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[TPOLEOYPN OTHOCHO M3ITBJIHEHMETO HA IIOJIMTUKATA HA
KOHKYPEHIMA

KOMUCHA

ObP2KABHU IIOMOIIN — OBETVMHEHO KPAJICTBO

Obpaxaau nomomy Ne C 7/07 (npemumau NN 82/06 u NN 83/06) — Ilpenmnonaraema nomou B mon3a
Ha Royal Mail n POL

IokaHa 3a mpeNCTaBsiHe HA KOMEHTapH ChINIacHO wieH 88, maparpad 2 or [dorosopa 3a EO

(TekcT ot 3HaueHue 3a EVII)

(2007/C 91/10)

C muemo or mata 21 ¢espyapu 2007 ., Bb3IPOM3BEHEHO HA OPUIMHATIHMS €3UK HA CTPAHMIMTE CIIE[ HACTOSIIOTO
o6obmenne, Komucnsra ysemomsiea OOeIMHEHOTO KPAJICTBO 33 PELICHNETO CH [ 3al0YHE MPOLENypPaTa, IOCOUeHa B
urter 88, maparpad 2 or [Jorosopa 3a EO, OTHOCHO HAKOM MEpKIL.

Komucusira pemyt [1a He Bb3passBa Cpelly HAKOM APYTM MEPKM, OIMCAHM B IIMCMOTO, CIIENBALIO HACTOSILIOTO
06o0uIeHNe.

3aMHTepecOBaHNUTE CTPAHM MOIAT NI NPENCTABAT KOMEHTApyTe CU IO OTHOILIEHME Ha MEPKUTE, 110 KouTo Kommcusara
3a1ouBa MpOLEMypaTa, B PAMKITE Ha €IMH Mecell OT [aTaTa Ha MyOnyMKyBaHe Ha HACTOAWOTO 0GOOLIEHNME 1 MOCIen-

BaIlIOTO IMMCMO Ha CIIEMHMA afipec:

European Commission
Directorate-General for Competition
State Aid Greffe

SPA 3 6/5

B-1049 Brussels

(akc Ne: (32-2) 296 12 42

Tesu komeHTapu ce cpobiasat Ha ObemmHeHoTo KpancTso. Cra3BaHeTO Ha KOHQUIEHUMATHOCT OTHOCHO MIEHTHY-
HOCTTA Ha 3aMHTEPECOBAHATa CTpaHa, IIPElCTaBdllia KOMEHTapy, MOXe Ja Ce IOMCKA NMCMEHO, KaTo ce IH0covar

NPpUYNHATE 3a TOBA.

PE3IOME

TNPOLIEAYPA

Mepkure, nopamu Kouto KommcusaTa e 3amouHana npolemyparta,
nocoueHa B wieH 88, maparpad 2, 6sixa IOBeleHN [0 3HAHNMETO Ha
Kommcnsita mop popMara Ha xanbu M TPy KOPECHOHIEHLMS C
Biactute Ha OGeIMHEHOTO KPAJICTBO BCIENCTBME OT TAKMBA Kanbiu.
Komucnsita He e Guita yBenoMeHa 3a HUKOSI OT Te3U MepKIL.

MEPKY, 110 OTHOIUEHME HA KOUTO KOMUCHUATA 3AIIOYBA
MPOLIEOYPATA

Beneduumep

Beneuiyep Ha mpenrosaraeMara IbpxkasHa nomour e Royal Mail
Group plc, koero (upe3 xormmHroBoro apyxecrso Royal Mail
Holdings plc) e mpyxecto 100 % coOcTBeHOCT Ha IbpXKaBaTa.
Royal Mail e ocHoBHusT mnomencku omeparop Ha OGemyHeHOTO
Kparnctso 1 10 Kpast Ha 2005 I. MMalle 3aKOHEH MOHOION BbPXY
TIOBEUETO OCHOBHYM IIONIEHCKM YCIyIM. MpexaTa OT MOILIEHCKM
KITOHOBe ce yrpasiisisa or POL, mpiiepHo apykectso Ha Royal Mail.
Royal Mail uma ormenso 3BeHo 3a komerm — Parcelforce.
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Parcelforce e Harpynaso 3ary6m or 1991 r. Hacam u ¢ U3KITIOYeHMe
Ha MUHMMAJIHATa THProBcKa Meyan6a mpes 1995/1996 1. u Bbnpekn
MHOXECTBOTO OIUATY 33 PEOPIaHM3aLMsL, OCBLIECTBSIBA 3aryOu, JOKATO
npe3 2005 1. oTHOBO Oetexy mevanoa.

Kpenurst or 2001 r.

TIpe3 pepyapu 2001 r. Bnactute Ha OGeIMHEHOTO KPAJICTBO MPENO-
craguxa kpemur or 500 mmmmona GBP Ha Royal Mail 3a dunan-
cupaHe Ha mpupoOyBaHMs B UyKOMHA 33 MOLICHCKATa IEHOCT U
MBIpALIAHeTO Ha KojeTd. [loracsiBaHeTO Ha KpPemuTa € 3a CPOK OT
2021 1. mo 2025 1. m € C OCpeHeH JMXBEH IMPOLEHT OT OKOJO
5,8 %. Bracture Ha OOEIMHEHOTO KPANICTBO B KOPECIOHIEHLMS C
KoMcnsita mocourxa, ue To3M KPEemuT € MPeJOCTaBeH Ha ThPTOBCKM
Hauajla M ue Te Ca CIEOBAM CHBETM HA KOHCYNTAHTH, 33 IIa Ca
curypHi, e ToBa e Taka. OCBEH TOBA Ca MOCOUMIIN, Y€ KPETUTBT He €
IpefHa3HaueH 3a pecTpyKTypupane Ha Parcelforce, ycrosusira My He
ca CBbP3aHM C TaKOBAa PECTPYKTypUpaHE M TOH € IpeNOCTaBeH
EIMHCTBEHO 32 QMHAHCMPAHEe Ha TPUIOOMBAHNS B UyXOMHA.

Kpenurau ¢onnose

[Ipe3 2003 r. Bracture Ha OGENMHEHOTO KPAJICTBO OCUIypMXa Ha
Royal Mail pasmmuam kpemmreu ¢oHIOBe 3a QuHAHCHMpaHe Ha
HEroBus ,IUIaH 3a OOHOBsiBaHe“. Te3n (OHIOBe IpenCTaBrsBaxa
kpemuteH ¢oHn or 544 mwmmona GBP or Hauponanust 3aemeH
dorm (NLF), obesrieyeH ¢ HATPYMAHOTO CATIO OT MAPMYHM CPECTBA
B Opoit Ha Royal Mail u ¢ npumoOurure or Bnactute Be obmuramm,
m3nanenn ot Royal Mail (emma B pasmep Ha 300 mmmmona GBP n
emHa or 200 mwimona GBP). OtHoBo Bracture Ha OOeIMHEHOTO
KpAJICTBO IOCOYBAT B KOpECHOHHeHmMst ¢ Kommcumsita, ue Tesn
KpeIUTHYM (OHIOBE Ca MPETOCTABEHM HA THPIOBCKM HAdana u ca
BCJIENCTBYME HA CBETVM OT KOHCYNTAHTM, KOETO LM [a TapaHTMpa
ToBa. KbM OkTOMBpM 2006 . Te3su KpemmTHM QOHIOBE He ca
YCBOGHM, a CPOKBT Ha ycBosiBaHe Ha ¢onma or 200 mmnmvona GBP
Beue e M3TeKbI. TaKCUTe aHTaXMMEHT BBIpPeKM ToBa ca Ouim
samareryt ot Royal Mail. I1pes mait 2006 r. Bracture Ha OGemyHe-
HOTO KpaicTBO OOSIBSBAT HAMEPEHMETO CM Ma YIObIKAT CPOKA Ha
ocTaHaruTe OHIOBE ¥ [ MOBMIIAT pasMepa UM OT 844 MWUIMOHA
GBP na 900 mmnmoHa.

l"apanuuorma 6nonmpana CMETKa 332 IEHCMOHHO OCUTYypsBaHE

Ilpe3 2006 r. Brnactute Ha OOGENMHEHOTO KpAJCTBO pelIaBaT Aa
Ch3[IANIAT ,TAPAHIIMOHHA ONOKMpPAHA CMeTKA“ C MAPUYHM CPENCTBA OT
pesepsure Ha Royal Mail, Hag kouto Brmacture Ha OGemyHeHOTO
KpAJICTBO YIIPaXHABAT CHELMANIeH KOHTPOJ CIOped pasmen /2 or
3akona 3a nowenckure yoryrn ot 2000 r. Ot cMerkata MOXe na
term  [leHcuonnmsar mwiaH Ha Royal Mail npu  onpenerenn
obcrositernictsa, ako Royal Mail u3nanHe B HeBb3MOXHOCT [1a IpaBu
mnamanus. Ilpemucropuara Ha Tasm CMeTKAa €, 4Ye Ppas/MuHuTe
neHcuoHHn cxemn Ha Royal Mail, or kouro IleHcHoHHMAT IJIaH Ha
Royal Mail e Hait-ronsmara mo pasmep, noxassar oGwy meuuutr ot
5,6 Munmapna GBP no cueroomHute cu cMerku 3a 2005/6 r. Tasn
CrielyianHa cMetka mosonssa Ha Royal Mail pa cermacysa ¢
rioxkutenure Ha IleHcnoHHusT mas Ha Royal Mail emH no-gpmsr
CPOK 3a CHpaBsHe C MNeQUUMTA, KATO HAMAIM INEHCUOHHHUTE CH
IVIAAHKMS [Ipe3 ClIeABaluTe rOnMHM. Bracture or ObemyHeHOTO
KPAJICTBO II0COYBAT, e MONI3BAHETO HA TE3M Pe3epBU € B Hail-oOpust
ThproBcku uHTepec Ha Royal Mail u e Kato maBat BB3MOXHOCT Ha
Royal Mail ma 3aBspum crpaternueckyst ¢ IUIaH, Te Lie HOBENAT MO
yBe/MYaBaHEe Ha CTOMHOCTTA Ha aKIMOHEpPHATa COOCTBEHOCT Ha

BJIaCTUTE Ha O6CHI/IHCHOTO KPpaJICTBO. Komucusita pa361/[pa, e uma
ITBJIEH aHTaXVMMEHT 3a OCBLIECTBABAHE HAa Ta3M MspPKa U T BEYE €
T1ara pesynrary, CJIIEHOBaTENIHO CUNMTa, Y€ MspPKATa € peannsupana.

AxuuoHepeH 3aeM ot 300 mumona GBP

Ha 8 despyapu 2007 r. Bractute Ha OOEIMHEHOTO KPAJCTBO MpaBsT
oOsiBIIeHMe, KACAewIo MEHCHOHHNTE MepKy, Kpeauta or 900 MuioHa
GBP, xakro 1 HOB Kpeaut or 300 Munmona GBP 3a Royal Mail.

OLEHKA HA MEPKUTE

Hanuume Ha noMoim

Kpemurst or 2001 T. ce noracsia 3a cpok or 2021 1. go 2025 1. u
ce ofrara ¢ OCpelHEH JIMXBEH MPOLEHT B 3HAUMTENIHA CTENeH ION
pedeperTHuTe HuBa 32 OOEMMHEHOTO KPAlCTBO 3a BPEMETO, KOIATO
O6emyHeHOTO KpancTBo e chobumio Ha Kommemara sa mpemocra-
BAHETO HAa KpeuTa, Koero HuBo e Owio 7,06 %. Bnactute Ha
OGemMHEHOTO KPAICTBO Ca MPENOCTABIIM HAKOM [IOKA3aTeNiCTBa, ue
0 OHOBa BpeMe JIMXBEHMSAT MPOLEHT 3a TaKbB HBITOCPOUYEH KPEauT
6u morbil ma Obue 1o pedepeHTHUTE HMBA (KOMTO ce Gasmpar Ha
IIPOLIEHT 3a IIeT TOIMHM) 6e3 [1a ce IPOTMBOPeUN Ha MHBECTUTOPCKIS
IIPYMHLMI B YCIOBYMATA HAa NMa3apHa MKOHOMMKA. Ho Tesy mokasarern-
CTBA M3ITIEK[A IOKA3BaT, Ye 4acT OT Kpemura € Ol IpemocTaBeH
npe3 1999 r. u 2000 r. Topa He camo NPOTMBOPEUM Ha IO-pPaHHATa
vHGOpPMALIKS, HO ¥ BKIIIOUBA NEPUON, KOTATO pedepeHTHUST JIUXBeH
TIPOLEHT e 61 maxe mo-Bicok (7,64 % mpe3 2000 r.).

Kpemnrrnre Qoumose, mpemocraserm mpe3 2003 1., He ca Gum
ycsoenn. Ho camo oT ToBa He MOXe Ha ce 3aKJIIOuM, 4Ye Te He ca
OCUTYPUIM TPEIMMCTBO, Thil KaTO pasoNlaraHeTo C  KPemUTHU
CpencTsa MMa ,CTOMHOCTTa Ha onums“ 3a npyxectsoto. [Tpes 2003 r.
He e MOITIO [l Ce 3Hae, Ye Te HAMA Ja ObmaT ycsoeHu. CpoksT Ha
kpegutute or 2003 1., cbuectByBamy 1 mpes okromspu 2006 .,
TpsiOBa A ce YOBIIXM C pepusupanu ycnosus. Ha 31 oxromspu
Bractute Ha OGemyHeHOTO KpanctBo uHpopmupar Kommcusira, ue
ycroBusTa Bee olue ce morosapsat. Ha ocHoBata Ha mHQopMaumsra, ¢
xoaTo KomycusaTa pasnornara, He MOXe Ja Ce M3KIIOUM HalyuMeTo
Ha eIeMEHT Ha IIOMOLIM.

ENHO OT MOCTENCTBUSATA OT TAPAHIMOHHA ONOKMpaHa CMeTKa 33
TEHCHOHHO OCUIYpSBAaHE, KOSITO ONPEMENIeHO CENIEKTMBHO € IMpero-
crapeHa Ha Royal Mail, e ma Hamamu meHCMOHHMTE BHOCKM, KOWMTO
Royal Mail tpsGea ma mpasu kbM IIeHCHOHHMAT IUTaH, 32 @A ce
cripaBu ¢ Hacrosuys cu euumr. Topa NMOKaspa, 4e Mspkara Ou
Morma ga ocurypu npemmmcteo Ha Royal Mail u cremoBatenso na
NPENCTaBIIsBA IhPXaBHA nomolul. Bracture or OOenyMHEHOTO Kpal-
CTBO BB3pA3siBaT, ue MspKaTa MOXe Ja ce OIpaBIac Karo
VHTEPBEHLMSI HAa MHBECTUTOpA B [a3apHATA MKOHOMMKA, Thil Karo
no3gorsiBa Ha Royal Mail ma momepHM3ipa ThproBckara cut meiHOCT
Ype3 HACTOSILLMS CU CTpAaTernuecky IuiaH. Bompeku ToBa Kommcusra
¥Ma ChbMHEHMs OTHOCHO TO3M aPIyMeHT, KOHTO He € MOJKpeleH ¢
IIPOTHO3Y WM QMHAHCOB AHANM3, M J1 € HEBB3MOXKHO Aa ce 0cBoOOmM
OT CbMHEHJETO, Ye ¥Ma Hameca Ha MOMOLLIIL.

Ycrosusita Ha kpemta 3a 300 mmmmona GBP He ca choOuenn Ha
Komucnsira. Tlpemsun ¢akra, ue KpemuTBT € 4acT OT Makera OT
MepKy, 3a KouTo Komwcusra uMa CbMHEHMS, 4e MOXKe Ha UMa
yyacTe Ha [IbpxKaBHA IIOMOIL, YCIIOBMATA Ha KpEOUTa He MOIaT B
HVMKAK'bB CTyuait a ObOaT OLEHEHN He3aBUCHMO.
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CBbBMeCTMMOCT Ha TIOMOIIIUTE

[lo oTHOLIEHME Ha Te3M MepKM IPaBHOTO OCHOBaHME IO wieH 86,
naparpad 2 u3IEXOa, Ye He MOXe [a ce u3nonssa. KpemursT u
KpenuTHNTe YOHIOBE M3PUUHO Ce CBbP3BAT OT BriacTute Ha OGemyHe-
HOTO KPAJICTBO C APYIYM IPOEKTH, & HE C YCIyTM OT OOLI MKOHO-
MMUECKM MHTepec, & MMeHHO mnpunobusanms Ha Royal Mail B
yyx06uHa 1 11aHa 3a oOHOBsiBaHe, mpuet mpe3 2003 r. [apaHIpOHHA
OTOKMpaHa CMeTKa 3a MEHCMOHHO OCHUIYpSIBAHE MO MOFOOeH HaumH
HE Ce CBbP3BA C HIUKAKBM YCIyTM OT OOII MKOHOMMYECKH MHTEpEC,
u3BbpuIBaHM oT Royal Mail.

EnyHcrBeHata Gasa 3a ChbBMECTMMOCT Ha Te3) MepPKM, aKO B TSIX MMa
ITbpP2KaBHA TIOMOLII, HA TO3M €Tall M3IIexkna e uneH 87, maparpad 3,
Oyksa B) or [loroBopa. Ho Te3y Mepky He M3ITIeKIA 1a ChOTBETCTBAT
Ha HUTO €IHO OT NpaBMIIaTa BB BPb3KA C INPWIATAHETO HA Ta3u
armmuesi, kouto Kommcusta e obHapomsama KbM MoMeHTa. Creno-
BATEIHO aKO MMa yyacTMe Ha JbpxasHa nomowl, Kommcusita ce
CHMHSIBA [/ TE3U MePKY Ca ChbBMECTVMM C OOLys nasap.

B cwotsercrBue ¢ uineH 14 or Permament (EO) Ne 659/1999 Ha
CpBeTa BCSKA HE3aKOHHA MOMOLI MOXe ma Gble MpeIMeT Ha Bb3CTa-
HOBSIBAHE OT CTPAHA HA IOJyYaTelIs.

TEKCT HA IIMCMOTO

,The Commission wishes to inform the United Kingdom that,
having examined the information supplied by your authorities
on the aid/measure referred to above, it has decided to initiate
the procedure laid down in Article 88(2) of the EC Treaty. The
Commission decided not to raise any objections to certain other
measures, as described in this letter.

1. PROCEDURAL ASPECTS

(1) On 3 December 2002, Deutsche Post (DP) lodged a
complaint against alleged cross-subsidies granted to the
parcel activities of Royal Mail Group (RM).

(2) In response to Commission requests for information, the
UK authorities provided information relevant to the
matters raised in the complaint by letters of 25 February
2003 and 13 February 2004, and by email dated
17 December 2003. This information included certain
other Government measures in relation to Royal Mail.

(3) On 27 May 2003, the Commission approved a series of
measures in favour of Post Office Limited (“POL”) which is
a subsidiary of RM (case N 784/02) (!). Under these

(') — an annual compensation of GBP 150 million granted to POL for
the net public service cost of rural counter coverage (‘rural
network support”),

— an aid devoted to back POL’s debt to Royal Mail Group plc which
had financed POL’s balance-sheet deficits up to 31 March 2002
(“debt payment funding”),

— a rolling working capital loan to POL for over-the-counter cash
payments meant to fund the basic postal account.

These measures complement earlier measures the Commission

approved in 2002. On 12 March 2002 the Commission approved the

funding of a basic postal account to credit social benefits and from
which cash can be withdrawn at post office counters for those benefits
holders who do not want to open an account with a bank. On

18 September 2002 the Commission approved minimum funding

necessary for POL to close 3 000 urban counters no longer required

under the 2000 UK Postal Services Act (2000).

measures, compensation was granted to POL, financed
through a reserve constituted from surplus cash generated
by RM. On 22 February 2006 the Commission raised no
objection to continuation of one of these measures (rural
network support) for a further period (case N 166/05).

On 8 October 2003, DP lodged an action for annulment
(T-343/03) against the N 784/02 Commission Decision,
arguing that this decision had implicitly rejected its CP
206/02 complaint. On 16 November 2005, the Court of
First Instance rejected the action of DP saying that the
N 784/02 Decision did not imply the rejection of the
complaint and that the Commission was carrying on inve-
stigations (as demonstrated by the correspondence
presented before the Court).

On 10 August 2006, DP sent a letter which invited the
Commission to take a position on its complaint of 2002
within the period of two months, on the basis of Article
232 of the Treaty. The same letter contained information
concerning a series of alleged new State aid measures.
These measures are distinct from those which were the
subject of the complaint of 2002 and the complaint
against them was therefore treated as a separate complaint
which was attributed the reference CP 221/06, subse-
quently NN 83/06. The alleged measures were as follows:

— a transfer of GBP 850 million to a special account
dedicated to finance RM’s pensions,

— decision of Department of Trade and Industry to
increase the amount of a loan granted to RM from
GBP 844 million to GBP 900 million,

— violation of DG Comp’s N 166/05 Decision concer-
ning support for POL’s rural network, since GBP 150
million was transferred to POL directly from the State
budget and not, as approved by the Decision, from a
special, ring-fenced reserve.

In response to Commission requests for information, the
UK authorities provided information relevant to the
matters raised in the two complaints by letters of
6 October and 31 October 2006. By letter of 5 December
2006 they supplemented this information with respect to
one of the other measures mentioned at paragraph (3)
above.

By letter of 27 October 2006, the Mail Competition
Forum (MCF), a body representing entrants to the postal
market in the UK, submitted a complaint about the special
account dedicated to finance RM’s pensions also covered
by DP’s second complaint. The complaint of MCF was
attributed the reference CP 164/06, subsequently NN
82/06. A non-confidential version of the complaint was
sent to the UK authorities on 20 November 2006. The
UK authorities supplied some comments on the complaint
by letter of 19 December 2006.

By letter of 7 December 2006 the Commission informed
DP that it did not see sufficient grounds for continuing
the investigation concerning complaint CP 206/02, and
that if it did not hear from DP within 20 working days,
the complaint would be considered withdrawn. No
response was received within the deadline. That complaint
is therefore considered withdrawn and the specific allega-
tions made in it are not treated in this decision.
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©)

(10)

(11)

(12)

(13)

On 7 December 2006 the United Kingdom notified the
proposed extension of another of the measures in favour
of POL (debt payment funding) covered by N 784/02
which was otherwise due to expire in 2007. The Commis-
sion is treating this notification (N 822/06) in a separate
decision.

On 8 February 2007 the UK authorities communicated to
the Commission the terms of an announcement concer-
ning the pensions measure, the GBP 900 million loan faci-
lity and also a new loan of GBP 300 million to Royal
Mail.

2. DESCRIPTION OF THE MEASURES

2.1. The beneficiary of the alleged State aid

The beneficiary of the alleged State aid is Royal Mail
Group plc (RM) which (through a holding company, Royal
Mail Holdings plc) is a 100 % State-owned company. RM
is the UK’s main postal operator and had a legal mono-
poly over most basic letter services until the end of 2005.
The post office network is operated by POL, which is a
subsidiary of RM.

Before 2001, the postal activities in the UK were carried
out by The Post Office Corporation, a statutory body
created by the Post Office Act 1969. The assets and liabili-
ties of The Post Office Corporation were transferred to
Consignia Holdings (now renamed Royal Mail Holdings
plc) and to its subsidiary, Consignia plc (now RM) on 26
March 2001, under the terms of the Postal Services Act
2000.

RM has a separate parcels business division, Parcelforce,
which was cited as the particular beneficiary in DP’s
complaint of 2002. Parcelforce has its own separate hub
and spoke infrastructure. In 2003 a part of parcels activity
(including the provision of a universal service for parcels
handed in at post offices) was transferred from Parcelforce
to RM and is now operated through RM'’s infrastructure.
Today Parcelforce is focused only on time critical parcels.

2.2. Financial regime of the beneficiary and rela-
tionship with the State

Under the regime in existence before the incorporation
and transfers of 2001, there was no requirement for The
Post Office Corporation to pay any dividends to the UK
authorities and it did not do so. It was however obliged to
invest a proportion of the profits it generated each year in
Government securities or National Loan Fund deposits.
These investments, classed as current assets and often
referred to as the “gilts”, remained with RM following the
2001 transfers and amounted to GBP 1,8 billion at
31 March 2002. Following directions of the UK authori-
ties under section 72 of the Post Office Act 2000 dated
30 January 2003, RM placed these assets in a special
reserve (“the mails reserve”) to be used to finance specific
measures as directed.

Following the incorporation and transfers of 2001, the
possibility exists for RM Holdings plc to pay a dividend to
its shareholder the UK Government. It has not however
done so having made losses for most of the subsequent
years.

(16) Beginning in 2001, the UK authorities have made certain
loans or loan facilities available to RM. These are described
in section 2.4 below.

(17) Through directions dated 30 January 2003, 25 May 2006
and 11 July 2006, the UK authorities directed RM to use
the mails reserve to fund measures in favour of POL. The
Commission had raised no objection to these measures by
decisions of 27 May 2003 (3 (case N 784/02) and
22 February 2006 (N 166/05). By means of an agreement
dated 9 August 2006 and through directions dated the
same day and 28 September 2006, the UK authorities
made arrangements to end the use of the mails reserve to
fund these measures and to fund them instead directly
from the State budget. The UK authorities informed the
Commission of this change by means of a letter dated
6 October 2006.

(18) Parcelforce had accumulated losses since 1991. Before
1996 Parcelforce underwent a restructuring with the effect
of containing its losses and Parcelforce made a small
trading profit in 1995/1996. Since that date, despite
numerous restructuring efforts, including the closure of
five sort-centres, the elimination of some 5 000 jobs and
the closure of 50 out of 102 depots in 2002, Parcelforce
generated further losses until the implementation of a far-
reaching restructuring plan starting in 2003. After a
successful implementation of this plan, Parcelforce became
profitable again in 2005.

2.3. State financing measures in favour of RM

2.3.1. The 2001 loan

(19) In February 2001, the UK authorities made a loan of
GBP 500 million to RM to finance overseas acquisitions
for the mails and parcels business. The loan is repayable
between 2021 and 2025 and carries an average interest
rate of around 5,8 %. The UK authorities have stated in
correspondence with the Commission that this loan was
on commercial terms, and that they followed advice from
consultants designed to ensure that this was so. In addi-
tion, they have stated that the loan was not for any Parcel-
force restructuring, that its terms were not linked to such
restructuring, and that it was made solely to finance over-
seas acquisitions. The loan was secured on RM’s sharehol-
ding in General Logistics Systems International Holdings
BV and certain other RM assets. The loan was not notified
to the Commission.

2.3.2. The measures in favour of POL

(20) By letter dated 3 December 2002 the UK authorities noti-
fied the measures in favour of POL referred to at para-
graph (4) above. These measures were approved by the
Commission in May 2003. The decision noted the funding
mechanism from the mails reserve.

(*) It should be noted that this decision stated the measures not to be State

aid given the jurisprudence existent at the time, but in the alternative to
be compatible with the common market if they were considered to be
aid. When one measure (rural network support funding) was reassessed
in case N 166/05 in the light of the subsequent jurisprudence, it was
considered to be State aid.
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(22)

(23)

(24)

By letter of 18 March 2005 the UK authorities notified
the extension of one of these measures, Rural Network
Support, which had been authorised for three years up to
31 March 2006. This extension was approved by the
Commission on 22 February 2006. By letter of 6 October
2006 the UK authorities informed the Commission that
they were now funding the two continuing measures,
namely Rural Network Support and Debt Funding Mecha-
nism, directly from the State budget and indeed had begun
to make payments on that basis. In that letter the UK
authorities noted that the mails reserve represented State
resources and that therefore the UK believed the change in
funding arrangements had any bearing on the previous
clearance decisions. In the case of one payment, the State
made a capital injection to RM for an amount (GBP 145
million) that RM had loaned to POL.

2.3.3. The loan facilities

In 2003 the UK authorities made available to RM various
loan facilities to finance its “renewal plan” (including the
restructuring of Parcelforce described at paragraph (19)
above). These facilities, described by the UK authorities as
“a commercial package” were negotiated between RM and
the Government and consisted of a loan facility of
GBP 544 million from the National Loans Fund (NLF)
secured on RM’s accumulated cash balances (in particular
the funds allocated to the mails reserve) and the acquisi-
tion by the authorities of two bonds issued by RM (one of
GBP 300 million and one of GBP 200 million). Again, the
UK authorities have stated in correspondence with the
Commission that these loan facilities were on commercial
terms, and that they followed advice from consultants
designed to ensure that this was so. They also informed
the Commission that as of October 2006 these loan facili-
ties had not been drawn down, apart from a GBP 50
million testing of the draw down process which was
repaid in 7 days, and that the GBP 200 million facility
had by then expired. Commitment fees of some GBP
[...] *) had nonetheless been paid by RM. These loan faci-
lities were not notified to the Commission.

In May 2006 the UK authorities announced their inten-
tion to extend the remaining loan facilities and to increase
their level from GBP 844 million to GBP 900 million. The
UK authorities indicated on 31 October 2006 that the
precise terms of this extension were still being finalised
but the intention was that it would be on commercial
terms and that the lending would not constitute State aid.
They did not therefore intend to notify the extended loan
facilities to the Commission. On 8 February 2007 the UK
authorities announced that the terms of the extended faci-
lities had been agreed.

2.3.4. The pensions escrow account

In 2006 the UK authorities decided to release GBP 850
million of the cash balances remaining in the mails
reserve within RM to set up an “escrow account”, which
could be drawn on by the Royal Mail Pension Plan (RMPP)
in certain circumstances if RM were to fail as a business.
The background to this measure was that the various RM
pension schemes, of which the RMPP is by far the largest,

(*) Business secret.

(26)

showed a total deficit (excess of projected liabilities over
assets, on certain prudential assumptions) of GBP 5,6
billion in its 2005/6 accounts, where for the first time this
deficit was included in RM’s balance sheet. The RMPP, like
other UK occupational pension schemes, is a funded
scheme which is required to hold assets in respect of its
liabilities. According to the UK authorities, RM would not
be able to pay off this deficit quickly and modernise the
business at the same time, given projected cash flows. The
account therefore allows RM to agree with the trustees of
the RMPP a longer period for addressing the deficit
thereby reducing its pension contributions in the next
years. The UK authorities have stated that they believe the
use of the mails reserve for this purpose is in RM’s best
commercial interests, and that by enabling RM to
complete its strategic plan they will bring about an
increase in the value of the UK authorities’ shareholding.
Without the escrow account and the extended loan facili-
ties, the UK authorities claim there is a possibility that
shareholder value would be destroyed not enhanced, and
therefore that they are acting in a commercial manner and
notification is not necessary.

The Commission understands that the UK authorities have
fully committed themselves to this measure including in
statements to Parliament. They have informed the
Commission that the measures in favour of POL are being
financed from the State budget because the mails reserve
has been allocated for this other purpose. The intention to
implement the escrow account is referred to both in the
accounts of the Department of Trade and Industry and in
the recital to a legal act directing RM under s.72 of the
Postal Services Act which ends the use of the mails reserve
to fund the POL measures. The Commission therefore
considers that this measure has been put into effect. It has
therefore placed this measure on the register of non-noti-
fied aid, under the reference NN 82/06 (in relation to the
complaint by the MCF) and NN 83/06 (in relation to the
complaint by DP).

2.3.5. The new GBP 300 million shareholder loan

On 8 February 2007 the UK authorities announced their
agreement to provide RM with a GBP 300 million share-
holder loan. This loan has not been notified to the
Commission, nor have the UK authorities indicated their
intention to do so. It is clear from the terms of the
announcement that this loan is part of a package of
measures with the pensions escrow account and loan faci-
lity.

3. ANALYSIS

3.1. Qualification of the measures as State aid
Article 87(1) of the EC Treaty states:

Save as otherwise provided in this Treaty, any aid granted by a
Member State or through State resources in any form whatsoever
which distorts or threatens to distort competition by favouring
certain undertakings or the production of certain goods shall, in
S0 far as it affects trade between Member States, be incompatible
with the common market.
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In order for aid in the sense of Article 87(1) to be present,
there needs to be an aid measure imputable to the State
which is granted by State resources, affects trade between
Member States and distort competition in the common
markets, and confers a selective advantage to underta-
kings.

The business of letters and parcels delivery is an interna-
tional one, and the Commission believes that a selective
advantage in favour of RM or Parcelforce would distort
competition and affect trade between Member States.

3.1.1. The 2001 loan

The 2001 loan was granted from State funds, and was
selective in that it was granted only to RM.

In order to determine whether the loan provided an
advantage to RM, it is necessary to examine its terms so
as to assess whether a private lender, acting in a market
economy, would have been prepared to lend on the same
terms. For these purposes the Commission has equipped
itself with reference interest rates (*) by which the terms of
loans may be assessed. These reference rates are based on
the five-year interbank swap rate, plus a premium of 0,75
percentage points. As it has made clear in its 1993
Communication on the Application of Articles 92 and 93
of the EEC Treaty and of Article 5 of Commission Direc-
tive 80/723/EEC to public undertakings in the manufactu-
ring sector, “where the public authority controls an indivi-
dual public undertaking ... the Commission will take
account of the nature of the public authorities” holding in
comparing their behaviour with the benchmark of the
equivalent market economy investor” (), both for calls for
funds to financially restructure a company and to finance
specific projects. In the case of a company which “has
underperformed”, the owner called upon to provide the
extra finance to such undertaking will normally examine
“more sceptically” a call for finance. Where the call for
finance “is necessary to protect the value of the whole
investment the public authority like a private investor can
be expected to take account of this wider context when
examining whether the commitment of new funds is
commercially justified” and where a decision is made “to
abandon a line of activity because of its lack of medium/
long term commercial viability, a public group, like a
private group, can be expected to decide the timing and
scale of its run down in the light of the impact on the
overall credibility and structure of the group”.

As noted above, the 2001 loan is repayable between 2021
and 2025 and carries an average interest rate of around
5,8 %. This is significantly below the reference rate appli-
cable to the UK at the time the UK previously informed
the Commission that the loan was granted, which was
7,06 %. The UK authorities have provided certain evidence
that at that time the yield curve in the UK was downward
sloping and that therefore the interest rates for such a long
term loan could be below the reference rate (which is
based on five year rates) without contravening the market
economy investor principle. However, this evidence also
appears to indicate that part of the loan was granted

(®) Commission notice on the method for setting the reference and
discount rates (O) C 273,9.9.1997, p. 3).
(*) 0JC307,13.11.1993, p. 3, paragraph 30.

(32)

(33)

(34)

in 1999 and 2000. Not only does this contradict earlier
information, but it involves a period when the reference
rate was even higher (7,64 % in 2000). The Commission
has also noted that, at least in 2001, the decline in Royal
Mail’s financial performance was beginning. This would
normally be reflected in the terms of any loan. For this
reason, when assessing a loan to a company in financial
difficulties, the Commission may use as a point of compa-
rison a rate higher than the reference rate.

The Commission also notes that the purpose of the loan
was not linked to restructuring, and that it was made
solely to finance overseas acquisitions. The UK authorities
have not argued that the loan was necessary to protect the
value of the whole investment in RM.

The Commission therefore has doubts concerning the aid
character of this loan and cannot exclude a priori that aid
is involved. The Commission wishes to examine, within
the context of the Article 88(2) procedure, whether the
2001 loan provided an advantage to RM.

3.1.2. The measures in favour of POL

The Commission has already assessed the aid character of
the measures in favour of POL in cases reference N 784/
02 and N 166/05. In the case of N 784/02 it should be
noted that the Commission considered that the measures
did not constitute State aid in the sense of Article 87(1),
given the absence of overcompensation for the provision
of a service of general economic interest, in accordance
with the Community jurisprudence at the time. In the
alternative, were they to be considered State aid, they were
compatible under Article 86(2) of the Treaty.

As it has already stated in case N 166/05 in respect of
one measure, the Commission believes that in the light of
subsequent jurisprudence () these measures do constitute
State aid because they do not meet the four criteria under
which compensation for provision of services of general
economic interest falls outside the definition in Article 87
(1) of the Treaty. These conditions are that, first, the reci-
pient undertaking must actually have public service obli-
gations to discharge, and the obligations must be clearly
defined. Second, the parameters on the basis of which the
compensation is calculated must be established in advance
in an objective and transparent manner. Third, the
compensation cannot exceed what is necessary to cover
all or part of the costs incurred in the discharge of the
public service obligations, taking into account the relevant
receipts and a reasonable profit. Finally, where the under-
taking which is to discharge public service obligations, in
a specific case, is not chosen pursuant to a public procure-
ment procedure which would allow for the selection of
the tenderer capable of providing those services at the
least cost to the community, the level of compensation
needed must be determined on the basis of an analysis of
the costs which a typical undertaking, well run and
adequately provided with means of transport, would have
incurred. The Commission considers that the fourth
condition is not met by the measures in favour of POL.

() Judgment of the Court of 24 July 2003, Altmark Trans GmbH and

Regierungsprasidium Magdeburg v Nahverkehrsgesellschaft Altmark
GmbH, Case C-280-00, [2003] ECR 1-7747.
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The qualification of these measures as State aid is not at
all changed by the information provided by the UK in its
letter of 6 October, that the two continuing measures,
namely Rural Network Support and Debt Funding Mecha-
nism, would now be funded directly from the State

budget.

These measures therefore constitute State aid. In so far as
they respect the terms on which they have already been
authorised by the Commission, they constitute existing aid
in the sense of Article 1(b)(ii) of Council Regulation (EC)
No 659/1999.

3.1.3. The loan facilities

The UK authorities have informed the Commission that as
at October 2006 the loan facilities granted in 2003 had
not been drawn down. However, it cannot be concluded
from this point alone that the loan facilities provided no
advantage, since the availability of the loan facilities has
an “option value” to the company. It could not have been
known in 2003 that they would not be drawn down. The
terms of the loan facilities therefore need to be assessed in
the same way as the 2001 loan. The 1993 Commission
communication mentioned and quoted at paragraph (31)
above is also relevant to this assessment. It can be noted
that these loan facilities were linked to RM’s “renewal
plan”.

The GBP 544 million NLF loan was granted at “[...] basis
points above Libor or relevant gilt”. It should be noted
that the reference rate is set at 75 points above an inter-
bank swap rate. The UK authorities have justified the low
margin by reference to the security provided, namely the
cash reserves of RM. However, the Commission notes that
these reserves constitute State resources over which the
UK authorities had control through specific legislation.
The Commission therefore questions whether their use as
security could necessarily dispel its doubts as to the aid
character of the measure. It notes that if the loan had been
drawn down a saving of [...] basis points would outweigh
the value of the commitment fees which have been paid
by RM.

The bonds of GBP 300 million and of GBP 200 million
were issued at rates of [...] and [...] basis points above
the “relevant gilt”. The larger bond was secured by a floa-
ting charge over all assets of RM while the smaller one
had lower security. The margin of [...] basis points above
a rate based on Government securities (which are typically
below interbank rates) implies the GBP 300 million loan
may have been at a rate below the Commission’s reference
rate.

In order to assess whether the terms of these loan facilities
contained an aid element, one test to be applied would be
whether the commitment fees paid by RM covered the
value of the option. If the loan facilities themselves
contain an aid element (ie if the available loan was below
a market economy investor rate) then it would be neces-
sary to assess what account should be taken of this in
assessing the value of the option.

(42

) The UK authorities have informed the Commission, in
response to questions, that the 2003 loan facilities still
existing in October 2006 (namely the GBP 544 million
National Loan Fund loan and the GBP 300 million bond)
are to be extended, on revised terms. The UK authorities
informed the Commission on 31 October that the terms
were still being negotiated but that they were taking
advice from consultants to ensure that the terms were
commercial.

(43) On the basis of the information available to the Commis-

sion it cannot be ruled out that an aid element is
involved.

(44) In the light of all the above information the Commission

is unable to allay its doubts that the loan facilities made
available to RM may contain State aid. It therefore invites
the UK to provide full details to the Commission within
the context of the Article 88(2) procedure so that it can
be assessed whether the past and proposed extended facili-
ties provide any aid element.

3.1.4. The pensions escrow account

(45) It is established case law that measures of State interven-

tion need to be assessed under Article 87(1) not by refe-
rence to their causes or their aims but in relation to their
effects (°). The UK authorities have made clear that one
clear effect of the escrow account, which is clearly selec-
tive towards RM, is to reduce the pensions contributions
that RM has to make to the RMPP to address its current
deficit. This is an indication that the measure may provide
an advantage to RM and therefore be State aid.

(46) As already noted the UK authorities have argued that the

measure can be justified as the intervention of a market
economy investor, which would imply that it does not
provide any advantage and is therefore not State aid,
because it allows RM to modernise its business through its
current strategic plan. However, the Commission has
doubts about this argument, which has not been backed
up by projections or by financial analysis, and is not in a
position to allay its doubts that aid may be involved. It
therefore wishes to open the Article 88(2) procedure on
this point.

(47) In examining this question the Commission will be consi-

dering three aspects, given the particular nature of the
funds being allocated to the escrow account. Given that
the reserve funds within the reserve are already held
within Royal Mail and on its balance sheet, one issue is
whether the creation of the escrow account can be
regarded as a commercial decision by RM in spite of the
involvement of the UK authorities, which arises through
the particular legal regime applicable. A second issue,
given the particular powers taken by the UK authorities
over these reserves, is whether a shareholder acting
commercially would agree to this use of sharecholders’
equity. A third issue, given that the use of the reserves for
the pensions measure requires the authorities to fund the
POL measures from the State budget, is whether a share-
holder would agree to bring new equity to fund an escrow
account of this type.

]ud ment of the Court of 2 July 1974, Italian Republic v Commission
of the European Communities — Family allowances in the textile indu-
stry, Case 173-73,[1974] ECR 709.
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3.1.5. The new GBP 300 million shareholder loan

The terms of the loan have not been communicated to
the Commission. The Commission has therefore been
unable to assess whether its terms include aid. Given the
fact that the loan is part of package of measures where
the Commission has not allayed its doubts that State aid
may be involved, the terms of the loan could not in any
case be assessed independently. The Commission therefore
wishes to assess the terms of this loan within the 88(2)
procedure it is opening.

3.2. Assessment of compatibility of the measures if
State aid is present

RM carries out certain services of general economic inte-
rest. Aid destined to meet the extra costs of providing
such services could, under appropriate conditions, be
authorised on the basis of Article 86(2) of the EC Treaty.
Indeed, the measures in favour of POL referred to in
section 3.1.3 above were authorised on this basis. The
Commission believes that this authorisation is not put
into question by the change of funding arrangements
under which the measures are financed direct from the
State budget and therefore raises no objection to this
change.

However, in the case of the other measures referred to
above for which the Commission has not been able to
allay its doubts that State aid may be involved, namely the
2001 loan, the loan facilities and the pensions escrow
account, the legal basis of Article 86(2) does not seem to
be available. The 2001 loan and loan facilities have been
explicitly linked by the UK authorities to other projects,
namely the overseas acquisitions of RM and the renewal
plan adopted in 2003. The pensions escrow account and
GBP 300 million shareholder loan have similarly not been
linked to any service of general economic interest
performed by RM.

The only basis for compatibility for these measures, if they
contain State aid, would at this stage appear to be Article
87(3)(c) of the Treaty. However, the measures do not
appear to conform with any of the rules concerning the
application of that sub-paragraph that the Commission
has promulgated to date. If therefore State aid is involved,
the Commission doubts whether these measures are
compatible with the common market.

4. DECISION

In the light of the foregoing considerations, the Commis-
sion, acting under the procedure laid down in

(53)

(57)

Article 88(2) of the EC Treaty, requests the United
Kingdom to submit its comments and to provide all such
information as may help to assess the 2001 loan, the loan
facilities and the pensions escrow account within one
month of the date of receipt of this letter.

In particular, the Commission requests the UK to provide:

— clarification of the details and timing of the 2001 loan
and any further considerations concerning its confor-
mity to the market economy investor principle,

— clarification of the details of the loan facilities issued
in 2003, any further considerations concerning their
conformity to the market economy investor principle
including concerning the market conformity of the
commitment fees paid, and full details of the extended
loan facility negotiated with Royal Mail,

— full details of the pensions escrow account, including
the terms on which it may be called upon by the
RMPP, the legal instruments establishing it, the effect
of its creation on the pensions contributions to be
paid by RM, and any further considerations concer-
ning its assessment under Article 87(1) of the Treaty,

— full details of the GBP 300 million shareholder loan
announced on 8 February 2007.

The Commission raises no objection to the change of
funding arrangements for the measures in favour of POL
of which the United Kingdom informed the Commission
on 6 October 2006.

The Commission requests your authorities to forward a
copy of this letter to the potential recipient of the aid
immediately.

The Commission wishes to remind the United Kingdom
that Article 88(3) of the EC Treaty has suspensory effect,
and would draw your attention to Article 14 of Regula-
tion (EC) No 659/1999, which provides that all unlawful
aid may be recovered from the recipient.

The Commission warns the United Kingdom that it will
inform interested parties by publishing this letter and a
meaningful summary of it in the Official Journal of the
European Union. It will also inform interested parties in the
EFTA countries which are signatories to the EEA Agree-
ment, by publication of a notice in the EEA Supplement
to the Official Journal of the European Union and will inform
the EFTA Surveillance Authority by sending a copy of this
letter. All such interested parties will be invited to submit
their comments within one month of the date of such
publication.



