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Compensation

1 Royal Mail continues to believe that the wide-ranging provisions Postcomm proposes in relation to loss and damage compensation schemes are disproportionate, and based on a question of principle rather than any evidence of serious problems with the current compensation arrangement, either as to the amount of compensation available or the circumstances in which it is payable. In this respect, regard has to be given to the fact that the tenets of loss and damage compensation are set out by the Postal Services Act 2000. Furthermore, Royal Mail offers some of the best and most generous compensation arrangements among postal operators throughout the world. Postcomm has not quantified the number of complaints it has received in relation to this issue, and such complaints  are often by no means as clear cut as Postcomm would imply. For example, It is not unreasonable for Royal Mail to ask customers for some proof of posting before paying compensation for a lost item, given the obvious problems of establishing whether a missing item of mail was in fact posted with Royal Mail. Despite meeting with Postcomm on a number of occasions, it has not been possible to establish exactly where their concerns lie.
2 Further although Postcomm continues to put forward the principle that products outside the price control should not be subject to quality of service regulation its proposals for regulation of loss and damage compensation have a broader application than the regulated area. 
3 Royal Mail also continues to be concerned about the additional uncertainty caused by Postcomm’s proposals for loss and damage compensation at a time when it already faces considerable changes. It is insufficiently reassured by Postcomm’s statements that it does not intend to make radical changes, particularly as the scheme would  be subject to consultation, Postwatch has frequently expressed unrealistic views on how loss and damage compensation should operate. 
4 Royal Mail will seek to work with Postcomm and Postwatch to agree voluntary arrangements for loss and damage compensation and has proposed a redraft of the Licence on this basis. However Royal Mail reserves its position with respect to Postcomm’s powers to regulate compensation schemes for loss and damage, on the basis that the parameters of such compensation are governed by the Act. 

5 Royal Mail notes that Postcomm has stated in paragraph 11.114 that it will consult upon a revised bulk mail scheme for delay after publication of its final proposals. Whilst this may identify potential changes to the scheme that Postcomm determined, Royal Mail is under no obligation to make any changes to the current arrangements. Royal Mail is only obliged to review with Postcomm and Postwatch and, if declining to make changes, to publish the reasons for maintaining the status quo.

6 Finally, in its draft Licence Postcomm has duplicated the requirements to report complaints figures for both the loss and damage compensation scheme and the standards of service compensation scheme, including a ten-way breakdown of complaints figures by cause for each scheme and separate action plans for each scheme. This makes no sense to Royal Mail, as loss and damage complaints are not broken down by cause and Royal Mail already provides detailed estimates and an action plan for addressing the causes of loss and damage as part of the Mail Integrity Code of Practice in Condition 8.  Moreover, in relation to the existing complaints reporting Postcomm has drafted an extended requirement to provide details of bulk compensation payments by postcode area as well as by product, and retail compensation payments by product as well as by postcode area. These new requirements are orders of magnitude greater than the current reporting requirements. As Postcomm has provided no justification for this significant increase in reporting, Royal Mail presumes that Postcomm has made a drafting error. Royal Mail has suggested redrafts of these paragraphs to deliver what it believes Postcomm intends. 

Standards

7 In general Royal Mail supports the rationalisation of the existing bulk mail standards into groups (the two retail “groupings” are in fact identical to the current two stamped & metered mail targets). The draft Licence is not clear about whether reporting is required for each Controlled Service or for the generic product groups corresponding to the current standards; Royal Mail assumes it is the latter as otherwise the reporting requirement would be increasing. However, the unexplained introduction of a new Licence requirement in relation to performance of individual products within a grouping against the standard for the grouping goes against the rationale put forward in Postcomm’s Final Proposals (11.22) for the adopting of this approach, and effectively means that Royal Mail is being monitored against 19 (or even 43) targets rather than 12. 

8 In making its assessment of postcode area targetry in paragraphs 11.58 to 11.60, Postcomm has merged two separate issues and has offered one ‘solution’ that it believes deals with both issues. The two issues are that

(a) the profile of mail delivered in a postcode area dictates the overall level of service for the postcode as a whole, and

(b) the measurement error in the sampling methodology may incorrectly present a postcode area as failing the Floor Target when in fact the underlying performance is at or above target.

9 Postcomm’s Final Proposals cover only the second of these issues. The first issue remains unresolved and Royal Mail is now faced with entering into a targetry regime that it believes is unachievable, or funding major changes to its air network that are not covered by the price control. Postcomm is correct when it states that the profile of long distance mail affects five of the Scottish postcode areas most of all. The profile of mail delivered in these postcode areas is such that they would be expected not to achieve the Floor Target of 91.5%. The only way that overall delivered performance can be consistently raised in these postcode areas is for further improvements in the circulation of mail. These are not minor tweaks to assumptions or subtle improvements but major changes to improve both the timing of flight arrivals and the reliability of flight arrivals. Royal Mail’s strategic plan does not include a major revision to the air network and reliability remains in the hands of third party operators and the vagaries of the British weather – neither of which can be fully controlled by Royal Mail. 

10 Postcomm’s Final Proposals do not realign of the postcode area target with the national target, but attempt to take some account of Royal Mail’s concerns in the penalty regime. However, in devising the bandings around the target Postcomm has assumed that Royal Mail would improve the accuracy of annual postcode area measurement from 1.3% to 1.0% (11.60); potentially doubling the size of the current survey. This change would cost Royal Mail an extra £0.6m pa, a cost not recognised in any of Postcomm’s review, and which would serve no useful purpose other than to ensure that Royal Mail would not be penalised for failing the standard purely due to measurement error. Royal Mail believes that if Postcomm is unwilling to fund the additional measurement costs it should devise the bandings upon the basis of the current measurement accuracy, which is already world class. 

11 Royal Mail supports the approach Postcomm proposes in respect of Special Delivery Next Day, where performance is incentivised by individual compensation payments, with the potential for fines if performance falls into Band IV, rather than by means of automatic penalties.  Royal Mail believes that a fines- only regime would also be appropriate for products with emerging competition, such as Mailsort 3.

12 With regard to transit times over the Christmas period, Royal Mail has always measured, reported and published its performance up until the last posting dates, i.e. the majority of the working days over the Christmas and New Year period, even though this is not a Licence requirement. While Royal Mail has now successfully extended its measurement systems over the full period, it is surprised by Postcomm’s comments about the position having changed since the standard became mandatory, as Postcomm had been formally notified of the situation in 2003 as part of the preparations for the standard becoming mandatory in January 2004
. 

13 Further, Royal Mail is not funded by the current or proposed price controls to achieve the same levels of performance over the Christmas and New Year period with considerably higher traffic volumes; thus it is unreasonable to expect these to be achieved.  In the draft Licence (Condition 4, Annex) all but one of the standards are shown as applying over the whole year with no exemption for the Christmas and New Year Period. In contrast, the Final Proposals (11.101 and 11.102) state that Postcomm is not in a position to set standards over the Christmas and New Year period, Royal Mail presumes that this is an error and has redrafted the Condition 4 Annex accordingly. 

14 The Final Proposals continue to include a standard for international mail, although there was no support for this. The European International Export market is fully liberalised – so Royal Mail remains unclear why Postcomm is trying to regulate it. Customers will choose between suppliers based upon price and service requirements. Contrary to the assertion by Postcomm in its document (11.33) Royal Mail is not able to choose who delivers its export mail for a key part of the end-to-end pipeline. It has to rely on monopoly suppliers due to the slow pace of domestic liberalisation in most other parts of Europe. These suppliers are often also Royal Mail’s competitors in the UK export market, and some are competitors in the UK domestic market as well. However they are not subject to the same conditions in a contestable part of the market. This is therefore an unnecessary and unwelcome expansion of regulation within Postcomm’s Final Proposals. 

15 Postcomm’s Final Proposals set out high levels for the two USO targets and the correct delivery target, together with the 0.1% de minimus and 0.5% threshold for fines. Royal Mail believes that these bandings are too tight to allow for force majeure events or industrial action. Moreover Royal Mail has told Postcomm that its new independent measurement survey for correct delivery is designed to be accurate to +/-0.1% but Postcomm has not taken account of this and has set the bandings to two decimal places. The additional cost of measuring correct delivery to the nearest 0.01%is not funded by the proposed price control and the standard and banding should therefore be expressed only to one decimal place. Finally Royal Mail believes that the measure of correct delivery should exclude misdelivery arising from poor customer addressing where in the reasonable view of the independent agency the misdelivery is solely attributable to the poor addressing. 

16 While Royal Mail supports the general principle of a single list of products serving the purpose of both Condition 4 and Condition 19, it believes that Postcomm has not taken sufficient care to ensure that the single list can meet the requirements of both Conditions without unintended consequences. In particular the description of Controlled Services 1 and 3 as a catch-all for any price controlled products not listed elsewhere under Condition 19 may lead to inappropriate products unintentionally falling under the retail standards and measurement systems for stamped and metered mail in Condition 4. This could result in the standard being incorrectly applied, and the measurement (which is also the measure required under the mandatory EU standard for single piece mail) compromised. Controlled Services 1 and 3 should therefore refer explicitly to stamped mail. Similarly any Condition 19 sub-products not currently included in the Condition 4 standards should not be included in the new standards unless they currently have the same service specification as other products already included in the standards. 

17 Royal Mail also notes several discrepancies within chapter 11 of the Final Proposals document: 

(a) The treatment of the postcode area floor standard is different in Table 11.8 and Table 11.7 – Postcomm has assured Royal Mail that this is intentional and explained its rationale for this. However the description of this standard in note 4 to the draft Condition 4 Annex does not reflect the proposal in paragraph 11.61 of the Final Proposals document but instead requires 91.5% of postcode areas to attain the national target of 93%. Royal Mail presumes that this is an error.
(b) There is considerable confusion (see for example paragraph 11.91 and table 11.8) about the categorisation of performance lying on the threshold between bands. This confusion is carried over into the drafting of Condition 4 and Condition 19 paragraph 12, which categorise performance on the thresholds in different ways. Royal Mail’s understanding is that performance on the threshold falls into the “better” banding, in line with Table 11.8  and as drafted in the Condition 4 Annex. This treatment is also consistent with the categorisation of performance at the standard level.

(c) Paragraph 11.115 does not tie up with table 11.7, which only has 8 standards. Royal Mail presumes that Postcomm intends a de minimus of 1 and a maximum of 5 for standards 1-5 in the table and a de minimus of 0.1 and a maximum of 0.5 for standards 6-8. In addition, Table 11.8 shows the postcode area floor standard 9 as a non-transit time standard, although it is clearly a transit time standard. These ambiguities are later carried over into the Condition 19 paragraph 12 drafting where the postcode area floor standard 5 is given the lower de minimus and maximum levels, contrary to paragraph 11.92.

18 Royal Mail notes that there are also a number of additional ambiguities and discrepancies in Conditions 4 and 19 of the draft Licence amendments published in January 2006 and proposes corrections in Part B of its response.
Implementation of new measures and audit/validation arrangements

19 The Final Proposals (4.94) state that Royal Mail should provide access operators with quality of service information regarding the delivery of their mail. The draft Licence (Condition 4) includes new requirements relating to measurement of downstream access products with effect from April 2006. Royal Mail is surprised and disappointed that Postcomm has included this Licence requirement without any discussion of the feasibility and timing of introducing such measurement with Royal Mail. Royal Mail will shortly be beginning to trial a measure of “handover to end” performance. However, the trial itself is not an easy undertaking, as a measure of this kind is without precedent in the postal industry, and the full deployment of a measure is dependent upon the successful roll-out of RFID. Royal Mail is prepared to offer the commencement of handover to end measurement in April 2007, subject to successful deployment of RFID, successful completion of the downstream access measurement trial and agreement with access customers. 

20 Royal Mail has previously told Postcomm on several occasions that its new system to measure collection times and USO performance will not be fully deployed by April 2006. Postcomm proposes, however, to introduce targets and measures from April 2006. Measurement of the collection USO performance would therefore need to continue using the current system until Royal Mail were satisfied that the new system was robust. As there is no alternative system to measure adherence to final collection times Royal Mail would have to use a representative sample of robust figures from the new system to report its performance during 2006/7. 

21 Royal Mail welcomes Postcomm’s proposals not to make any changes of measurement ownership and confirmation that Postwatch has agreed that it will publish a statement of the audit results and share the audit report with Postcomm and Royal Mail. Royal Mail notes that the international end to end measurement carried out by IPC cannot be unilaterally audited by the UK, as implied by paragraph 8 of the draft Licence Condition 4. 

22 Royal Mail does not believe it either appropriate or feasible for Postwatch to attempt to audit the self-reporting results using the end to end survey auditors. Royal Mail accepts the approach proposed by Postcomm for validating the self-reporting measures using an independent reporter appointed by Royal Mail, with a dual duty of care to Postcomm and Royal Mail. Subject to the development of a suitable specification and an agreed appointment Royal Mail’s intention is to have an independent reporter in place for the first quarter’s results in 2006/7. . 
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� In fact the EU deferred this until 2005.
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