MOVING THE MAIL
CANADA'’S POSTAL SERVICE IN THE 1990°S

#

postes/postage

REPORT OF THE STANDING COMMITTEE ON
CONSUMER AND CORPORATE AFFAIRS AND
GOVERNMENT OPERATIONS

APRIL 1990



BIBLIOTHEQUE DU PARLEME!

JANT 2

3 2354 00302
LIOTH|

T

32354 00

IBRARY OF PARLIAME

s

DATE DUE
1998

FES
FEWV L A

1000




MOVING THE MAIL
CANADA’S POSTAL SERVICE IN THE 1990°S

e

'Jr o r—'}"

postes/postage

REPORT OF THE STANDING COMMITTEE ON
CONSUMER AND CORPORATE AFFAIRS AND
GOVERNMENT OPERATIONS

APRIL 1990



LA
o i

» B
. I'.‘:-Hnlﬂh




HOUSE OF COMMONS CHAMBRE DES COMMUNES

Issue No. 53 Fascicule n° 53
Wednesday, April 11, 1990 Le mercredi 11 avril 1990
Chairman: Garth Turner, M.P. Président: Garth Turner, député

Minutes of Proceedings and Evidence of the Standing Procés-verbaux et témoignages du Comité permanent de la
Committee on

Consumer and Consommation et des
Corporate Affairs Corporations et de
and Government PAdministration
Operations Gouvernementale
RESPECTING: CONCERNANT:

Review of Canada’s postal service, pursuant to Standing Etude sur le service postal canadien, conformément &
Order 108 ’article 108 du Réglement

INCLUDING: Y COMPRIS:

The Second Report to the House Le Deuxiéme Rapport a la Chambre

Second Session of the Thirty-fourth Parliament, Deuxiéme session de la trente-quatriéme législature,

1989-90 1989-1990

34865—1



STANDING COMMITTEE ON
CONSUMER AND CORPORATE AFFAIRS AND
GOVERNMENT OPERATIONS

Chairman: Garth Turner

Vice—-Chairman: Jean-Marc Robitaille

MEMBERS

Don Boudria

Bill Casey

Gilbert Chartrand
John E. Cole
Louise Feltham
Gabriel Fontaine
Jean-Robert Gauthier
Gabriel Larrivée
Russell MacLellan
John Rodriguez
Roger Simmons
Len Taylor

(Quorum 8)

Bernard G. Fournier
Clerk of the Committee

Peter Berg
Margaret Smith

Research Officers

Published under the authority of the Speaker of the House of Commons by the Queen’s Printer for Canada

Available from the Canadian Government Publishing Centre, Supply and Services Canada, Ottawa, Canada K1A 0S9




THE STANDING COMMITTEE ON
CONSUMER AND CORPORATE AFFAIRS
AND GOVERNMENT OPERATIONS

has the honour to present its

SECOND REPORT

In accordance with its mandate under Standing Order 108, your Committee has
reviewed Canada’s postal service and has agreed to present this report.
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POSTAL SERVICES IN THE 1990s

INTRODUCTION

The 1981 passage of the Canada Post Corporation Act (the Act), which created a Crown
corporation to operate postal services in Canada, marked the beginning of a new era for the
Post Office. The move from a government department to a Crown corporation was
designed to distance postal services from the political arena, to introduce a measure of
fiscal accountability into postal operations and generally to overcome many of the
problems that had beset the postal system.

The Act sets out the following three objects for Canada Post Corporation (“Canada
Post” or the “Corporation”):

(a) toestablish and operate a postal service for the collection, transmission and
delivery of messages, information, funds and goods;

(b) to manufacture and provide products and services that are necessary or
incidental to postal services; and

(c) to provide services to government departments, agencies and others that
are convenient for the Corporation to provide.

The Act also outlines certain factors that Canada Post must consider when carrying out
its objects. These require the Corporation, while maintaining basic customary postal
service, to have regard to

(a) improving and extending its products and services in the light of
developments in the field of communications;

(b) conducting its operations on a self-sustaining financial basis while
providing a standard of service that will meet the needs of the people of
Canada and that is similar with respect to communities of the same size;

(¢) providing for the security of mail;

(d) utilizing its human resources to achieve its objects and to ensure the
commitment and dedication of its employees; and

(e) maintaining a corporate identity that recognizes that it is an institution of
the Government of Canada.

From the beginning, Canada Post’s management set out three objectives. These were:
improved service; improved labour-management relations; and financial self-sufficiency.



The Committee notes that the Corporation has made significant progress in meeting two of
these objectives. For this, the Corporation and its management team deserve credit. Postal
services are more reliable, standards for the delivery of first-class mail are being adhered
to, the number of postal outlets is increasing and service to large-volume mailers has
improved. On the financial front, great strides have been made. In achieving its first
operating surplus in nearly 30 years, the Corporation has progressed toward its goal of
financial self-sufficiency. Additional profits in forthcoming years should enable it to
finance the capital investment needed to introduce new products, further improve the
reliability of services and keep pace with a rapidly changing marketplace.

As a general rule, there is a direct link between service and profitability; those firms
which provide the best service are often among the most profitable. By continuing to be
profitable, Canada Post will be able to achieve its primary objective of providing reliable,
accessible and affordable service.

In the area of labour-management relations, however, much more needs to be done.
Relations between management and employees continue to be acrimonious, although it
would appear that progress will be made in settling the inordinately large number of
outstanding grievances filed by employees. It is our belief that Canada Post must become
increasingly aware of and responsive to the needs of its employees.

The year 1989 witnessed a number of significant developments for the future of
Canada Post. First, the Corporation had its first operating surplus in more than three
decades. Next, the Minister of Finance requested that the Corporation adopt a commercial
mandate and achieve a target return on equity of 14%-15% in 1993-1994 while keeping
first-class letter rate increases down to less than the increase in the Consumer Price Index.
As part of this mandate, the Corporation is expected to pay a dividend of approximately
$300 million to the government for the five-year period ending with the 1993-1994 fiscal
year. Finally, the Minister responsible for Canada Post suggested that the time has come to
look at its possible privatization.

These developments, along with concerns expressed by the general public about a
number of aspects of the Corporation’s service, have prompted the Committee to examine
Canadian postal services.

The Committee held public hearings in Ottawa from October 1989 to March 1990;
during these, the Minister responsible for Canada Post Corporation, the President of
Canada Post and 28 organizations and individuals were heard (see Appendix I for a list of
witnesses).

In the course of our study, we have had the opportunity to explore several aspects of
Canada Post’s relationships with its customers, employees and competitors. We have also
been able to look at trends and developments in postal services in other jurisdictions.




We have found that postal administrations in a number of other countries are expected
to be commercially viable, even profitable operations. In Australia and New Zealand, for
example, postal services make a profit and return a dividend to the government. Such a
requirement for Canada Post, then, is not unusual or novel and lends support for a
definition of financial self-sufficiency that encourages the Corporation to adopt the fiscal
standards of comparably-sized private sector enterprises.

Examining the possible privatization of Canada Post was an important aspect of our
study. The Committee heard evidence suggesting that privatization might be appropriate
once proper corporate and financial structures were in place and the Corporation had
achieved a consistent record of profitability. But we also were told that the Corporation is
not yet ready for privatization and will not be for some time. This question will likely
require further assessment should the Corporation achieve its target return on equity.

While privatization of the Corporation may be an issue for future consideration, the
regulation of postal services is of immediate concern to the Committee. We note the
problems encountered by the Postal Services Review Committee (PSRC) in its attempt to
review Canada Post’s recent rate and service proposals. We are concerned that the PSRC’s
inability to obtain information from the Corporation prevented it from determining
whether postal rates are fair and reasonable and whether the Corporation is competing
unfairly by cross-subsidizing its competitive operations from its monopoly services.
Unable to fulfill its mandate, the PSRC could neither effectively respond to the public’s
concerns nor ensure that Canada Post had not abused its monopoly power.

We believe that it is in the public interest to have postal rates and services scrutinized
by an independent body with the power to obtain the information it needs to fulfill its
mandate. This is crucial where the enterprise subject to review enjoys considerable
monopoly power. It is also important as Canada Post attempts to distance itself further
from government.

Our recommendations cover several aspects of postal services in Canada. Some deal
with specific concerns brought forward by witnesses while others address broader issues.
We hope that they will help towards providing better postal services to Canadians in the
1990s and beyond and give direction for a profitable, customer-responsive postal system.
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CHAPTER 1 — CANADA POST’S FINANCIAL PERFORMANCE

A. Progress Towards Financial Self-Sufficiency

In recent years, Canada Post has made remarkable progress in achieving its objective
of financial self-sufficiency. An operating deficit of almost $600 million in 1981-1982 has
now been replaced by a surplus of $96 million, the first Post Office surplus recorded in 30
years.

The Corporation’s financial results have, to a great extent, mirrored those of other
postal administrations. As of 1988-1989, the United States Postal Service (USPS), the
Australian Postal Commission, the U.K. Post Office and New Zealand Post have all
achieved profitable positions.

While rate increases certainly influenced the change in financial performance, much of
Canada Post’s success can be attributed to increases in mail volume and improved
efficiency. The Corporation’s efforts to stress productivity, and efficiency improvements in
evidence since the mid-1980s have resulted in more reliable service and stronger volume
growth. The focus has also been on containing costs. Throughout most of the 1980s, these
factors have allowed Canada Post to keep the price of delivering first-class letter mail from
increasing at a faster rate than the cost of living as measured by the Consumer Price Index,
and to ensure that the price is well below international norms.

Canada Post deserves to be commended for its success. As a result of this financial
turnaround, the direct cost of the postal system is, with the exception of certain payments
made for public policy purposes, now being borne almost entirely by the users themselves,
without an additional burden placed on the taxpayer in the form of an operating subsidy.

We urge the Corporation to continue its efforts to increase efficiency and improve its
financial results. In our opinion, more stress should be put on moving from retail and
processing facilities in downtown locations to more cost—effective and efficient structures
elsewhere. The Corporation would also be wise to achieve greater flexibility in contracting
out certain services, such as mail delivery. It is vitally important that Canada Post reduce
operating costs devoted to labour, which, at approximately 70%, now impose a
considerable burden on financial performance. Only through excellent financial results can
the Corporation generate the funds for the capital investment needed to improve service
and efficiency. As will be suggested below, a much greater return than that so far recorded
will be required.



B. New Definition of Financial Self-Sufficiency

Now that Canada Post has realized an operating surplus, it has been instructed by the
federal government to function increasingly on a commercial basis, by borrowing in private
capital markets, by establishing financial targets and by remitting a dividend to the
government. The government is also prepared to consider providing the Corporation with
a share capital structure which would enable traditional measures of financial performance
to be applied.

To help establish a new, private-sector definition of financial self-sufficiency for
Canada Post, the government commissioned a study of financial performance targets by the
investment firms S.G. Warburg Securities and RBC Dominion Securities Inc. Their report
(the Warburg/DS study), produced in August 1989, examined a number of relevant
companies and appropriate financial criteria against which the Corporation’s financial
practices and performance could be assessed. Included in the universe of firms selected
were the following: other postal administrations, courier companies, regulated utilities in
Canada and the U.S., several major Canadian firms and a number of domestic Crown
corporations. Of these groups, the regulated utilities and the courier companies were most
comparable to Canada Post in terms of business risk, although the study did state that the
utilities faced a lower risk in that they had a lower percentage of competitive activities in
their operations.

The definition of financial self-sufficiency adopted in the Warburg/DS study took into
account the cost of capital when developing private-sector financial criteria for Canada
Post. To be “self- sustaining,” the study concluded that a firm must have access to capital in
order to finance investments to sustain its asset base. Since private capital comes in only
two forms, debt and equity, it is necessary for the Corporation to provide adequate financial
return to potential investors, whether they be bond or shareholders. As the study noted, “to
ensure access to the debt markets the Corporation would have to provide comfort to
potential lenders by meeting a variety of financial tests, and ... to ensure access to equity
capital, Canada Post would have to earn profits sufficient to provide a return comparable to
other competing investments.”

After examination of financial performance in other firms, the study arrived at
appropriate ranges for key financial criteria for Canada Post. Of greatest significance was
the setting of a 14-15% range for return on equity and a dividend payout ratio of 35-45%.
Achievement of an adequate level of return, it was noted, is important since shareholders
need to be compensated for the risk associated with their investment. Similarly, a dividend
payout ratio of the size mentioned would ensure that investors were adequately
compensated and that Canada Post had the financial freedom to maintain its capital
investment program. While the Corporation has not, up to now, paid out a dividend, the




study noted that private-sector firms with similar characteristics would normally have done
SO.

The government has adopted the recommendations of the Warburg/DS study and has
instructed the Corporation to operate within a commercial mandate, and by doing so
generate a financial return adequate for a private-sector firm of similar size with similar
corporate objectives. In its latest five-year Corporate Plan, Canada Post has accordingly set
a return on equity (ROE) target of 14%, to be achieved in 1993-1994. This would be
substantially higher than the current return of 5.9%, and would generate an additional $802
million in profits over the next five years.

The Corporation has also adopted a dividend payout target of 40%, starting in
1989-1990. This will ensure that a return of $300 million will accrue to the federal treasury
over the five-year planning period, with additional funds devoted to support of the firm’s
capital investment plans.

The Committee heard conflicting evidence on the merits of the new private-sector
definition of financial self-sufficiency. Opinion was split on whether the Corporation
should be exceeding its initial target of breaking even. The Canadian Labour Congress
(CLC) argued in favour of using the new profits to improve and expand postal services, to
increase wages and to reduce postal rates. The CLC was of the view that many of the
problems in labour relations and service cut-backs are a by—product of having tried to push
Canada Post toward financial self-sufficiency too quickly. The Congress, while not
opposed to the concept of financial self-sufficiency, felt that the initial target should have
been achieved over a much longer period of time.

The Canadian Union of Postal Workers (CUPW) shared the CLC’s concerns and
recommended that the Corporation use the profits to improve service to rural Canadians
and to city—dwellers currently receiving mail in community mail boxes. The Union also
argued that the legal mandate of the Corporation as set out in subsection 5(2) of the Canada
Post Corporation Act does not include as a minimum requirement the achievement of a
specified profit margin nor does it obligate the Corporation to distribute dividends to the
government.

For their part, both the Retail Council of Canada (RCC) and the PSRC approved of the
new definition of financial self-sufficiency. The Retail Council argued that the profit
incentive provides the Corporation with the stimulus to enhance efficiency and, as a direct
result, improve service. The Chairman of the PSRC, Mr. Alan Marchment, felt that the new
target of profitability could be supported only if it was achieved through an increase in
competitiveness, efficiency and innovation, and not reductions in service. While the
14-15% return target was not unreasonable as an eventual target, these groups expressed



concern about the speed at which it would be reached and the fact that service to customers
could be jeopardized.

The Committee also is concerned about the maintenance of adequate levels of service.
Yet we are of the opinion that the realization of private-sector return levels will provide
distinct advantages for both the Corporation and the Canadian consumer. And while the
concerns about the speed at which the Corporation achieves the target are entirely
understandable, we believe it is better to strive towards a set target. Only with a disciplinary
tool in place will financial performance be assured.

A number of points can be made to buttress the case for the increased generation of
profits. As Gerard Harvey, Chairman of the Management Board of International Post
Corporation, noted before the Committee, an adequate level of profitability is required to
ensure that obsolete or deteriorating capital equipment is being replaced. Canada Post has
spent on average a mere 3.7% of net assets each year on capital expenditures since 1981,
with the result that the asset base has not been effectively maintained. Capital investment is
required to replace the capital stock and by so doing to improve the efficiency of postal
operations and the reliability and speed of service. By engaging in a major capital
expansion program, such as the Corporation recently announced, Canada Post can
construct and improve mail-processing facilities, expand and modernize the vehicle fleet,
and enhance its data processing network. To help finance these necessary expenditures, the
Corporation requires additional profits.

The implementation of higher target levels of return will also enable dividends to be
provided to the shareholder (the government). This payment may in turn be applied to the
deficit and could provide the Canadian public, long a victim of government funding to the
Corporation, with a sizeable financial return.

It should be noted that the dividend requirement, along with the adoption of an
increasingly commercial orientation, is not unique to Canada’s postal system. Australia
Post, long viewed as being comparable to Canada Post in operational characteristics, is
expected to contribute dividends to the government from fiscal 1989-1990 on, pay
corporate taxes, adopt financial targets and establish a private-sector share capital
structure.

Similarly, both the United Kingdom and New Zealand Post Offices are required to
provide dividend and tax payments to their national governments. New Zealand Post, for
instance, has committed itself to maintaining a future dividend rate of 40% of aftertax
profits, while also paying corporate tax at a rate of 48%. All told, the firm paid the
government $130 million in dividends and taxes during 1987-88 and the first half of
1988-89.




Other benefits of the new approach were identified in the recent PSRC report. Last
fall, the PSRC recommended that Canada Post be awarded its proposed rate increases in
order for it to attain its mandated return on equity target of 14-15%. In essence, the PSRC
endorsed the private sector’s definition of financial self-sufficiency, which includes the full
recovery of capital costs. This new approach, it was argued, would result in fairer
competition, elimination of the indirect subsidy to major mail users through the
Corporation’s not being charged the cost of capital, and a more efficient use of capital as
the Corporation incurs the full cost of this resource.

We agree with the conclusions of the PSRC, and urge the Corporation to achieve the
targeted levels of return and the other financial standards which have been established.
The Committee therefore recommends that:

Canada Post should be financially self-sufficient and realize enough
revenue to maintain and improve its service.

Canada Post continue with its plans to realize a 14% return on equity by
1993-1994, and to provide the Government of Canada with an annual
dividend of 40% of its operating profits.

While Canada Post has been instructed to operate on an increasingly commercial
basis, and has adopted targets for a number of financial criteria such as the return on equity
and the dividend payout ratio, there is one noticeable omission. Though the Corporation
does, through the Department of Public Works, pay grants to each municipality in lieu of
property taxes and is thus in essence taxed on its land holdings, it neither pays nor
anticipates paying corporate income tax. A proper comparison with private-sector firms,
however, would involve a comparison of rates of return before tax.

We believe that this issue warrants further observation; since a full quarter of the
Corporation’s revenues are derived from competitive services such as unaddressed admail,
parcels and time-sensitive deliveries, unfair competition is indeed a distinct possibility.
While Canada Post may not view its non-taxable status as an important factor in its
competitive or general financial position, it is difficult to judge the situation since no
planning study has been conducted. Moreover, the Corporation has admitted that a
requirement for it to pay tax could alter certain financial ratio targets and further increase
postal rates.

We consider that a review of this question by the federal government is urgently
required. Many of the issues which would require resolution were identified in the
Warburg/DS study (tax base of assets, application of operating losses from previous years,
payment of provincial taxes, treatment of federal subsidies and capital contributions,
accounting treatment of taxes, and the question of local business taxes). What is needed is



an assessment of the issues as they affect the Corporation and its financial plan, particularly
its attempts to achieve the new financial self-sufficiency targets.

Postal administrations in the United Kingdom, Australia and New Zealand have been
requested to pay income taxes to their governments; we see no reason why this question
should not be examined with a view to implementation in this country. The Committee
therefore recommends that:

The Government of Canada examine the feasibility of requiring Canada Post
to pay corporate income tax.

10




CHAPTER 2 — POSTAL SUBSIDIES

The federal government has traditionally paid subsidies to Canada Post in support of
the Canadian publishing industry, and has made payments related to public policy
programs, such as Northern Air Stage, Parliamentary Free Mail and Literature for the
Blind. An amount of $203.6 million is budgeted for these programs in 1990-1991, of which
$174.6 million is to be allocated to the publishers and $29 million to the other three
programs.

The government has decided to reduce spending in two of the four areas, with the
publishers’ subsidy to be cut back and eventually eliminated, and the Northern Air Stage
subsidy phased out. The other two, Parliamentary Free Mail and Literature for the Blind,
have remained untouched. Planned spending in these latter two areas totalled $14 million
for this fiscal year.

Economists are generally of the opinion that universally-provided subsidy programs
are not cost-effective. Given that these programs are universal, many subsidy recipients
are benefiting from them needlessly, in some cases at the expense of greater subsidies for
those more deserving.

It is also recognized that it is easier to verify the true need for direct subsidies in
programs where there is a direct relationship between sponsoring agency and recipient. In
the case of the publishers’ subsidy, for instance, one cannot identify the true cost to Canada
Post of handling publications mail. Similarly, it is difficult if not impossible for northern
residents to obtain reliable cost information from the Corporation about its Northern Air
Stage mail service. In both instances, a more accurate assessment of the true need for the
program could be gauged through a more direct link between the government and subsidy
recipients.

We support policy shifts that would remove indirect social program subsidies from
Canada Post, as long as they were replaced by direct subsidies with spending levels
sufficient to satisfy requirements. The Committee therefore recommends that:

The Government of Canada consider the replacement of postal subsidy
programs with direct recipient programs.

A. Publishers’ Subsidy

For more than one hundred years, the federal government has provided the Post Office
with a subsidy designed to offset the revenue shortfall which it incurs against total
publications mail costs. In doing so, the government has attempted to satisfy three

11



objectives: to encourage a well informed and better educated public through a reduction in
subscription rates, to encourage a financially healthy Canadian publishing industry, and to
improve access by all individuals, whether residing in remote areas or not, to Canadian
cultural products.

The subsidy provides preferential second-class postal rates for newspapers and
periodicals in accordance with a six-level rate structure which includes the following
categories of publications: daily newspapers, weekly newspapers, subscriber-based
periodicals, controlled-circulation periodicals, foreign periodicals, and foreign periodicals
printed in Canada. In order to benefit from the subsidy, publishers have to meet the
individual criteria which Canada Post sets for the six different rate levels. Also eligible for
subsidy are publishers, wholesalers and retailers of books, and public libraries. The rate
structure is tiered so that small mailers pay lower average postage than larger publishers.

The Publications Distribution Assistance Program (PDAP), as the subsidy program is
known, is essentially the responsibility of the Department of Communications (DOC).
That Department sets the overall policy of the program and determines the concessionary
rates applicable to the various publishers’ mailing categories. Once the policy guidelines
have been established, however, Canada Post administers the subsidy.

In the April 1989 budget, the federal government announced that it would reduce the
annual subsidy by $10 million that fiscal year and by $45 million per year beginning in
1990-1991. The intent was to weed out from a universal subsidy program any spending that
is not truly required, while keeping the subsidy in place for the majority of publications
which would experience financial difficulty without it.

In December 1989, the federal government decided to eliminate the universal postal
subsidy program completely by 1992-1993 and replace it with a direct subsidy. The new
program, to be administered by DOC, would have a budget of $110 million, or one-half of
the present program’s budget.

The publishing industry is extremely concerned about any significant reduction in the
postal subsidy. It claims that its pre-tax profit margins, at less than 4%, are quite low and
that large increases in second-class postage rates would have a devastating effect on its
members’ financial performance. According to the Canadian Magazine Publishers’
Association (CMPA), a majority of the organization’s members either lose money or break
even. Without the subsidy, many Canadian paid-circulation magazines would not survive;
those that did would see their distribution reduced. Even many of the larger publications
would not be unscathed.

As for passing increased postal costs on to customers and/or advertisers, the
Association has argued in the past that its room to manoeuvre is quite limited, given that its
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publications are extremely price-sensitive. If this is indeed the case, many publishers would
have to absorb incremental costs, or somehow adjust their operations. While some
publishers would cease operations, others would attempt to reduce their operating costs
and in the process possibly reduce product quality.

Canadian publishers are limited in their ability to change distribution methods. Owing
largely to the postal subsidy, most Canadian magazines have abandoned newsstands as a
distribution vehicle, with the result that the American publications now heavily dominate
this sales venue. Thus, Canadian publications are almost totally dependent on the postal
service, or some private equivalent. Of course, in rural Canada sending publications
through the mail is in many instances the only possible method of distribution, since rural
customers do not have ready access to newstands.

While the importance of some subsidy to the publishing industry cannot be denied, it
can also be argued that during the present period of financial restraint the government
should be carefully re-examining such universal subsidy programs as the PDAP. Such
programs lead to an absence of accountability, and also benefit large—circulation
periodicals such as Time and Maclean’s. Given the current size of the national debt, do
these largely profitable magazines deserve to be subsidized?

The publications subsidy program was subjected to considerable scrutiny in the
mid-1980s, having been reviewed by two study teams of the Nielsen Task Force on Program
Review as well as by DOC itself. Of particular interest are the major findings of the latter’s
1986 program evaluation study, which found the program to be “no longer an appropriate
or, at $220 million a year, cost—effective way to pursue any objectives whether economic,
communicative, or cultural.” The study also concluded that the program represented a
form of regressive income transfer since its major beneficiaries were those readers with
higher incomes and greater education.

We are generally supportive of the government’s move to replace this universal postal
subsidy program with a more direct needs-based subsidy. Only in this way can cost savings
and accountability be ensured. We are concerned, however, about the effect of this policy
shift on rural weekly newspapers and small circulation consumer magazines, for which any
appreciable change in postal costs could prove catastrophic. The Committee therefore
recommends that:

The Government of Canada endeavour to provide publishers of rural
community-owned newspapers and small-circulation magazines with
adequate financial support.

The CMPA has also expressed its concerns that the Canada Post cost estimates on
which the subsidy is based may be overstated. In its 1987 study of the subsidy, “Severing
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Vital Links”, the Association questioned the Corporation’s cost allocation methods,
suggesting that “the estimated subsidy to second-class mail may well be inflated because
the postal system allocates costs to such mail that are not caused by it.” The study concluded
that the estimates of the size of the postal subsidy required could be reduced significantly,
thereby avoiding rate increases.

This view was also shared by the President of Maclean Hunter Canadian Publishing,
who was not convinced that the cost of providing service to publishers was significantly
higher than the price paid. This witness speculated that a sizeable portion of the subsidy is
applied against the Corporation’s overhead and basic infrastructure, and not directly
against the movement of publications mail. In order to allay these concerns, we believe that
the imposition of changes in second-class postal rates must be preceded by a complete and
accurate investigation of Canada Post’s allocation of costs.

B. Northern Air Stage Subsidy

As recently as 1985, the federal government provided Canada Post with $19 million to
subsidize air freight service to communities in northern Quebec and the Northwest
Territories. Soon thereafter, it was decided to phase out the subsidy by the year 2005, with
annual reductions of $1 million put into effect.

With the Corporation able to reduce costs in line with the declining subsidy in the first
three years, no rate increases were implemented. Late last year, however, Canada Post
decided on increased rates ranging from 27% to 42% for northern commercial shipments.
Since then, the Corporation has agreed to a 5 percentage point reduction (from 32% to
27%) in increases for mailing food and medical supplies, and has stated that the rates nowin
place will not be adjusted for at least one year.

Isolated communities in the North have historically borne high living costs as a result
of transportation expenses. Most of the communities in question are accessible only by
high—cost air service, and have no all-weather roads or railways. The federal government
decided in the mid-1970s to subsidize commercial shipments of fruits, vegetables and other
consumer products to northern destinations to help compensate for this cost burden.

The phase-out of the subsidy program will greatly increase the price of perishable and
consumer goods in the North. According to evidence presented to the Committee by
representatives from the Inuit Cooperatives of Quebec, the cost of living, which is already
high in northern regions, could rise by an additional 20%. The phase-out could also place
the health of northern residents at risk, through the increased danger of scurvy and rickets.
Air stage shipment is seen as the only way to provide fresh foods necessary for a healthy diet
at a reasonable price.
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Moreover, price increases for commercial parcels pose a serious threat to the future
viability of small businesses and thus to the region’s already fragile economic development
environment. Under the new price structure, it will be particularly difficult for community
stores which have benefited from reduced postal rates to compete with larger firms such as
the Bay that have the financial resources to construct warehousing facilities for sea lift
operations.

We have already registered our support for the elimination of indirect subsidy
programs such as the Northern Air Stage subsidy. At the same time, however, we are
concerned that no alternative transportation arrangements and/or funding programs have
been announced. We are hopeful that the study of the program currently underway within
the Department of Indian Affairs and Northern Development will provide alternative
suggestions for accommodating the needs of northern residents.

We believe that Canadians in isolated regions of the country should not be subject to
hardship arising from yet higher living costs. While certain residents of the North, such as
federal and provincial public employees are somewhat protected through northern living
allowances and special freight subsidies, native northerners do not enjoy such benefits. We
are also interested in promoting economic development among indigenous populations;
higher shipping costs will be a hindrance to this objective. The Committee therefore
recommends that:

The Government of Canada impose a moratorium on future reductions in
the Northern Air Stage postal subsidy until alternative funding and/or
shipping arrangements have been finalized and that active consideration be
given to the special needs of the indigenous population when formulating
alternative arrangements.
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CHAPTER 3 — THE RETAIL NETWORK

In early 1987, Canada Post began to re-organize its corporate retail network in both
urban and rural Canada, in the process committing a greater share of its operating and
capital expenditures to mail collection, processing and distribution. The year 1996 was set
as the target for the closure and/or conversion to private-sector outlets of most of the 5,221
rural post offices and the 734 offices in larger urban centres. Many of the new private
outlets, known simply as retail postal outlets (RPOs), were to become franchise operations
that generally would provide services similar to those of the corporate outlets they were
designed to replace.

Behind this plan was the Corporation’s desire to realize operational savings—some $1
billion over 10 years—as a result of cuts in wages, overheads and capital costs through the
conversions of employee-staffed outlets. An equally important objective was to shift post
offices to more convenient locations and increase the accessibility of Canada Post’s services
to the public through improved hours of operation. The conversion program has not
developed as quickly as the Corporation originally hoped. It is now expected that some
300-350 conversions will be initiated in urban and rural Canada each year.

At the same time, the Corporation intends to expand its total retail network by a third
over the next few years, to some 20,000 outlets. This would be accomplished through
contracts entered into with private firms.

The use of the private sector in postal retailing is common practice in many urban areas
of Canada, where sub-post offices already make up a significant proportion of total outlets.
For rural Canadians, however, the change in direction is quite significant and the most
adverse response to these proposals has come from them.

Though we sympathize with those Canadians who are reluctant to accept the changes,
we believe that the Corporation’s comparative advantage lies in gathering, processing and
delivering mail and that it is also important for Canada Post to continue to reduce its costs.
By using the private sector’s proven retail experience cost—effectively, the Corporation will
be able to provide customers with many more convenient retail locations. We therefore
support the Corporation’s current plans to improve its retail network through contractual
arrangements with private retailers and recommend that :

Canada Post discontinue its retail postal business and devote its resources to
the collection, processing and delivery of mail.

Quality of service, however, need not be jeopardized by these changes. We concur with
arguments in the recent report of the PSRC that to ensure that customers receive
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high—quality service at retail outlets, the Corporation should devote greater attention and
resources to the training of the private-sector workers and to the security of the mail. RPO
operators must also assign a high priority to the postal service. With these concerns
addressed, we are confident that the benefits of the retail conversion and expansion
programs will greatly outweigh the costs.

A. Rural Conversion Program

Since March 1987, Canada Post has been implementing a program to convert post
offices in small rural communities into private retail postal outlets. Rather than allowing a
community post office to close with no alternative service to replace it, Canada Post
continues to provide mail service. Since customers no longer need to travel to
neighbouring communities to pick up their mail, and retail services are also maintained in
the community in almost 80% of cases, the Corporation argues, and the PSRC concurred,
that the new policy provides for “equal or better service.”

A review of postal service in a given community is triggered when a “natural
opportunity” arises. This may be the resignation, retirement, transfer or promotion of a
postmaster, the submission of a request by the community, or changes in the status of the
Post Office building. The job security of existing postmasters and assistants is generally
guaranteed.

Canada Post reviews each community on a case-by-case basis and makes a decision
about conversion based on the following factors: size of community, business base,
revenue, distance to nearest town, demographic trends and current service. Once it is
decided to change the type of service, the Corporation informs the Member of Parliament
and local municipal officials and a 90-day period of consultation with the community
begins when a first letter is mailed to the customers affected. A contact name is provided
for those with inquiries about the conversion process, and the Corporation promises to
hold at least one local meeting to allow customers to present their concerns.

Criticisms have been expressed, however, that Canada Post representatives do not
meet with the community leaders, but rather with individuals. We view the involvement of
community leaders in this consultative process as being of paramount importance. The
Committee therefore recommends that:

Canada Post hold at least one meeting to discuss upcoming proposed service
changes with interested elected officials, prior to and apart from a general
meeting with the community residents affected.
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Customers are consulted about alternative delivery options, which could include: lock
boxes in an RPO, community mail boxes (supermailboxes) spread throughout the
community, rural route lot-line delivery, clustered community mailboxes and kiosks*. In
every case, local mail delivery is guaranteed.

Usually, the sale of postal products and services also remains in the community,
although delivery and retail services are often not at the same location. In the first customer
letter which the Corporation sends out, retail firms in the community are invited to apply to
become an RPO. Canada Post also canvasses the community to measure the extent of
business interest in providing postal products at the counter.

Sizeable program benefits have been cited by the Corporation for RPOs, apart from
the continuation of a postal presence in rural communities; for example, it is claimed that
accessibility is enhanced through an increase in the number of hours of service; the business
base of rural communities is improved through an increase in the business opportunities for
retailers; and that service to customers is made better through an upgrading or changing of
delivery service — access to outdoor mailboxes is possible on a 24-hour basis.

Independent public opinion polls carried out for the Corporation in 1989 indicate an
extremely high rate of satisfaction with the new retail postal services. Over 80% of the
individuals interviewed were “very satisfied”, especially with the increased number of hours
of access to postal products and services.

The Corporation hopes to realize considerable long-term savings from its conversion
program. It is, however, somewhat early to assess what these might be. As of the end of
February 1990, there had been only 542 conversions, and these largely involved
smaller-scale facilities and operations. While savings may not have been substantial to
date, they can be expected to increase rapidly as the rationalization program advances.

Those opposed to the conversion program argue that corporate outlets should remain
in place and, if anything, they should have their services expanded to include such items as
the sale of hunting and fishing licenses, greeting cards, parcel wrapping, and acceptance of
payment of utility bills. Post office employees could perhaps distribute information for
federal government departments and act as economic development officers for rural
communities. Banking services could also be provided in the over 2,000 communities
where the banks do not have branches.

. Weather-protected and heated structure providing for parcel and mail delivery, stamp vending and

out-going mail.
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The 1985 Report of the Review Committee on the Mandate and Productivity of
Canada Post Corporation (the Marchment Report) argued that there was insufficient proof
that an expansion of Canada Post’s product line into non-postal areas would be profitable
for the Corporation. Concern was also expressed that such expansion might lead to unfair
competition with the private sector.

We too are not convinced that product line expansion of this kind is warranted. We
have received no evidence of its profit potential. The unions and other interest groups
assume that such expansion would be profitable but appear to have given little
consideration to the investment in staff and facilities that would be necessary.

The Corporation’s plan for its retail services does not include the sale of non-postal
products in corporate-owned outlets or envisage competition with the private sector in this
area. It is clear, however, that the franchising concept, which allows private sector
operators to acquire the right to sell postal services in conjunction with other services and
products, is accomplishing, indirectly and without any investment risk to the Corporation,
what others would like the Corporation to do directly.

Although postal jurisdictions in other countries have long-standing traditions of
offering non-postal products for sale, the Committee cannot endorse the introduction of
such products and services in Canada Post’s corporate outlets. As we argued earlier, the
Corporation’s comparative strength does not lie in the retailing end of its operations.

Fears were expressed to the Committee that the closure of a corporate Post Office will
mean a loss of employment for the community affected and displace the traditional meeting
place for rural Canadians. Critics of the conversion policy view the loss of a dedicated Post
Office as highly symbolic and representing a degeneration of the social fabric of the
community.

While we acknowledge that the local post office often is an important institution within
the rural community, we recognize that the Corporation’s rural network is costly. We
believe that the new retail postal outlets will, over time and with proper monitoring by the
Corporation, provide a more than adequate replacement service. We also question the
assumption that Canada Post has an obligation to provide and maintain a community
meeting place.

Critics of the new policy have also raised questions about security and confidentiality
of the mail, and the training of RPO employees. The perceived lack of security of registered
mail and parcels is an important issue. Opponents of franchising argue that these items
should be handled only by qualified individuals. While the Corporation contends that
successful applicants receive extensive, on-site training, anecdotal evidence suggests
otherwise.
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We believe that the success of the conversion program in both urban and rural Canada
rests with the proper training of employees and a dedication to ensuring the security and
confidentiality of the mail. The Committee therefore recommends that:

Canada Post provide adequate training to private-sector workers in the
proper provision of postal products and information as well as in the
security procedures which must be implemented.

Canada Post ensure that standardized procedures are used by
franchise-holders to safeguard the security and confidentiality of the mail.

For many rural residents, it is the quality, and not quantity of service which is the prime
concern. Many opponents of the franchising program do not believe that the
businessperson who agrees to sign an RPO contract will give the mail the priority it deserves
and are convinced that customer service will decline as a result. It is imperative that
potential franchise-holders understand that the provision of good postal service is an
important corporate objective. We urge Canada Post through its quarterly monitoring of
RPOs to ensure that this objective is met.

B. Expansion of Retail Postal Outlets

Apart from the Rural Conversion Program, the Corporation is also undertaking a
program designed to improve customer access to postal services in rural Canada and
provide extended hours. RPOs provide a full range of postal products and services
including the sales of stamps, money orders, postage meter settings, Special Letter Sales
and Priority Courier. Rural customers will also be able to pick up their “call for” items when
the retail outlets are open. Through the expansion of the retail network, Canada Post hopes
to increase its sales revenue; this is crucial at a time when the Corporation faces growing
competition.

Canada Post actively seeks out candidates for RPOs and subjects all applicants to a
ranking test which takes into account the following criteria: hours of service, location,
availability of parking, access for the disabled, ability to provide security of the mail, type
and physical appearance of the business, ability to satisfy credit and security checks, and
bilingual capacity, if required.

The firms selected are remunerated through discounts on the purchase of postal
products such as stamps as well as by payment of a fixed fee for performing certain services
such as sorting for lockboxes, cancellation, sale of money orders, and meter settings. The
Corporation also leases basic equipment at a nominal charge to the RPO operator. This
equipment is returned to the Corporation at the end of the contract.
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Canada Post has identified four cases where retail expansion would be warranted:
first, communities that are not currently receiving postal service and where there has been
rapid residential growth; second, communities where a corporate office was closed prior to
1987; third, communities where the Post Office runs into operational difficulties—for
example, if there are insufficient numbers of lock boxes at the corporate outlet and lack of
space to introduce new capacity; fourth, rapidly-growing communities where one
corporate—owned outlet already exists, but where a second postal outlet might be added.

It is this last scenario that has generated the most controversy. The new outlet would
complement the existing corporate office by providing postal customers with better
locations and improved access to retail services through increased hours of operation.
While Canada Post argues strongly that it is not its long-term intention to divert business
away from a dedicated outlet, not all are convinced. In some instances, outlets have been
opened within close proximity to each other; in others, certain services such as parcel and
registered mail pick-up traditionally offered by the dedicated outlet have now been
transferred to the RPO. According to Rural Dignity, a prominent rural interest group, in
many cases there has also been a reduction in the number of hours that the dedicated
outlets are open. The fear is that the establishment of RPOs in rural communities will
reduce business for corporate outlets and eventually cause their decline and closure.

We oppose any action taken by the Corporation to undermine the ability of existing
corporate outlets to carry out their normal operations. Until such time as a natural
opportunity presents itself, we believe that the full range of services should be provided to
the community through its dedicated outlet, even if there is a private retail outlet nearby.
The Committee therefore recommends that:

Canada Post refrain from contracting out to retail postal outlets the services
which are normally provided by corporate outlets as long as the corporate
outlets remain open.
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CHAPTER 4 — DELIVERY MODES AND STANDARDS

A. Delivery Modes

Since the late 1970s, residents of most new homes and business parks in Canada have
been obliged to collect their mail from green group boxes or through general delivery.
While withholding door-to-door delivery was not official policy, it was the practice up to
1985. In July of that year, Canada Post formally adopted a policy not to extend letter carrier
door-to-door delivery to new subdivisions and new construction within existing
municipalities. By doing so, Canada joined a number of other industrialized nations such as
the United States, France, Sweden, Australia and New Zealand, who have also concluded
that the continuation of home delivery would impose considerable financial burdens on
their postal operations. With post offices around the world placing greater emphasis on
financial self-sufficiency, it was only natural that they change a method of delivery which,
owing to population growth, could prove costly in the long term.

Canada Post decided to provide delivery in new-growth areas by means of community
mail boxes (CMBs). These were viewed as a considerable improvement over the green
group boxes, in that they were sturdier and could handle both incoming and outgoing mail
as well as parcels. Public opinion polling conducted for Canada Post suggests that even
though many Canadians might prefer to receive door-to—-door delivery, they are generally
satisfied with the new mode of delivery.

The PSRC recently noted that some 405,000 CMBs were in use as of the end of the
1988-1989 fiscal year, as opposed to approximately 5.7 million households that received
home delivery. The erection of another 402,000 CMBs was planned by the Corporation for
the four-year period ending in 1992-1993, by which time the PSRC estimated it would have
cost Canada Post an additional $42 million each year to replace delivery through CMBs
with door-to-door service. The Canadian Union of Postal Workers (CUPW) has
calculated that it would cost the Corporation $34 million in extra costs each year if it were to
reinstate the service now.

In its Recommendations, the PSRC urged the Corporation to reverse its delivery policy
and restore the traditional service. The Corporation turned down the suggestion, but did
promise to review inequities in its current delivery systems. We support the Corporation in
its continuing efforts to reduce operating costs. For this reason, we would not be in favour
of any move to reinstate door-to-door delivery to all those now receiving mail through
CMBs. While the annual cost of such a move might, as CUPW suggested, be $34 million,
population growth would undoubtedly raise the cost even further. Moreover, this figure
does not include the one-time expenditure of $75 million which the Corporation has
calculated would be required to eliminate the community mail box delivery method.

23




While we cannot support the termination of the CMB program, we believe it can be
improved. For example, the Federation of Canadian Municipalities argued before the
Committee that there is customer dissatisfaction when the mail boxes are placed adjacent
to areas which receive door-to-door service. It might be wise, therefore, for the
Corporation to remove such inequities.

We would also urge the Corporation to contract out all delivery in new-growth areas.
At present, urban CMBs are generally served by letter carriers, whereas CMBs in suburban
and rural locations are generally served by contractors. It is estimated that the annual cost
of letter carrier delivery to a CMB or group mail box is $89, that of delivery by private
contractor a mere $38. This suggests that considerable savings could be achieved. The
Committee therefore recommends that:

Where possible, Canada Post contract out mail delivery to community mail
boxes or group mail boxes in new-growth urban areas.

It has also come to the Committee’s attention that more needs to be done to ensure
that access to the CMBs is not hampered by poor weather. Canada Post is responsible for
maintaining its boxes and keeping them free of snow and ice in the winter. The
Corporation’s personnel therefore must respond quickly to weather changes as well as to
complaints about access to the boxes. It may also be in the best interests of the Corporation
to redesign the CMB to help guard against weather-related problems. Alternatively, the
Corporation could accelerate the introduction of kiosks, which provide a range of postal
services in sheltered locations. If a cost-effective new-generation community mail box
and/or kiosk program could be phased in, many of the concerns in this area would be
eliminated. The Committee therefore recommends that:

Canada Post change the design of its community mailboxes and/or
accelerate the introduction of kiosks in order to lessen the impact of adverse
climatic conditions on postal users.

Finally, we wish to state our position on the configuration of rural mail delivery. Inits
December 1986 report on postal services, the House of Commons Standing Committee on
Government Operations recommended that Canada Post not implement changes which
would have caused a large number of rural Canadians to forfeit their traditional lot line
delivery service. This Committee strongly supports the continuation of the current mode of
delivery. We therefore recommend that:

Canada Post retain its present lot line delivery system in rural Canada.
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B. Reliability Standards

An important criterion in assessing Canada’s postal service is its reliability, or the
consistency with which mail is moved from point of collection to point of delivery through
the mail stream. Prior to 1986, the Corporation promised to deliver mail 99% of the time
on the next business day when sent within the same city, in two business days when sent
between major urban centres within a province, and in three business days when sent
between urban centres in different provinces. In 1986, in response to a recommendation in
the Marchment Report, Canada Post quietly put in place less stringent reliability standards
for its speed of delivery of first class letter mail. The standards have now been pushed back
one day.

The Corporation has improved reliability appreciably, if it is measured against the new
standards. It recorded a 95% reliability rating in the latest independent performance
survey, conducted by the chartered accounting firm Ernst and Young for the quarter ended
December 1989. We applaud the Corporation’s success in improving the consistency of its
mail delivery, since we realize that this is crucial in ensuring continued customer
satisfaction.

We share the concerns of the Consumers’ Association of Canada, however, that
success in this regard may result in complacency. Now that Canada Post has demonstrated
its success in meeting the current on-time delivery targets over a relatively long period, we
challenge it to return to the previous, tougher ones. Such a move, if it resulted in improved
performance, would be of great benefit to individual Canadians as well as to the business
community, which has always been critical of the relaxed standards.

We believe that such strengthened performance is within the grasp of the Corporation.
Already, it has established, and is close to meeting, a three—day service commitment for
mail sent between provinces in Atlantic Canada, between major urban centres in Manitoba
and Saskatchewan, between Ottawa and Montreal, and between Toronto and Montreal.
The Corporation’s recently announced capital expansion program should also help it
realize processing and delivery efficiency improvements which should translate into greater
delivery speed. To ensure that the speed of delivery continues to increase, the Committee
therefore recommends that:

Canada Post restore the standards of reliability for the delivery of properly
prepared first—class letter mail which existed prior to 1986. These include:
next business day delivery for local mail; delivery within two business days
for mail sent from one urban centre in a province to another