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Postcomm: The future Regulatory
Framework for Royal Mail

Gavin Macrae
Director, Market
Development
Postcomm

27t November 2008



Agenda

 PAF — the regulator’s standpoint

* The current state of the mail market and grounds for
optimism for the industry

 The need for a new regulatory framework to secure
an affordable and sustainable universal service

 The role of competition as a means of driving
Innovation and efficiency — not as an end in itself



PAF — the regulator’s standpoint

 Postcomm’s Decision Document of April 2007 sets out a
definition of PAF comprising postcode details plus other
iInformation about addresses

« The creation of an independent Advisory Board was announced
— a Board to represent the views of PAF users

 PAF would be ring-fenced from Royal Mail’'s other activities to
avoid any conflicts of interest

 Royal Mail would be allowed a reasonable profit margin for
providing PAF (of 8-10%) with any extra profit either returned to
customers or re-invested in PAF

e |t was not considered Postcomm’s role to get involved in the
detailed management of PAF; more to set the ground-rules and
ensure they were met



PAF — reminder of the legal position

e Section 116 of the Postal Services Act 2000 requires
Royal Malil to a) maintain the Postcode Address File
and; b) make the File available to anyone “on
reasonable terms”

e Condition 22 of the Licence gives effect to this policy

 The Licensee is required to set up a code for
modifying and updating the File: the PAF Code of
Practice

 The code is a detailed set of procedures which set
out how PAF changes can be made and defines
required consultation procedures with users



PAF — Postcomm’s perspective

 The new Board has been in operation for around a
year and Postcomm believes that the Board under
lan’s leadership has done valuable work especially
on the principles which should shape the new
licensing arrangements

 Postcomm wants to ensure that the new licensing
arrangements improve the accessibility and
development of PAF and that the charging system is
fair, transparent and does not discriminate between
types of user



PAF — Postcomm’s perspective

« Withregard to PAF pricing, Postcomm wants to
ensure that no user experiences a significant price
rise, at least not without a suitable transition period

 If pricing or terms of access are perceived to be
unfair, Postcomm will consider complaints under
Condition 22 of the Licence — one complaint to date
was resolved satisfactorily in its initial stages

e Postcomm also believe that it is vital to promote
good addressing to assist the effectiveness of mail in
comparison to other forms of communication



The Current State of the Mall
Market

 Businesses generate 87% of all UK mail

Source: Independent Review Panel ‘The challenges an  d opportunities facing UK postal services: An initi al response to evidence’, May 2008



Changes in the mail market

 Market changes:
— Transactional mail volumes declining at around 3% per year
— Advertising mail declined by 7% in 2007
— Unaddressed mail static
— Periodicals and publications growing

— Social mail has declined by 3.6% over the last three years
but the greetings card market is showing signs of growth



Mail’'s Strengths

Integrity of service — delivered everywhere, six days a
week

Personal touch — increasingly rare in the digital age

Fulfilment - 38% year on year increase in on-line shopping

Overwhelming public support for a universal service and
the post office network



What Needs to be Done?

 There are some major issues that need to be
addressed by government — including Royal Mail’'s
pension deficit

« All operators need to be more efficient, innovative
and responsive to customer needs

 Postcomm will set a regulatory framework that
secures the provision of an affordable universal
service, protects customers, and promotes
competition



New Regulatory Framework

Proposals for consultation:

More targeted price control

 The need for better cost transparency and equivalence

 Improvements to the way in which Royal Malil and other
operators use its infrastructure

 Reduced regulatory burden



The Role of Competition (1)

 Promoting competition is one of our statutory objectives

 Competition has challenged Royal Mail to become more
customer-focused

 Competition has delivered:
— Choice for many bulk users, and reduced prices

— Benefits that are increasingly becoming available to SMEs
— Increasing levels of innovation

— Improved quality of service for all customers



The Role of Competition (2)

e Postcomm wants to see the benefits of competition
spread more widely to include residential and smaller
SME customers

 We do not see competition as a silver bullet - or an
end In itself

e |tis one of a range of tools to bring about necessary
Innovation and efficiency



Conclusion

 We are confident that as an industry we can work
together to ensure that mail can survive and thrive

 But everyone must be willing to embrace change

e This means being more nimble, innovative and cost-
efficient

e Our new regulatory framework will facilitate change
through allowing Royal Mail to innovate and become
more efficient, enabling effective competition, and
reducing regulatory burden
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