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Purpose of Report 

This report advises of the publication, by Postcomm, of a consultation document as the 
commencement of Postcomm’s review of the controls which should apply to prices 
chargeable by Consignia for the period from April 2003 and of action taken to submit a 
response within the consultation period. The report seeks homologation of that action. 

Background 

The Postal Services Act 2000 established Postcomm as the independent regulatory body 
for postal services in the United Kingdom. The primary duty of Postcomm is to seek to 
ensure that customers continue to enjoy a universal postal service consisting of the delivery 
and collection, at least once every working day, of mail and the provision of a registered 
postal service all at affordable prices that are uniform throughout the UK. 

The prices chargeable by Consignia were made subject to formal price controls when the 
first licence was issued under the Postal Services Act 2000. Those price controls were 
applied on an interim basis for a period of two years from March 2001. Postcomm are now 
initiating consultations with a view to replacing the current interim price control regime with 
effect from April 2003. 

Issues for Consultation 

The consultation document poses a number of questions. Those questions and the relative 
responses - which, to meet the consultation timescale have been submitted as the 
Council’s draft response - are as follows. 

Postcomm seeks views on the objectives it should have in mind when assessing 
options for revising Consignia’s price controls. In particular Postcomm would welcome 
views on the objectives to be considered. 

It is noted that Postcomm’s primary objective is the maintenance of a universal 
postal service at affordable prices uniform throughout the UK. Having regard to the 
extent to which many of the most disadvantaged people in the community rely on 
the services provided by Consignia - and having regard to the experience of 
deregulation of transport - it is considered that this objective must be fundamental in 
all reviews. Other objectives - such as those of encouraging efficiency and 
economy, of ensuring that licence holders can finance their licensed activities and of 
promoting effective competition - are appropriate and important, but must be 
subordinate to the principal objective. 
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0 Postcomm welcomes views on its proposed approach to reconciling some potentially 
conflicting price control objectives. 

It is accepted that effective competition can provide efficient service at a competitive 
price. It is, however, the case that there is not, at present, competition across the 
range of the socially necessary services provided by Consignia. For that reason it is 
considered that use requires to be made of the incentive based test and that price 
controls should be applied to act as a surrogate for effective competition to provide 
incentives such as efficiency and economy. 

0 Postcomm welcomes views on the appropriate approach to assessing the coverage of 
Consignia’s price control. In particular Postcomm is keen to understand whether a 
competition-based test should be preferred to other options. 

A number of Consignia’s services are currently facing competition. Price control of 
those services is, accordingly, not necessary. It is, therefore, considered that there 
is justification in a competition-based test as an approach to assessing the coverage 
of Consignia’s price control. 

0 Postcomm invites views on its approach to assessing competition and whether it ought 
to consider other factors in determining the scope of price control. 

0 Postcomm welcomes views from residents on those products that ought to be covered 
by the price control and, conversely, those products that ought not to be covered by the 
price control. Postcomm welcomes any supportive information or arguments from 
respondents. 

Postcomm’s approach - and the factors of which it proposes to take account - 
appear to be appropriate. Beyond that which is necessary to ensure that consumers 
continue to enjoy an affordable and uniformly priced universal service throughout 
the United Kingdom, it is not suggested that any particular product ought to be 
covered by or excluded from price control. 

0 Postcode welcomes any other views that it ought to take into account in reassessing 
the coverage of Consignia’s price control. 

It is not suggested that any further views on this matter be offered. 

Postcomm welcomes views on the appropriate structure of Consignia’s revised price 
control, in particular whether it should consider a price cap, total revenue, average 
revenue, tariff basket or hybrid option. 

It is considered that only a hybrid option is sufficiently sensitive to deal with a matter 
of such complexity. Having regard to the need to maintain an affordable and 
uniformly priced universal service, there will be a need for a price cap for some 
services and, having regard to the experience of transport deregulation, it is 
considered that there is a case for a tariff basket with profitable services subsidising 
socially necessary but less profitable services. 

0 Postcomm welcomes views on the most appropriate form of price control for 
Consignia. 

Given the range of services provided by Consignia, it is considered that only hybrid 
controls are appropriate. It appears clear that different controls will require to be 
applied to different parts of the business and, in particular, that inflation-based 
control will be necessary in areas in which there is no effective competition. 
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Postcomm welcomes views on the most appropriate duration of the price control for 
Consignia. 

It is noted that, in general, the shorter the control period the weaker the incentives 
on the regulated company to achieve savings. Balanced against that is the fact that 
Consignia is operating in an area of rapid technological change. Having regard to 
that factor, it is considered that the duration of the price control for Consignia 
requires to be nearer the shorter end of the scale of price control regulations. 

Postcomm invites views on whether, because of its government ownership, Consignia 
can reasonably be expected to respond to profit incentives in a way similar to other 
regulated utilities which are privately owned. If Consignia cannot be relied on to 
respond to profit incentives like any other company, Postcomm welcomes views on 
whether other forms of incentive are needed in addition to a price control. 

It is not accepted that a publicly owned service is, necessarily, less responsive than 
a private sector organisation in seeking to identify efficiency savings. 

0 Postcomm invites comments on any other issues relevant to determining how 
Consignia’s prices ought to be controlled. 

No further comments on this aspect of the matter are offered. 

0 Postcomm invites views on any lessons it can draw from the operation of the present 
service standard regulations on Consignia’s price control. 

0 Postcomm welcomes views on the appropriate form of service quality regulation 
related to Consignia’s price control. In particular Postcomm welcomes views on the 
relative merits of compensation payments, financial penalties related to service targets 
in the licence and direct links with the price control. 

Postcomm welcomes views on whether there are any other mechanisms which it 
should consider. 

It is noted that Consignia has consistently failed to meet the service standard for 
delivery of first class mail. In those circumstances, it may be that there is merit in 
exploring the extension of compensation payments to individuals and, while 
difficulties with this are noted, it is considered that this option should be further 
explored. 

0 Postcomm welcomes views on whether there are any other issues it ought to consider 
when deciding on quality of service regulation under the revised price control. 

No further views are offered. 

0 Postcomm welcomes views on its general approach to assessing a target level of 
efficient operating cost for Consignia’s revised price control. 

It would appear that Postcomm’s proposed approach takes into account the 
significant relevant factors. 
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4. 
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0 Postcomm welcomes views on the appropriate treatment of Consignia’s capital 
expenditure in the revised price control. 

It is considered that time profiling capital expenditure under a price cap is the most 
appropriate treatment. This would avoid the requirement to allow for capital 
expenditure in the year in which it is incurred - which, for any significant investment, 
would appear inappropriate: it avoids, also, Postcomm being involved in detailed 
capital project appraisal. 

0 Postcomm welcomes views on the appropriate approach to calculating Consignia’s 
opening regulatory asset base. 

0 Postcomm welcomes views on the relevant approach to calculating an appropriate 
level for depreciation under the revised control. 

No comment proposed. 

Postcomm welcomes views on respondents’ preferred methodology for calculating 
Consignia’s allowed return - e.g. whether a weighted average cost of capital would be 
preferable to a return on turnover, or whether some combination of options should be 
considered. 

No comment proposed. 

0 Postcomm welcomes views on whether there is any other issue which it should 
consider when setting the level of a revised price control for Consignia. 

No further comment proposed. 

A copy of the full consultation document has been deposited and may be inspected in the 
Members’ Library. 

Recommendation 

It is recommended that the Committee homologate the action taken to submit the foregoing 
comments as the response of North Lanarkshire Council to the Postcomm consultation into 
price control review for Consignia plc. 

Members seeking further information on the contents of this report are asked to contact John Fleming, Head 
of Central Services on Extension 2228. 
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