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Executive Summary

In August 2015 Australia Post provided the ACCC with a draft price notification to
increase the basic postage rate from 70 cents to $1 for letters delivered at the new,
slower “regular” timetable. Australia Post proposes that prices would take effect from 4
January 2016. Simultaneously, Australia Post is introducing a range of measures to
respond to the decline in letter volumes. The ACCC is required under the Competition
and Consumer Act 2010 to assess Australia Post’s pricing proposal.

The ACCC is seeking advice on the extent to which Australia Post's reform program is
appropriate to increase efficiency in letter operations and where Australia Post stands
compared to selected European postal operators. For this purpose, WIK-Consult

* reviewed Australia Post's current operations, past performance and projected
progress in increasing the efficiency of its letter operations;

» assessed Australia Post’s operations and reform program in light of international
best practice.

The review takes experiences of five European postal operators into account: Deutsche
Post (Germany), La Poste (France), PostNL (The Netherlands), PostNord Denmark and
PostNord Sweden.

Australia Post’'s current efficiency in letter opera tions lags behind its
international peers

The assessment of Australia Post’s letter operations compared to its international peers
revealed that Australia Post’s current efficiency level in letter operations lags behind the
levels achieved by its international peers:
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» Automation: all postal operators including Australia Post use sorting machines.
However, in contrast to the international peers Australia Post still has a substantial
amount of manual sorting activities in processing and delivery. Moreover, large
letters are not sorted to delivery rounds which is an established practice of
international peers.

»  Sequence sorting of small letters by machine: while these machines were already
developed in the 1990's, Australia Post only introduced them in 2009 and made
small progress in implementation. In 2014, only half of all small letters were
sequenced by machine while its international peers achieved proportions of more
than 90%.

*  Optimisation of delivery: automation and sequence sorting by machine allows the
re-design of delivery networks. Minimisation of indoor activities and extension of
outdoor delivery time combined with the use of optimisation tools result in less
delivery rounds. Australia Post’s delays in implementing high levels of automation
is reflected in the fact that its posties spend nearly half of their working time with
indoor activities which is the highest proportion compared to its international peers.

* Flexibility in delivery operations: postal operators seek to increase flexibility in
delivery operations by measures such as: centralisation of indoor activities to a
lower number of delivery centres; the assignment of indoor and outdoor activities to
different employees; and improvements in malil flow control
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FHKHKFK KKK KKK KK KKK KKK, Given the relatively low level of
automation (including sequence sorting by machine) and the lag in delivery
optimisation, Australia Post has not yet made any progress in this area.

Australia Post had a poor performance in efficiency improvements and cost
savings between 2008 and 2014...

These findings are supported by the review of Australia Post’s past performance in cost
savings. Between 2008 and 2014, Australia Post’'s costs increased in letter operations
and in its total business (excluding StarTrack) despite a significant letter volume decline
resulting in a transition from profitability to increasing losses in the monopoly letter
services. In contrast, the international peers with similar or higher decline rates in letter
volumes realised substantial savings in costs and reductions in FTE numbers during the
same period.

...and launched a very ambitious program to modernise its letter operations
KK KK

Australia Post is at the beginning of an urgently necessary transformation process with
substantial impact on its letter operations. The RoLS program consists of the following
elements:

« the modernisation of letter processing to increase the level of automation;



the reorganisation of the postal network following modernisation and following the
phased introduction of the two-speed letter product; and

the implementation of 3<3<3<IKIKIKITITIIKKIKHKKKKKK the National
Delivery Model (NDM).
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The program can enable Australia Post to catch up in terms of operational efficiency to
the current levels of its international peers:

Automation: Australia Post will replace its sorting machines for small letters and
large letters (“flats”) in the next three years. This will generally increase the
proportion of letters sorted by machine. Moreover, the new flat sorters will enable
Australia Post to sort large letters to delivery rounds.

Sequence sorting of small letters by machine: The corporation plans to
automatically sequence-sort more than 90% of small letters by FY2019.
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Australia Post’s poor performance in increasing efficiency in letter operations in the past
and compared to its international peers indicates that this program is very ambitious



given the short period for implementation. The major reason is that Australia Post plans
to implement many different elements simultaneously that would significantly affect
processing and delivery operations.
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Australia Post’'s envisaged cost savings appear cons ervative in light of
international best practice...

Assuming Australia Post is able to fully implement its RoLS program its envisaged cost
savings are conservative in light of international best practice. Given the substantial
letter volume decline of more than 10% per year as forecast by Australia Post its
savings in letter services costs are lower than annual savings achieved by Post
Denmark and PostNL which face similar decline rates in letter volume. The projected
decline in the number of full time equivalents envisaged by Australia Post is less
demanding than its projected cost savings. The corporation would have the lowest rate
of decline of all postal operators experiencing significant letter volume decline.
However, two factors may limit the reduction in employment: (1) Australia Post's
growing parcel business partly absorbs workers freed from letter operations and (2)
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...but very ambitious in light of its past performanc e

In light of Australia Post’s past performance in achieving cost savings and reducing
employment levels the projected cost savings appear much more ambitious. All
elements of the reform, 3<3<IKIKIKIKIKIKIKIKIKIKIKHK KK KKK KKK,
substantially depend on the employees’ and the unions’ willingness to cooperate. In our
experience this is a difficult and very time-consuming task and needs substantial
communication between the parties before and during the implementation.

Australia Post could consider additional measures f or cost savings

Experiences at other postal operators show that there are additional opportunities to
increase efficiency and achieve substantial cost savings:
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