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1. Introduction

Telecommunications Regulatory
commission  (TRC) is  required
according to Article 9/a of the Postal
Services Law No 34 of 2007 (“the
Law”) to “set the basis that the Public
Postal Operator is committed to abide
by, when determining the services tariff
by virtue of the exclusive right granted
to it under the provisions of Article 12
of the law”. Also according to Article
9/e of the Law, TRC has the duty “to
regulate the postal services in the
Kingdom in accordance with the public
policy approved by the Council of
Ministers and to issue related
instructions”.

Therefore, the Board of commissioners
of the telecommunications regulatory
commission of Jordan (TRC) has taken
a decision No. (6-16/2009) dated
(14/9/2009) on the “Determination on
the Implementation of a Regulatory
Regime for the Prices of the Reserved
Services of Jordan Post Company
(JPC)”. This decision sets out the
framework mechanism for regulating
the prices of the reserved services
provided by the Jordan Post Company
(JPC) as required by the Law.

The TRC has now completed
consultation  on Postal Sector
Regulation “Implementation of a

Regulatory Regime for the Prices of the
Reserved Services of Jordan Post
Company (JPC) as required by the
Law”.
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2. Price cap formula

The TRC has decided on the general
structure of the price cap formula in its
2009 decision:

Price; = Price.y x (1+ CPly - X; + Vy)

According to this formula, new prices
for reserved services of JPC (Pricey)
should be equal or less than the prices in
the period before (Price,), increased by
the annual inflation (CPly) and an
investment incentives adjustment factor
(Vy) and reduced by an efficiency
adjustment factor (X;. The formula
should also include a carry-over factor
(A) that allows JPC to transfer unused
price increase potential into the
following year.

The following price cap formula applies
separately for each service baskets
determined by the TRC.
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where:
t Year for which the price level is
fixed

i Index of a service in the price cap
basket (i=1,...,n)

n Number of services in the price
cap basket

Price per item of service i in year
t

Pit

) Caindl Alslas —Y
gyl i) sl alall JSoel) Ayl ) 8 il
o Lal g el Yo rq ale jaball Al e
(cgte gume at)) Xy mall= ol
leaall dagial Slau) U cilabeal) 53g) i g
0585 ) e A0Vl ALy paal)
(r—eomndl) Al Sl e JBI 5l Aysline

(& a)egsind) adzmil Ll ilima sacinal) e
aie lag e () W] Spiat) Gl Jalaas
Gt O (gaig - (o) 36D Jaaat Jalaa
apall 48580 meansy 3 (A)Jemsill Jalas Ailadl)
Aall adly Asiaall e 333l dimsis (S52)Y)
LAaad)

IS AN (g pmdl Cadl Alalae el s

J8 (e e s20ad) o) i e Jiadia
< OLAN N3y 4 yally Al

i
Qit_z*Pit_s *pl.f Dit_s SIt_: —Xr+1’}+_"¢

.q&%‘.n:*'ﬂx.m Pits
ISR
Sl (s siae i A t
Gl Al 8 cleaall Jlulis disa [
(i=1,...,n) @
i) Al 8 4a el cleadl) sae n
s ol
t




Price per item of service i in year
1 t-1

Volume of product i in year t-2
2 (reference period)

Inflation factor (CPI) in year t-2

(reference period)

X; Efficiency adjustment factor in
year t

V: Investment incentive adjustment
factor in year t

A; Factor for the non-used

proportions of allowable price
increases from preceding year
that may be carried over to year t
(Carry-over factor)

The left part of the formula specifies the
weighted price variation between the
periods (t) and (t-1). The weights for the
services in the basket (left term of this
part) are represented by the share of
revenues of service (i) in total revenues.

The right term indicates the price
variation allowed by the TRC:
according to the formula, prices should
increase no more than inflation (1) less
the efficiency factor (X), plus the
investment factor (V) and plus the
carry-over factor (A) the wunused
potential for price increases of the
previous period.

3. Scope
The price cap should apply to the
reserved services, according to the
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regulatory framework in Jordan. These
reserved services are:
e All mail services with a weight
up to and including 5009
e Rental and application services
(P.O boxes).

4. Number of baskets

The composition of the baskets should
reflect  the intensity/degree  of
competition. In other words: a basket
within the price cap regulation should
include services that are facing similar
degrees of competition.

e Basket 1 (“Ordinary”): Including
ordinary and registered mail and
parcel services up to and
including 500g (Every weight
step of a product should be
handled as a separate product,
Discounts or discounted products
should be considered as separate
products, too. ) as well as rental
and application services (P.O
boxes).

e Basket 2 (“Express”): Including
all Express and EMS (Express
Mail Service) services up to and
including 500g. Analogously to
basket 1, every weight step
should be considered as a
separate product, as well as
discounts or discounted products.

Based on a complete list of all its
products submitted by the JPC each
year, the TRC determines for all
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products to which basket they should be
allocated. For 2012, allocation of
products to baskets is determined in
appendix A to the decision.

5. New products

In the case JPC intends to introduce new
products within the reserved area, the
following procedure applies:

e For the first two years, the new
product is regulated separately
(outside the price cap system).

e After two years, the new product is
included to the price cap (one
basket), once revenues are available
for the reference period (t-2).

Before introducing any new product,
JPC must seek an opinion from the TRC
stating whether this product is part of
the reserved area, or not. If it is part of
the reserved area, JPC must seek
approval for the product’s price before
introducing the product to the market.

6. Inflation factor

TRC will use the consumer price index
(CPI) as published by the Central Bank
of Jordan in order to calculate the
inflation factor. The inflation factor for
the year (t-2) (reference period) is
calculated by the growth rate of the
(CPI) between (t-2) and( t-3): (CPIy; -
CPl3) / CPlya.
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The inflation factor shall be calculated
based on the CPI as published by the
Central Bank of Jordan.

The inflation factor for 2012 was 5%
(see Central Bank of Jordan).

7. X factor

The X factor (efficiency adjustment
factor) reflects the expected future
productivity growth rates in the
provision of regulated services. The
intention of the (X factor) is to
incentivize JPC to promote efficiency in
service provision: If the company’s
productivity growth rate exceeds the (X
factor), it earns and can retain additional
profit. On the other hand, if the
company fails to reach the (X factor) it
may run into losses. The TRC
determines the (X factor) to be 3 % for
each year of the price cap periods from
2012 to 2014.

3.2.4 V factor

The Vfactor is the investment
incentives adjustment factor. Facing the
loss-making situation of JPC, the TRC
has based the V factor on the current
difference between the prices of JPC
and the cost. This allows JPC to close
the gap between the revenues and the
cost in order to get an adequate base for
investments in postal services — and
thus in quality of service.
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The V factor has been determined as the
sum of two elements: the cost-coverage
factor per basket and the profit
allowance factor.

V factor= cost coverage factor+ profit
allowance factor

Where:

- The profit/loss rate for the
Baskets 1 and 2 are indicators for
the cost coverage factor, based on
JPC 2010 revenue and cost data.
The TRC therefore calculated the
following cost coverage factors
per basket:

e Basket 1. The negative gap
between revenues and costs is
-6.3%. The TRC determines
this indicator for the yearly
cost coverage factor to 2.1%
per year during the validity
period of the price cap (three
years). After three years, the
identified gap would be
closed.

e Basket 2: The EMS/express
services of Basket 2
(“Express”) are highly
profitable with return on sales
of 30.4%. So the TRC
determines the cost coverage
factor to -10.1% per year
during the price cap period.

- The second element of the V
factor is the profit allowance
factor. TRC calculated this
element based on an international
benchmark. JPC should be
allowed to have a reasonable
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return on sales of 4.1% per basket
and year.

Determination of the VV
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e Basket 1 (“Ordinary”): 6.2%
e Basket 2 (“Express”): -6.0%

8. Carry-over-factor

The carry-over factor allows the
regulated company (JPC) to transfer
unused price increase/decrease from the
year t-1 to the following years.

The carry-over factor avoids too many
price changes within the price cap
period —, thus, their transaction cost, is
inconvenience for mailers. For example,
assuming that JPC is allowed to
increase prices in (t,) but it does not use
the potential. In (t+1) or (t+2), JPC can
convert (aggregated) potential for price
increase.

Another purpose of the carry-over factor
1s that JPC should not be “forced”
(incentivised) by the price cap
mechanism to use all of its potential for
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price increases.

By definition, the carry-over factor for
the first year of the price cap period will
be O (as there is no unused potential
from previous years).

The carry-over factor should not
“expire” if it is not used for the
subsequent year. The factor can be used
during the entire price cap period.

9. Price cap period/ period of validity

e The price cap is valid for three years
(2012-2014). The first price cap
period is 2012.

Reference period: The reference
period for volume data and the
inflation factor is (t-2) (the reference
period is 2010 for the first price cap

period 2012).

10. Reporting requirements of JPC
for price applications:

The next table summarizes the reporting
requirements of JPC when JPC seeks
approval for new prices for reserved
postal services.

If JPC fails to submit relevant data, the
TRC will refuse the application of new
prices.
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Reporting requirements of JPC
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Purpose Data JPC must provide with
each application for new price

Approve new | JPC application shall include:

prices for JPC | ePrices planned for (t) (first
time: 2012) for all reserved
services

oPrices for (t-1) (first time:
2011) for all services included
in Basket 1 (“Ordinary”) and
Basket 2 (“Express”)

e\/olumes for (t-2) (first time:
2010) for all reserved services
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