the product design changes or

c) both?
= Do you expect the proposed price changes to affemriall (i.e. aggregate) PreSort
volumes?
5.1.2 Expected costs impact of PreSort proposal

The volume effects of Australia Post’s proposa. (migration) will impact the extent to
which Australia Post will be able to generate a@setast cost efficiencies.

In this regard, Australia Post submits that, ielftghe migration from Regular to Off Peak
will not provide a significant cost saving opporitynbut contends that there will be a
longer term benefit of greater network flexibildag a result of encouraging this migration.
Nonetheless, Australia Post submits that therebeilbome cost savings in the short term
as Australia Post realises savings as a resutteothange in mode of transport used for
interstate carriage (e.g. from air transport talfsarface transport).

The ACCC seeks comments on the impact the projmsapected to have on Australia
Post’s costs.

= Do you expect Australia Post to benefit from castisgs as a result of its proposal?

= Do you expect the proposal (i.e. product desigmghs, migration of volumes from
Regular to Off Peak) to impact Australia Post'sts@sructure over time?

= To what extent do you expect Australia Post to befrem greater network
flexibility as a result of the proposal?




5.2 Is Australia Post’s proposed structure of price s likely to
result in adverse effects on competition?

In assessing a price notification it is often raletvfor the ACCC to consider the structure
of relative prices as well as the overall levepotes®

In some cases, changes in relative prices may daegative impact on competition in
related markets.

In a sense, the different types of mail servicesigied by Australia Post represent
different stages in the postal market. Full raté feag. Ordinary, Clean mail) could be
thought of as involving a degree of retail servigiwhile users of bulk mail services (i.e.
PreSort) can be thought of as wholesale customiish in some sense compete with
Australia Post in elements of the mail pre-proges$inctions (e.g. sorting and barcoding)
required in the broader postal market.

There is a potential for anti-competitive effectsane, as a result of a change in relative
prices of reserved services, the price discourreff by Australia Post to the users of its
bulk interconnection services does not cover tfieieft costs saved by Australia Post. In
this way, changes in relative prices may discoupgeprocessing that may have been
done more efficiently outside of Australia Post.

In 2009, Australia Post submitted that it belietleat its (2009) price differentials were
appropriate, that PreSort prices encourage thetiatiogf machine efficient formats and
reflect the lower associated processing costsfanthe purposes of bulk interconnection,
provide a price reduction for interstate movemaat ts greater than the avoidable cdsts.
Australia Post also submitted that it had had eg¢@its Letter Pricing Principles when
proposing the 2009 price changes. The key pringigdtating to Australia Post’s bulk mail
are as follows:

= the BPR—the rate for the Ordinary Small Letter—his keystone of the letter pricing structure;

= carriage of the Ordinary Small Letter at a unifaate is central to the CSOs. Pricing of the BPR
reflects the need to maintain an affordable rateséquently, the BPR may not always fully recover
the costs of providing these services and as suidgs for other domestic reserved letter services
may contain a cross subsidy to the BPR;

®  subject to meeting minimum agreed quantities amdlitions, bulk interconnection prices will be
applied uniformly regardless of volume;

=  bulk interconnection prices will, in addition ttetrequirements of section 32A(2)(c) of the APC
Act, broadly reflect the level of work saved by frafia Post through work carried out by
customers; and

= bulk interconnection prices will be applied unifdynfor carriage within Australia subject to the
point of lodgement (same/other state prices agply).

The current pricing structure for the various resdrservices reflects the prices proposed
by Australia Post in 2010, which the ACCC did nbjext to (Australia Post’s 2010 prices
were the same as those proposed in 2009).

Australia Post’s postal network extends acrosstintinent and operates to prescribed performance
standards. The performance standards impose adtiigé cost structure across the four core network
functions: Sales and Acceptance, Processing, Toanapd Delivery. These core functions of the
network operate in a connected and integrated temed’ chain.

Australia PostAustralia Post’s Response to Issues Pafp8rSeptember 2009, p. 19.
Australia Post’s 2009 draft price notificationpgendix 2.



Australia Post’s proposed changes represent a eharfe pricing structure from 2010.
For example, Australia Post does not propose taginéhe BPR, but increase the prices of
PreSort letters.

However, in its letter dated February 2011, Australia Post submits that its pseg

prices have also been considered in relation tioeter Pricing Principles and that the
proposed prices will continue to encourage the ado@f machine efficient formats and
reflect the lower processing costs. Australia Pastalso submitted that the price
differentials between PreSort and Ordinary lettérgs are greater than the costs avoided,
but are considered appropriate to ensure they eageunachine efficient formats and the
adoption of quality tools (e.g. database accuraclraaintenance).

Since the current proposed bulk interconnectioogsrare higher than those accepted in
2010 by the ACCC, the ACCC will be interested im@ning the price differentials
between bulk mail services and end-to-end mailisesvinsofar as these may impact on
competition in the provision of mail pre-processgggvices®

5.2.1 Structure of Australia Post’s proposed PreSor  t prices

As part of its assessment of Australia Post’s gredposal, the ACCC is interested in the
impact of the proposed PreSort price changes ompetition. One way of assessing this
impact is by examining the changes in relativegxi@.e. price differentials).

For example, Australia Post is proposing the follmywoverall price structure:
= Ordinary letter prices are unchanged at 60 cents
= small Clean Mail letter prices increase from 51ts¢a 53.5 cents (4.9 per cent)

= small (PreSort) Regular letter (delivered in theesof lodgement) prices increase
from 42.7 cents to 45.7 cents (7.0 per cent)

= small (PreSort) Off Peak letter (delivered in tteges of lodgement) prices increase
from 41.6 cents to 42.4 cents (1.9 per cent).

The key difference between the above productsisetvel of costs saved by the customer
for Australia Post.

Clean Mail letters are machine-addressed but mt@gor barcoded, which means that
Australia Post must sort the mail to delivery routself. However the costs incurred in this
process are less than for Ordinary mail that isi/mathine-addressed.

PreSort Mail (Off Peak and Regular) should be bdedaand sorted. However, it is

unlikely that a customer will be able to apply adoale to all letters generated from a
database. If mail is barcoded but not to the diragt (i.e. residue), Australia Post must sort
the letter to the delivery round, but the costsating a barcoded letter will be lower than
the costs of sorting a non-barcoded letter (i.bancoded residue, the price of which is

®  Australia Post’s letter to the ACCC in respors&€CC'’s information request dated BE&bruary 2011.

10 Where the price of end-to-end mail services atdésrecover only efficient costs, then Austréliast
should be indifferent between providing end-to-emall services or bulk mail services, unless:

« Australia Post is at a competitive disadvantage fias higher average total costs) compared to
another service providers; or

« by providing bulk mail services Australia Post fgoes monopoly rents achieved in end-to-end
services (which may be unlikely given reserved tmdnd services are subject to the price
notification provisions of the TPA and AustraliadPproposes that it is incurring a significant
under-recovery of costs for these services).

10



aligned to the Clean Mail price). Mail that has iéarcoded to the direct tray (i.e. sorted)
saves Australia Post the cost of sorting to thevelgt round, and the price will depend on
whether or not Australia Post is required to delthe letters in the state of lodgement.

In effect, there are two main categories of pri¢eential affected by this proposal:
) price differentials between PreSort and Other @rdinary, Clean) letters
i) price differentials (within PreSort) between Regualad Off Peak.

While the second type of price differential is xelet for predicting volumes (see

section 5.1.1 above), the first type of price déf&ial is an indication of the total discount
provided for Australia Post’s business customea Iblarcode and sort their letters prior to
lodgement (i.e. compared to mailing individual pog-processed items, or compared to
business mail that is not pre-processed).

Clean Mail is an ‘end-to-end’ product offered bystalia Post for companies sending
more than 300 machine-addressed letters that agreprocessed. Hence, it is essentially
the same as unbarcoded residue letters (unsortedn & larger delivery for PreSort.
Australia Post has proposed to increase the Cleahgvice, which is aligned to the
Regular Unbarcoded Residuprice. Australia Post submits that this alignnisetiveen
(Regular) Unbarcoded Residue and Clean Mail ensbeesmcentive to use PreSort is not
diminished.

Because Australia Post does not propose to inctea€®PR or the prices of Ordinary
letters as part of this proposal, it follows thae price differentials between PreSort and
Ordinary letters (i.e. the size of the total distolor businesses providing mail pre-
processing services) will decrease if the pricesraplemented. This has the potential to
impact on competition in the provision of mail grecessing services, and may have flow-
on effects on competition in markets for other meserved services.

7

The ACCC seeks comment on the effects, includimgpetition effects, of the changes t(
the structure of Australia Post’s prices. In patac:

= Are the price differentials proposed by Austral@sPbetween its PreSort and Other
(e.g. Ordinary, Clean Mail) reserved letter priappropriate?

» In particular, do the price differentials reflebetcosts avoided by Australia
Post (in other words, the work saved) due to tieegpocessing services (e.g.
barcoding, sorting and delivery of bulk mail topeesified post office)
performed by customers?

= Do you expect the proposed prices to impact AuatRabst’'s competitors in related
markets for non-reserved services, including coitipetin the provision of mail
pre-processing services?

5.2.2 Other proposed price changes

Australia Post submits that the changes to thed?tg@Boduct design and price structure
will also affect Acquisition Mail and Charity Mailn addition to special eligibility
conditions, access to these services requiresathe presentation requirements as
‘general’ PreSort letters.

1 Mail submitted by PreSort customers that is rastbded and is not sorted to trays.

11



In respect of the proposed increases to Clean Masiralia Post submits that as the Clean
Mail price is aligned to the Regular Unbarcodeditkes price, an increase to that price
results in a change in the Clean Mail price. Thiusibmits that maintaining the same price
between (Regular) Unbarcoded Residue and Cleandviailres the price incentive for
PreSort is not diminished.

Australia Post is also proposing to increase th@yReaid annual fee from $65 to $80. The
Reply Paid service is a marketing tool offered tisibess to encourage responses, or
provide a return service, where return postagé&esen free. Australia Post submits that
the proposed change in the annual fee providesra appropriate contribution towards
covering the administration and maintenance cdstseoReply Paid service (a recent
review by Australia Post of the service highlightedt 5 per cent of the Reply Paid service
accounts generated over 75 per cent of the RepllyrB@enue).

The ACCC seeks comment on whether the proposed phianges for Acquisition Malil,
Charity Mail, Clean Mail and the Reply Paid annieg are appropriate and justified.

5.3 What is the impact of the proposed price increa  ses on
Australia Post’s recovery of allowable revenue?

The ACCC adopts a cost-based approach to assgsgiegotifications under Part VIIA

of the CCAY The appropriateness of proposed prices is coresidey assessing the extent
to which the revenues generated are forecast tveethe efficient costs of providing
reserved letter services, including a reasonalblerren capital.

The changes to PreSort services are expecteduib iresomereduced costs in the longer
term in particular. However, Australia Post doesaxpect a significant change in total
costs as a result of this proposal.

As part of this proposal, Australia Post has predithe ACCC with a financial model that
forecasts it will under recover its allowable rewes over the period 2010-11 to 2011-12
even with the additional revenues generated byntiplementation of the proposed price
increases.

However, the presence of an under-recovery forraliatPost’s reserved services does
not, in itself, necessitate the need for pricegases. In assessing Australia Post’s 2010
price notification, the ACCC examined the overatiavery of costs for the reserved
business, and allowed price increases for all ekas$ reserved letters— both Ordinary and
PreSort. In its decision the ACCC stated that, haseforecasts of letter volumes and
costs, no changes to reserved service prices sheulelquired for the period 2009-10 to
2011-12, beyond those that occurred on 28 June. 20 p@rticular, the ACCC was
concerned that re-considering cost forecasts mdgsirably distort incentives for

Australia Post to efficiently provide reserved seeg.

In its letter dated 18 February 2011 to the ACCGsthalia Post submits that in setting
prices for the domestic reserved letter servicasns to achieve an appropriate level of
revenue within the context of market and regulaexyectations. Australia Post states that
the prices proposed in 2010 (which were the santleas® proposed in 2009) did not fully
recover the sum of efficient costs of providing ttenestic reserved letter service plus an
appropriate rate of return.

12 ACCC,Statement of Regulatory Approach to Assessing Riatiications June 2009, p. 15.
12



Australia Post also refers to the ACCC’s own 201alelling, which has shown that, even
with the 2010 price increase and an average amadacttion in operating costs of 4.30 per
cent, Australia Post would still faces an averaggual loss of at least $86.9 million (in
real terms) over the period 2009-10 to 2011-12.

In its letter, Australia Post also states thathattime of the 2010 price notification, it
believed that the level of proposed increase (bioly an average increase to PreSort prices
of 2.8 cents - GST ex) was appropriate given tleggling global economic environment
and its preference, based on customer feedbaekid large upfront price increases.
Australia Post believed that, based on the datdada at the time, a higher increase to
PreSort prices would not have been supported iétdomomic conditions had persisted.

Australia Post submits that the level of volumelidechas now eased and the overall
economic environment has improved, and the priemgés being currently proposed have
been considered in this current environniént.

In accordance with previous practice, the ACCCndeeto carefully assess the components
of Australia Post’s financial model and AustraliasPs arguments. In particular, the

ACCC would be interested in comments on the revampécations of its proposal

(section 5.3.1) and on Australia Post’s proposed gbcapital (section 5.3.2).

5.3.1 Australia Post’s proposed revenue

The proposed changes in Australia Post’s PreSmihgrstructure, whereby the prices of
both Regular and Off Peak services are increasimgjthe resultant changes in the mix of
Regular/Off Peak is expected by Australia Postetoegate additional $33.2 million in
PreSort reserved services revenue, or an averageage of 3.8 per cent, in 2011-12.

The primary component of this increase is the imsean prices, but the impact on total
revenue depends importantly on the resultant clsaimgde PreSort volume mix. Australia
Post’s estimate assumes a change in the Reguld&éai mix from 83:17 to 51:49. As the
Off Peak service is cheaper, the change in mixealoould reduce the aggregate revenue.
If the existing volumes and mix continued, on tkieeo hand, the average revenue increase
is estimated to be 6.3 per cent. This issue hagi#isant effect on Australia Post’s overall
cost recovery.

Australia Post expects to generate an addition& #@llion as a result of the changes to its
other letter services (i.e. those not relatingreSert) in 2011-12.

The ACCC seeks comment on whether it is appropftatdustralia Post’s proposal to
result in additional reserved services revenue.

5.3.2 Australia Post’s cost of capital

In assessing Australia Post’s proposed price isegahe ACCC has regard to whether the
revenue generated by its reserved services icmiuffito cover the efficient costs of
providing its reserved services, including a retomrcapital. The return on capital should
reflect the opportunity cost to investors of chagdio finance the firm’s operations.

13 Australia Post's letter to the ACCC in respors&CCC’s information request dated E@bruary 2011.
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The return on capital typically provided for by wgtors is a weighted average of the
opportunity cost of debt and equity. This returncapital measure is known as a weighted
average cost of capital (WACC).

A detailed outline of the parameters used to géeekastralia Post’s return on capital is
contained iMAppendix 13 of Australia Post’s draft price notification (See52). Australia
Post has provided a consultancy report from Valdeiger Associates in support of its
WACC parameters.

Table 2 below provides a comparison of previous \WASarameters with those being
proposed by Australia Post.

Table 2: Comparison of Australia Post’s proposed WAC parameters and
parameters from previous price notifications

Risk free rate (nominal) 5.6% 5.8% 5.5%
Market risk premium 7.0% 6.0% 8.0%
Asset betd3,) 0.78 0.355 0.6
Debt betgB) 0.15 0.10 0.175
Gearing (debt percentage) 0.20 0.30 30%
Proportion of value of 0.0 0.65 0.30
imputation credits utilisey)

Tax rate 30% 30% 30.0%
Equity beta([3¢) 0.93 0.463 0.8
Cost of debt 7.00% 8.51% 6.9%
Nominal Vanilla WACC 11.11% 8.56% 10.3%

The ACCC seeks comment on Australia Post’s retaroapital and on whether Australia
Post’s proposed WACC parameters are appropriate?
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Appendix A: Australia Post’s current and proposed
prices

Appendix 1 — Pricing proposal — change in unit prices

PreSort Letters
Ee;ui? Defivery Zamz Jiste EE Other 3t ﬁ Hesidus Unbarcoded Rasidus
Propesed Pace Proposed Price Propesed Pace Proposed Price
Sz ot Currant Amauint BVa Cument Amount L VEr Curment Amourt % Var Cument Amount o
Szl Lemers
Upta 3 $ 0457 Tox |3 § D473 BO0n |8 § 0506 B1% J§ o0s510]% 49
Charity Wizl 3 £ o4 A 8 $ o043 9w I8 $ 045 BS% S 0510)]% 15
Small Pluz
Up to 1250 § 05%0|% 45w S1% )¢ 05728 DBOS  5E% |8 CesD)S 058 47 |§ 0800|5 DB40 SO
!\ Aedium
Upta1 5 $ a7z Sex |4 718 097 $ oBat]% o8 45% |§ 0%58)%
Over 3 0952 4% 3 § 109 5 We]d 193 34% |8 1248 -1
3 $ 0853 H 3 5 I 103 $ 1|8
3 $ 1183 $ 1 3 3 1418 § 14:|8
] £ 152 $ 1778 1 1% | 1.843 § 20358
Off Peak Delivery Sama State BOT Other State 80T Alesidie Unbarcoded Rasidue
Proposed Prce Proposed Price Proposed Prce Proposed Price
Currznt Amourit % Current Amgunt % War Current Amouett  Var Cument Amgunt %
Small Letters
Up ta 125g 5 0ME|% o4m $ L] 19% |$ 04sc|$ 0506 BEL J§ 05 5.9%
Chanty Msil $ 03E|F 033 H 3 27% |5 040583 0418 5% |5 0553 5.9
Srnall Plus
Upta 125g § 05@|s 03 vk |8 DSET|S O0SE7 Lt ]S DESS)% OBM  B0% |8 07| OB 5T
\ecium
Up ta 125g 3 $ 038 25% J$8 D7M (% 07z 24% |% o0B20|S 90889 BO% J8 0s53)% et
Over 1 5 $ 08w 8% % D993 Ol toM|s s ssw IS nzE) s LS
§ 0B3|$ 0B QTR b DaEb (% DB O7% |S $ 18 40% S 1S del 3:
$ 1oes|s e oEn |4 riss|8 el o0s% |S 18 1403 cam J5 14743 513 2%
$ am|s 1 04% J% 1463|3 1469 04% |3 1ESD|S 1B\ 17% |8 1EEE|S 83 1T
i cquisition Mail Zame Stz 0T Other Srste 80T Alesidus unbarnzoded Aesidus
Proposed Price Proposed Price
Curmznt Amourt Rz Cument Current Amount Cumert Ameant %l
[HF Peck Dialtveny
Small - 1255 $ Dam|$ 930 33 )¢ $ 0ax 3 2506 8E% S § 055 5%
Smail Pius - up to 2 o4s|% 043 3ex |4 § 04% $ 0638  BO% |4 g DB 5T
Other Letter Prices Propased Price
Carrent Amoemt % Nar
Clzan Mal
Smal $ 0D51Of% 053E 4T
Sl Plus S O0BOJS 0840 50%
FReply Faic
Arral Fee § GSMO)F 9000 Ia%

Motes/Comments
Al prices ane GIT Incfusive. except for Exemnal Temitones where they ane as stated but G5T frea.
Non-rezerved procucts (over 250g or maove than four tmes the PR are shaded



Appendix B: Australia Post’s current and proposed
Off Peak delivery times

Delivery days after lodgement

To Sydney Metro Canberra Metro Melbourne Metro Brishane Metro

From 123455?8123455?8123455?8123455?&
Sydney Current
Metro Proposed
Canberra |Current
Metro Proposed
Melbourne |Current
Metro Proposed
Brisbane |Current
Metro Proposed
ADELAIDE |Current
Metro Proposed
Perth Current
Metro Proposed
Hobart Current

Proposed
Darwin Current plus 3
Metro Proposed - - -

To ADELAIDE Metro Perth Metro Hobart Darwin Metro

From 1 2 3 456 7 81234546 7 812345467 812340546789
Sydney Current
Metro Proposed
Canberra  |Current
Metro Proposed
Melbourne |Current
Metro Proposed
Brisbane Current
Metro Proposed
ADELAIDE |Current
Metro Proposed
Perth Current
Metro Proposed
Hobart Current

Proposed
Darwin Current
Metro Proposed
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Appendix C: Part VIIA Legislative framework

The ACCC's role in the prices oversight of Ausidfost’s reserved letter services falls
within the scope of Part VIIA of th€ompetition and Consumer Act 200WCA) (formerly
the Trade Practices Act 1974). In particular, ursdtion 95X of the CCA, the Minister

(Treasurer), or the ACCC with the approval of thimister (Treasurer) may:

= declare goods or services to be ‘notified’ goodsewices;

» declare a person to be, in relation to goods atices of a specified description, a
‘declared person’ for the purposes of Part VilAloé CCA.

Declaration 75 provides that Australia Post is elated person, and the provision of
reserved letter services and the carriage withistralia of registered publications are
notified services for the purposes of Part VIlAtioé CCA.

This declaration means that in accordance withae®&5Z of the CCA Australia Post must
notify the ACCC if it proposes to:

= increase the price of a notified service; or
= introduce a new service that would fall within thefinition of notified services; or

= provide an existing notified service under termd eonditions that are not the same
or substantially similar to the existing terms aodditions of that service.

Where Australia Post proposes to increase the pfiageserved letter service, the ACCC
is responsible for assessing the proposed pricease and can decide to:

» not object to the notified price increase, or
* not object to an increase lower than that proposed,
= object to the notified price increase.

As set out in section 95ZB of the CO&here Australia Post provides the ACCC with a
locality notice, there is an ‘applicable period’ioitially 21 days within which the ACCC
is to make its assessment. Subsection 95ZB(2)eoCA allows for the period to be
longer than 21 days with the agreement of the yiogiffirm.

The ACCC must review price notifications and talersaction, in accordance with Part
VIIA of the CCA, as it considers appropriatén performing its functions in relation to
Australia Post’s price notifications, the ACCC:

= gives special consideration to the matters outlinddinisterial directions, such as
Direction 8 and Direction 11; and

» has particular regard to matters outlined in sulim@®5G(7) of the CCA.

The statutory criteria for assessing price notifica tions

The statutory criteria for assessing a notificato@ set out in subsection 95G(7) of the
CCA. In exercising its powers and performing itedtions under this Part, the ACCC must
have particular regard to the need to:

14 CCA subsection 95G(5).
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* maintain investment and employment, including tifeience of profitability on
investment and employment

= discourage a person who is in a position to subathninfluence a market for
goods or services from taking advantage of thatgsowsetting prices

= discourage cost increases arising from increasesges and changes in conditions
of employment inconsistent with principles estdi#i@ by relevant industrial
tribunals.

The ACCC must give special consideration to the Aus  tralian
Government'’s policy

There are two ministerial directions relevant te ACCC’s assessment of Australia Post’s
price notifications—Direction 8 and Direction 11oZideration of the criteria under
subsection 95G(7) of the CCA is subject to thesectibns.

As detailed in the ACCC’Statement of regulatory approach to assessing price
notifications®, Direction 8 is a general direction given to the@C by the Government
under section 20 of tHerices Surveillance A€ton 22 April 1988. Direction 8 provides
that the ACCC must give special consideration to:

The Government’s policy that increases in executrauneration in excess of those conferred under
wage fixing principles should generally not be gted as a basis for price increases.

Of primary importance to the ACCC’s assessmentustfalia Post’s price notifications is
Direction 11, made on 14 September 1990. Directibstates:

() In exercising its powers and performing its funeiainder the Act in relation to prices charged
by the Australian Postal Corporation (AustraliatPosrespect of the transmission within
Australia by ordinary post of standard postal &tiand registered publications, to give special
consideration to the following matters:

e Australia Post’s obligation to pursue a financialigy in accordance with its corporate plans as
set out in sections 35-41 of tAeistralian Postal Corporation Act 19&thd in particular the
pricing targets and Government endorsed finanaigkts contained in Australia Post’s
corporate plan;

* The functions and obligations of Australia Posseisout in sections 14-16 and 25-28 of the
Australian Postal Corporation Act 19&hd to such directions or notifications given to
Australia Post by the Minister for Transport andh@aunications under that Act as may from
time to time be in force;

(i)  To provide, where appropriate in confidence, adticthe Government on the appropriateness
of pricing targets to be included in Australia Pofiiture corporate plans. Such advice should
be given in the context of the financial targetstamed in the corporate plan.

15 ACCC,Statement of regulatory approach to assessing pratifications,June 2009, p. 14.

16 Declarations and other instruments made undePtices Surveillance Adtave been carried over to
have effect as if made under the correspondingoseot the TPA and subsequently the CCA (Sesde
Practices Legislation Amendment Act 203
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