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1. Overview

1.1 This document sets out Ofcom’s decisions on the regulation of postal services from 2022 to
2027. Our decisions aim to improve protection for consumers, support the financial
sustainability and efficiency of the universal postal service and promote competition in the
postal market.

1.2 Postal services play a key role in our society. They are used by almost everyone in the UK
on a regular basis, from online shopping deliveries, to receiving important medical
correspondence, to sending cards to friends and relatives.

1.3 Postal users’ needs and the postal markets that serve them are changing. The number of
letters sent by consumers and businesses continues to fall, but parcel volumes are
growing. The Covid-19 pandemic accelerated these trends and highlighted the importance
of postal services for residential customers and businesses across the UK. Postal operators
are continuing to evolve. For parcels services, competition has increased, especially for
fulfilling online shopping orders. This is spurring innovation in response to consumers’
changing needs. Royal Mail, like other operators, is evolving its business, while also
maintaining the provision of the universal postal service.

1.4 The regulation of post is underpinned by the universal postal service, which requires the
delivery of letters six days a week and parcels five days a week to every address in the UK
at uniform and affordable prices. Beyond this, we maintain a regulatory framework which
seeks to achieve Ofcom’s legal duties.* Following our call for inputs in March 2021 and
consultation in December 2021, we now set out our decisions on the regulatory framework
that will apply for the next five years (from 2022 to 2027).

Our decisions — in brief

Having considered responses to our consultation, we have made the following decisions on the
regulatory framework for post:

Maintain the current overall framework, including price caps on basic universal services and
quality of service standards. We will continue to cap the prices of a basic set of universal postal
services to ensure postal users have access to affordable services. We have also decided that the
quality of service standards applicable to universal service products remain appropriate.2

Introduce new targeted consumer protections, requiring parcel operators to have policies and
procedures for the fair and appropriate treatment of disabled consumers, and issue new guidance
on complaints handling. Disabled consumers are more likely to experience delivery problems and to
suffer harm as a result. Our new requirement on operators will empower disabled consumers to
organise deliveries in a way that better suits their needs. We also found poor performance in

1 See Chapter 2.
2 Ofcom opened an investigation on 31 May 2022 into Royal Mail’s performance against its USO targets in 2021/22.
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complaints handling, so we are introducing new guidance to provide greater clarity on how we
expect parcel operators to comply with their current obligations.

Continue to ensure that Royal Mail has commercial flexibility so that it can meet the challenges of
providing a financially sustainable universal service. We recognise that there is market uncertainty
ahead and risks remain. In this context, it is particularly important that Royal Mail delivers on
efficiency improvements and modernises its operations which are the main drivers of a financially
sustainable and efficient universal service.

Ensure we have a greater understanding of the financial sustainability of the universal service,
strengthening our ability to identify and respond to sustainability concerns effectively. We are
requiring Royal Mail to provide us with a view of the financial sustainability of the universal service
over a longer period than currently required. This will strengthen our ability to identify financial
sustainability issues and inform us further about the nature and extent of any risks.

Require Royal Mail to provide and publish a five-year view of its efficiency expectations and report
against actual performance. Royal Mail is best placed to identify and address efficiency gaps within
its business. We are requiring Royal Mail to publish certain efficiency expectations for the period
2023-28 and to annually publish an update on its progress. This will help stakeholders better
understand Royal Mail’s efficiency performance, and the impact on financial sustainability.

Provide a stable regulatory framework, to support investment by all postal operators and ensure
Royal Mail competes on a level playing field. Overall, we think the parcels market is generally
working well for consumers, and competition in postal markets is driving benefits to users. We have
decided to retain all the current access regulatory safeguards. We have also decided not to extend
access regulation into the parcels market, and not to require tracking in the USO, as we consider
that doing so could be damaging to competition.

1.5 The overview section in this document is a simplified high-level summary only. The
decisions we have taken and our reasoning are set out in the full document.

Next steps

1.6 As we are broadly maintaining the existing regulatory framework, the majority of our
existing regulations will continue to operate. Later in Q2 2022/23 we will publish a
consultation on regulatory reporting which will propose new reporting requirements based
on the decisions within this statement.

1.7 Our guidance on customer complaints handling will come into effect from 1 April 2023 and
our new protection for disabled consumers from 1 November 2023. During the
implementation period, we plan to engage with parcel operators to understand their plans
and will report on progress in our future Annual Monitoring Updates (AMUs) on the postal
market.

1.8 Our review of the safeguard caps will begin this autumn and we expect to publish a
consultation in Q1 2023/24.
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2. The postal services market and our
regulatory framework

The postal market has undergone significant change in recent years as consumer demand shifts
from letters to parcels. Our regulatory framework underpins the postal market, and so it is
important that our approach to regulation remains relevant, effective, and fit for purpose.

We want to ensure that postal users continue to have access to affordable and reliable postal
services that meet their evolving needs; to do this we support a financially sustainable and efficient
universal postal service and allow effective competition to grow in postal services for the benefit of
consumers.

Taking account of the evolving postal market, as well as responses to our consultation, we have
found that broadly the current framework is working well, allowing the postal market to meet the
needs of its users. Consequently, we have decided that a root-and-branch review of the framework
is not necessary, and so will continue the current approach. Our decisions made in this review to
modify the framework seek to strengthen the existing framework, targeting additional regulatory
intervention only where we have direct concerns over consumer harm and to allow us to discharge
our duties more effectively in relation to the financial sustainability of the universal postal service.

Introduction

2.1 Postal services play a key role in our society. The ability to send and receive letters and
parcels is important both socially and economically. Postal services are particularly
important to consumers who might be more vulnerable, such as those who are more
geographically or digitally isolated from their friends and family. Postal services also provide
us with the ability to interact with Government and other organisations, to access a range of
services, and to receive goods directly to our homes.

2.2 The universal postal service, provided by Royal Mail, continues to play a key role for senders
and receivers of mail items. It ensures that letters and parcels are delivered to around 30
million business and household addresses in the UK, at uniform prices, regardless of
destination. Consumers and businesses continue to greatly value its frequency, affordability,
pricing uniformity and reliability.

2.3 Our regulatory framework underpins the postal market, and so it is important that our
overall approach to regulation remains relevant, effective and fit for purpose.

2.4 In this chapter, we:
a) briefly summarise the applicable legal framework for the regulation of post;

b) explain market developments in the postal market and the changing consumer needs
that may impact on the postal market in the next five years;
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c) discuss the responses to our consultation from stakeholders on our overall assessment
of the postal market and broad regulatory approach; and

d) explain our decisions on the overall regulatory framework, taking account of
consultation responses, our legal duties and the wider market context.

The relevant legal framework

Ofcom’s statutory duties in relation to postal services

2.5

2.6

2.7

2.8

2.9

We briefly set out below Ofcom’s main statutory duties relating to postal services, as
contained in the Postal Services Act 2011 (PSA 2011) and the Communications Act 2003
(CA 2003). The legal framework relevant to our review is set out in more detail in Annex 2.3

Section 29(1) of the PSA 2011 requires Ofcom to carry out its postal functions in a way that
it considers will secure the provision of a universal postal service.

In performing that duty, Ofcom is required by section 29(3) of the PSA 2011 to have regard
to the need for a universal postal service to be:

a) financially sustainable; and

b) efficient before the end of a reasonable period (and for its provision to continue to be
efficient at all subsequent times).

Ofcom'’s principal duty under the CA 20034 is to further the interests of citizens and
consumers, where appropriate by promoting competition. This duty, together with our
general duties under the 2003 Act, also applies when we carry out our functions in relation
to post.

In performing our general duties, we are also required, under section 3(4) of the CA 2003,
to have regard to a range of other considerations, which appear to us to be relevant in the
circumstances, including:

a) the desirability of promoting competition in relevant markets;
c) the desirability of encouraging investment and innovation in relevant markets;
d) the needs of persons with disabilities, of the elderly and of those on low incomes;

e) the different interests of persons in the different parts of the United Kingdom, of the
different ethnic communities within the United Kingdom and of persons living in rural
and in urban areas; and

3 Annex 2 contains a description of the services that must as a minimum be included in a universal postal service (as set out
in section 31 of the PSA 2011). This includes minimum requirements on delivery and collection of letters (Monday to
Saturday) and other postal packets, for example parcels, (Monday to Friday), a service of conveying postal packets at
affordable prices with a uniform tariff throughout the UK, provision of registered and insured services, and free of charge
services (such as services to blind or partially sighted persons). Exceptions to the minimum requirements and Ofcom’s role
in reviewing these minimum requirements are set out in sections 33 and 34 of the PSA 2011 (see Annex 2 for a more
detailed description).

4 Section 3(6A) of the Communications Act 2003.
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2.10

2.11

2.12

2.13

f) the extent to which, in the circumstances of the case, the furthering or securing of the
matters mentioned in section 3(1) is reasonably practicable.

Section 3(5) of the CA 2003 provides that, in performing its duty to further the interests of
consumers, Ofcom must have regard, in particular, to the interests of those consumers in
respect of choice, price, quality of service and value for money.

When carrying out any of our functions relating to postal services, if we were to consider
that any of our general duties conflict with our duty under section 29 of the PSA 2011 to
secure provision of a universal postal service, priority must be given to the latter.

Additionally, pursuant to section 3(3) of the CA 2003, in performing its general duties,
Ofcom must have regard, in all cases, to the principles under which regulatory activities
should be transparent, accountable, proportionate, consistent, and targeted only at cases
in which action is needed, and any other principles appearing to us to represent the best
regulatory practice. Ofcom has published a set of general regulatory principles on its
website.>

Finally, we have an on-going duty under section 6 of the CA 2003 to keep the carrying out
of our functions under review with a view to ensuring that regulation by Ofcom does not
involve the imposition of burdens which are unnecessary or the maintenance of burdens
which have become unnecessary.

The universal postal service

2.14

2.15

The universal postal service, which we refer more frequently to as the ‘USQO’¢, is made up
of three main building blocks: the minimum requirements, the universal postal service
order (Universal Service Order’) and the designated universal service provider conditions
(the DUSP conditions?).

The minimum requirements, set out by Parliament in section 31 of the PSA 2011, describe
the services that must, as a minimum, be included in a universal postal service (subject to
the exceptions set out in section 33). The Universal Service Order, made by Ofcom under
section 30 of the PSA 2011, describes a set of services that should be provided in the UK as
part of the universal postal service. It also sets out the standards with which those services
need to comply. The Universal Service Order sets out the scope of the universal postal
service but does not itself impose any obligation on any operator to provide services. The
obligations Royal Mail must comply with, as the designated universal service provider, are
contained in the DUSP Conditions, imposed by Ofcom pursuant to section 36 of the PSA
2011.

5 See Policies and guidelines - Ofcom.

6 In this document, we use “universal service”, “USO” and “USO services” interchangeably to refer to the universal postal
service. We make clear in the text where we are referring to specific elements of the universal postal service or of the
regulatory framework.

7 See Information for the Postal Industry — Ofcom.

8 See Information for the Postal Industry — Conditions — Ofcom.
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The existing regulatory framework

2.16 Our postal framework® requires Royal Mail to provide a number of essential postal
services on the basis of uniform pricing throughout the UK. This includes First and Second
Class letters and parcel services, as well as special delivery by next day services. This
ensures that consumers, including those living in harder to reach areas, and who might not
otherwise be well served by the wider market, have access to the postal services that they
need.

2.17 While we prescribe the services that must be provided as part of the universal postal
service, our overall regulatory framework allows Royal Mail commercial flexibility when
providing them, both on its pricing and operationally. This ensures that Royal Mail can
make its own commercial decisions based on the challenges it faces, thereby supporting
the provision of a financially sustainable and efficient universal postal service.

2.18 This framework is supported by a number of safeguards. These include:

a) an active monitoring regime to understand the changing needs of users, the changing
market dynamics and the financial sustainability and efficiency of the universal service,
and any risks to these;

b) asafeguard cap on Second Class letters and parcels up to 2kg to ensure basic universal
services are affordable; and

c) quality of service standards on certain universal service products, including delivery
targets on first and Second Class mail.

1.19 We want to support competition in the postal market as this helps ensure good consumer
outcomes. We therefore promote competition by imposing minimal intervention in
increasingly competitive areas of the postal market, for example in relation to parcel
services. We also require Royal Mail to provide access to its network for the provision of
certain bulk letter and large letter services and impose a number of safeguards to protect
postal operators reliant on this access.

1.20  Consistent with Ofcom’s general regulatory principles®, our approach to regulation is to only
intervene in the postal market when necessary, for example, when there is an evident user
need which is not being met by the market, or consumer harm more generally. While we
operate with a bias against intervention, we are prepared to intervene promptly and
effectively where required.

9 See Conditions imposed on postal operators — Ofcom. The obligations Royal Mail must comply with, as the designated
universal service provider, are set out in three DUSP Conditions imposed by Ofcom. In addition to the DUSP Conditions,
Ofcom also has the power to impose several other regulatory conditions, on the designated universal provider and on
other postal operators. To date, the regulatory conditions imposed by Ofcom include the universal service provider access
condition (under section 38 of the PSA 2011), the universal service accounting condition (under section 39 of the PSA
2011), the essential condition (under section 49 of the PSA 2011), and the consumer protection conditions (under section
51 of the PSA 2011).

100fcom: Policies and guidelines.



https://www.ofcom.org.uk/__data/assets/pdf_file/0021/105258/essential-condition-1.pdf
https://www.ofcom.org.uk/about-ofcom/policies-and-guidelines

Statement: 2022 Review of Postal Regulation

Market developments and changing user needs

1.21  There have been significant developments in the postal market since we first set the
regulatory framework in 2012. These have included an intensification in the level of
competition and innovation in parcel services, as well as ongoing decline in letter volumes.
As set out in our annual monitoring updates on postal services since then, these trends have
continued, and operators have adapted in response. Growth in parcel volumes and the
decline in letters were amplified by the Covid-19 pandemic. However, recent indications
suggest that the pace of change may be returning to reflect more closely pre-pandemic
levels. We discuss these developments in more detail below.

Letter volumes declining

1.22  As we noted in our December 2021 consultation (‘December consultation’), letter volumes
have continued to decline since our last review of the postal market in 2017. As shown in
Figure 2.1 below, in 2016/17, the total volume of addressed letters (which includes both
USO and bulk letters) was 11.7bn but, at the end of the 2020/21 period, this stood at 7.8bn,
a 33% decline. Revenues declined by less (approximately 20%), reflecting letter price
increases. !

Figure 2.1: Addressed letter volumes, millions*?

Volume (million items)
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1 W Royal Mail end-to-
1 end*
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Source: Ofcom / operator data

Notes: Access volumes include small volumes of access parcels. It is not possible to make direct comparisons
between pre- and post-2018-19 based on the data in the chart due to a change in Royal Mail methodology
(made in 2020). The effect of the change in methodology was to increase reported Royal Mail end-to-end
letters volumes.?”

11 Total addressed letter revenues declined from approximately £4.5bn in 2016/17 to £3.6bn in 2020/21. This includes
Royal Mail end-to-end and access revenues, access operator revenues, and other end-to-end operator revenues. Source:
Ofcom/operator data.

12 Data for 2021/22 is not yet available and will be published in the Annual Monitoring Update on Postal Services in Q3
2022/23.
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*Royal Mail end-to-end is an Ofcom calculation and refers to Royal Mail total letters, excepting access. Figures
exclude international.

2.19

2.20

2.21

We note that a significant proportion of this overall decline occurred in 2020/21, reflecting
the major impact the Covid-19 pandemic had on mail volumes, and in particular the
reduction in business demand for letters driven by lockdown restrictions.3 Royal Mail has
reported that addressed letter volumes in 2021/22 recovered somewhat with an increase
of 3% year-on-year, however this remains down 18% compared to pre-pandemic levels.

We expect the general downward trend to continue during this review period, as letter
users continue to migrate to alternative online forms of communication. *>However, we
consider that Government and regulatory requirements for certain types of paper
correspondence as well as difficulty in moving some customers online means that letters
will continue to be important. Therefore, our expectation is that letters (including bulk
letters) will remain a core postal service for the period of this review despite the longer-
term trend uncertainties.

Further analysis of the letters market can be found in Chapter 5.

Parcel volumes growing:

2.22

In 2016/17, parcel volumes stood at 2.1bn in the UK (including all domestic and
inbound/outbound international items and deliveries of online purchases). As illustrated in
Figure 2.2 below, parcel volumes increased throughout the previous review period.
2020/21 saw a sharp increase in volume growth (largely due to the Covid-19 pandemic, as
lockdown restrictions forced consumers and businesses to rely on postal services to deliver
goods?'’), with volumes increasing by 48% year on year to reach 4.2bn8. UK parcel market
revenues stood at £14.0bn in 2020/21, with measured domestic parcel revenues
accounting for £9.4bn.

13 Further analysis on the impact of Covid-19 pandemic during 2020 can be found in the 2021 Annual Monitoring Update.
Ofcom, 2021. Annual Monitoring Update on Postal Services. Financial Year 2020-21.

14 Royal Mail, FY 2022 results presentation [accessed 07/07/22].

15 [3<.] The most significant decreases are expected in [3<] Forecasted letters volumes based on Royal Mail’s business plan
and financial results.

16 For the purposes of the data presented in this section, we have defined a parcel as an addressed postal item that is
delivered end-to-end and: (a) is not a letter or a large letter (see footnote 16); (b) weighs no more than 31.5kg; and (c) can
be lifted by a single average individual without mechanical aids. Parcel services form part of a broad set of delivery services
used by residential and business consumers in the UK, such as two-person and pallets delivery (for large and heavy items)
and more generally the logistics services that are used for business supply chains. In contrast to parcel services, these other
services do not involve postal items.

17 0fcom, 2021. Annual Monitoring Update on Postal Services. Financial Year 2020-21.

18 L etters can be up to 24cm long, 16.5cm wide and up to and including 0.5cm thick, with a maximum weight of 100g. Large
letters can be up to 35.3cm long, 25cm wide and up to and including 2.5cm thick, with a maximum weight of 750g.

8
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https://www.royalmailgroup.com/en/investors/financial-results-presentations/
https://www.ofcom.org.uk/__data/assets/pdf_file/0029/228971/Annual-monitoring-update-on-the-postal-market-Financial-year-2020-21.pdf
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Figure 2.2: Total measured parcel volumes, millions?® 20
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2.23 Indications show that the leap in domestic parcel volumes may have corrected somewhat

in 2021/22, as a result of the easing of Covid-19 restrictions and associated decline in e-
commerce activity. In the first quarter of 2022, UK internet sales were 27% lower than the
previous year?! (although this is still 41% higher than pre-pandemic levels).?

2.24 International parcel imports and exports may have also declined, largely as a result of
Brexit related customs requirements and the imposition of cross border parcel tariffs. In
2021/22, Royal Mail experienced a 42% year-on-year decline in international parcel
volumes?,

2.25 We expect the overall UK parcel market to grow during this review period, driven by
continued growth in the Business to Consumer (B2C) segment and an eventual return to
normal pre-covid growth rates. However, the short-term outlook is uncertain. An
increasingly challenging consumer environment and inflationary pressures may constrain
parcel growth rates in the short-term and potentially beyond.

2.26 Further analysis of the parcels market can be found in Chapter 6.

19 Differences in the data mean that is not possible to make direct comparisons between data from 2018-19 onwards and
that for previous years; data for 2016-17 and 2017-18 data is from restatements in official statistics publications; in 2019-
20 several operators reported systems changes that altered the basis of its of 2019-20 data: where this was the case,
earlier data has not been restated. Data from Royal Mail included in the total market figure was provided on a 53-week
basis for 2018-19 and a 52-week basis for other years; from 2019-20 Royal Mail moved to a new methodology for the
allocation of revenues and volumes for stamped letters and parcels. Royal Mail stated that the impact of this change in
methodology on its publicly reported 2018-19 revenues was to move £154m of Royal Mail’s published revenues from
parcels to letters on a 52-week basis, equating to a decrease of 36m parcels. The 2018-19 industry totals presented here
have not been adjusted for the change in Royal Mail’s methodology from 2019-20 onwards. For further information on the
change to Royal Mail’s external reporting please see: https://www.royalmailgroup.com/media/10704/royal-mail-changes-
in-external-reporting.pdf. Our estimate of market-wide parcel volumes is based on a definition that differs from Royal
Mail’s definition of parcels (which includes RM 24/48 large letters, some fulfilment letters and large letters), and our data
is therefore not directly comparable to Royal Mail’s parcel volumes; figures shown to nearest million.

20 Data for 2021/22 is not yet available and will be published in the Annual Monitoring Update on Postal Services in Q3
2022/23.

21 Office for National Statistics, Retail Sales Index internet sales [accessed 07/07/22].

22 Comparing CY22Q1 with CY20Q1.

23 Royal Mail, FY 2022 results presentation [accessed 07/07/22].
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Changing user needs

2.27 In November 2020, we undertook a comprehensive review of the needs of postal users
(RUN) across the UK, to determine if the requirements placed on Royal Mail reflect what
people and businesses need today. It considered whether the current minimum
requirements of the universal service, such as delivery of letters six days a week and
parcels five days a week, still reflect what people and businesses need today.?

2.28 There was strong support from users for core features of the universal service. However,
our research also found that users’ needs are changing. Consistent with our findings on
parcel and letter volumes above, we found a marked reduction in use of and reliance on
letters for both residential and small and medium-sized enterprise (SME) users. We also
found a large increase in the use of parcels, and an increased willingness to consider and
use alternatives to Royal Mail, especially by SMEs.

2.29 Royal Mail and other postal operators have adapted to changing consumer needs and
demands over the past few years. This is particularly evident in relation to parcels where,
reflecting the increase in demand and competition, operators have invested and innovated
their services and improved customer experiences. For example:

a) Consumer ‘pick up/ drop off’ (PUDOs) locations have increased. These allow consumers
to collect and send parcels from collection points, such as convenience stores or train
stations.? Some operators now also offer home parcel collection services, where
operators will collect parcels from homes and businesses to deliver elsewhere. Some
consumers find these options more convenient.

b) Services such as parcel delivery tracking, which allow customers to track the parcel
through the operator’s network, and Next Day Delivery have become more prevalent
as some consumers have higher expectations of the online shopping experience.

c) There have also been innovations in service offerings, which some consumers value.
For example, SafePlace Photos, which provides the consumer and retailer with
photographic evidence of place of delivery; Geofencing, which provides a location of a
delivery within a map, within a specified radius; nominated delivery windows; and
inflight diversion options.

d) Royal Mail and Amazon have trialed drone delivery for remote locations.?

24 Ofcom, 2020 Review of Postal Users’ Needs.

2> These requirements were not within the scope of this review of postal regulation, as they are set out in the Postal
Service Act 2011 and can only be altered by Government and Parliament. It would be for the Government to determine
whether any changes are needed to the minimum requirements and to bring any proposals before Parliament.

26 Collect+ operates a network of 10,000 stores and since May 2020 has expanded to process parcels on behalf of a range
of parcel operators including Yodel, DPD, FedEx and Amazon. Hermes operates a network of 5,000 ParcelShops including
900 lockers which are accessible 24/7. Collect+, May 2020. About Collect+. Hermes, 2020. ParcelShops [accessed
07/07/22].

27 Royal Mail: Drones — connecting remote communities across the UK [accessed 07/07/22]; Amazon: Amazon Prime Air
prepares for drone deliveries [accessed 07/07/22].

10
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2.30
231

e) Parcel operators have increased investment in network expansion and redesign (for
example, through increased parcel hub capacity), to improve capacity and/or service.?®

The parcels market and innovations are discussed in further detail in Chapter 6.

The postal industry continues to invest and innovate. Royal Mail is planning and rolling out
operational initiatives and improvements to meet changing consumer needs. For example,
automated parcel hubs, dedicated parcel routes and a reduction in the number of letter
sorting machines.? Other parcel operators equally are investing in their networks and
infrastructure including Evri (formally Hermes),3° DPD3! and DHL32,

Post Office agreements with Royal Mail, DPD and Amazon

2.32

2.33

In 2020, negotiations between Royal Mail and Post Office concluded that their long-term
mail distribution agreement (signed in 2012) would come to an end in March 2021. This
ended the exclusive agreement Royal Mail had with Post Office and provided Post Office
with flexibility to distribute mail for other postal operators. In December 2020, it was
decided that the agreement would be replaced by a new commercial agreement, which
Royal Mail stated, “provides greater flexibility for both parties to adapt to the changing
ways that customers are buying and sending postal products, and to continue to innovate
to provide convenience for customers.”33

Post Office has since entered into agreements with DPD (August 2021)3* and a trial with
Amazon (September 2021)%* to provide click and collect parcel services. Further changes
are likely as Royal Mail and Post Office adopt new ways of working given this increased
flexibility.

European USO providers respond to changing user needs

2.34

The trend of increasing parcel and decreasing letter volumes is not unique to the UK.
Similar trends have occurred in other developed economies. From 2016 to 2020, total
letter mail across European Regulators Group for Postal Services (ERGP) countries declined
by 7.1% per annum whereas total parcels increased by 11% per annum across ERGP
countries during the same period.3¢

28 Hermes’s response to our March CFl, p 2.

2% Royal Mail’s response to 2021 Review of postal regulation; March CFl, p 23-26.

30 All you need to know about Hermes’ Barnsley hub [accessed 07/07/2022].

31 DPD UK gears up for record Peak with new £150m super hub [accessed 07/07/2022].

32 DHL Parcel UK continues electric van roll-out across the country [accessed 07/07/2022].

33 Royal Mail, 17 December 2020. Post Office and Royal Mail reach Commercial Agreement [accessed 07/07/2022].

34 post Office, Innovating in Mails [accessed 07/07/2022]

3> The Times, 13 September 2021. Post Office to handle packages for Amazon [accessed 07/07/2022]

36 European Commission 2021. ERGP PL Il (21) 25 Report on core postal indicators 2020 for monitoring the European Postal

Market [accessed 07/07/2022].
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2.35

2.36

In response to these trends, some countries have made changes to the scope of their
universal services to adapt to changing consumer needs, such as changing letter delivery
frequency.?’

Some European USO providers have also responded by reconfiguring their networks and
operations to accommodate parcel delivery and improve efficiencies to offset falling
revenue from declining letter volumes. Such changes have included:

a) investing in improved machine reading and sorting technologies, through barcoding,
digital address reading and automation;

b) centralisation of letter sorting centres to share resources and decentralisation of parcel
sorting centres to meet customer service demands; and

c) increasing delivery flexibility by combining or separating parcel and letter delivery
rounds, or varying times depending on daily volumes.®

The regulatory framework for postal services for the next five years

2.37

In the remainder of this section, we provide a summary of our consultation proposals on
the overall regulatory framework for postal services. We consider stakeholder responses
on our consultation position that the current regulatory framework is generally working
well for consumers and that a root-and-branch review of the framework is not required at
this stage. We then set out our decisions below.

Our proposals

2.38

2.39

2.40

We explained in our consultation that the key outcomes and aims of our regulation are to:

a) Ensure postal users have access to simple, affordable and reliable postal services that
meet their needs;

b) Support a financially sustainable and efficient universal postal service; and
c) Support effective competition in postal services for the benefit of consumers.

We noted that the existing regulatory framework has worked well in achieving the
objectives set out above. This was despite the significant market changes and
developments in recent years.

In particular, the universal postal service continues to provide users with the services they
need.?* Our RUN in 2020 found that most users were satisfied with the postal services they
receive. Under the existing framework, Royal Mail has sustained the provision of the

37 Our review of postal users’ needs set out our assessment of whether the minimum requirements of the universal postal
service — including delivery frequency — reflect the reasonable needs of users. It would be for the UK Government to
determine whether any changes are needed to the minimum requirements and to bring any proposals before Parliament.
We consider potential changes to other elements of the universal service later in this document (e.g., in relation to tracking
on parcels).

38 WIK-Consult, 2019. International Benchmark: Postal Operations and Efficiency [not published].

3% However, the review also found that user needs are changing, and we will want Royal Mail and other postal operators to
be able to respond appropriately to these needs during the upcoming review period.
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2.42

2.43

universal postal service and has made some progress on modernising its business for the
digital age.

The existing framework has allowed Royal Mail and other operators to respond to the
significant market changes that have occurred over the review period, but in particular
during the last two years. For example, Royal Mail and other postal operators were able to
respond to the considerable demand for parcel services as a result of the UK Covid-19
restrictions, taking a pragmatic approach to limit social contact between employees and
customers, following the rules or guidance of the Government applicable at that time.

Given that we considered that our framework had worked well to date, and mindful of the
challenges that are likely to face the postal sector in the future, we considered whether
any aspects of the current framework should change rather than undertaking a more root-
and-branch redesign of the framework. The outcome of that exercise was that we
proposed largely to maintain the current regulatory framework over the next review
period.

We proposed that we should maintain this regulatory framework for the next five years
(2022 to 2027).

Consultation responses

2.44

2.45

We received a number of responses to our consultation, from a range of stakeholders
including from postal operators, consumer bodies, elected representatives, businesses and
individual consumers. Non-confidential versions of all stakeholders’ responses are available
on Ofcom’s website.*

When commenting on the overall framework for postal services, stakeholders’ responses
tended to be grouped under the following themes and we have therefore reflected this in
our summary of responses (and decisions) below:

a) Assessment of the wider postal markets;

b) The overall framework;

c) Protections for postal users;

d) Supporting competition;

e) Supporting provision of the USO;

f) Consideration of environmental sustainability;

g) Consideration of the Northern Ireland Protocol; and
h) The next review period.

Assessment of the wider postal markets

2.46

Respondents generally agreed with our overall assessment. However, some respondents
emphasised that although parcel delivery has become increasingly important to

40 Ofcom, 2021, Consultation: Review of postal regulation.
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consumers*, |etters continue to be a critical part of the postal market*2 and will remain so
going forward.

2.47 Some respondents suggested that we should seek to take a more forward-looking view of
the market and consider how consumer demands will change going forward. 44

The overall framework

2.48 We received broad agreement on the proposed overall framework from stakeholders, and
no stakeholders suggested that we should be conducting a more root-and-branch redesign
of the entire framework.

2.49 There were some respondents, however, who considered that our proposals did not go far
enough to protect consumers, competition and/or the provision of the universal service,
and we summarise these in turn below.

Protections for postal users

2.50 Citizens Advice* thought that we should be more proactive in preventing consumer harm
and that we should focus on consumer outcomes above the financial sustainability of the
universal service and promotion of competition. Citizens Advice Scotland*¢ (CAS) and
Consumer Council for Northern Ireland#” (CCNI) also suggested that Ofcom should consider
how postal regulation should reflect consumer principles.

2.51 Citizens Advice and CCNI said that we should monitor consumer outcomes of regulation
and intervene when necessary to address consumer harm, particularly when competition is
not effective.

2.52 There were also comments from some respondents that rural consumers (including those
living in Scotland and Northern Ireland) do not benefit to the same extent from
competition in the postal market as urban consumers. It was argued that these consumers
therefore are more reliant on the USO“8 or face less choice?®, a slower service or additional
charges for some parcel deliveries*. Advisory Committee for Scotland (ACS) argued that
the regulatory approach should consider that some consumers may face isolation from
other communication technologies and therefore rely more on postal services.*!

41 Consumer Scotland response to December 2021 consultation, p2.

42 Citizens Advice response to December 2021 consultation, p5, Consumer Scotland response to December 2021
consultation, p3.

43 RM response to December 2021 consultation, p 64-65, 69.

44 eBay, Etsy response to December 2021 consultation, p5-6.

4> Citizens Advice response to December 2021 consultation, p5.

46 CAS response to December 2021 consultation, p3, 12.

47 CCNI response to December 2021 consultation, p10.

48 CCP ACOD response to December 2021 consultation, p5.

49 Rural Services Network also pointed out that rural consumers have less of a choice for parcel delivery companies, p4.
50 CAS response to December 2021 consultation, p2, Consumer Scotland response to December 2021 consultation, p2-3.
51 ACS response to December 2021 consultation, p2.
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2.53

2.54

2.55

The ACS and UK Mail? pointed to Royal Mail’s recent poor quality of service. UK Mail
stated it was disappointed that Ofcom was not proposing to make more changes to
address quality of service concerns and increased price changes and ACS said that
providing Royal Mail with commercial flexibility should not come at the expense of high
quality of service.

Some respondents also commented on the affordability of post. CCNI®3 stated that in its
research 42% of respondents said that post is unaffordable while CAS% said that its
research shows that some Scottish consumers still struggle to afford postal services. CAS
also stated that affordability is a key concern for the next regulatory period, due to
increasing costs of the USQ, inflation and the impact of Covid-19. It called on Ofcom to
review affordability alongside the safeguard cap review. Citizens Advice>* said that Ofcom
should undertake further research on postal costs in relation to household disposable
income and take action to protect consumers that are having affordability issues in relation
to postal services. The Advisory Committee for Northern Ireland (ACNI)%¢ pointed out that
affordability could be more pertinent in Northern Ireland as disposable incomes are lower
on average than the rest of the UK.

In terms of vulnerable consumers CAS*’ called for Ofcom to require a vulnerability strategy
for postal services, including a vulnerability register similar to Ofcom’s vulnerability
strategy for telecoms users. CCNI stated that postal services market should seek to
understand and respond to the access requirements of consumers who require additional
support to use the services.

Supporting competition

2.56

2.57

Mail Competition Forum (MCF)*° suggested that we should intervene further in the letters
market, and we had failed to promote competition in the final mile mail delivery portion of
Royal Mail’s network. Mail Users Association (MUA) said that the existing regime does not
enable appropriate competition in the access market. Whistl®, in its response, said that
Ofcom should focus effort on supporting competition in the access market in particular, for
the benefit of consumers.

In the parcels market DX®! stated that competition incentivises operators to provide a good
service and solve enquiries as they arise.

52 UK Mail response to December 2021 consultation, p1.

53 CCNI response to December 2021 consultation, p10.

4 CAS response to December 2021 consultation, p2, 5-6.

53 Citizens Advice response to December 2021 consultation, p13, 73.
56 ACNI response to December 2021 consultation, p1.

57 CAS response to December 2021 consultation, p16-17.

58 CCNI response to December 2021 consultation, p10.

59 MCF response to December 2021 consultation, p1.

0 Whistl response to December 2021 consultation, p2.

61 DX response to December 2021 consultation, p2-4.

15



Statement: 2022 Review of Postal Regulation

Supporting provision of the USO

2.58 Royal Mail®? requested we reconsider our overall approach in relation to “USO flexibility”,
believing that the USO must be allowed to adapt to life in the 21 century. It stated that
regulatory change can ensure the universal service stays relevant for future generations.
Some other respondents supported this idea, with CWU arguing we should go further in
our approach to enable the growth, evolution and diversification of the USO.

2.59 Evri®® welcomed our proposal to not require tracking in the USO as this would protect
competition in that market. In order to ensure that the USO remains up to date, Royal
Mail®* said that we should include tracking in USO services and that this was unlikely to
significantly impact competition in the parcels market. CAS® recognised that tracking in the
USO would have an impact on competition in the wider postal market; but noted that
competition was currently not delivering for consumers in the Highlands and Islands.

2.60 There was support from some stakeholders to continue to allow Royal Mail commercial
and operational flexibility to adapt to the changing market®. Pitney Bowes®’ said it
“supports Ofcom’s proposed approach to broadly maintaining the current regulatory
framework allowing Royal Mail the commercial flexibility to sustain the USO.”

Consideration of environmental sustainability

2.61 Several respondents commented on environmental sustainability and the postal market.
Royal Mail¢® suggested that Ofcom should support the decarbonisation of the postal
industry in the short term by collecting and publishing data from postal operators to help
consumers choose the most sustainable delivery options. It also suggested that Ofcom
should explore how best to integrate environmental performance into the regulatory
framework.

2.62 CWU® stated that Ofcom should take a lead in proactively addressing environmental issues
within the postal sector and explore ways of encouraging investment in low carbon
initiatives. The National Association of Local Councils”™ was concerned that the
decarbonisation of transport could have significant impact on the sustainability of postal
services beyond the five-year focus of our review, especially for parcels in rural areas.

62 Royal Mail response to December 2021 consultation, p2.

63 Evri response to our December 2021 consultation, p5-6.

64 Royal Mail response to our 2021 December consultation, p 5, 14-18.

65 CAS response to our December 2021 consultation, p25-26.

66 Pitney Bowes response to our December 2021 consultation, p2; RSN response to our December 2021 consultation, p2;
Citizens Advice Scotland response to our December 2021 consultation, p3; Amazon response to our December 2021
consultation, p3; ACNI response to our December 2021 consultation, p 2-3.

57 Pitney Bowes response to our December 2021 consultation, p2.

68 Royal Mail response to our December 2021 consultation, p4, 11, 72-73.

69 CWU response to our December 2021 consultation, p15.

70 NSLC response to our December 2021 consultation, p2-3.
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2.63 Some respondents also referenced environmental sustainability as a reason for regulatory
intervention to ensure the widespread availability and interoperability in alternate delivery
options, such as PUDOs.” We address responses on PUDOs in Chapter 6 of this statement.

Consideration of the Northern Ireland Protocol

2.64 ACNI72 felt that consumers and small businesses in Northern Ireland had been adversely
impacted as a result of arrangements for exiting the European Union. These included
additional charges for delivery in some cases and a restriction of choice for Northern
Ireland consumers. It recognised Ofcom’s limited powers in this area but asked that we
continue to use our convening and advisory role to ensure issues are well understood.

2.65 CCNI stated that Ofcom must continue to engage with the UK Government, postal
operators and consumer groups to advise on and understand the implications of the EU
Exit and NI Protocol for the postal market. It also said it was essential for Ofcom to
monitor, understand and assess any potential impact on postal services in Northern
Ireland.

The next review period

2.66 On the five-year review period, ACS”® and the Welsh Government’ said that Ofcom should
intervene before 2027 if it appeared that Royal Mail was not able to meet its efficiency and
sustainability metrics.

Our assessment
Assessment of the wider postal markets

2.67 We welcome the responses received from stakeholders on our assessment of the wider
postal market. We have taken into consideration the views expressed and recognise the
challenges ahead. We agree that letters will continue to play an important role over the
next five years and our decisions reflect this view.

2.68 In terms of anticipating changing postal user needs and taking a more forward-looking view
of the market, we believe we have given due consideration to the alternative future
trends’. Our regulatory framework acknowledges the broad trajectory of the postal
market trends and how we anticipate the market may evolve over the next five years.
Equally, our framework allows for some uncertainty. It allows postal operators to adapt to
the changing postal markets and, in particular, continues to provide Royal Mail with

71 Citizens Advice, Apex Insight and Royal Mail (UK consumer parcels: Assessment of tracking in the Universal Service) all
made reference to environmental factors on PUDOs.

72 ACNI response to December 2021 consultation, p1, 4-5.

73 ACS response to December 2021 consultation, p4.

74 Welsh Government response to December 2021 consultation, p1-2.

7> The chapters that follow contain, where relevant, a detailed analysis of the relevant sections of the postal market,
including forward-looking analysis.
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commercial flexibility to support the provision of a financially sustainable and efficient
Uso.

The overall framework

2.69

We welcome the broad agreement on the overall framework by most stakeholders. We
have responded to stakeholders’ comments on the detail of our proposals within the
remaining chapters of this document. Below we set out our responses to comments made
on the overall approach and outcomes we aim to achieve.

Protections for postal users

2.70

2.71

2.72

2.73

2.74

We agree with comments from stakeholders on promoting and focusing on consumer
outcomes. Our aim when seeking to ensure the financial sustainability of the USO and
promote competition in postal markets is with the objective of providing good outcomes
for postal users in mind. Consumers will benefit from an efficient and financially
sustainable universal service and effective competition in the wider postal markets.

The universal service remains important for consumers and businesses across the UK. Our
decisions to retain or enhance important safeguards, including retaining the safeguard
caps and the current quality of service standards, aim to ensure that users will continue to
have access to simple, reliable, affordable and uniformly priced services, meeting their
reasonable needs.

In response to Citizens Advice and CCNI’s call for us to monitor consumer outcomes and a
vulnerability strategy or register, it is our intention to continue our strategy to monitor
consumer needs and outcomes and produce our AMU on Postal Services yearly. The
current framework, with its emphasis on monitoring, tracks consumer preferences and
needs. We track and publish research annually on residential use of, and attitudes on, post
as well as business post volumes, post products and services used and attitudes to post7e.
This monitoring remains important, and we will continue to gather the necessary
information and data to understand the postal markets and how they are evolving for
consumers.”’

In addition, we plan to increase some aspects of our consumer monitoring and, where
appropriate, reporting. We intend to monitor the performance of parcel operators during
the next review period to ensure compliance with our new consumer protection rules.” As
is the case now, we will make decisions on any further interventions during the review
period and at the start of the next review period in light of this monitoring.

We are also enhancing our monitoring in relation to the financial sustainability of the USO,
recognising the importance of the universal service to consumers and the need for the
universal service to be financially sustainable and efficient. We are satisfied that the

76 Statistical Release Calendar — Ofcom.

77 Chapter 5 contains further details on current provisions placed on Royal Mail to ensure that the USO is accessible to
vulnerable consumers.
78 Chapter 6 contains further details on our approach to protecting disabled consumers in the parcels market.
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2.75

2.76

2.77

2.78

2.79

package of changes to the monitoring regime will allow us to be better informed when
making regulatory decisions and/or advising Government on the statutory framework
applicable to post.

Regarding vulnerable users, we have directly addressed the concerns raised for the
different groups through this review process.” Our decisions on protections for disabled
parcel users will provide additional protections for these consumers, while we also plan to
review the Second Class safeguard caps later this year and Royal Mail’s refreshed
Concession Redirection addresses our affordability concerns for financially vulnerable
customers. See Chapter 5 and 6 for our assessments and decisions relating to these
matters.

With regards to comments from stakeholders about rural postal users, we recognise that
there are some geographic variations in the prices and/or services available for commercial
parcel services, and this is an important issue for many customers in Northern Ireland and
Scotland. However, the vast majority of parcels are B2C which are supplied commercially
(with retailers determining the charge to consumers), and there are many reasons as to
why geographic variations could occur. We will continue to engage with relevant
stakeholders on this topic and monitor how well the market is delivering for this group of
users.

While our review has found that our current quality of service regulations continue to be
appropriate, we note the frustrations expressed by some stakeholders in relation to quality
of service issues over the last two years. Royal Mail’s quality of service in delivering USO
letters and parcels was severely impacted by the pandemic. Royal Mail failed to achieve its
regulatory targets in the last two years only achieving 74.7% in 2020/21 and 81.8% in
2021/22 against a target of 93% for next day delivery of first-class mail.

Throughout this period, we have closely scrutinised Royal Mail’s performance and engaged
with its senior management to understand the mitigating actions they were taking to
expedite the return of service levels to the regulatory standards. On 31st May 2022 we
announced the opening of an investigation into its 2021/22 performance.® As part of this
process, we expect Royal Mail will provide full representations on any mitigating factors
that it believes were beyond its control and that we should consider when assessing any
enforcement decision. If we conclude that a breach has occurred, we have powers to
impose a financial penalty. We are continuing to engage with Royal Mail to ensure that
focus on further improvement is maintained.

In response to affordability concerns raised by CCNI, CAS and Citizens Advice our approach
to ensuring postal services remain affordable consists of four key pillars:

a) Safeguard caps on basic USO services. We will continue to impose price caps on basic
USO postal services to ensure core USO postal services are affordable for postal users.
Royal Mail must not exceed these caps, otherwise it could face enforcement action

72 Royal Mail has additional requirements designed to support the inclusion of other specific vulnerable groups, which
include the articles for the blind service and the requirement for Royal Mail to set out its arrangements for disabled users.
80 Ofcom 2022; Investigation into Royal Mail's quality of service performance in 2021-22.
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2.80

which could result in fines. The caps have kept the current price of a Second Class
stamp at 68p in 2022 to post anywhere in the UK;

b) Active monitoring and seeking of targeted voluntary change where problems emerge.
We closely monitor Royal Mail’s USO services pricing and regularly discuss key
emerging issues with consumer groups. We then take proportionate, timely and
targeted steps to tackle concerns where they emerge. These steps have in the past
included raising concerns for debate and seeking to influence postal operators to
achieve improved outcomes for consumers via voluntary changes to practices. This
approach can allow changes to be brought in more quickly with a backstop of possible
regulatory change if voluntary and timely change is not achievable through other
means. Changes to redirections pricing and the pricing of diversions for small
businesses during the Covid-19 pandemic are examples of this type of action;

c) Enforcement action, where appropriate. Where pricing arrangements or practices
contravene our regulatory rules or wider competition law, we take appropriate
enforcement action; and

d) Supporting competition to keep downward pressures on prices. Supporting end-to-
end competition for parcels, and access competition for upstream bulk letters?! helps
to ensure competitive services are available that keep downward pressures on costs,
and incentivize innovation, for the benefit of consumers.

We will continue to monitor pricing and affordability trends and concerns through the
review period. We will also look at affordability issues as part of our upcoming review on
the Second Class safeguard cap.

Supporting competition

2.81

2.82

As we noted in our March 2017 statement??, given declining letter volumes, we consider it
is unlikely that nationwide end-to-end competition will emerge in bulk letters in the future,
but we believe that where possible, effective competition between postal operators in
addition to supporting the provision of the USO, will result in the best outcomes for
consumers. We have therefore made a number of decisions as part of this review, in part,
in the interests of supporting established or emerging competition in the postal market.

Overall, we think the parcels market is generally working well for most consumers, and
increased competition in both the B2C and C2X segments is driving benefits to users in the
form of greater investment and innovation. As such, we have been mindful of this in
considering potential changes to the regulatory framework, with the risk to developing
competition an important factor in our decisions not to extend access regulation into the
parcels market, and not to require tracking in the USO (as requested by some
stakeholders). We have also targeted our regulatory interventions in parcels only where

81 Regulation that supports upstream competition in collection of bulk letters through an effective access regime helps to
keep the costs of business postage down, which ultimately benefits consumers. This includes supporting efficiency
initiatives such as the new D+5 mandated access service.

82 Ofcom, 2017. Review of the Regulation of Royal Mail: Statement, paragraph 3.105.
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2.83

there is evidence of a problem, taking proportionate steps to protect consumers while still
providing flexibility for operators.

We also support the continuation of competition in the access market for bulk letter
services. With competing access-based operators accounting for over 70% of bulk letter
volumes, the existing access regulatory framework is working well to provide Royal Mail
and other access users with the commercial and operational flexibility to manage letter
decline while supporting effective competition in bulk letters. We have decided to retain all
the existing access regulatory safeguards, which provide backstop protections for access
users while still providing commercial and operational flexibility to respond to market
changes.

Supporting provision of the USO

2.84

2.85

2.86

2.87

We recognise the importance of the universal service. We are retaining all the existing
universal services and the consumer safeguards (including the Safeguard cap regime and
quality of service standards), as well as our monitoring regime to allow us to track the
changing needs for and any risks to the provision of the USO.

We recognise that users’ needs are changing. As explained in our consultation and above,
we undertook a comprehensive review of the needs of postal users across the UK in 2020,
to determine if the requirements placed on Royal Mail reflect what people and businesses
need today.? Broadly, we found that the current universal service meets the needs of its
users. Despite our research also finding that some users’ needs are changing, there was
strong support from users for core features of the universal service.

Evolving users’ expectations need not imply changes to the scope of the USO (or the
regulatory requirements imposed on Royal Mail as the universal service provider). The
purpose of the USO is to provide essential mail services that are not otherwise provided by
the market, and therefore to address the reasonable needs of users, which otherwise
might be unmet. Ofcom operates with a bias against intervention. We look to whether
markets can achieve our objectives, so regulatory intervention must always be supported
by strong evidence as to what markets cannot deliver.®* Market provision of USO parcels
continues to grow, and we are mindful of the impact that USO services can have on wider
competition, and, in particular, of the risk of distorting competition from imposing
regulation (e.g. from the VAT exemption applicable to USO services). The regulatory
framework seeks to achieve this balance, supporting the provision of the USO, while,
where appropriate supporting developed or emerging competition for postal services.

The regulatory framework we set out in this statement is designed to support the provision
of the USO. Our decisions recognise that there is significant market uncertainty ahead and
there remain several risks to the long-term financial sustainability of the universal postal

83 The minimum requirements of the universal service are set out in legislation. These requirements are not within the
scope of this review of postal regulation and can only be altered by Government and Parliament. It would be for the
Government to determine whether any changes are needed to the minimum requirements and to bring any proposals
before Parliament.

84 See our regulatory principles.

21


https://www.ofcom.org.uk/about-ofcom/policies-and-guidelines

Statement: 2022 Review of Postal Regulation

service. Our decisions recognise that the main drivers of a financially sustainable and
efficient universal postal service are within Royal Mail’s control. The stability and flexibility
offered by this regulatory framework will support investment, innovation and competition
and create the conditions needed to allow Royal Mail to transform into a modern and
efficient business for the digital age, supporting the long-term financial sustainability of the
universal service (see Chapter 3 for further detail).

Consideration of environmental sustainability

2.88 The Climate Change Act 20088 commits the UK to 'net zero' by 2050, and will impact all
businesses across the UK, including those in the postal sector.

2.89 Our 2022/23 Plan of Work (published in March 2022 2¢) includes a wider discussion of
environmental issues and how they could impact the sectors we regulate, including the
postal sector. However, Ofcom does not currently have any statutory functions (objectives,
powers and duties) specifically in relation to the environment.?” We are nonetheless
exploring what we can do to support the transition to net-zero within our remit through
technical research and consumer advice.

2.90 The UK Government® is putting in place some measures to incentivise large companies,
including some postal operators, to reduce and report on their emissions®. Over time,
there might be additional voluntary approaches that the communications industry adopts
to support robust reporting. We are already in discussions with stakeholders on how they
report on their emissions as part of our exploration of how our sectors contribute to the
momentum towards net zero.

291 It is vital that communications companies invest to put themselves on a sustainable footing
and have networks and services that are fit for the long term. This requires
communications companies to increasingly consider their environmental sustainability. It is
encouraging to see many of our regulated firms committing to reduce their own
environmental impacts, while delivering services and networks that enable the UK to
become more efficient and productive. We will continue to engage with industry
stakeholders on sustainability to understand how it is affecting the markets we regulate.

85 As amended in 2019.

86 Ofcom 2022; Ofcom’s plan of work 2022/23.

87 Qur statutory powers are not such that we can investigate and compel stakeholders to provide us with data and other
information about carbon emissions alone. Nor could we develop a formal framework for weighing the relative
sustainability impact of future regulatory decisions without legislative change (something which would require careful
consideration by both Government and Parliament).

88 BE|S, 2022: Mandatory climate-related financial disclosures by publicly quoted companies, large private companies and
LLPs.

8 From 1 April 2022 UK Government mandated that publicly quoted companies, large private companies and LLPs,
including some postal operators, report on climate-related financial risk. This is intended to give investors and others the
information they need to integrate climate change and sustainability in all financial decisions. It has also committed to
banning the sale of new petrol and diesel vehicles by 2030 which is likely to further incentivise companies to reduce their
emissions, particularly postal operators with large fleets. UK Gov, 2020: Government takes historic step towards net-zero
with end of sale of new petrol and diesel cars by 2030.
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Consideration of the Northern Ireland Protocol

2.92

2.93

The Northern Ireland Protocol® has created the need for certain customs checks for goods
passing between Northern Ireland and the rest of the UK. Some parcel operators have
introduced, or have proposed to introduce, additional charges for sending goods to
Northern Ireland from Great Britain. Deliveries to Northern Ireland could also be delayed
due to additional checks which may have an unintended impact on the USO.

The implementation of the Northern Ireland Protocol is a matter for the UK Government.
We will, however, continue to engage with the UK Government, postal operators and
consumer groups to advise on, and understand, the implications for the postal market.

The next review period

2.94

2.95

2.96

2.97

We recognise that the postal market is changing rapidly and that we will therefore need to
review the regulatory framework following a suitable time period.

Stakeholders were broadly supportive of our proposal to set the regulatory framework for
a five-year review period, and we remain of the view that this is appropriate. It will provide
certainty and stability to postal operators and other stakeholders, including investors,
which could help when planning and making longer-term investment decisions and
therefore encourage investment.

Notwithstanding the above, and consistent with our regulatory principles, we are prepared
to intervene promptly and effectively where required and we will intervene during the
review period if we consider that this is necessary. Our strengthened monitoring regime,
including enhanced monitoring on financial sustainability and efficiency, will enable us to
monitor the market and track any issues, highlighting any areas where further intervention
may be required.

We also note that, while this document sets out the overall regulatory framework for
postal services over the next five years, our safeguard cap rules are due to expire in 2024
and we will therefore commence work this autumn on our review of the Second Class
safeguard cap in advance of a consultation and statement during 2023/24.

Our decision

2.98

Having considered responses to our consultation, future market trends and the broader
effectiveness of the existing framework, we are satisfied that a root-and-branch review of
the existing regulations is not required at this stage. We have not seen evidence that the
current regime is not working. We have therefore decided that the overall regulatory
framework for postal services remains appropriate for the next five years.

% The Northern Ireland Protocol came into force in January 2021 and is part of the arrangements to implement the UK’s
withdrawal from the European Union. It is intended to ensure that the UK’s withdrawal does not undermine the Belfast
(Good Friday) Agreement and, in particular, to prevent checks along the border between Northern Ireland (in the UK) and
the Republic of Ireland (in the EU) following Brexit. It has resulted in changes to the way goods move between Great Britain
and Northern Ireland.

23



Statement: 2022 Review of Postal Regulation

2.99

2.100

2.101

It provides commercial flexibility to postal operators, including Royal Mail such that it can
provide a financially sustainable and efficient universal service and ensuring postal users
continue to have access to essential and reliable postal services throughout the UK, that
are affordable and uniformly priced. It also promotes competition by supporting
investment and ensuring Royal Mail competes on a level playing field.

While we are satisfied that our overall framework remains fit for purpose and effective, we
are making some specific changes to our regulatory framework. The detail of these
changes is set out in the remainder of this Statement.

As set out above, our regulatory framework will be in place for the period of 2022-2027
when we will re-review the market and our regulations, unless our monitoring identifies
more immediate concerns.

Consultation on regulatory reporting

2.102

2.103

2.104

An important part of our regulatory framework for the postal sector is an effective and
comprehensive monitoring regime, including requirements for Royal Mail to provide
Ofcom with relevant information. The financial information requirements are set out in the
Universal Service Provider Accounting Condition (USPAC) and are supplemented by the
Regulatory Accounting Guidelines (RAG).

The monitoring regime allows us to assess how well the regulatory framework is working
to meet our regulatory objectives. In particular, it aims to secure the provision of the
universal service, monitor efficiency improvements, maintain quality of service standards
and ensure universal services remain affordable.

We believe the current approach to regulatory reporting is working well. However, we
need to update some of our requirements to reflect the current regulatory framework.
Therefore, later in Q2 2022/23, we will consult on regulatory reporting requirements
applicable to Royal Mail. We aim to publish a final statement on the proposed regulatory
reporting changes in Q4 2022/23.

Impact assessment

2.105

2.106

The analysis presented in the entirety of this statement represents an impact assessment.
As set out in our December Consultation, the analysis presented in our consultation
document represented an impact assessment, as defined in section 7 of the CA 2003.

Impact assessments provide a valuable way of assessing different options for regulation
and showing why the preferred option was chosen. They form part of best practice policy-
making. This is reflected in section 7 of the CA 2003, which means that generally Ofcom
must carry out impact assessments where its proposals would be likely to have a significant
effect on businesses or the general public, or when there is a major change in Ofcom’s
activities. However, as a matter of policy Ofcom is committed to carrying out and
publishing impact assessments in relation to the vast majority of its policy decisions.
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2.107

For further information about Ofcom’s approach to impact assessments, see the
guidelines, better policy-making: Ofcom’s approach to impact assessment.°! Specifically,
pursuant to section 7, an impact assessment must set out how, in our opinion, the
performance of our general duties (within the meaning of section 3 of the CA 2003) is
secured or furthered by or in relation to what we propose.

Equality Impact Assessment

2.108

2.109

2.110

2.111

2.112

2.113

Section 149 of the Equality Act 2010 (the “EA 2010”) imposes a duty on Ofcom, when
carrying out its functions, to have due regard to the need to eliminate discrimination,
harassment, victimisation and other prohibited conduct related to the following protected
characteristics: age; disability; gender reassignment; marriage and civil partnership;
pregnancy and maternity; race; religion or belief; sex and sexual orientation.

The EA 2010 also requires Ofcom to have due regard to the need to advance equality of
opportunity and foster good relations between persons who share a protected
characteristic and those who do not.

Section 75 of the Northern Ireland Act 1998 (the “NIA 1998”) also imposes a duty on
Ofcom, when carrying out its functions relating to Northern Ireland, to have due regard to
the need to promote equality of opportunity and regard to the desirability of promoting
good relations across a range of categories outlined in the NIA 1998. Ofcom’s Revised
Northern Ireland Equality Scheme explains how we comply with our statutory duties under
the 1998 Act.*?

To help us comply with our duties under the EA 2010 and the NIA 1998, we assess the
impact of our proposals on persons sharing protected characteristics and, in particular,
whether they may discriminate against such persons or impact on equality of opportunity
or good relations. We do not consider that our decisions will discriminate in any way
against persons with protected characteristics. We aim to regulate the postal market in a
way that delivers benefits to all postal users.

We are maintaining the overall scope of the USO which provides a number of important
services to address the needs of persons with disabilities. For example, we plan to continue
to require Royal Mail to set out its arrangements for disabled customers®. We have also
proposed to maintain the scope of articles for the blind service in the USO, ensuring that
blind people can receive important post free of change.

More broadly, we also consider that our regulations - in particular, to require parcel
operators (including Royal Mail) to have policies and procedures in place better to meet
the needs of disabled consumers - will advance equality of opportunity between persons
with a disability and those without. From November 2023, parcel operators will need to
publish policies and procedures for how disabled customers’ specific needs will be met,

91 Ofcom: Policies and guidelines.
92 Revised-NI-Equality-Scheme.pdf (ofcom.org.uk).

93 See Chapter 5 on USO letters.
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2.114

2.115

2.116

including how delivery staff on the ground will act on their delivery requests. This will
mean that disabled consumers will be better served by parcel operators, for example by
being able to specify what needs they have in terms of parcel delivery.

In addition, customers on low incomes (which may include older customers) will continue
to have access to an affordable benefit from a discounted redirections service, as a result
of Royal Mail’s Concession Redirection scheme (which, absent their voluntary change, we
would have proposed requiring through regulation). We are also maintaining the current
safeguard cap on Second Class stamps and will conduct a review of the appropriate scope
and level of the safeguard caps that will apply from April 2024.

We are therefore satisfied that we have complied with the public sector equality duty in
the EA 2010, and the NIA 1998, in making the proposals set out in this consultation.

We will monitor operators’ performance, including on meeting disabled consumers’ needs,
and will keep under review the need for additional regulation to protect consumers.
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3. Financial Sustainability

Royal Mail’s plans, if successfully executed, show an improving sustainability picture, with revenues
growing and cost efficiencies being made. However, Royal Mail's performance in 2021/22, which
was below its own projections, highlights some risks. [3<]. Compared to our view in the December
Consultation, our most recent assessment highlights increased uncertainty around economic growth
and inflation, as well as uncertainty about how the parcels market will evolve post-pandemic and
therefore the levels of growth Royal Mail could achieve.

We have decided that it remains appropriate to allow Royal Mail considerable commercial flexibility,
ensuring that it has the levers it needs to best respond to the changing market environment. We
think this stability and flexibility will support investment and innovation, creating the conditions to
allow Royal Mail to transform into a modern and efficient business for the digital age, supporting the
financial sustainability of the universal service.

To better inform our duty to have regard to financial sustainability, we have decided to strengthen
our monitoring regime by requiring Royal Mail to submit to Ofcom annual financial forecasts over a
longer period than currently required. Furthermore, given the importance of efficiency to ensuring
sustainability, we have decided to strengthen our efficiency monitoring as set out in Chapter 4.

Introduction

3.1 Ofcom is required by section 29 of the PSA 2011 to carry out its functions in relation to
postal services in a way that it considers will secure the provision of a universal postal
service.? In performing this duty, we must have regard to the need for the provision of the
universal postal service to be financially sustainable and efficient. This includes the need
for a reasonable commercial rate of return for the universal postal service provider on any
expenditure incurred by it for the purpose of, or in connection with, the provision of a
universal postal service.

3.2 It is therefore important that we have an understanding of Royal Mail’s recent and forecast
financial performance to allow us to assess the financial sustainability of the universal
postal service. Understanding any risks to sustainability and the likelihood of those risks
materialising informs our thinking on whether and when we may need to take any action,
such as changing the regulatory framework.

3.3 In this section, we summarise our current regulatory approach and our December
consultation proposals, followed by stakeholder responses. We then provide our
assessment of the responses and explain our final decisions. In our forthcoming regulatory
reporting consultation we will set out our proposals as to how we intend to implement
these decisions through our regulatory reporting regime.

94 See Annex 2 for an overview of the relevant legal framework. The Universal Service Obligation (USO) is imposed on the
universal service provider by any Designated Universal Service Provider Condition (DUSP Condition), with the services as
defined by Ofcom as part of a universal postal service order (Universal Service Order).
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Current regulation

34

3.5

3.6

3.7

3.8

The existing regulatory framework facilitates the delivery of a financially sustainable and
efficient universal postal service while also supporting our other aims of underpinning
effective competition for the benefit of consumers and ensuring postal users have access
to simple, affordable and reliable services that meet their needs. Our current regulatory
framework gives Royal Mail considerable commercial and operational flexibility to adapt to
the changing market environment. This reflected our view that Royal Mail is best placed to
manage the financial sustainability and efficiency of the universal postal service. We
considered the flexibility granted would enable Royal Mail to make commercial decisions
that would most effectively manage the declining letter volumes and take the
opportunities in the growing parcel market.

In our last review of postal regulation we outlined that commercial flexibility, subject to
certain safeguards, along with achievement of a reasonable rate of efficiency improvement
was the most likely means by which Royal Mail would be able to secure the financial
sustainability of the universal postal service. We noted that Royal Mail relying on service
degradation or price rises without improving its efficiency performance could undermine
financial sustainability, affordability and/or reasonable needs of users being met.%

In previous reviews, we decided to assess the financial sustainability of the universal postal
service by considering whether the Reported Business could expect to earn a reasonable
commercial rate of return. The Reported Business is the regulatory entity which contains
the universal postal service network and all the products provided through or in relation to
that network. This network also provides non-universal service products such as access and
bulk mail. Royal Mail PLC is the holding company for a group of companies, including Royal
Mail Group Limited (Royal Mail). The Reported Business is contained within Royal Mail as
part of the RMUK business unit.%

We refer to Royal Mail PLC and the group of companies it holds collectively as the Relevant
Group. In 2017 we concluded that the Earnings Before Interest and Tax (EBIT) as a
percentage of total revenues (i.e. EBIT margin) for the Reported Business remained the
appropriate measure of the rate of return of the Reported Business to provide an
indication of medium to longer-term financial sustainability of the provision of the
universal service.”’

We refer to the particular EBIT margin we use as the ‘financeability EBIT margin’ (which
includes recurring restructuring and redundancy costs, and pension costs restated on a
cash basis). We considered that a financeability EBIT margin in the range of 5-10% was

95 Ofcom, 2017. Review of the Regulation of Royal Mail. [Accessed 12/07/2022].
% Previously this business unit was referred to as UKPIL. For a description of RMUK please see: Royal Mail plc, Regulatory
Financial Statements 2021-22, p4. [Accessed 12/07/22].

97 We refer to this particular measure as the ‘financeability EBIT margin’.
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3.9

appropriate and consistent with the need for Royal Mail to earn a reasonable commercial
rate of return commensurate with the level of risk within the business.%

We also decided to continue to monitor the performance of the Relevant Group to assist
us in our financial sustainability assessment. We considered the Relevant Group important
for our assessment as this is the level at which the company manages its cash and makes
investment decisions, and is the level at which its creditors, analysts, and investors
consider Royal Mail’s financial health. In 2017 we supplemented our monitoring with
additional financial health metrics that would assist us in understanding the Relevant
Group’s ability to meet its financial obligations.®

Our proposals

3.10

In our December consultation, we explained our provisional view that the existing
regulatory approach towards sustainability and the range of measures we use were likely
to be broadly appropriate for the next review period. However, we did acknowledge
growing concerns about the challenges Royal Mail faces in the coming review period and
proposed we strengthen our monitoring regime. We summarise our proposals in more
detail below.

Our approach to financial sustainability

3.11

We explained that Royal Mail needs to modernise its operations to put itself in a better
place to manage ongoing market risks, which would then help support the delivery of a
financially sustainable universal service. We proposed that our approach should be to
continue to allow Royal Mail considerable commercial flexibility and control to respond to
the various market pressures it faces.

Our approach to monitoring financial sustainability

3.12

3.13

We proposed to continue to inform any future decision-making using evidence gathered
through our monitoring regime. The reporting and forecasting of the financeability EBIT
margin, cash flow and other financial health metrics and data would help us to assess any
risks to the financial sustainability of the universal postal service. The monitoring regime
would inform our thinking on whether our regulatory framework needs to change and the
potential impacts that any changes may have.

We did not propose to hardwire specific regulatory actions to given thresholds as this
would limit our flexibility and ability to effectively identify and respond to a financial
sustainability concern. We explained that we would consider each case in its specific
circumstances and in the wider context of Royal Mail’s financial performance and position.

98 Ofcom, 2012. Securing the Universal Postal Service - Decision on the new regulatory framework: Statement, paragraph
5.47. [Accessed 03/03/21].

9 These included, amongst other considerations, FFO/Net Debt, EBITDA/Interest (interest cover) and the Viability
Statement that Royal Mail publishes.
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Use of the Reported Business financeability EBIT margin as our measure of
the commercial rate of return

3.14 We considered that our approach from the 2017 Statement remained appropriate.'® Royal
Mail, in its response to our March 2021 call for inputs, considered that the financeability
EBIT margin approach should be retained. Royal Mail stated, “We agree with Ofcom that
the EBIT financeability margin, at the Reported Business level, is a key metric providing
insight on the financial sustainability of the Universal Service”.°* Therefore, we proposed:

a) to retain the use of the EBIT margin to assess the commercial rate of return earned by
the universal service;

b) that the Reported Business remains the entity that represents most accurately the
activities of the universal service, and therefore it is the appropriate level at which to
measure the financeability EBIT margin;

c) that a financeability EBIT margin in the range of 5 to 10% remains consistent with a
commercial rate of return for the Reported Business, with the intention that it is a first
order indicator of sustainability and should not be interpreted as a ‘target’ return
range; and

d) to continue to evaluate the recent actual and the long-term forecast financeability EBIT
margins of the Reported Business and the underlying revenues and costs.

Use of other information and metrics to assess financial sustainability

3.15 We explained that we continued to believe that monitoring the cashflows and financial
health metrics at the Relevant Group level would assist us in understanding the Relevant
Group’s ability to meet its financial obligations. We noted that it is conceivable that, while
the Reported Business might make a commercial rate of return, the rest of the Relevant
Group might not perform well and this has the potential to pose a threat to the financial
sustainability of the provision of the universal service if the liquidity or funding of the
Relevant Group was compromised. We therefore proposed:

a) to retain our current approach to monitoring the financial performance of the Relevant
Group, so that in addition to evaluating the financeability EBIT margin we would
continue to monitor the following metrics:

i) the actual and forecast cash flows of the Relevant Group; and

ii) a number of actual and forecast financial health metrics, including Funds from
Operations (FFO)/Net Debt, Net Debt/EBITDA and EBITDA/Interest.

100 See our December consultation, paragraph 3.35. Our original decision is set out in Ofcom, 2017: Review of the
Regulation of Royal Mail, p22.
101 Royal Mail response to our March CFl, p33.
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b) that these metrics would be considered in the round, with other financial information
we receive from or that is published by Royal Mail, including the Viability Statement
and Statement of Principal Risks within its Annual Financial Report.

Strengthening our monitoring with longer-term forecasts

3.16 We explained that the financial sustainability of the universal service could be significantly
compromised if Royal Mail fails to respond effectively to the changing dynamics of the
postal market, including the necessary modernisation and delivery of efficiencies. We
noted that we have been concerned with Royal Mail’s progress in these areas in recent
years. We explained that it is important that we have a robust understanding, and are able
to properly scrutinise, the likely sustainability of the universal service in the longer term.
We therefore proposed:

a) to strengthen our current approach by requiring Royal Mail to provide an annual five-
year financial forecast. This would build on the existing three-year forecast often
provided by Royal Mail in its Business Plans, with two further years of higher-level
projections (including on the financeability EBIT margin of the Relevant Business);

b) to require downside and sensitivity analysis, providing us with further information to
assess both the outlook for sustainability over the forecast period and identify risks it
faces. This would also allow us to assess the impact of Royal Mail’s delivery of further
efficiencies and the impact of these efficiencies on future sustainability; and

c) to prescribe the date on which this information (the ‘annual financial forecast’) is
provided to us, and that the deadline for the first submission would be 31 May 2023.

Consultation responses

Our approach to financial sustainability

3.17 There was support from some stakeholders for our extension of a framework that grants
Royal Mail commercial and operational flexibility to adapt to the changing market.%2 Pitney
Bowes said it “supports Ofcom’s proposed approach to broadly maintaining the current
regulatory framework allowing Royal Mail the commercial flexibility to sustain the USQO” 103
Several stakeholders also raised the importance of efficiency for a sustainable universal
service. We consider these comments in Chapter 4.

Our approach to monitoring financial sustainability

3.18 Some respondents considered that our current monitoring approach should be
strengthened. For example, MCF stated “the MCF supports this enhanced monitoring and

102 ACNI response to our December consultation, p2 to 3; Amazon response to our December consultation, p3-4; Citizens
Advice Scotland response to our December consultation, p3; Pitney Bowes response to our December consultation, p2;
RSN response to our December consultation, p2.

103 pitney Bowes response to our December consultation, p2.
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changes to the Regulatory Accounting Guidelines to facilitate it”, and ACNI said it “very
much agrees that there is a need for enhanced accountability and understanding of Royal
Mail’s outlook in the longer term”. 104

3.19 Royal Mail stated that our proposed approach would focus inappropriately on viability and
not financial sustainability, and that this would be corrected by adopting its proposals to
incorporate additional equity metrics and a ‘tramline’ approach.s Royal Mail defines
‘tramlines’ as thresholds for all the metrics we should use in our assessment and these
would act as trigger points for identifying financial sustainability concerns. The ‘tramline’
approach was also supported by three other stakeholders, for example the Professional
Publishers Association (PPA) said “it would reassure stakeholders if given measures
automatically triggered a formal regulatory decision-making process on potential
action”.1% Some respondents questioned whether Royal Mail’s recent distribution of
dividends is reasonable in the context of what was regarded as poor performance on
efficiency and quality of service, price rises, and the opportunity to re-invest the cash.”

3.20 Royal Mail and some other stakeholders said that we should provide clear guidance on the
actions we would take in the event of a financial sustainability concern being recognised.8
Royal Mail said “Ofcom has not provided any guidance on the actions it would take to
secure the universal postal service in the event that there were financial sustainability
concerns — our third ask of Ofcom in our CFl response” and “Ofcom, by clarifying the tools
it has, would provide better insight to all stakeholders” and “we consider that the length of
time it will take Ofcom to recognise a sustainability issue and the length of time to
implement a solution means there is a real risk of irreversible harm to the financial
sustainability of the Universal Service” .10

Use of the Reported Business financeability EBIT margin as our measure of
the commercial rate of return

3.21 Royal Mail agreed that the use of a 5 to 10% financeability EBIT margin range at the
defined Reported Business level remains appropriate, stating “Ofcom reaffirms much of
the existing framework. This includes the definition of Reported Business and the 5-10%
financeability EBIT margin is a ‘first order indicator of sustainability’. We agree with Ofcom
that these elements remain appropriate for the next regulatory cycle”.'° However, Royal

104 DX response to our December consultation, p4 to 5; ACNI response to our December consultation, p3; Welsh
Government response to our December consultation, page 2; MCF response to our December consultation, p5 to 6; MCF
response to our December consultation, p5 to 6; ACNI response to our December consultation, p3.

105 Royal Mail response to our December consultation, p53.

106 DX response to our December consultation, p4 to 5; MCF response to our December consultation, p6; PPA response to
our December consultation, p3.

107 Citizens Advice Scotland response to our December consultation, p4; Advisory Committee for Scotland response to our
December consultation, p3 to 4; MCF response to our December consultation, p7; DX response to our December
consultation, p6; PPA response to our December consultation, p4.

108 DX response to our December consultation, p4 to 5; MCF response to our December consultation, p6; PPA response to
our December consultation, p2 to 3.

109 Royal Mail response to our December consultation, p58 to 59.

110 Royal Mail response to our December consultation, p54.
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Mail stated that, by itself, this would not enable us to fulfil our duty, stating that without
the adoption of additional equity metrics, our approach would not adequately assess
financial sustainability.

Wider information we require relevant to our analysis

3.22

Royal Mail said that the information it provides to Ofcom in this regard gives an
understanding of the financial viability of the company, although, as stated above, it
considered that without incorporating equity metrics our framework would be focused on
viability not sustainability.11

Strengthening our monitoring with longer-term forecasts

3.23

3.24

A number of stakeholders supported our proposal to require an annual five-year financial
forecast with sensitivity analysis. For example, ACNI said it “very much agrees that there is
a need for enhanced accountability and understanding of Royal Mail’s outlook in the longer
term, reflecting the scale of the challenge and level of risk and uncertainty that remains”.112

However, Royal Mail disagreed with our proposal. It explained that:

a) our proposed deadline for delivery of the first five-year long annual financial forecast
(i.e., 31 May 2023) is not practicable, and set out that there is no time for its business
planning and finance teams to perform the additional tasks that would be required and
asked for Ofcom to engage with it to ensure any final requirements are proportionate
and achievable.

b) it does not forecast over this long a period in its business plan and it is the three-year
forecast in the plan that informs any market guidance given to shareholders. Royal Mail
said that any requirement for a five-year forecast provided to Ofcom will result in a lack
of alignment and that it “cannot agree that it is right to provide five-year forecasts for
regulatory purposes when we have not issued medium term guidance to the City”.13

c) italready produces a downside analysis in its business plan and this is shared with
Ofcom, and its Viability Statement published in its annual report and financial
statements.

d) the requirement “will create further work for Royal Mail, but Ofcom have not set out
how this information would be used to assess long term sustainability” and “we do not
believe Ofcom have demonstrated that this new regulatory requirement is
proportionate or necessary” .11

e) instead of the five-year forecast and sensitivity analysis, Ofcom should rely on the
business plan already provided and the increased market guidance it is likely to provide
in the future saying that “Ofcom should start from the business plan underpinning the

111 Royal Mail response to our December consultation, p62.
112 ACNI response to our December consultation p3.

113 Royal Mail response to our December consultation, p59.
114 Royal Mail response to our December consultation, p60.
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medium-term guidance when we issue it to the market. This will be management’s
best view of what is achievable” and “while it has not been appropriate to give
medium-term guidance for some time given the level of uncertainty, such guidance
should and will be reinstated when it is meaningful and appropriate”.i

Our assessment

Our overall approach to financial sustainability

We have considered the outlook of the universal service to inform our decision making

3.25

3.26

3.27

As described above, Ofcom has a duty to secure the provision of a universal postal service.
In performing this duty, we must have regard to the need for the provision of the universal
postal service to be financially sustainable and efficient within a reasonable period and
remain so. To inform our assessment of the regulatory framework across this review, we
have considered the current financial sustainability outlook for the universal service.

Royal Mail’s plans, if successfully executed, continue to show an improving sustainability
picture, with revenues growing and cost efficiencies being made.'* However, Royal Mail's
performance in 2021/22, which was below its own projections, highlights some risks. [3<].
Compared to our view in the December consultation, our most recent assessment
highlights increased uncertainty around economic growth and inflation, as well as
uncertainty about how the parcels market will evolve post- pandemic and therefore the
levels of growth Royal Mail could achieve.

Royal Mail’s strategy centres on growing its share of the parcels market and transforming
its network and operations to deliver larger cost savings than it has achieved in the recent
past. We considered a range of alternative revenue and cost scenarios over the review
period. Specifically, we considered the implications of Royal Mail only achieving cost
reductions in line with its recent historical performance, rather than in line with the latest
business plan. Our analysis suggests that revenue growth alone appears unlikely to be
sufficient to secure a level of profit consistent with a financially sustainable universal
service. Royal Mail will also need to improve on its recent efficiency performance.

Our review has regard to the need for the universal service to be financial sustainable

3.28

We continue to believe that to fulfil our duties in relation to the universal service it
remains appropriate for us to grant Royal Mail considerable commercial flexibility to
respond to market changes. Royal Mail’s flexibility is only constrained by limited safeguard
regulations to maintain quality of service standards, ensure affordability of some key

115 Royal Mail response to our December consultation, p59 to 60.

116 To inform our outlook for sustainability, we have updated our analysis of Royal Mail’s 2021 Business Plan (which covers
the financial years 2021/22 to 2023/24) to take account of Royal Mail’s actual performance in 2021/22 (as reported by
Royal Mail in their trading update dated 18 May 2022) and performed a high-level assessment of Royal Mail’s Board papers
on its 2022 Business Plan (received in late May 2022). In early July, Royal Mail supplied Ofcom with its budget for 22/23
which we have also considered and we are now awaiting submission of the final two years.
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services and support competition, as appropriate. For example, as explained in Chapter 5,
we recognise that the financial sustainability of the universal service is one factor that we
consider when setting our safeguard cap requirements. We recognise that maintaining the
safeguard cap protections reduces Royal Mail’s revenue opportunities, but consider that
without them, the interests of consumers could be adversely impacted. Furthermore, the
likely financial benefits of removing regulatory safeguards would appear to be less
significant compared with those that Royal Mail could realise through successfully
addressing network transformation and efficiency.

Continuing to allow Royal Mail considerable commercial flexibility ensures that it has the
levers it needs to best respond to the changing market environment and to secure the
efficient and financially sustainable provision of the universal service. We think this
stability and flexibility will support investment, innovation and create the conditions to
allow Royal Mail to transform into a modern and efficient business for the digital age,
supporting the financial sustainability of the universal service.

Monitoring financial sustainability

Our approach to monitoring financial sustainability

3.30

Royal Mail stated that our proposed approach focused inappropriately on viability and not
financial sustainability. We do not agree. Short-term viability is to some extent a
precondition of longer-term sustainability and we therefore monitor some financial
metrics that provide us with a better understanding of the near-term financial health of
the Group. However, our focus remains on the sustainability of the universal service. As
explained below, we consider that our use of the EBIT margin as an indicator of a
commercial rate of return and the use of longer-term forecasts, provides the appropriate
framework to do this.

Assessing the commercial rate of return of the universal service

331

3.32

As set out above, in performing our duty to secure the provision of a universal postal
service, we must have regard to the need for the provision of that service to be financially
sustainable. This includes the need for a reasonable commercial rate of return for the
universal service provider on any expenditure incurred by it for the purpose of, or in
connection with, the provision of a universal postal service.'?’

There was support from those that responded to our consultation (including from Royal
Mail) on our proposal to continue using the EBIT margin made by the Reported Business to
assess the rate of return earned by the universal service.!® Royal Mail was also in

117 postal Services Act 2011, 29 (4).

118 ACS, response to our December consultation, p3; MUA response to our December consultation, p3; Pitney Bowes
response to our December consultation, p1; Post Office response to our December consultation, p3; Quadient response to
our December consultation, p1; Whistl response to our December consultation, p2.
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3.33

3.34

3.35

3.36

3.37

3.38

agreement with our proposal to continue to use the 5% to 10% EBIT margin range as a first
order indicator of a reasonable commercial rate of return for the Reported Business. '

We continue to believe that using an EBIT margin provides the best measure for
determining the commercial rate of the return of the universal service, and that a range of
5% to 10% is consistent with a commercial rate of return for the Reported Business. We
will therefore continue with this approach.

While Royal Mail agreed with the continued use of the 5% to 10% EBIT margin, it said that
this was not by itself sufficient, and that our monitoring framework needed to incorporate
equity metrics in order to adequately assess financial sustainability. In its response, Royal
Mail argued that to monitor sustainability effectively we should adopt equity metrics such
as returns to shareholders and dividends in our financial sustainability assessment.

Royal Mail stated in its response that a “financially sustainable company needs to be able
to earn revenues that allow it to cover its debt costs and provide equity investors with a
return on their investment” and that the Postal Services Act 2011 sets out the “need for
the provision of a universal postal service to be financially sustainable includes the need for
a reasonable commercial rate of return” and therefore our monitoring framework should
formally incorporate metrics that assessed the returns to Royal Mail’s shareholders. 120

We agree that a company needs to be an investable proposition if it is to be sustainable.
However, it does not follow that we should include equity metrics in our monitoring
framework. The Postal Services Act 2011 explains that we should have regard to the
commercial rate of return earned “for any universal service provider on any expenditure
incurred by it for the purpose of, or in connection with, the provision by it of a universal
postal service” and not the returns earned by the wider company.2t The EBIT margin
metric for the Reported Business we have decided to continue to use provides us with the
understanding of the commercial rate of return on the expenditure of the universal
service.

Equity metrics relate to the whole Royal Mail Group, which includes significantly more than
the activities related to the universal service. The Royal Mail Group includes business
entities such as Parcelforce and GLS that have no role to play in the provision of the
universal service; in Financial Year 2021, the non-Reported Business revenues represented
37% of total Group income.!22 Equity metrics, while useful for understanding the
sustainability of the Group, reveal less about the sustainability of the universal service;
indeed, the group could be financially sustainable, while the provision of the universal
service was not.

Equity returns also reflect company choices regarding its dividend policy and other wider
market factors. We consider that, once the capital expenditure and liquidity needs of the

119 Royal Mail response to our December consultation, p54.

120 Royal Mail response to our December consultation, p54 to 55.

121 postal Services Act 2011, 29 (4).

122 Reported Business FY 2021 revenues £8,012m, Royal Mail Group FY 2021 revenues £12,638m, the difference of
£4,626m comprises GLS and Parcelforce revenues.
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business have been satisfied, it is reasonable for profits to be distributed to the company’s
shareholders. However, the extent to which Royal Mail’s profits should be distributed is a
decision for the directors to take after considering the company’s current and prospective
financial position.

In any event, as illustrated by the analysis in Royal Mail’s response, a commercial rate of
return is not only sufficient to cover debt costs (Royal Mail’s definition of viability) but
should also ensure an adequate return on equity.'?

Tramlines and addressing a potential sustainability concern

3.40

3.41

3.42

343

3.44

Royal Mail suggested that Ofcom should set ‘tramlines’ across the metrics we use to form
our financial sustainability assessment such that whenever the actual performance is
outside of those tramlines, Ofcom would need to consider regulatory action. Royal Mail
said that we should also provide clear guidance on the actions we would take once a
concern was identified.

There may be situations when we will need to consider taking action that could support
the sustainability of the universal service. Our monitoring framework is designed to
identify emerging sustainability concerns and assess the appropriate course of action to
take at that time. However, determining whether any action is necessary, and the form
that action should take, will require a full assessment of the circumstances at the time a
financial sustainability concern arises.

Any assessment of when and how best to respond to a threat of the financial sustainability
of the universal service is likely to rely not just on our own analysis (which may take
account of issues like the competitive context; Royal Mail’s operational and business
capability; the key requirements of postal users; and the long-term prospects for the
market) but will be informed by information that Royal Mail considers relevant to that
assessment. Indeed, if Royal Mail identified concerns about the sustainability of the USO
we expect it to bring them to our attention.

If, having concluded any assessment, we determined that some form of response was
necessary, the appropriate response would depend on the underlying cause of the
problem. For example, the response to a deterioration in the returns made caused by
structural change in postal markets is likely to be different to one caused by delays to the
delivery of efficiency improvements. We also recognise that some responses that might
appear helpful in theory could have unintended consequences in practice. We would
therefore expect to work with Royal Mail to better understand which responses are most
likely to be effective, and those that might be unhelpful.

Therefore, we remain of the view that trying to define a bright-line test for action is
unnecessary and potentially unhelpful. Consequently, we do not agree with Royal Mail’s

123 Royal Mail response to our December consultation, Figure 2.2, page 56.
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proposal that we should adopt ‘tramlines’ or attempt to predict now how we would
respond if a financial sustainability concern was identified in future.?

Wider information we require relevant to our analysis

3.45

3.46

Royal Mail was the only stakeholder that responded specifically on our proposal to
continue to monitor the information and metrics that allow us to understand the shorter-
term financial viability of the Relevant Group. We require this information at the level of
the Relevant Group and not the Reported Business because this is the level at which the
company manages its cash, borrows and makes investment decisions.

Royal Mail said that the information it provides to Ofcom in this regard gives an
understanding of the financial viability of the company, although, as stated above, it
considered that without incorporating equity metrics, our framework would be focused on
viability not sustainability.

Strengthening our monitoring with longer-term forecasts

3.47

As we have identified there is increased uncertainty as to how the postal market will
develop over the medium to long-term and Royal Mail’s effectiveness in responding to
these changing dynamics will directly impact on the financial sustainability of the universal

service.

We think a five-year forecast is an appropriate length

3.48

3.49

Recognising the increased uncertainty and potential variability of outcomes over the
longer-term, internally we regularly produce longer-term forecasts and sensitivity analysis
to better assess the forward-looking financial sustainability of the universal service. We
have found the view on the longer-term prospects given by the forecasts and sensitivity
analysis a key aspect to our overall financial sustainability assessment. Our modelling has
used the three forecasted years provided in Royal Mail’s business plans, scrutinised the
assumptions, and projected forward scenarios to assist us in forming a longer-term view of
financial sustainability. The Reported Business financeability EBIT margins we have
modelled have been longer than five years in some cases.

We have developed a forecast of five years or longer as it allows us to understand the likely
trend and direction of travel of the returns of the Reported Business, with the sensitivity
analysis allowing us to understand potential variability in those returns. An understanding
of at least a five-year time frame on the outlook for the profitability of the universal service
and its continued financial sustainability allows us to best judge if changes to the
regulatory framework might be appropriate and informs our advice to Government on the
statutory framework. Deciding on the most appropriate action that we should take to
facilitate the financial sustainability of the universal service will require due consideration
of the causes and context of any concern and a decision on the most appropriate response,
so timely identification of an issue will support our ability to meet our duty.

124 Royal Mail response to our December consultation, p57.
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351

3.52

3.53

3.54

3.55

Royal Mail, in its response to our earlier call for inputs, recognised that a “three-year time
horizon will not be sufficient for assessing long-term financial sustainability, and a set of
longer-term projections will be required”, although in that response it suggested that the
longer-term forecast should be “undertaken once per regulatory cycle (i.e. once every five
to seven years) due to the additional resource it will take”.%

As we have explained, our longer-term financial forecasting is informed by the three future
years projected in Royal Mail’s business plans. However, we are mindful that Royal Mail
has a better view on how its business will evolve (such as what it can negotiate with the
unions and what growth it is targeting). Royal Mail, as the universal service provider, is
best informed as to how its strategies for exploiting the growth in the parcel market while
responding to the structural decline in the letters market will impact on the Reported
Business financeability EBIT margins over the longer-term.

Therefore, we are of the view that obtaining a longer-term projection of five years (and
with sensitivity analysis) from Royal Mail is important to enable us to have a more robust
view of the longer-term returns that might be expected to be made by the universal
service, and therefore of any risks to its financial sustainability. This is particularly
important given growing uncertainty around the sustainability of the universal service over
the longer-term, which has increased since our December consultation.

Royal Mail has said that, instead of requiring an annual five-year financial forecast, we
should use the three-year business plans it currently provides to us, with the sensitivity
analysis it currently forecasts for those three years within that plan, and the market
guidance it expects to provide more frequently in the future. We consider Royal Mail’s
proposal would be an inadequate alternative for a number of reasons.

As explained above, we have identified the need for an understanding of the returns likely
to be made by the universal service over a five-year period. This is a longer period than the
current three-year forecast period in the current business plan. Royal Mail’s proposal does
not indicate that a forecast that extends further than the current three-year length it
provides in its business plan will be provided in its future market guidance, and does not
provide certainty that the length of forecast we require will be provided. Royal Mail has
not indicated that its future market guidance would extend further than it has in the recent
past (which has not provided more than a one-year high level outlook for the RMUK
business?) and in its response stated “we need to provide guidance to the market on our
medium-term strategy and targets when it is appropriate to do so. This is not aligned to
the five-year regulatory cycle. We cannot agree that it is right to provide five-year forecasts
for regulatory purposes when we have not issued medium term guidance to the City.” 1%

Royal Mail’s market guidance is set out to provide transparency to shareholders on the
Group and the business units within the Group (RMUK and GLS) and will not provide the

125 Royal Mail response to our March CFl, p36.

126 There are more specific references to progress against an older and longer plan (‘Journey 2024 Plan’) presented in May
2019, and a GLS outlook until FY 2024/25.

127 Royal Mail response to our December consultation, p61.

39



Statement: 2022 Review of Postal Regulation

3.56

3.57

3.58

information we require. Our requirement for the annual financial forecast is specific to the
forecast longer-term returns of the universal service - the likely returns of the Reported
Business and the potential volatility of those returns. As explained above, we consider this
information is needed to allow us to fulfil our financial sustainability duty and it may not be
identical to the information that Royal Mail decides from time to time will be sufficient for
its investors.

While we recognise Royal Mail’s intention to provide market guidance more frequently
than it has in the past, if we relied on the information provided in the market guidance we
cannot be certain when the guidance will be issued - it would be decided by Royal Mail if
and when the market guidance will be provided, the scope of the guidance, and what
period will be covered in any guidance on its future strategy. While Royal Mail has said it
intends to produce market guidance more frequently than it has in recent years there is no
certainty as to the frequency market guidance will be issued in the future — “while it has
not been appropriate to give medium-term guidance for some time given the level of
uncertainty, such guidance should and will be reinstated when it is meaningful and
appropriate” .12

Given our duties, we are seeking a regular, consistent and longer-term perspective on the
financial sustainability of the USO. We have developed our requirements for a five-year
financial forecast having considered:

a) the specific scope of the information required - the universal service;

b) the time period the information should cover — a longer-term forecast than currently
provided;

c) the regularity with which the information should be provided — annually;

d) the content of the longer-term information to be provided — Reported Business returns
and sensitivity analysis; and

e) Royal Mail’s proposal to use its business plan and the undefined market guidance it
may provide more regularly than in the past would not allow us to meet any of these
requirements with any certainty.

The annual five-year financial forecast and sensitivity analysis to be provided by Royal Mail
will provide high level financeability EBIT margins, revenues and cost information solely for
the Reported Business. Proposals on the specifics of the scope and information will be
considered as part of our forthcoming regulatory reporting consultation.

When the annual financial forecast is provided

3.59

We continue to consider that the 31 May 2023 would be an appropriate deadline for the
delivery of the first annual financial forecast as it is provided in conjunction with the first
five-yearly forecast. We also think this date would likely be appropriate for the annual
financial forecast in subsequent years. However, we will consider the deadlines for the

128 Royal Mail response to our December consultation, p61.
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delivery of both the financial forecasts as part of our forthcoming regulatory reporting
consultation.

Our decisions

3.60

3.61

3.62

3.63

3.64

We have decided:

a) to broadly maintain the current regulatory framework which provides Royal Mail with
significant commercial flexibility, recognising that the sustainability of the universal
service depends on macroeconomic factors and commercial and operational levers
within Royal Mail’s control.

b) to continue to use a Reported Business financeability EBIT margin in the range of 5% to
10% as a first order indicator of whether Royal Mail is earning sufficient returns on its
provision of the universal service for it to be considered to be financially sustainable in
the longer-term.

c) to continue to use the additional range of information and metrics that we currently
use to assess the Relevant Group’s ability to meet its financial obligations and continue
to be in a position to provide the universal service in the short to medium-term.

d) to require an annual five-year financial forecast together with sensitivity and downside
analysis from Royal Mail, in order to strengthen our financial sustainability assessment.
The proposed scope of and deadlines for the annual financial forecast will be set out in
our forthcoming regulatory reporting consultation.

Having carefully considered stakeholders’ responses, and for the reasons set out above, we
have decided to adopt the proposals set out in our December consultation.

Our most recent assessment on financial sustainability highlights increased uncertainty
around economic growth and inflation, including on the evolution of the parcels market
post-pandemic, and therefore increased uncertainty on the levels of growth Royal Mail
could achieve. We believe that Royal Mail’s plans, if successfully executed, show an
improving sustainability picture, with revenues growing and cost efficiencies being made.
However, Royal Mail's performance in 2021/22, which was below its own projections, also
highlights some risks.

We have therefore decided to maintain our overall approach to financial sustainability as
we believe that it remains appropriate to allow Royal Mail considerable commercial
flexibility to ensure Royal Mail has the levers it needs to best respond to the changing
market environment. We also think that stability and flexibility are key in supporting
investment and innovation, creating the conditions to allow Royal Mail to transform into a
modern and efficient business for the digital age, therefore supporting the financial
sustainability of the universal service.

Regarding the information and metrics we use as part of our monitoring regime, we have
also decided to maintain our existing approach. We will continue to use EBIT margin as the
measure of the commercial rate of return of the universal service. We will also continue to
use the additional range of information and metrics we currently consider in order to
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3.66

3.67

assess the Relevant Group’s ability to meet its financial obligations and to continue to be in
a position to provide the universal service in the short to medium-term.

Having carefully considered stakeholders’ responses and having regard to our statutory
duties as well as the increased uncertainty around economic growth and development of
the postal market in the short and medium term, we have decided to further strengthen
our monitoring regime on financial sustainability. We will be requiring Royal Mail to
annually submit a five-year financial forecast. For the reasons set out above, we have
concluded that the provision of a longer-term forecast is both objectively justified and
proportionate. In reaching our view, we have had regard to, amongst other things:

a) the need for Ofcom to have a more robust view, at an earlier stage, of the longer-term
returns to be made by the universal service, and any potential risks to its financial
sustainability;

b) the forecast period currently set out by Royal Mail in its current business plan (typically
a three-year forecast period); and

c) the limitations of Royal Mail’s market guidance, in terms of the frequency and nature
of the information provided by Royal Mail.

Given the growing uncertainty around the sustainability of the universal service over the
longer-term, which has increased since our consultation, being able to reach a robust view
on any potential risks at an earlier stage is particularly important to Ofcom (as this will be
determinative of our ability to carry out our statutory functions and duties under the
PSA2011). For that reason, and for the reasons detailed above, we believe that requiring a
longer-term forecast is objectively justified. We also believe that the provision of an annual
five-year forecast is proportionate given that the forecast currently provided to us by Royal
Mail is often based on a three-years period, and the additional years we are asking for will
be less detailed. Any additional work necessary to produce a longer-term five-year
forecast, and any potential associated costs, should therefore be contained and fairly
limited.

Our forthcoming consultation on regulatory reporting will set out our detailed proposals
regarding the implementation of our decisions. Our consultation will set out detailed
proposals on the information Royal Mail will be required to provide as part of its longer-
term forecast, how and when the information will be provided as well as on the sensitivity
and/or downside analyses to be carried out by Royal Mail. The overall proportionality of
our detailed proposals will be considered as part of our consultation exercise, having
regard to, for example, any potential additional work that Royal Mail may have to carry out
in implementing these.

42



Statement: 2022 Review of Postal Regulation

4. Efficiency

Ofcom must have regard to the need for the provision of the universal postal service to be financially
sustainable and efficient within a reasonable period. Efficiency is a key aspect of ensuring financial
sustainability. Royal Mail’s plans, if successfully executed, continue to show an improving
sustainability picture, with revenues growing and cost efficiencies being made. However, Royal
Mail’s efficiency performance during the last review period has been concerning and it will need to
improve on its historical efficiency performance to meet the ambitions set out in its plans.

We continue to believe the market provides Royal Mail with incentives to make efficiency
improvements, and Royal Mail is best placed to identify and deliver them. However, we consider
regulatory changes are needed, given the critical role the achievement of efficiencies has in the
financial sustainability of the USO.

Firstly, Royal Mail will be required to provide Ofcom, every five years, with a detailed confidential
forecast containing certain efficiency metrics over a five-year period.'?° This forecast will provide a
five-year view of Royal Mail’s pathway to providing an efficient USO and provide a benchmark for
our considerations of Royal Mail’s efficiency progress. This understanding will enhance our ability to
consider potential changes to the statutory or regulatory frameworks for post.

Secondly, Royal Mail will be required to publish two measures of its efficiency expectation from the
five-year forecast.!3® One measure will provide a high-level overview of its efficiency ambitions while
the other will provide insight into the expected operational efficiency of its frontline staff, which is
an area of focus for Royal Mail. These expectations will be set at the start of the five-year period and
Royal Mail will be required to annually publish its actual performance against those expectations.
This will increase the transparency of Royal Mail’s plans and progress made, providing context for
Royal Mail’s engagement with consumers and stakeholders.

The proposed basis of preparation for these metrics, how they will be reported and published, and
the confidential information needed for our efficiency regulatory reporting regime will be set out in
an upcoming regulatory reporting consultation.

Introduction

4.1 The PSA 2011 requires us to have regard to the need for the provision of the universal
service to be financially sustainable, for it to become efficient within a reasonable period
and then remain efficient at all subsequent times. Royal Mail’s ability to plan and achieve
efficiencies in this review period supports the financial sustainability of the universal
service as discussed in Chapter 3. While we do not think there is an immediate threat to

129 We refer to this as the ‘five-yearly financial forecast’ to distinguish it from the ‘annual financial forecast’ discussed in
more detail in Chapter 3 on financial sustainability.

130 We refer to these overall figures as the ‘expectations’ to distinguish them from the detailed information provided in the
confidential forecast.
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4.2

4.3

4.4

the sustainability of the universal service, we have concerns around the pace of efficiency
improvements in recent years.

As well as supporting a sustainable, commercially funded USO which meets consumers’
needs, efficiency improvements can bring wider market benefits. For example, in end-to-
end letters provision where Royal Mail does not face competition, efficiency gains can help
offset the upward cost (and therefore pricing) pressure from declining volumes. Efficiency
gains as Royal Mail transforms into a parcels-led business can also help support effective
competition in the parcels market, to the ultimate benefit of consumers in the form of
lower prices and greater innovation.

It is therefore important that our approach to efficiency is fit for purpose during this review
period. This is in light of our specific duty to sustain the provision of a universal service, and
our more general duty to further the interests of citizens and consumers.

In this chapter we cover our current approach to regulation, Royal Mail's universal service
efficiency progress to date, stakeholder responses to our consultation, our assessment and
our decisions.

Current regulation

Our general approach to efficiency

4.5

4.6

4.7

Our current approach is to allow Royal Mail considerable commercial and operational
flexibility. This model gives Royal Mail strong incentives to make efficiency improvements
because it will reap the benefits of these gains, rather than losing them to price caps. This
flexibility is subject to regulatory safeguards, such as our monitoring regime. We regularly
monitor efficiency progress and publish a report on Royal Mail’s annual performance, using
a variety of metrics, within our AMU for Postal Services. 13!

We last reviewed our postal regulation in March 2017.132 We outlined that commercial
flexibility, subject to certain safeguards, along with the achievement of a reasonable rate
of efficiency improvement, was the most likely means by which Royal Mail would be able
to secure the financial sustainability of the universal postal service. We noted that if Royal
Mail relied on service degradation or price rises without improving its efficiency
performance, it could undermine financial sustainability, affordability and/or the
reasonable needs of users being met.133

The efficiency monitoring regime we established requires Royal Mail to annually submit to
Ofcom its future expectations over a period Royal Mail determines (usually three years),
then report its actual efficiency performance throughout the year. This is done using a
suite of metrics which includes:

131 Ofcom, 2021. Annual Monitoring Update for Postal Services. [Accessed 26/06/22].
132 O0fcom, 2017. Review of the Regulation of Royal Mail. [Accessed 27/06/22].
133 Ofcom, 2017. Review of the Regulation of Royal Mail. [Accessed 27/06/22].
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4.8

a) “PVEO” which provides an overall measure of efficiency by disaggregating annual cost
movements by driver; “Price” (or inflation), “Volume”, “Efficiency” and “Other” (one-
off costs). The calculation is done by cost type (e.g. frontline people costs by business
area, fuel etc) and the total calculated for the Reported Business.

b) Productivity which is a non-financial metric adopted by Royal Mail and calculates the
rate of work by taking the ratio of workload (weighted volumes) to gross (paid) hours.
Workload is the other element of Royal Mail’s productivity metric and is a measure of
operational volume.

c) Gross Hours which is a component of Royal Mail’s productivity metric and measures
the number of hours paid to its frontline staff. It includes worked hours and non-
working paid absences such as sickness and annual leave.

We also monitor efficiency ambitions and performance by getting insight into Royal Mail’s
planned and realised efficiency initiatives. Insight into efficiency is provided by the metrics
above, Royal Mail’s investor briefings (which typically present a high-level view of a subset
of initiatives), as well as information obtained through our wider regulatory reporting
requirements and from Royal Mail’s management accounts. In addition to this, we
periodically request additional information to conduct more detailed reviews of Royal
Mail’s efficiency and carry out international benchmarking to help understand
opportunities for future efficiency gains as well as progress in comparison with Royal Mail’s
peers.13

Royal Mail’s recent efficiency performance

Progress between 2016-17 and 2019-20 was limited

4.9

Since 2016-17, we have seen some progress in terms of efficiency. In 2016-17, Royal Mail
indicated in its Annual Report and Financial Statements (‘Annual Report’) that it achieved
its cost reduction targets for three consecutive years and its cost avoidance programme
was on track. We saw a minor improvement in cost reduction compared to the previous
year, and a 2.2% efficiency improvement (via our PVEO analysis).35 This trend continued in
2017-18, with a further 3.0% reduction in real total costs, and 2.8% efficiency
improvements. Furthermore, Royal Mail reported in its 2017-18 Annual Report that the
cost avoidance programme in UKPIL was ahead of its expectations. 3¢ Royal Mail also said
that it avoided annualised operating costs of £642 million over the past three financial
years, ahead of its £600 million target.”

134 Ofcom, 2019. Annual Plan of work, p16. [Accessed 27/06/22].

135 Ofcom, 2017. Annual Monitoring Update on Postal Services: Financial Year 2016-17, p72. [Accessed 27/06/22].

136 Ofcom, 2018. Annual Monitoring Update on Postal Services: Financial Year 2017-18, p70. [Accessed 27/06/22]. The
UKPIL business unit is now known as RMUK. For a description of RMUK please see: Royal Mail plc, Regulatory Financial
Statements 2021-22, p4.

137 Ofcom, 2018. Annual Monitoring Update on Postal Services: Financial Year 2017-18, p70. [Accessed 05/07/22].
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4.10

411

4.12

However, this progress appeared to stall the following year, with a small increase in real
costs (0.1%) and efficiency decline by 0.6% in 2018-19.13 Limited progress continued in
2019-20. Royal Mail reported that it met its overall cost avoidance target for the UK
business in 2019-20, however, costs for the Reported Business increased in real terms by
1.4%. Our analysis indicated that there were no underlying efficiency improvements
(excluding transformation costs), and Royal Mail did not meet its 2%+ target of productivity
improvement, instead achieving 1.0%.1°

We reported in our 2019-20 AMU that Royal Mail’s efficiency performance continued to be
of concern, as efficiency, alongside modernising the network, was critical to the longer-
term sustainability of the universal service.* We reported that while Royal Mail had made
some improvements, notably an increase in parcel automation from 12% to 33%, that its
efficiency achievements continued to be disappointing. The ambition set out at the start of
2019-20 in its “Journey 24” plan to transform the business, including making significant
productivity improvements, had yet to be realised.** We were concerned that many of the
enablers of efficiency improvements identified by Royal Mail were behind schedule and
had yet to be implemented.

In its 2019-20 Annual Report, Royal Mail stated that, “There is a risk we will not be able to
deliver our transformation programme and meet our required cost avoidance and
productivity improvement targets during the life of the plan.” 4

In 2020-21 Covid-19 had an impact on Royal Mail’s efficiency progress

4.13

4.14

The Covid-19 pandemic had a significant impact on Royal Mail’s operations. It led to short
term changes in the way Royal Mail ran its network due to significant parcel growth, social
distancing requirements and increased staff absences. This gave rise to a significant
increase in costs - the change in mix between parcels and letters was estimated to have
resulted in an increase in costs of £327m. Meanwhile, £152m of costs arose due to
increased absences, protective equipment and social distancing. In addition, international
conveyance costs increased by £69m due to the pandemic reducing airline cargo
capacity.'*® Hence, in addition to the volume impact, Covid-19 was identified to have
inflated the cost base by £221m.

Due to the exceptional circumstance, we were limited in the observations we could make
on efficiency performance in our 2020-21 AMU. We noted Royal Mail’s statement that it
had been unable to make material progress with operational efficiency changes due to the

138 Ofcom, 2019. Annual Monitoring Update on Postal Services: Financial Year 2018-19, p60. [Accessed 27/06/22].
139 Ofcom, 2020. Annual Monitoring Update on Postal Services: Financial Year 2019-20, p62; For graphs of these trends
over time see: Ofcom, 2021. Annual Monitoring Update on Postal Service: Financial Year 2020-21, p54 to 57. [Accessed

27/06/22].

140 Ofcom, 2020. Annual Monitoring Update on Postal Services: Financial Year 2019-20, p53. [Accessed 27/06/22].
141Royal Mail plc., 2019. Journey 24 presentation. In May 2019 Royal Mail announced a strategy to transform its business.
The plan was to drive forward UK revenue growth from parcels, while improving productivity and containing costs. The
strategy outlined a focus on efficiency in its UK operation enabled by a network and digital transformation.

142 Royal Mail plc., 2020. Annual Report and Financial Statements 2019-20, p64. [Accessed 27/06/22].

143 Royal Mail plc., 2021. Full Year Results 2020-21, slide 13. [Accessed 27/06/22].
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pandemic. We also reported on the limited progress it had made on the initiatives
originally set out in its Journey 24 plan.#

4.15 In December 2020, Royal Mail and CWU reached an agreement ('Pathway to Change’)
which included plans to improve productivity and efficiency and transform Royal Mail’s
parcel operation.!*s The agreement aligned with ambitions previously set out in Journey 24.
The expectation was that the agreement would enable Royal Mail to achieve productivity
benefits of 3% plus in 2021-22, which would result in more than £100m of efficiency
savings in 2021-22. 146

Efficiency progress in 2021-22 was mixed

4.16 Royal Mail set out in 2020-21 its ambition to achieve c.£400m of efficiencies in 2021-22
from management restructuring, Pathway to Change initiatives and a non-people cost
programme. These savings would offset cost pressures (e.g. pay and inflation) and be
further supported by reductions in costs as the impact of Covid-19 on costs reduced.¥

4.17 Royal Mail reported in May 2022 that this had largely been delivered. It noted that its
management restructure and non-people cost savings were in line with its expectations.
However, it had only realised £59m in savings from the Pathway to Change agreement -
below the expected savings of above £100m. 48

4.18 Furthermore, the cost base remained inflated from the one-off costs incurred because of
Covid-19. In 2020-21, Royal Mail outlined costs had increased by £221m due to Covid-19.
Costs included additional resources needed to cover absence levels (which remained at
higher levels than pre-Covid*), protective equipment and higher international conveyance
charges.’s® In 2021-22, £53m of these costs were removed, below the target of c.£100m.>!

4.19 The above average absence levels and limited progress from the Pathway to Change
agreement resulted in Royal Mail’s productivity being -0.2%52 which was significantly
below the target of above 3%.'53 Royal Mail outlined that there had been no productivity
improvement in delivery while 8% productivity had been achieved in processing and
linehaul, noting that processing accounted for a small portion of the cost base.>

144 Ofcom, 2021. Annual Monitoring Update on Postal Services: Financial Year 2020-21, p57. [Accessed 27/06/22].

145 CWU is the biggest union for the communications industry in the UK with almost 200,000 members. It represents
members in postal, telecom, mobile, administrative and financial companies including Royal Mail Group, UK Mail and BT,
Telefonica 02, Virgin Media, EE and Santander, as well as outsourcing company Capita. Its members’ expertise includes
engineering, computing, clerical, mechanical, driving, retail, financial, call centre and manual skills. (CWU, What the union
does [Accessed 27/06/22]; CWU and Royal Mail, 2020. Key Principles Framework Agreement (The Pathway to Change)
[Accessed 27/06/22]).

146 Royal Mail plc., Annual Report and Financial Statements 2020-21, p9 and 19. [Accessed 27/06/22].

147 Royal Mail plc., Full Year Results 2020-21, slide 22 [Accessed 27/06/22], £208m management restructure, £100m plus
Pathway to Change, £110m non people cost programme.

148 Royal Mail plc., Results for the full year ended 27 March 2022, p1. [Accessed 27/06/22].

149 Royal Mail plc., FY 2021-22 Results Presentation Transcript, p19. [Accessed 27/06/22].

150 Royal Mail plc., Full Year Results 2020-21, slide 13. [Accessed 11/07/22].

151 Royal Mail plc., Full Year Results 2021-22, slide 16. [Accessed 27/06/22].

152 Royal Mail plc., Annual Report 2021-22, p7. [Accessed 11/07/22].

153 Royal Mail plc., Annual Report and Financial Statements 2020-21, p9. [Accessed 05/07/22].

154 Royal Mail plc., FY 2021-22 Results Presentation Transcript, p11. [Accessed 27/06/22].
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4.20

Automation targets were reported to have been achieved.s> The 50% reported
corresponded to the percentage of “parcels automated at least once” and not the
percentage of parcels processed fully automatically, which is a lower proportion of total
parcels [3<].1s6

Royal Mail has ambitions to improve efficiency

4.21

4.22

4.23

4.24

In its 2020-21 Annual Report, Royal Mail stated that “Royal Mail must become more
efficient and flexible to compete effectively in the parcel and letter markets. The success of
our strategy relies on the effective control of costs and delivery of efficiency and
productivity benefits across all areas of the business. Failure to effectively control costs
while at the same time delivering high-quality services could result in a loss of customers,
market share and revenue.”*’ It also recognised that it was “developing a plan as part of
our UK transformation to underpin the sustainability of the Universal Service Obligation.
This will help us become even more efficient and better placed to respond to changing
customer demands.” 158

It reiterated this view in its year end results for 2021-22, noting “We are now at a
crossroads. We need to deliver the benefits from change more quickly to deliver
sustainable growth. We have made significant operational change already, but this needs
to translate into real efficiency savings which deliver a financial benefit next year and
beyond. Delivery of our existing agreements and the successful transition into the next
agreements, as part of the current negotiations with the CWU, will be key to future
profitable growth. We have made a substantial pay offer to our people which will enable
the change we need to remain competitive, grow and secure their jobs for the future. Our
market is changing quickly, and agility in our response is key.” 1%

Royal Mail set out in its 2021-22 results presentation, its ambition to save more than
£350m of costs through management restructuring, Pathway to Change, automation, the
removal of residual Covid-19 costs and non-people cost reductions.¢

Automation improvements are planned from the opening of its first parcel hub in
Warrington which occurred on 16 June 2022, two years later than the original time horizon
set out in Journey 24.%% Royal Mail stated “This is a giant step forward in our journey to
90% parcel automation by the end of next year” and that its Midlands Super hub, based in
Daventry, is on track to open in Summer 2023. 162 |n addition to the opening of parcel hubs,
Royal Mail is seeking to increase automation by rolling out parcel sorting machines, aiming

155 Royal Mail plc., Results for the full year ended 27 March 2022, p1. [Accessed 27/06/22]; Royal Mail plc., Annual Report
and Financial Statements 2020-21, p14.

156 [}(]

157 Royal Mail plc., Annual Report and Financial Statements 2020-21, p48.

158 Royal Mail plc., Annual Report and Financial Statements 2020-21, p51.

159 Royal Mail plc., Results for the full year ended 27 March 2022, p5.

160 Royal Mail plc., Full Year Results 2021-22, slide 22.

161 Royal Mail plc., Journey 2024 presentation, slide 98. [Accessed 27/06/22].

162 Royal Mail plc., Royal Mail opens new automated super hub. [Accessed 04/07/2022].
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to roll out 39 by October 2022.1%3 This aligns with the ambitions originally set out in Journey
24,

Overview of Efficiency Performance since our last Review

4.25 In summary, Royal Mail has made some progress to become more efficient under the
current framework, however progress has been limited; on average achieving around 1%
per annum efficiency, as illustrated using the PVEO metric from our AMUs, summarised in
the chart below.

Figure 4.1: Summary of Efficiency Performance

Efficiency Overview

7.0%

6.0%

5.0%

4.0%

3.0%

2.0%

1.0%

0.0% l H N |
2016-17 2 8 20&9* 2019-20 2020-21
-1.0%

-2.0%

EE Price B \/olume Other Efficiency

Source: Annual Monitoring Updates 2016-2021. *2018-19 is accounted for by Royal Mail as a 53-week year.
Data presented as 52-week equivalent.

4.26 We have compared performance to date against ambitions set out by Royal Mail which
further illustrates this point. Since our last review, Royal Mail has set out short-term
ambitions in its annual market updates and in the Pathway to Change agreement (2020),
plus longer-term ambitions in its five year “Journey 24” plan (2019).164 In these documents,
there are consistent themes including productivity, the creation of new parcel hubs, and
greater parcel automation. Some ambitions, such as the consolidation of parcel deliveries
into new dedicated routes have been under discussion with the CWU. We have compiled
an analysis of performance against the Journey 24 targets in Table 4.2, redacting or leaving
blank where Royal Mail has not reported publicly against a target.

163 Royal Mail plc., Royal Mail rolls out new fully automated parcel sorting machine in Southampton. [Accessed
08/07/2022].

164 Royal Mail plc., 2019. Journey 24 presentation; Royal Mail plc., 2021; Trading Update, p3. [Accessed 27/06/22; CWU and
Royal Mail, 2020. Key Principles Framework Agreement (The Pathway to Change) [Accessed 27/06/22]).
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Table 4.2: Royal Mail’s Journey 24 ambitions and progress

Ambition Actual Actual
2019-20 to 2018-19%¢ 2019-20%8 2020-21%° 2021-22170
2023-2475 (baseline)®’
 Parcel Automation >80% 12% 33% 33% 50%172
Productivity Cumulative 15-18% 0.9% c.1.9% c.4.0% c.3.8%
In year 0.9% 1% 2.1% -0.2%'7?
Parcel Sorting 40 10 20 20 25
Machines
Parcel Hubs 3 0 0 0 0
Combined Routes ¢50,000 c60,000
Dedicated Parcel C7,000 0
Routes
Avoided Costs Cumulative £1bn £107m £295m
In year £107m?73 £188m £110m
Transformation ¢.150m pal”* £133mt” £130m £95m176 £92m'77

Operating Costs
Core Hours -3% pa -1.1% -1.4% +5.1%178 [3<]27°

Sources: Royal Mail’s “Journey 24” 2019 Market guidance and 2019-21 Annual Results.

Our proposals

4.27 In our December consultation we noted our concerns with Royal Mail’s progress since
2016, and the importance of efficiency to longer term financial sustainability. However, we
did not think reintroducing price controls or attempting to set efficiency targets would
support the delivery of efficiencies. We thought continuing to allow Royal Mail commercial

165 Royal Mail plc., 2019. Journey 24 presentation, p11, 12, 40 and 103. [Accessed 11/07/22].

166 2018-19 is accounted for by Royal Mail as a 53-week year. Data presented as 52 week equivalent.

167 Royal Mail plc., 2019. Journey 24 presentation, p11,12, 24. [Accessed 11/07/22].

168 Royal Mail plc., Full Year 2019-20 Results and Business Update, p15 & 34. [Accessed 11/07/22].

169 Royal Mail plc., Full Year Results 2020-21, p13 & 46. [Accessed 11/07/22].

170 Royal Mail plc., Full Year Results 2021-22, p42, 44 & 47. [Accessed 11/07/22].

171 Automated at least once.

172 Royal Mail plc., Annual Report 2021-22, p7. [Accessed 11/07/22].

173 Royal Mail plc., Full Year Results 2018-19, p3. [Accessed 11/07/22].

174 Royal Mail plc., Full Year Results 2018-19, p5. [Accessed 11/07/22].

175 Royal Mail plc., Full Year Results 2018-19, p3. [Accessed 11/07/22].

176 Royal Mail plc., Full Year Results 2020-21, p32.(split £40m people transformation excluding redundancy costs and £45m
non people). [Accessed 11/07/22].

177 Royal Mail plc., Full Year Results 2021-22, p30.(split £34m people transformation excluding redundancy costs (£6m
lower than PY) and £58m non people). [Accessed 11/07/22].

178 Royal Mail plc., Royal Mail Annual Report and Financial Statements 2020-21, p72. [Accessed 11/07/22].

179 Royal Mail productivity file within the Cost Metrics submission 2021/22.
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and operational flexibility would give Royal Mail the strongest incentives to make efficiency
improvements, and that strengthening our monitoring regime with increased transparency
would support greater scrutiny. Therefore we proposed: 18

a) To maintain our current overall approach to efficiency, which is to provide Royal Mail
with commercial and operational flexibility to make the necessary efficiency
improvements, underpinned by an active monitoring regime.

b) To require Royal Mail to provide to Ofcom, every five years, a confidential forecast
consistent with the efficiency change it expects to achieve across the five-year period
starting in 2023-24. The date of the first submission was proposed as the 31 May 2023.

¢) To require Royal Mail to publish selected metrics of its efficiency expectations from the
confidential forecast.

d) That in the five years that follow, Royal Mail would also be required to publish annually
its actual performance against its expectations. We also proposed to require Royal Mail
to explain the reasons for any divergence from the forecast.

e) That Royal Mail set its forecast and efficiency expectations upfront and that they would
not be amended in the intervening years, unless there were exceptional circumstances.

f) As part of our monitoring regime, to receive an annual financial forecast (as described
in Chapter 3) and continue to require Royal Mail to provide information on actual
performance.

Consultation responses

Our assessment of Royal Mail’s efficiency achievements and the potential for
improvement

4.28 All respondents recognised the efficiency challenges facing Royal Mail. Royal Mail believes
it has delivered on efficiency where it can but accepts that there is more to do.! CWU
disagreed with Ofcom’s assessment of Royal Mail’s recent efficiency achievements and
cited examples of improvements made since the introduction of its modernisation
programme in 2008 including the reduction in mail centres, automated walk sequencing
and hundreds of millions saved on cost avoidance programmes through hours reductions
and operational efficiency.1#?

Our approach of promoting efficiency improvements while providing Royal
Mail with commercial freedoms to secure the USOs sustainability

4.29 Several respondents were in favour of maintaining the existing arrangements, believing
they provide regulatory certainty, sufficient incentives and/or that alternatives could

180 Ofcom, 2021. Consultation: Review of postal regulation, p40 to 42. [Accessed 11/07/22].
181 Royal Mail response to our December 2021 consultation, p10 & 63.
182 CWU response to Our March 2021 Call for Inputs, p5.
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produce unintended consequences.®* Some respondents also highlighted that Royal Mail
faces sufficient challenges in the current market and any significant regulatory shifts by
Ofcom could prove disruptive.'®

4.30 The majority of respondents supported Ofcom taking more action, in relation to ensuring
that the provision of the universal service is efficient before the end of a reasonable period
and continues to be efficient at all subsequent times. 18

Our view that reintroducing price controls or attempting to set efficiency
targets would not support delivery of efficiencies

4.31 Some stakeholders argued that Ofcom should go further, several suggesting the imposition
of price controls or efficiency targets on Royal Mail.*® MCF and MUA reasoning for this
was that Royal Mail did not have adequate incentives to make efficiency improvements
due to its monopoly in mail and lightweight parcels delivery.'®” The MCF and PPA asked for
Ofcom to elaborate on the difficulties it envisages in setting binding targets.'®® Whistl
argued Ofcom could address issues it envisages in setting targets by using Royal Mail’s
business plan targets and then using them as binding targets (much like QoS). &

Our proposal to increase transparency by requiring Royal Mail to publish its
5-year efficiency expectations

4.32 Many stakeholders welcomed our proposals.’® The greater transparency that this would
provide to the public was supported by most stakeholders and seen as important in light of
Ofcom'’s statutory duty to have regard to the need for the provision of the universal service

183 Citizens Advice Scotland response to our December consultation p2; CWU response to our December consultation, p2;
Royal Mail response to Our December consultation, p63.

184 Royal Mail response to our March CFl, p8; CWU response to our March CFl, p8; Amazon, response to our December
consultation, p4-5.

185 ACNI response to our December consultation, p4; ACS response to our December consultation, p4; CitiPost response to
our December consultation, p19; Citizens Advice, response to our December consultation, p19; Citizens Advice Scotland,
response to our December consultation; DX, response to our December consultation, p7; Mail Competition Forum
response to our December consultation, p7 to 8; Mail Users Association response to our December consultation, p6; Pitney
Bowes, response to our December consultation; Professional Publishers Association (PPA) response to our December
consultation, p5; Quadient response to our December consultation, p2; Rural Services Network, response to our December
consultation, p2; techUK response to our December consultation, p3; Whistl response to our December consultation, p3;
UK Mail, response to our December consultation, p2; [3<].

186 DX, response to our December consultation, p7; Mail Competition Forum, Response to our March CFl, p7; Mail Users
Association response to our December consultation, p6; The Delivery Group response to our March CFIl, p1; UK Mail
response to our December consultation, p2.

Whistl response to our March CFl, p8; [3<].

187 Mail Competition Forum, Response to our March CFl, p7; Mail User’s Association response to our December
consultation, p6.

188 Mail Competition Forum, response to our December consultation, p8; Professional Publishers Association response to
our December consultation, p3 to 4.

189 Whistl response to our December consultation, p3.

190 ACS response to our December consultation, p4; ACNI response to our December consultation, p4; Centre for Effective
Dispute Resolution response to our December consultation, p1; Citizens Advice response to our December consultation,
p19; Rural Services Network response to our December consultation, p2; Welsh Government response to our December
consultation, p2.
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to be efficient before the end of a reasonable period.® However, some stakeholders
considered that our proposals did not go far enough (see 4.31). UK Mail stated “there has
been very little evidence of Ofcom having a clear understanding of Royal Mail
efficiency...adding another five years of monitoring seems wholly inadequate”.1?

4.33 CWU and Royal Mail opposed our proposal to increase transparency by requiring Royal
Mail to publish its 5-year efficiency expectations, arguing there is already transparency
without regulatory oversight.*3 Royal Mail and Post Office questioned whether a five-year
expectation would increase transparency beyond what Royal Mail currently report on.*
CWU opposed our proposals believing it risked prioritising cost cutting over investment
and innovation, threatening universal service quality and postal jobs.** The Welsh
Government agreed with our proposal as a whole but stated that future changes by Royal
Mail must take into account the workforce and be consulted on.%

434 Royal Mail believed that Ofcom’s proposal was not ‘fit for purpose’ and that Ofcom should
instead rely on the set of metrics published in Royal Mail’s medium-term market
guidance. In its view, this was because:

a) the transparency proposed will be too technical or high level for the public to
contribute meaningfully.19

b) the proposals did not meet the principles for imposing new regulation set out in CA
20039 highlighting the increased cost of compliance, the risk of publishing confidential
data or publication of measures that may provide insight on Royal Mail’s commercial
strategy, its impacting market shares and profitability.2%

c) Italso may find savings not captured by the regulated expectations, giving a misleading
picture to the public about Royal Mail’s efficiency. 2t

4.35 Royal Mail also argued if Ofcom thought additional measures beyond its proposed market
guidance approach were needed, Ofcom should consider setting out whether it views
Royal Mail’s efficiency ambition set out in the plan is “within reasonable range” as it
believes this clarity from Ofcom would create transparency, increase stakeholder
confidence and provide credibility to Royal Mail’s plan. It suggested in this scenario, if

191 ACNI response to our December consultation, p4; Mail Users Association response to our December consultation;
Pitney Bowes response to our December consultation; TechUK response to our December consultation, p3; Whistl
response to our December consultation, p3.

192 YK Mail response to our December consultation, p2.

193 CWU response to our December consultation, p2; Royal Mail response to our December consultation, p65.

194 Royal Mail response to our December consultation, page 65 to 66, Post Office response to our December consultation,
page 3.

195 CWU response to our December consultation, p2.

196 Welsh Government response to our December consultation, p2.

197 Royal Mail response to our December consultation, p65.

198 Royal Mail response to our December consultation, p62, 65, 66 and 68.

199 Communications Act 2003 sets out Ofcom’s duty and power to set conditions. [Accessed 27/06/22].

200 Royal Mail response to our December consultation, p67.

201 Royal Mail response to our December consultation, p66.
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Ofcom think that the level of efficiency is not reasonable, Royal Mail would look again and
collaborate with Ofcom to identify efficiency opportunities.2°?

Our shortlist of metrics for publication

4.36 No stakeholders responded in relation to the shortlist of possible efficiency metrics on
which we consulted.

Our decision

4.37 In this section, we explain the following:

a) Why we have decided to maintain our current overall approach to efficiency, which is
to provide Royal Mail with commercial and operational flexibility to make the
necessary efficiency improvements, underpinned by an active monitoring regime.

b) Why we do not think it would be appropriate or proportionate to impose price controls
or set efficiency targets.

c) Despite maintaining our overall approach, why we have decided that some changes to
the monitoring regime are required, including:

i) Torequire Royal Mail to provide to Ofcom, every five years, a confidential forecast
consistent with the efficiency change it expects to achieve across the five-year
period starting in 2023/24 (‘five-yearly financial forecast’).

ii) To require Royal Mail to publish efficiency expectations from the five-yearly
financial forecast using certain metrics. These metrics will include a measure of
overall efficiency using either PVEO or PVE (the inclusion of “other” or otherwise
will be consulted on in our forthcoming consultation on regulatory reporting). The
other metric will be a measure of operational efficiency - Productivity (WIPGH).

iii) That in the five years that follow, Royal Mail will be required to publish annually its
actual performance against its expectations. We will consult separately, as part of
our forthcoming consultation on regulatory reporting, on the information to be
provided by Royal Mail alongside publication of its actual performance.

iv) That Royal Mail set its five-year efficiency expectation upfront and that the five
yearly financial forecast and the expectations are not amended in the intervening
years.

d) We will continue, as part of our monitoring regime, to receive the annual financial
forecast (as described in Chapter 3) and require Royal Mail to provide information on
actual performance.

e) Our proposals for what will be required to implement these decisions, including, the
basis of preparation of the metrics, their presentation and the specific confidential

202 Royal Mail response to our December consultation, p68.
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forecast and actual information needed for our efficiency regulatory reporting regime
will be discussed in our forthcoming regulatory reporting consultation.

The existing approach of commercial and operational flexibility underpinned
by an active monitoring regime remains appropriate

4.38 We consider that market conditions and shareholder pressures provide Royal Mail with
incentives to make efficiency gains in order to maximise profits (and ultimately shareholder
returns). Indeed, as noted in Chapter 3, our analysis suggests that efficiency gains are
critical for the USO to be sustainable, as Royal Mail cannot rely on revenue increases alone.
Furthermore, we remain of the view that Royal Mail is best placed to identify and
implement efficiency improvements and to manage its activities in a way that provides the
best opportunity to secure the sustainability of the USO.

4.39 As a result, we think it is appropriate to give Royal Mail the commercial and operational
flexibility to respond to these incentives to modernise and improve its efficiency
performance and transform its business. However, we recognise that strong incentives do
not automatically lead to changes in practice, so it is important that, as well as providing
Royal Mail with commercial and operational flexibility, we continue to closely scrutinise
Royal Mail’s efficiency ambitions and performance via an effective monitoring regime.

4.40 We therefore consider it is necessary to maintain an active monitoring regime alongside
the commercial and operational flexibility afforded to Royal Mail.

Reintroducing price controls or setting efficiency targets would not better
support the delivery of efficiencies

4.41 Some stakeholders argued that price controls on the absolute level of Royal Mail’s prices
(beyond the existing safeguard cap on Second Class USO services) would create further
incentives on Royal Mail to become more efficient. 23 Having considered these arguments,
we have decided imposing price controls would provide limited benefits which are
outweighed by material additional costs and risks at this point in time.

4.42 We recognise that imposing price controls would constrain Royal Mail’s ability to increase
prices (in lieu of efficiency gains).2%* However, in practice, we think that imposing price
controls is likely to have limited additional benefits and potentially higher costs and risks in
this case for the following reasons:

a) As described above, Royal Mail is already under pressure to transform and make
progress on efficiency. In this context, commercial flexibility may create stronger

203 Whistl response to our March CFl, p8; DX, response to our December consultation, p7; Mail Users Association response
to our December consultation, p6; [$<].

204 Citizens Advice response to our December consultation, p19; DX response to our December consultation, p6; Mail
Competition Forum response to our December consultation, p8; Mail Users’ Association response to our December
consultation, p6; Professional Publishers Association response to our December consultation, p4; Quadient response to our
December consultation, p1.
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4.43

4.44

4.45

incentives to improve efficiency than introducing additional price controls because
Royal Mail keeps the full benefit of any improvement.

b) There is a material risk that a price control could constrain Royal Mail’s commercial
flexibility to respond to market changes quickly and effectively — which, in our view, is
an essential element in it addressing its efficiency (and ultimately, sustainability)
challenges.

c) Price controls could result in unintended consequences and introduce a greater risk of
regulatory failure.2> We also note that Postcomm operated a price control regime,
which The Hooper Report ultimately found to be ineffective.2°¢ Royal Mail knows its
business best and is therefore best placed to run its business and identify and deliver
efficiency.

d) Royal Mail already faces some constraints on its ability to increase prices, e.g. through
the Safeguard Cap on Second Class USO services, e-substitution in bulk letters, and
from end-to-end competition in parcels.

In relation to the concerns around excessive pricing raised by stakeholders, we note that
although we have given Royal Mail commercial flexibility to set access charges, Royal Mail’s
regulatory accounts suggest that it has not been setting charges at levels which are
significantly above costs. As volumes decline Royal Mail’s unit costs increase, so price
increases need not automatically imply higher or excessive profits. Royal Mail’s regulatory
accounts indicate that Royal Mail has been setting access charges below its fully allocated
costs in the last three years. Moreover, and as highlighted in Chapter 3, Royal Mail’s
performance in 2021/22, was below its own projections. Furthermore, our analysis
suggests that Royal Mail has considered the impact that price increases may have on long-
term revenue, and as such we believe its recent access pricing decisions have been
consistent with supporting the financial sustainability of the universal service. For more
details see our discussion on access pricing in Chapter 8.

We also considered the possibility of us imposing efficiency targets on Royal Mail.
However, as described above, Royal Mail is best placed to identify the efficiency
opportunities it can achieve, and it has strong incentives to develop realistic expectations
and make progress against them. In contrast, as with price controls, there is a risk of
regulatory failure and unintended consequences were we to try and set efficiency targets
ourselves.

Overall, we think the risks and potential additional costs of imposing price controls or
targets currently outweighs the potential (and rather limited) benefits. Therefore, we are
of the view that maintaining Royal Mail’s current commercial and operational flexibility
combined with our consultation proposals to strengthen the monitoring regime will be the

205 The consequence of this is that price controls can be resource intensive to design and establish.
206 Hooper, 2008. Modernise or Decline. [Accessed 27/06/22]. Hooper was commissioned by the Government to assess the
universal postal service and among other things, determined that regulation should be taken over by Ofcom.
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most appropriate approach to supporting an efficient and financially sustainable universal
service.

Although our overall approach remains the same, we are making some
changes to strengthen our monitoring regime

4.46

4.47

Our current approach, having regard to the need for the USO to be financially sustainable,
become efficient within a reasonable time and remain efficient, is to allow Royal Mail
considerable commercial and operational flexibility. This flexibility is subject to regulatory
safeguards, such as our monitoring regime. In 2017 we thought that commercial flexibility,
subject to certain safeguards along with the achievement of a reasonable rate of efficiency
improvement, was the most likely means by which Royal Mail would be able to secure the
financial sustainability of the universal postal service. We noted that Royal Mail relying on
service degradation or price rises without improving its efficiency performance could
undermine financial sustainability, affordability and/or reasonable needs of users being
met.207

Given the importance of efficiency for future sustainability of the USO and our concerns
with Royal Mail’s progress in recent years, it is necessary to strengthen our monitoring
regime by both obtaining a five-yearly financial forecast and requiring Royal Mail to publish
its efficiency expectations across this period using selected metrics. We now explain the
rationale for these changes.

An understanding of Royal Mail’s efficiency plans and actual progress is relevant to future
statutory or regulatory decisions

4.48

4.49

4.50

As described in Chapter 3, Royal Mail’s plans, if successfully executed, show an improving
sustainability picture, with revenues growing and cost efficiencies being made. However,
Royal Mail's performance in 2021-22, which was below its own projections, highlights
some risks. [<]

Historically, we have relied on Royal Mail’s own management planning documents for our
assessments for efficiency. When we set the current requirements, we did not define the
period the plans needed to cover, although at that time, Royal Mail’s business plans
typically covered a period of up to five years. However, in recent years, Royal Mail’s
business plans have tended to cover three years or less. The information Royal Mail
produces also changes as time passes, as it updates its plans on a regular basis, introducing
alternative objectives and ways to measure progress. This approach does not allow for
consistent assessment of progress against a clear and stable benchmark over time.

We need to ensure we are informed when considering changes to the statutory or
regulatory framework, including in the event that changes are being considered as a result
of financial sustainability concerns. For example, we would expect the efficiency of the

207 Ofcom, 2017. Review of the Regulation of Royal Mail. [Accessed 27/06/22].
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4.51

universal service (and Royal Mail’s performance against its own expectations) to be an
important consideration in the following circumstances:

a) If the Government is considering changes to the statutory framework regarding the
universal service. In 2020 we published our Review of User Needs which set out our
research surrounding what citizens and consumers needed from the universal
service.28 [3<].

b) When Ofcom sets price controls on USO products, including if we are asked to provide
Royal Mail with flexibility to raise USO prices as a result of financial sustainability
concerns. This is because we are required by section 36(5) of the PSA 2011, when
setting prices controls on USO products, to seek to ensure that, amongst other things,
the prices provide incentives to provide the service or part of a service efficiently.

More generally, if in the future Royal Mail’s financial sustainability comes under pressure,
but we consider Royal Mail could have achieved greater efficiency improvements, we will
take such information into account when evaluating any proposals.

Changing our monitoring regime will create an effective benchmark

4.52

4.53

Therefore, we need to consider Royal Mail’s performance in relation to efficiency against a
consistent and relevant benchmark. The best way to create this benchmark is by requiring
a forecast from Royal Mail which will be set up front and should not be amended in the
intervening years. This change to our monitoring approach is important to create a more
effective benchmark of Royal Mail’s view of scope for efficiencies and progress against
them. Royal Mail will still be required to provide actual data on a regular basis to enable us
to be informed about progress as is currently the case.

The combination of an upfront benchmark and provision of actual data will provide insight
into Royal Mail’s view of the scope for efficiencies and progress against them, enabling us
to identify any sustainability concerns relating to efficiency promptly. Identifying the most
appropriate action that we should take to facilitate the financial sustainability and
efficiency of the universal service could take time to conclude. It will require due
consideration of the causes and context of any concern, and a decision on the most
appropriate response, so timely identification of an issue will support our ability to meet
our duties.

Five years is the right length for the forecast period

4.54

We explained in Chapter 3 the importance of a five-year forecast for our monitoring
regime. The annual financial forecast will give us a high-level view of Royal Mail’s
assumptions for costs and the efficiency improvements that sit behind them - this will be
updated each year. For similar reasons to those for the annual financial forecast we
consider that the five-yearly financial forecast period should be five years long. We note
that Royal Mail’s transformation plans have in the past used a five-year horizon (such as

208 Ofcom, 2020. Review of User Needs. [Accessed 27/06/22].
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“Journey 2024”29), Furthermore, some of its capital investments (e.g. parcel hubs) will take
longer than three years to have an impact (from inception to operation).

The benchmark should not be updated unless there are exceptional circumstances

4.55

4.56

4.57

We have also considered whether the five-yearly financial forecast used for the benchmark
should be updated during the five-year period. However, for the purpose of providing a
consistent benchmark that can be used to consider efficiency improvements over the
period, we consider that setting the benchmark at the start of the period and using that
throughout provides the most straightforward and transparent basis for consideration for
both Royal Mail and us.

We recognise that the insights gained from the forecasts will need to consider how
circumstances have changed over time (especially those outside Royal Mail’s control), in a
manner that would affect the extent of gaps between expectations and under/over
performance. Therefore, we are taking an output focused approach that allows Royal Mail
to manage its business as it sees fit, while providing forecasting/actual information about
overall outputs to give us the insight we require. We also note that the five-yearly financial
forecast will be provided alongside the annual financial forecast, which includes
requirements for Royal Mail to provide sensitivity and downside analysis (see Chapter 3).
Finally, we anticipate Royal Mail may wish to explain the impact of any forecasting error
when it comes to the measurement of actual performance against expectations.2° We
intend to consult on what information should accompany actual performance data in our
forthcoming Regulatory Reporting consultation.

We also recognise that there may be exceptional circumstances (such as the recent
pandemic) that could mean it makes sense to reset the expectation. Where Royal Mail
considers exceptional circumstances have arisen, we think it should seek approval from us
that the circumstances warrant a change within the five-year period.

We will consult on the deadline for these financial forecast submissions in our forthcoming

Regulatory Reporting consultation

4.58

We continue to consider that the 31 May 2023 would be an appropriate deadline for the
delivery of the first annual financial forecast as it is provided in conjunction with the first
five-yearly forecast. We also think this date would likely be appropriate for the annual
financial forecast in subsequent years. However, we will consider the deadlines for the
delivery of both the financial forecasts as part of our forthcoming Regulatory Reporting
consultation.

Our decision

203 Royal Mail plc., 2019. Journey 24 presentation, p12. [Accessed 27/06/22].
210 we will shortly be consulting, as part of our forthcoming consultation on regulatory reporting, on the information that
Royal Mail is required to provide alongside publication of its actual performance.
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4.59

4.60

Given the importance of efficiency for future sustainability of the USO and our concerns
with Royal Mail’s efficiency progress in recent years, we have decided to require Royal Mail
to provide to Ofcom the five-yearly financial forecast every five years. Ensuring the time
horizon is set to five years, and fixing the forecast for that period upfront, will provide us
with an appropriate, consistent reference point against which we can review Royal Mail’s
performance and plans.

We note that our proposed changes in some cases may increase the burden on Royal Mail
(such as a potential increase in burden in the year of submission of the five-yearly financial
forecast) but in other cases may decrease the burden (in later years where Royal Mail
report against progress). We will explore this in more detail in our forthcoming Regulatory
Reporting consultation.

There is value in Royal Mail publishing efficiency expectations, and publishing progress against
them, to support greater scrutiny by all stakeholders

4.61

4.62

4.63

While it is for Royal Mail to manage its business activities in a way that provides the best
opportunity to secure the sustainability of the USO, we think there is value in some level of
public understanding and scrutiny of Royal Mail’s efficiency expectations and its progress
against them. Measures that promote or enforce transparency are widely used in
regulated sectors. This is often because transparency helps hold a company accountable,
which is important for the organisation to be trusted, perform well, and focus on good
practice. Multiple regulators also draw on transparency tools which often work alongside
other mechanisms to create fair and comprehensive regulation of a sector.2!

We think this is particularly relevant here given the wide-ranging commercial flexibility
granted to Royal Mail under the current regulatory framework, the increased need for
Royal Mail to make efficiency improvements to ensure the sustainability of the USO and its
limited progress on efficiency made to date. Therefore, we think stakeholders should have
consistent, longer-term information on Royal Mail’s own efficiency ambitions and the
progress being made against them. Importantly, we note the majority of stakeholders were
generally supportive of greater transparency.?'2 We also note that additional transparency
about Royal Mail’s progress could provide transparency to stakeholders about how Ofcom
is fulfilling its duties — a concern of some stakeholders.?!3

Our current approach allows Royal Mail considerable commercial and operational
flexibility. This flexibility is subject to regulatory safeguards, such as our monitoring regime,
which provides transparency to our stakeholders above Royal Mail’s provision of the
universal service. Providing the USO means Royal Mail is responsible to a wider group than
just its shareholders and additional transparency is an important aspect of providing this.

211 For some examples of transparency as a regulatory tool see: Ofcom, 2019. How Ofcom regulates the BBC: A review;
Ofgem, Improving transparency of energy company profits; Ofwat, Monitoring financial resilience; Ofwat, Monitoring

Financial Resilience Report, Year ended 31 March 2021; FCA, Transparency as a Regulatory Tool.

212 ACNI response to our December consultation, p3; MUA response to our December consultation, p6; TechUK response
to our December consultation, p2; Whistl response to our December consultation, p2.
213 MCF response to our December consultation, p7; UK Mail response to our December consultation, p2.
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4.64

4.65

4.66

4.67

Many consumers rely on the universal service provided by Royal Mail for sending letters
and parcels, indeed the objective of the universal service is to offer essential services that
consumers need and which the market is not otherwise providing. Similarly, competition in
bulk letters is underpinned by access to Royal Mail’s network for delivery.

Since Royal Mail’s efficiency is a factor in price rises, transparency is relevant for building
consumer confidence and trust. Indeed, several stakeholders raised concerns around
recent price rises without clarity over Royal Mail’s efficiency plans or progress.24 The
current regulatory approach is predicated on a safeguarding monitoring regime, the aims
of which include giving sufficient transparency, and clarity of the way that Ofcom is
fulfilling its duties.

We do not consider that, currently, there is sufficient transparency in relation to Royal
Mail’s efficiency ambitions and progress. In particular, we consider that external
stakeholders may find it difficult to benchmark and track Royal Mail’s efficiency
performance in a meaningful way. We think the additional transparency we are imposing
will provide the information they need on a consistent basis and whether sufficient
progress is being made on efficiency, to help build confidence and trust.

Furthermore, we raised concerns above about the transparency and clarity of Royal Mail’s
efficiency progress and plans which could better inform Government’s decisions on
potential future changes to the universal service. We think that publication ensures that
the dialogue on efficiency with Ofcom and Government is informed by, and consistent
with, the dialogue that Royal Mail is having with its stakeholders in the context of its
commercial incentives. We think this will improve the quality of dialogue with Ofcom and
Government — making our monitoring regime more effective. Publication of the
expectations also provides information on Royal Mail’s longer-term expectations to its
shareholders, which may help support the system of commercial incentives to the extent
this information is not already visible to them.

We have therefore decided that it is both appropriate and proportionate to require
published expectations from Royal Mail and in each of the five years that follow, that Royal
Mail publish actual performance against them. We consider this will address the concerns
with existing transparency described above, by providing a fixed benchmark, based on
efficiencies which Royal Mail considers achievable and against which performance can be
measured on a regular and consistent basis. In selecting which metrics to publish, we have
also tried to address some of the limitations of the currently available data, by considering
if they are output based, simple and reliable, to maximise the benefits of this transparency
while also protecting confidentiality (see discussion below). As a result, we expect this
approach to increase stakeholders’ understanding of Royal Mail’s progress on efficiency
and provide a public reference point for future considerations of Royal Mail’s efficiency.

214 ACS response to our December consultation, p4; Citizens Advice response to our December consultation, p19; DX
response to our December consultation, p7; MCF response to our December consultation, p8; MUA response to our
December consultation, p6; Professional Publishers Association response to our December consultation, p3.
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4.68

4.69

Many stakeholders supported this approach.2:s We think the transparency we are imposing
is proportionate in light of the commercial and operational flexibility we grant Royal Mail
as part of our overall approach.

There is value in getting external review by giving informed external stakeholders the
opportunity to review and comment. Ofcom will take any comments into account as part
of the overall evidence base. As such we disagree with Royal Mail’s view that Ofcom is
outsourcing a technical exercise to the public.2t

We remain of the view that Royal Mail is best placed to manage its activities in a way that
provides the best opportunity to secure the sustainability of the USO. We think our new
regulation aligns with this approach as it leaves Royal Mail in overall control for identifying
the scope for and delivery of efficiency improvements. Therefore we disagree with CWU'’s
argument that publishing an efficiency expectation risks prioritising cost cutting over
investment and innovation, threatening universal service quality and postal jobs. Our
approach enables better transparency, while giving Royal Mail commercial freedom to
identify how best to meet its statutory obligations and set expectations for the business in
a fashion that meet its objectives.?' It also means Royal Mail will have to think about
efficiency across a five-year period which will help keep a focus on longer term investment
and innovation, rather than short term cost cutting.

We do not consider that Royal Mail’s market guidance is sufficient to replace our regulatory

requirements

4.70

4.71

Given Royal Mail is best placed to identify improvements, we also considered Royal Mail’s
suggestion that we use metrics from its medium-term efficiency-related market guidance
instead of the metrics consulted upon.28 We agree this proposal could in theory allow
some public scrutiny of Royal Mail’s efficiency expectations and could therefore provide
some of the benefits associated with our regulatory decision.

However, the extent of these benefits is heavily dependent on the type and frequency of
information provided in the market guidance. Given our duties, we are seeking a longer-
term perspective on Royal Mail’s efficiency planning, and a regular, consistent, approach to
efficiency transparency. Royal Mail’'s medium-term guidance appears to only have been
offered once in recent times (Journey 2024 in 2019) and has a number of limitations. We
think there is limited public visibility of Royal Mail’s ambitions, and where information is
available, it is not always expressed on a consistent basis, is narrow in scope and/or can be
challenging to interpret. In relation to Royal Mail’s published efficiency ambitions from its
market guidance and the subsequent actual information provided in full year results:2'

215 ACNI response to our December consultation, p3; ACS response to our December consultation, p3; Citizens Advice
response to our December consultation, p19.

216 Royal Mail, response to Our December consultation, p62, 65 and 66.

217 CWU response to our December consultation, p2.

218 Royal Mail response to our December consultation, p65.

219 Royal Mail plc., 2019, Journey 24 presentation. [Accessed 11/07/22]; See Table 2.
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a) The published metrics are often input based, using metrics such as % automation and
number of revisions, rather than outcomes focused. Although input/operational-based
metrics can be informative about the drivers of efficiency outcomes, they do not
necessarily show efficiency gains in and of themselves.22°

b) Metrics adopted typically do not provide an overall view of efficiency. Instead, they are
selected to represent areas of focus for a given year. This makes an overall
consideration of efficiency progress challenging.

c) Different metrics are used in different years and their definitions evolve, making it
difficult to understand or track. For example, while core hours have been adopted by
Royal Mail for many years, in 2021-22 the metric was not reported.?! Similarly, the
definition of parcel automation used in 2021-22 appears to have changed.??

d) Metrics can be dropped as management shifts its messaging. For example, cost
avoidance ambitions which were set in Journey 24 (in 2019), while normally published
annually, were not published in 2020-21. Similarly, hours reductions were not reported
in 2021-22.%

Without a regulatory requirement, Royal Mail is not required to consistently publish a five-
year perspective on its efficiency plans and progress. Similarly, subsequent reporting on
actual performance against this guidance has been variable. Therefore, while Royal Mail
may choose to change how it communicates to the market about efficiency ambitions and
achievements, we do not think this is sufficient for our regulatory purposes given our
duties and the benefits of increased transparency described above.

Ofcom’s role under this approach

4.73

Royal Mail also argued that if Ofcom thought additional measures beyond its proposed
market guidance approach were needed, Ofcom should consider determining if its
efficiency ambition is “within a reasonable range”.?* Comments from other stakeholders
were concerned about the adequacy of the expectations and the actions Ofcom might take
if Royal Mail does not meet its own expectations. 2 As noted above, Royal Mail is best
placed to identify the efficiency opportunities it can achieve, and it has strong incentives to
develop realistic expectations and make progress against them. Our overall approach in
this review centres on allowing Royal Mail sufficient commercial flexibility to ensure that it
has the levers it needs to best respond to the changing market environment and so provide
a financially sustainable and efficient universal service. It is not our role to micromanage
Royal Mail’s business, including when setting its ambitions nor in the delivery of its
performance.?¢ Similarly, we do not think it would be appropriate to fetter our discretion

220 Royal Mail plc., Full Year Results 2021-22, p44. [Accessed 11/07/22].

221 See 4.20
222 See 4.20

223 Table 4.2
224 Royal Mail response to our December consultation, p63.

225 ACNI res
Association
226 Hooper,

ponse to our December consultation, p3; MCF response to our December consultation, p8, Mail User’s
response to our December consultation, p6.
2008. Modernise or Decline.[Accessed 05/07/22].
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4.74

4.75

at this stage as to how we may respond if Royal Mail falls short of its published efficiency
expectations, as this will depend on a range of factors.

However, we are satisfied that the package of changes will enable a feedback loop that will
reflect Royal Mail’s performance:

a) The proposed confidential reporting will help ensure we are well informed if requested
by the Government to advise on the universal service or regulatory decisions; and

b) the transparency requirements will provide all stakeholders with visibility of Royal
Mail’s expectations, ensuring appropriate public scrutiny of progress given its role as
universal service provider.

c) Furthermore, when Royal Mail publishes its efficiency expectations we will consider if
commentary on the expectations from Ofcom is appropriate.

Lastly, we recognise there may be some costs and risks associated with imposing these
requirements and have been mindful of these in designing our implementation proposals
to try and minimise them while still achieving our aims. Below we explain how we selected
the metrics to be published, and in our forthcoming regulatory reporting consultation, we
will set out our full proposals for how these metrics should be defined and calculated, and
how we will implement these changes.

The published metrics

4.76

We have set out above why we consider it is appropriate to require Royal Mail to publish
five-year efficiency expectations in 2023 (and every five years thereafter), and to publish its
progress against them annually. In this section, we explain our decision that these
expectation forecasts will be for the metrics PVE (or PVEO) and productivity which are two
of the five metrics proposed at consultation:

a) PVE (or PVEO) provides an overall measure of efficiency by disaggregating annual cost
movements by driver; “Price” (or inflation), “Volume”, “Efficiency” and, in the case of
PVEOQ, “Other” (one-off costs outside of management control). The calculation is done
by cost type (e.g. frontline people costs by business area, fuel etc) and the total
calculated for the Reported Business.

b) Productivity is a non-financial metric adopted by Royal Mail and calculates the rate of
work by taking the ratio of workload (weighted volumes) to gross (paid) hours.

We consulted on a shortlist of metrics that we considered would be most appropriate

4.77

In the December consultation, we considered a range of potential metrics, and proposed
that some or all of the following could be appropriate:

a) PVE analysis takes account of both changes in input price inflation and changes in
volumes to identify the effects of efficiency improvements but may be harder for some
stakeholders to understand.
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4.78

b) Productivity - Weighted Items per Gross Hours (WIPGH) accounts for the rate of work

throughput — and therefore provides a useful measure of productivity — but does not

capture the effect of changes to pay.

c) Change in total real costs of the Reported Business is easy to understand and clearly

covers a broad range of costs. However, changes in real costs might not be very
instructive at times of volatile volumes which would cause the underlying costs to
change. It also offers little insight into the factors driving the changes in costs.

d) Total gross hours would provide greater coverage than front line hours alone, but, if
this was the only metric, we would lose visibility of non-people cost efficiency

improvements. In addition, similar to change in total real costs, this metric might not

be as instructive at times of volatile volumes.

e) Non-people costs of the Reported Business, excluding capital and transformation
costs. This metric is simple and easy to understand and can account for input price

inflation if adjusted by CPI inflation. However, given that most of Royal Mail’s costs are

people costs, this metric will not capture a significant portion of Royal Mail’s scope for

efficiency improvements on its own.

We also considered some other metrics which could be appropriate but said that we were

minded not to use these as part of the regime. These included pay rate change relative to

productivity gain and the productivity metric used by Royal Mail and CWU (WIPWH). For

the reasons set out in our December consultation we do not think these meet our
requirements for publication.

Our chosen metrics

4.79

In choosing the metrics for publication we considered both stakeholders comments on
how well the metrics met the attributes we set out in our consultation, and the scope of
the insight that the metrics provided. The attributes we set out were:

a) Output based — the monitoring of forecast efficiency outcomes (rather than
operational inputs) over time is likely to provide a more meaningful benchmark.
Although input/operational-based metrics (such as level of automation, number of
revisions) can be informative about the drivers of efficiency outcomes, they do not
necessarily show efficiency gains in and of themselves. Targeting and monitoring
outcomes also gives Royal Mail flexibility to decide how to deliver efficiencies over
time, while still demonstrating overall achievements.

b) Simple —the metrics also need to be simple and easy to understand. Simple metrics
will be understandable to all stakeholders. This in turn would help improve the
transparency of our monitoring regime and Royal Mail’s accountability. It could also
reduce the administrative burden for all parties involved.
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4.81

4.82
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c) Reliable —ideally, metrics should accurately show Royal Mail’s efficiency progress,
accounting for the fact that the forecast is over a five year period. 227 Given that costs
can be driven by changes in volumes and input prices and one-offs (e.g. Covid-19
restrictions), in addition to changes in efficiency, accuracy of a metric could be
impacted by the extent to which Royal Mail can separate out these changes, so as to
identify the genuine efficiency impact on costs. Furthermore, the level of some metrics
can be influenced in ways which are not linked to genuine efficiency performance, thus
making the metric less robust/meaningful.

d) Transparent — some metrics may contain commercially confidential information. In
selecting our metrics to use, we will consider the impact that disclosing commercially
confidential information would have on Royal Mail and other stakeholders. 222

e) Practicable — in determining which metrics to adopt, we will also consider the
associated administrative costs. In other words, we will seek to adopt the minimum
number of metrics needed to achieve our policy objectives.

All of the metrics we proposed at consultation phase are output based, in line with our
principles.

The metrics vary in simplicity. Simplicity of metrics brings benefits in terms of ease of
comprehension as well as their preparation.?? Simplicity can be achieved by definition; for
example, gross hours is a count of paid hours and as such is easily and readily understood.

Simplicity can also be achieved, when metrics are more complex, by providing clarity on
what they represent and setting clear expectations. For example, Royal Mail’s productivity
metric (WIPGH) is technically complex but has been used for many years by Royal Mail to
inform the market of its non-financial people efficiency ambitions.2° Hence more technical
metrics, including productivity, can fulfil this principle.

Royal Mail argued that PVEO is too technical to be meaningful to other stakeholders.?3! We
note that, while complex, PVEO is conceptually a simple metric as it provides an overall
measure of efficiency. Further, we see no practicable difference in the complexity of PVE or
PVEO versus Productivity (WIPGH). Both are technically complex, represent conceptually
simple measures and can be communicated simply by publishing expectations and
reporting progress against these expectations. Hence, we feel that all metrics proposed
could be realised in a simple, transparent manner.

227 We note that this point was raised by Royal Mail in response to our consultation. a) We also expect the annual
commentary Royal Mail can provide on its progress against the expectations (including at the end of the period) will
provide it with the opportunity to explain its progress and any context, mitigating the risk that its shareholders and wider
stakeholders do not understand its progress such that the information is misleading. Royal Mail response to our December
consultation, p67.

228 \We note that this point was raised by Royal Mail and Post Office in response to our consultation. Royal Mail response to
our December consultation, p67; Post Office response to our December consultation, p3.

223 Considered at 4.88 against practicability.

230 Royal Mail plc., Full Year 2018-19 Results and Strategy Presentation, p8 to 9 gives a high level explanation of Royal
Mail’s productivity and ambitions. [Accessed 11/07/22].

231 Royal Mail response to our December consultation, paragraph 2.53.
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4.85

4.86

4.87

4.88

We also considered the reliability of the various metrics we proposed. We think PVE or
PVEO is the most reliable, as it disaggregates cost movements into input price changes,
volume effects, and can also control for one-off costs, if “other” is included in the
calculation. In choosing PVE or PVEO above the simpler cost metrics of real costs or non-
people costs for reliability, we considered the balance between the metric being able to
isolate genuine efficiency impacts versus the risk of it being susceptible to influence. We
concluded that the risk of influence would be minimised by the rules around the
calculation and principles underpinning the metrics which we will consult on in our
forthcoming consultation on regulatory reporting.

Regarding the reliability of the non-financial metrics proposed; productivity and gross
hours, we considered productivity to be more reliable. Whereas gross hours provides
insight into the movement of paid hours, productivity (WIPGH) provides insight into how
paid hours have moved relative to the hours movement that would be expected for the
same volume at standard performance. It is the ratio of workload (or standard hours) to
gross hours. Hence productivity (WIPGH) controls for volume, while gross hours does not.
(We do not go into detail on the calculation methods here. Further detail can be found in
our 2016 AMU). 232

As with the comparison of PVEO vs real costs, isolating the efficiency impact is achieved
through increased complexity and assumptions which have the potential to be influenced,
in this case through the calculation of the workload metric. We will propose how the risk of
this can be effectively minimised within our forthcoming consultation on regulatory
reporting.

We also considered transparency. We considered that gross hours, real costs and non-
people costs could be commercially sensitive, and it could be challenging to present this
information in a way that would not be. However, we consider that while the underlying
technical detail underpinning PVE or PVEO and the productivity metrics may be
commercially sensitive, the output metrics themselves are not. The metrics do not directly
provide information on costs or hours and any inference, if at all possible, would be reliant
on numerous assumptions on cost/hours movements due to volume and inflation (and
potentially one offs). We also note that Royal Mail itself has published five-year projections
of its productivity expectations (WIPGH) and cost avoidance.?3 Cost avoidance is a similar
concept to that calculated through PVE or PVEO as it represents the costs saved following
adjustments for volume and inflation.

Finally, we considered practicability, i.e. the potential regulatory burden on Royal Mail. All
the metrics proposed are already created by Royal Mail either for its own, or regulatory
purposes — therefore it is likely the additional regulatory burden of each option would be
minimal. We observed that PVEO (a similar metric to PVE) is produced for regulatory
purposes alone and is arguably the most complex, and therefore may be slightly higher in
terms of burden.

232 Ofcom, 2016, Annual Monitoring Update, p56, [Accessed 27/06/22].
233 Table 4.2
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4.89 Therefore, taking into account the principles set out in our consultation and feedback from
stakeholders we concluded that PVE or PVEO and Productivity (WIPGH) met our
requirements. PVE or PVEO provides a financial measure of the overall efficiency of the
Reported Business while insight into the efficiency of the operation in terms of rate of
work. We consider this combination will provide valuable transparency to Royal Mail’s
efficiency ambitions and performance.

4.90 The overall financial PVE or PVEO measure provides a holistic view of efficiency which
addresses Royal Mail’s concerns that it may find savings not captured by regulated
expectations.?* The complementary operational Productivity metric provides insight into a
key area of focus for Royal Mail as highlighted in its 2021-22 outlook?* namely addressing
productivity levels in its delivery operation and, as set out in its proposals for negotiation
with the unions over pay, addressing its inflated absence levels. 2¢

491 Monitoring both metrics will address each of the other metrics’ potential limitations. We
think this combination is broad enough to be meaningful but also capture all potential
efficiencies, addressing Royal Mail’s concern that it might make changes out of scope of
the expectations.?” Our combination strikes the right balance - capturing all the major
costs in the network, while being output based, simple, reliable, transparent, and
practicable.

Our decisions

4.92 Having carefully considered stakeholder responses, we have decided to:

a) maintain our current overall approach to efficiency, which is to provide Royal Mail with
commercial and operational flexibility to make the necessary efficiency improvements,
underpinned by an active monitoring regime.

b) make some changes to the monitoring regime including:
i) To require Royal Mail to provide to Ofcom the five-yearly financial forecast.

ii) To require Royal Mail to publish efficiency expectations from the five-yearly
financial forecast using certain metrics. These metrics will include a measure of
overall efficiency using either PVEO or PVE (the inclusion of “other” or otherwise
will be consulted on in our forthcoming consultation on regulatory reporting). The
other metric will be a measure of operational efficiency - Productivity (WIPGH).

iii) That in the five years that follow, Royal Mail will be required to publish annually its
actual performance against its expectations. We will consult separately, as part of
our forthcoming consultation on regulatory reporting, on the information to be
provided by Royal Mail alongside publication of its actual performance.

107 Royal Mail response to our December consultation, p66.

235 Royal Mail plc., Full Year Results 2021-22, p45. [Accessed 11/07/22].

236 CWU, RMG DRP Change Proposals further details, p5. [Accessed 11/07/22].
237 Royal Mail response to our December consultation, p69.
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4.94

4.95
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iv) That Royal Mail set its five-year efficiency expectation upfront and that the five
yearly financial forecast and the expectations are not amended in the intervening
years.

c) We will continue, as part of our monitoring regime, to receive the annual financial
forecast (as described in Chapter 3) and require Royal Mail to provide information on
actual performance. We will be consulting on the detailed content of the information
to be provided in our forthcoming consultation on regulatory reporting.

Given the importance of efficiency for future sustainability of the USO and our concerns
with Royal Mail’s progress in recent years, we believe that strengthening our monitoring
regime by both obtaining a five-yearly financial forecast and requiring Royal Mail to publish
its efficiency expectations across this period is important to carry out our statutory duties.
The provision by Royal Mail of the five-yearly financial forecast that is not amended in the
intervening years, as well as actual performance against upfront expectations, will provide
insight into Royal Mail’s view of scope for efficiencies and progress against them. This will
enable us to consider Royal Mail’s performance in relation to efficiency against a consistent
and relevant benchmark (set by Royal Mail), thus enabling us to identify any sustainability
concerns relating to efficiency.

We note that in recent years, Royal Mail’s business plans have tended to cover three years
or less and that Royal Mail’s transformation plans have in the past used a five-year horizon.
The impact of some of Royal Mail’s capital investments will also span over a period that is
longer than three years (e.g. parcel hubs). Ensuring the time horizon is set to five years,
and fixing the forecast for that period upfront, will provide us with a consistent reference
point against which we can review Royal Mail’s performance and future plans. Having
regard to our statutory duties and the importance of efficiency for the future sustainability
of the USO, we therefore believe that requiring Royal Mail to provide a five-yearly financial
forecast that is not subsequently amended over that period is both objectively justified and
proportionate.

For the reasons set out above, we also believe that Royal Mail should be publishing certain
efficiency expectations as well as progress against them as this will support greater
scrutiny by all stakeholders. We think that increased transparency for all stakeholders is
particularly relevant given the wide-ranging commercial flexibility granted to Royal Mail,
the limited progress Royal Mail has made on efficiency to date, and the importance of
efficiency improvements to ensure the sustainability of the USO. We also believe that
these publication requirements will make our monitoring regime more effective by
improving the quality of dialogue with Ofcom and the Government.

In reaching our view on publication of the PVE or PVEO and WIPGH metrics, we also noted
that these metrics are already created by Royal Mail either for its own, or regulatory,
purposes and that the likely additional regulatory burden imposed on Royal Mail would be
minimal. We are therefore of the view that our decisions on the publication by Royal Mail
of its efficiency expectations and progress against them are both objectively justified and
proportionate.
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As part of our forthcoming consultation on regulatory reporting, we will be setting out our
proposals on the detailed implementation of the above decisions, including preparation of
the metrics, their presentation and the specific confidential information needed for the
purpose of our regulatory reporting regime. The overall proportionality of our detailed
proposals will be considered as part of our consultation exercise.
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5. USO letters regulation

Having access to simple, affordable and reliable postal services remains crucially important for
customers throughout the UK.

Despite the enormous growth in online communication, around 8 billion letters are still sent each
year and 40% of residential postal users in the UK say they would feel cut off from society if they
could not send or receive a letter almost every day.

The universal service has a key role in achieving this objective, and consumers continue to greatly
value its core characteristics: affordability of the service, uniform tariffs across the UK, and frequent
and reliable deliveries.

Having carefully considered consultation responses from stakeholders, we have decided to:

e Retain the existing scope of USO services, which we consider continue to meet the reasonable
needs of users of postal services in the United Kingdom.

e Retain the existing price caps on Second Class mail to ensure affordable prices for basic USO
services. We have concluded that the current caps should remain in place until the end of March
2024. We will begin our review of the safeguard caps which will apply from April 2024 onwards
later this year.

o Not impose new requirements on Royal Mail’s redirection pricing, in light of Royal Mail’s
refreshed ‘Concession Redirection’ scheme, which came into effect in November 2021, and which
largely addresses our affordability concerns.

e Maintain the current quality of service standards. Quality of service targets help to ensure users
receive the service promised, and that their mail will arrive on time. Our research shows the
current quality of service standards remain important for users, and we consider it necessary and
appropriate to retain them at their current levels.

e Retain the current specifications for Special Delivery Guaranteed by 1pm and proof of delivery
services. We have carefully considered Royal Mail’s requests, but we are not persuaded that
changes to our regulation are necessary to meet users’ reasonable needs.

e Monitor online and offline pricing of Royal Mail’s USO services. We have considered
consultation responses on differentials between online and offline prices and have decided to
monitor this as part of our ongoing monitoring regime.

Introduction

5.1 This chapter considers the universal service, and postal services offered by Royal Mail as
part of the universal service obligation (USO) — in particular, USO letter services.

5.2 The UK postal market has changed significantly in recent years%, and letter volumes and
revenues have continued to decline since 2011, as customers increasingly move towards
online communications. We expect this volume to continue to decline over time. Despite

238 See Chapter 2 — the postal services market and our regulatory framework.

71



Statement: 2022 Review of Postal Regulation

53

54

this, the letters market is still significant, with around 8 billion addressed letters?° being
sent each year. The UK letters market can be split into two parts: single piece end-to-end
services (mainly USO services) — single letters that individuals or SMEs send via post boxes
and post offices (e.g. birthday cards/invoices), which are collected and delivered by Royal
Mail; and bulk mail (non-USO) — mail sent in large volumes, typically by larger organisations
such as banks or utility providers, which is generally delivered by Royal Mail but can be
collected by Royal Mail or alternative access operators (see Chapter 8 — Access regulation
— for further details).

The focus of this chapter is on single piece end-to-end letters services, which are mainly
USO services. Royal Mail provides a range of USO letter services (e.g. First Class, Second
Class, Redirection and Special Delivery Guaranteed). There is no significant competition in
single piece letter services, either from other end-to-end or access operators. Therefore,
users of single piece letter services rely almost exclusively on Royal Mail’s universal service.
Issues relating to USO parcels regulation are covered in Chapter 7.2 For completeness, we
note that USO products also include single piece parcels. Our detailed discussion of USO
parcels is set out in Chapter 7 but some of the issues we cover here (including safeguard
caps and quality of service) also apply to some USO parcel services.

The structure of this chapter is as follows:

a) The current universal service rules;

b) Overall approach to the USO;

c) Safeguard caps;

d) Redirection services;

e) Quality of service targets;

f) Ensuring everyone can access USO services;

g) Special Delivery, Signed For, and additional services;
h) Meter mail (franking); and

i) Online and offline USO pricing.

The current universal service rules

5.5

The USO requires the designated universal service provider, Royal Mail, to deliver a range
of postal services to homes and businesses. As explained in Annex 2 - Overview of the
relevant legal framework, there are three ‘building blocks’ which make up the universal
service. We discuss these briefly in turn below.

Minimum requirements

5.6

Section 31 of the PSA 2011 sets out the minimum requirements of the USO, and they
include the requirement that Royal Mail deliver letters six days a week, at an affordable

233 These 8 billion letters include both Access and Royal Mail End-to-End addressed letters. For more details see Chapter 2
of this document.
240 However, where relevant we may refer to issues relating to USO parcels in this section.
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and geographically uniform price to every address in the UK. These minimum requirements
can only be altered by Government and Parliament.2#

Universal Postal Service Order

5.7

5.8

Ofcom is required by Section 30 of the PSA 2011 to set out a description of the services
that it considers should be provided in the UK as a universal postal service, and the

standards those services are to comply with. Ofcom did this in 2012, when it made the
Postal Services (Universal Postal Service) Order 2012 (“the Universal Service Order”).24

While the PSA 2011 sets out various minimum requirements, the Universal Service Order
can go beyond this, following an assessment of the extent to which the market for the
provision of postal services in the UK is meeting the reasonable needs of the users of those
services. The current Universal Service Order includes features going beyond the minimum
requirements of the PSA 2011, such as the requirement to provide First and Second Class
services.

DUSP Conditions

5.9

5.10

5.11

Ofcom can impose designated universal service provider conditions (“DUSP Conditions”)4
on a universal service provider pursuant to Section 36 of the PSA 2011. These can include,

amongst other things, a requirement for a universal service provider to provide a universal
postal service (or part of such a service) throughout or in a specified part of the UK. Ofcom
can also make provision as to the tariffs to be used for determining the prices of universal

service products, as well as performance targets.

To date, Ofcom has imposed three DUSP conditions on Royal Mail:

a) DUSP Condition 1 requires Royal Mail to provide those services set out in the Universal
Service Order throughout the UK. It also includes performance targets that Royal Mail
must meet in respect of some universal services, as well as obligations to notify and
publish certain information;

b) DUSP Condition 2 imposes a safeguard cap on stamps for Second Class letters; and,

c) DUSP Condition 3 imposes a safeguard cap on stamps for Second Class large letters and
parcels up to and including 2kg.

The USO provides a basic postal service to everyone in the UK that meets reasonable user
needs. In particular, it ensures that there is a safety net for those whose needs might
otherwise not be met by the wider competitive market. It is particularly important for
customers in remote or rural areas, or for more vulnerable customers who might

241 |n 2020, Ofcom published research into whether the minimum requirements reflect the reasonable needs of the users
of postal services in the United Kingdom. Ofcom, 2020. Review of postal users’ needs.
242 The Postal Services (Universal Postal Service) Order 2012.

243 Ofcom. Designated universal service provider (DUSP) conditions.
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otherwise be at risk of social and/or economic exclusion. The USO does not seek to cover
all possible postal services, or indeed any service that users may value - it is intended to
only meet those reasonable user needs which are not otherwise sufficiently met by the
wider market.

Ofcom operates with a bias against intervention. We look to whether markets can achieve
our objectives, so regulatory intervention must always be supported by strong evidence as
to what markets cannot deliver.2** Any change to the USO requires us to conduct an
assessment of the extent to which the market is meeting users’ reasonable needs. That is
our starting point for considering change. There is no separate starting assumption that the
scope of the USO, and Royal Mail’s obligations as the universal service provider, should be
expanded over time to reflect developments in the wider market or changes in users’
expectations (as opposed to their needs).

Overall approach to the USO

5.13

In our December consultation, we set out our proposed approach to regulating USO
services for the next five years, taking into account stakeholder comments in response to
our March 2021 call for inputs. We noted that stakeholders had expressed strong support
for a universal service, and that while Royal Mail had asked for some specific changes to
detailed requirements of the USO (which we covered in later sections of the December
consultation), they did not comment generally on universal service specifications. We also
noted that the topic of delivery days was outside the scope of this Review.

Our proposed approach to the USO

5.14

5.15

In light of our research?** demonstrating that the broad range of USO services remained
vitally important for postal users, as well as Royal Mail’s dominant market position in many
USO services, in our December consultation we did not review each of the precise service
specifications in the USO and noted that we were of the provisional view that the overall
shape of the USO will remain appropriate in the next review period.

Where specific comments were raised on particular USO requirements (for example, Royal
Mail’s request to add tracking to First and Second class USO parcels), we considered them
elsewhere in the chapter or consultation, and do so again in this statement.2#

244 See our regulatory principles.

245 To inform our provisional conclusions in this section, we considered responses to the March CFl as well as our own
research. The latter includes research recently conducted to support our Review of postal users’ needs, our annual Postal
Tracker survey, specific consumer research gathered for this review, as well as evidence gathered from statutory
information gathering.

246 We discuss Royal Mail’s request for a 6pm Special Delivery service later in this chapter. We discuss some specific issues
on the USO specification for parcels in Chapter 7 — USO parcels regulation.
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Consultation responses

5.16 Many stakeholders (Post Office24’, CCNI24¢, CEDR2*°, Welsh Government?®, Citizens Advice
Scotland??, Quadient®?, MUAZ3, techUK234, ACRE2>5, ACNI2%¢, Rural Services Network??,
NALC2%8, and representatives from parish councils?*?) noted their support for the
continuation and protection of the current specification of the USO.

5.17 Royal Mail said the current review should be used as an opportunity to reduce prescriptive
regulation, enabling greater innovation. It argued that Ofcom should grant additional
freedom to Royal Mail to respond to what it said were changing user needs and
expectations.?®

5.18 A number of respondents representing or encompassing rural and/or remote communities
noted the importance of the USO to those communities (Welsh Government?!, ACRE?%2,
Rural Services Network?63). While Ofcom does not regulate the Post Office, we noted that
respondents from local councils?%* (Barnham Parish Council, Bedfordshire Association of
Town & Parish Councils, Hurstpierpoint and Sayers Parish Council) said that Post Offices
were important to their communities.

5.19 Several respondents noted the importance of six-days a week letters delivery, and five-
days a week parcel deliveries, to the communities and groups they represented (Barnham
Parish Council, Bedfordshire Association of Town & Parish Councils, Hurstpierpoint and
Sayers Parish Council265, CCP ACOD2s, PPA27, Consumer Scotland2%, ACNI26°), NALC said

247 post Office response to our December consultation, paragraph h.

248 CCNI response to our December consultation, p. 3.

249 CEDR response to our December consultation, p. 2.

250 Welsh Government response to our December consultation, pp. 1 - 3.

231 Citizens Advice Scotland (CAS), response to our December consultation, p. 5.

252 Quadient response to our December consultation, p. 3.

253 Mail Users’ Association response to our December consultation, paragraph 6.1.

254 TechUK response to our December consultation, p. 1.

255 ACRE response to our December consultation, p. 1.

256 ACNI response to our December consultation, p. 1.

257 Rural Services Network response to our December consultation, pp. 2 — 4.

258 National Association of Local Councils (NALC) response to our December consultation, p. 2 and p. 4.

259 Barnham Parish Council response to our December consultation, page 1; Bedfordshire Association of Town & Parish
Councils response to our December consultation, p. 1; Hurstpierpoint and Sayers Parish Council, response to our December
consultation p. 1.

260 Royal Mail, response to our December consultation, p. 7, pp. 31 - 32.

261 Welsh Government response to our December consultation, pp. 1 - 3.

262 ACRE response to our December consultation, p 1.

263 Rural Services Network response to our December consultation, pp. 2 — 4.

264 Barnham Parish Council response to our December consultation, p. 1; Bedfordshire Association of Town & Parish
Councils response to our December consultation, p. 1; Hurstpierpoint and Sayers Parish Council, response to our December
consultation p. 1.

265 Barnham Parish Council response to our December consultation, p. 1; Bedfordshire Association of Town & Parish
Councils response to our December consultation, p. 1; Hurstpierpoint and Sayers Parish Council, response to our December
consultation p. 1.

266 CCP ACOD response to our December consultation, p. 3.

267 PPA response to our December consultation, pp. 5—9.

268 Consumer Scotland response to our December consultation, p. 3.

269 ACNI response to our December consultation, p. 1.
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that there should be consultation with Government on whether a reduction in letter
delivery days would reduce costs while still meeting many users’ needs.27°

Our assessment and decision

5.20

5.21

5.22

5.23

Having considered consultation responses, we are of the view that the overall scope of the
USO remains appropriate for the next review period (2022-27). We also note the support
for the current specification of the USO from a wide range of respondents.

This is supported by our research?”* which indicates that the USO services remain vitally
important for postal users. Our Review of Users’ Needs research found strong support
from users for core features of the USO.22 Users supported a service that was affordable
and offered value for money, was certain and reliable, and had delivery to the door. We
note the particular points made by stakeholders about the importance of the USO services
to rural and/or remote communities.

Further, while we recognise that users’ needs are changing (see our RUN and Chapter 2 of
this statement), our research suggests that users value the broad range of postal services
provided under the USO. Indeed, in the RUN, we found that users’ needs extend beyond
the standard services of First Class and Second Class letter services and include additional
services such as Special Delivery, Signed For, Certificate of Posting and Redirections.
Specifically, while our qualitative research suggested that postal users’ needs could often
be met by a narrow range of postal services, there were cases where the standard (First
and Second Class) services did not meet user needs.?”® Users regarded existing Special
Delivery, Signed For and Certificate of Posting as essential.?’* Other services including
metering (using franking machines), Redirection, insured services and return to sender
remain important for users that need to use these services.?’s

While these services add to the prescription and detail of regulation of USO services, in our
view the current level of prescription remains important to ensure regulation meets users’
reasonable needs, and goes no further than is necessary to achieve this. The USQO is a
requirement on the DUSP to provide certain postal services across the UK at a uniform
price to meet the reasonable needs of users where those services are not sufficiently
provided by the wider market. It imposes an obligation on the DUSP to provide basic and
essential services to all households and businesses across the UK and it is incumbent on
Ofcom to clearly specify the scope of that obligation?’¢. We have a general bias against
intervention, reflecting the burden it imposes, and while Royal Mail argues there would be
benefits from being generally less prescriptive, we consider that it risks the regulation

270 NALC response to our December consultation, p. 4.

271 To inform our conclusions in this section, we considered responses to the March CFl as well as our own research. The
latter includes research recently conducted to support our Review of postal users’ needs, our annual Postal Tracker survey,
specific consumer research gathered for this review, as well as evidence gathered from statutory information gathering.
272 Ofcom, 2020. Review of Users’ Needs, p. 23.

273 Ofcom 2020. Review of Users’ Needs, see from paragraph 4.61.

274 Ofcom, 2020. Review of Users’ Needs, paragraph 6.36

275 Ofcom, 2020. Review of Users’ Needs, pp. 77 — 78.

276 Indeed, section 31 of the PSA11 requires Ofcom to describe the services that should be provided as part of the USO.
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5.24

5.25

becoming less well targeted at what it is trying to achieve and that it may actually increase
the scope of our regulation and the regulatory burden. USO services should include only
those that are necessary to meet users’ reasonable needs and for which there is
insufficient market provision, it does not follow that all variations of particular services
should receive USO status. Further, targeting USO requirements to only those necessary to
meet users’ reasonable needs which are not sufficiently met by the market actually
maximises Royal Mail’s ability to innovate and provide new services outside of the USO.
Therefore, we think it is appropriate that potential changes to the USO are assessed in
their own right, in line with the relevant statutory framework, to ensure it remains
objectively justifiable and proportionate.

We note the points made by some stakeholders representing or encompassing rural or
remote communities about the importance of local Post Offices. The reach of the Post
Office network is not within Ofcom’s regulatory scope.

We note points made about six day a week delivery for letters. As we explained in our
March CFl, the requirement for the delivery of letters to homes and businesses six days a
week falls under the minimum requirements of the universal service set by Government
and Parliament. We cannot change these requirements, so it is not within the scope of this
review.

Safeguard caps

Safeguard price caps on Second Class letters and small parcels are an important part of the

framework for regulating Royal Mail and help to ensure that basic postal services are affordable for

postal users.

In 2019 a decision was made on the scope and level of the safeguard caps for the period to the end

of March 2024, and we have decided that the current caps should remain in place until then.

We therefore intend to conduct a separate review of the appropriate scope and level of the

safeguard caps that will apply from April 2024. We intend to begin work on this review in autumn

this year.

Introduction and background

5.26

5.27

Our safeguard cap regime is designed to ensure that a basic, affordable, universal postal
service is available to consumers and small businesses, and that users of postal services,
especially vulnerable consumers, are protected.

We currently apply two price caps on Royal Mail’s Second Class services to achieve this
aim, which are the basis of our safeguard cap regime:

a) a price cap on Second Class letter stamps; and

b) a basket cap on Second Class large letters and parcels up to and including 2kg.
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5.28

5.29

5.30

5.31

In the 2019 Review of safeguard caps, we undertook a full assessment of the affordability
of Second Class letters, large letters and parcels up to 2kg. 2”7 We concluded that there was
some scope for price increases, while keeping prices affordable for a significant majority of
vulnerable consumers. We said that raising the level of the standard letter cap would help
to minimise the effect of the safeguard caps on Royal Mail’s pricing freedom to avoid a
material effect on wider financeability. We decided to:

a) increase the level of the standard letter cap by 5% in real terms, to 65p in 2019;
b) maintain the basket cap at its current level; and
c) allow both caps to rise with CPI until March 2024, but not by more than that.27

We were concerned that giving Royal Mail more than 5% flexibility to increase prices on
Second Class standard letters risked increasing affordability problems for vulnerable
consumers.

In January 2021, Royal Mail raised prices on Second Class standard letters to the level of
the cap, which meant it could only raise prices in line with CPI for the remainder of the
current review period, ending March 2024. In April 2022, Royal Mail raised prices on
Second Class standard letters in line with CPI, to 68p. It also modified its pricing for Second
Class parcels, including those within the safeguard basket cap. As at its most recent price
changes applying from April 2022, Royal Mail still has 21% headroom on the basket cap
(which covers Second Class parcels and large letters),?”? so continues to have commercial
flexibility to raise its prices in respect of those services if required.

Ofcom does not currently regulate the price of First Class stamps, although we do require
that they (alongside all USO services) are affordable. In April 2022, Royal Mail increased the
price of First Class stamps by 10p to 95p. Royal Mail increased First Class stamp prices by
9p the year before, from 76p to 85p. Alongside price increases for both First and Second
Class stamps since 2017, we have also observed the differential between them widening —
in 2017, First Class stamps were 9p (16%) more expensive than Second Class; in 2022, First
Class stamps are 27p (40%) more expensive. 2%

Our proposal

5.32

We set out in our December consultation that, given that our review of the safeguard caps
is recent, we would need compelling reasons (supported by robust evidence) to justify re-
opening the cap early. The purpose of the cap is to provide a safeguard against unduly
large increases in prices, so the fact that Royal Mail is now setting prices at the safeguard
limit (for letters) is not in itself a reason to re-open it.

277 Ofcom, 2019. Statement: Review of Second Class safeguard caps.

278 Ofcom, 2019. Review of Second Class safeguard caps, pp. 2-3.

273 This is the headroom remaining, as a percentage increase from current prices. Royal Mail’s Second Class Safeguard Cap
Compliance Statement for 2022-23.

280 Based on nominal terms.
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5.33 Our provisional view was that neither affordability nor financial sustainability
considerations provided compelling reasons to re-open the safeguard cap. We were not
persuaded that it would be appropriate to review the caps at this stage of the current
pricing framework period, ahead of our planned separate review. We therefore proposed
to conduct a separate review of the appropriate scope and level of the safeguard caps that
will apply from April 2024. We said that we intended to begin work on this review towards
the end of 2022.

Consultation responses

5.34 Most stakeholders agreed with our proposal not to open the safeguard cap review earlier
than planned (ACS?28t, CAS22, Citizens Advice?3, CWU24, techUK?8, Amazon23, Rural
Services Network?7, ACNI2%, Pitney Bowes?®).

5.35 Two stakeholders argued that Ofcom should bring forward its review of the safeguard cap:

a) CCNI said that their research showed that consumers in Northern Ireland had
affordability issues with products within the current safeguard caps, and that therefore
we should carry out a detailed affordability assessment and bring forward the review.
CCNI said that the cap should be maintained and strengthened over the next review
period.2°

b) In contrast, Royal Mail said it was disappointed that we had not brought forward the
safeguard cap review. It said that affordability was not a concern for most stamp users,
and that there was also no longer a need for the basket cap. Royal Mail argued that the
level of the cap constrained its ability to price commercially, and that competition in
the parcels market would keep prices affordable for customers. Royal Mail asked
Ofcom to remove both the letters and parcels caps; and, if Ofcom was not minded to
do that, then Royal Mail said we should grant a “significant uplift” in both caps, which it
said would still be affordable for consumers while providing greater commercial
flexibility. 2

5.36 CWU said that safeguard caps were important to ensure affordability for customers and
supported our proposed position, but noted that capped prices on some products puts
financial pressure on overall USO sustainability, so argued that this strengthened the case
for tracking to be included in the USO (see Chapter 7).22

281 ACS response to our December consultation, p. 5.

282 CAS response to our December consultation, p. 6.

283 Citizens Advice response to our December consultation, p. 21.

284 CWU response to our December consultation, p. 5.

285 TechUK response to our December consultation, p. 2.

286 Amazon response to our December consultation, p. 5.

287 Rural Services Network response to our December consultation, p. 3.
288 ACNI response to our December consultation, pp. 1 - 3.

283 pitney Bowes response to our December consultation, p. 3.

290 CCNI response to our December consultation, p. 3 and pp. 10— 14,
291 Royal Mail response to our December consultation, p. 7 and paragraphs 1.89-1.93.
292 CWU response to our December consultation, p. 5.
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5.37

538

Amazon said that Ofcom should limit Royal Mail to making one price change per annum,
since many businesses plan on annual cycles and mid-year changes can cause disruption to
plans and to the customer experience.?*

DX and MCF commented that Ofcom should ensure, when considering safeguard caps, that
Royal Mail’s prices for USO parcels products were cost reflective and did not involve cross-
subsidy between letters and parcels.?*

Our decision

We have decided not to review the caps earlier than planned

5.39

5.40

5.41

5.42

In our December consultation, we set out our provisional view that neither affordability
nor sustainability reasons provided compelling reasons to re-open the safeguard cap. We
said that we would need compelling reasons (supported by robust evidence) to justify re-
opening the cap early. We note that the two substantive consultation responses we
received arguing for the safeguard cap review to be brought forward (from CCNI and Royal
Mail), took opposing views on the affordability challenges currently faced by users.

CCNI provided important context about their research illustrating the views of some
consumers in Northern Ireland on the affordability of products covered by the current
safeguard caps, including their findings that significant minorities of consumers in Northern
Ireland face affordability concerns with current Second Class prices for letters and parcels.
We have recognised in the past (in our Review of Safeguard Caps statement) that,
unfortunately, postal services may be unaffordable for some even under the cap.2
Therefore, we do not consider CCNI’s findings alone to be sufficient evidence to justify re-
opening the cap early. However, we consider their findings to be important evidence,
which we intend to examine in more detail as part of our next review of safeguard caps,
which will begin later this year and take account of the current cost of living pressures.

Royal Mail argued that the cap should be reviewed earlier than planned, that affordability
was not a concern for most customers, and that Ofcom should remove — or significantly
uplift — both caps. However, it did not provide substantive new evidence to support its
argument. We note that Royal Mail still has headroom under the basket cap (for large
letters and parcels) to increase prices if required. While Royal Mail is now pricing Second
Class letter stamps at the level of the cap, it can raise this price with inflation for the
remainder of the review period. We set out our approach to the financial sustainability of
the universal postal service in Chapter 3 — Financial sustainability.

Having reviewed stakeholders’ comments, we have not identified compelling reasons,
supported by robust evidence, to suggest that we should review the caps earlier than
planned. We have therefore decided that the caps will remain in place until March 2024.

293 Amazon response to our December consultation, p. 4.
294 DX response to our consultation, pp. 8-9; and MCF response to our consultation, p. 9.
295 Ofcom, 2019. Review of Second Class safeguard caps, paragraph 4.22.
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Our approach to the affordability of postal services and the forthcoming review of safeguard caps

5.43

5.44

5.45

In response to our consultation, many stakeholders raised the affordability of postal
services and the broader cost of living challenges experienced by consumers across the UK.
Many stakeholders argue this means that it is increasingly important to assess the
affordability of postal services across the board, not just focused on products specifically
covered by the current safeguard caps (i.e. Second Class letters and parcels up to 2kg).

Our work on postal affordability is situated within the wider context and pressures on
household budgets as a result of cost of living increases. We describe the four key pillars of
our overall approach to affordability in Chapter 2. This approach helps to ensure prices and
services for postal users are affordable as well as ensuring users are able to benefit from
the effects of competition. It provides important safeguards and allows us to respond
when concerns arise, without unduly limiting Royal Mail’s commercial flexibility to respond
to the market changes and challenges it is facing.

As we have explained above, we plan to begin our review of safeguard caps later this year
for the caps that will apply from April 2024.2% In our review, we plan to consider the
appropriate scope and level of the safeguard cap on Second Class stamp prices after April
2024. We also plan to look at the affordability of postal services for households in different
income deciles, taking into account spending on other essential services. We expect to
issue a consultation on our proposals for the safeguard caps to apply from April 2024 in
spring or early summer 2023, and expect to confirm our decision by the end of 2023. This
will allow Royal Mail sufficient time to make and notify stakeholders of any price changes
that may occur as a result of our decision.

296 Ofcom’s plan of work 2022/23, 25 March 2022.
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Redirection services

We found that people on low incomes were facing affordability problems when buying redirections
services and, without improved prices for these consumers, we would have proposed formal
intervention.

In November 2021, Royal Mail introduced a refreshed Concession Redirection service, which offers
significant discounts for eligible customers. Having considered consultation responses it remains our
view that the new concession service largely addresses our affordability concerns. In light of this, we
have decided to maintain our consultation position of not imposing further regulation on Royal Mail
in regard to redirection pricing.

We intend to monitor prices, promotion, and uptake of the concession scheme through our future
monitoring work. We will also closely monitor the standard prices of the redirections service over
the coming review period.

Introduction and background

5.46 Customers (both individuals and businesses) can purchase a Redirection from Royal Mail to
divert mail addressed to a particular recipient from one address to another address, for a
specified period.

5.47 Consumers tend to take out redirection services when moving home, as a temporary
measure to ensure no mail is missed while they update their contacts of their new address,
and therefore it is generally an occasional purchase. Redirection can also help protect
consumers from the potential risk and consequences of identity fraud.

5.48 Royal Mail currently offers consumers a choice of three Redirection durations: 3, 6 and 12
months.27 Similarly, businesses can take out a Redirection of these durations when moving
between premises.?%

5.49 Royal Mail is the only provider of a universally available redirection service, and providing
this service is a requirement of the USO (and, indeed, a minimum requirement in the PSA
2011). While redirections are not currently subject to a price cap, Royal Mail is required to
provide redirections at an affordable price which is uniform throughout the United
Kingdom.

5.50 Payment for Redirection is made upfront as a single lump sum at the point of purchase,
regardless of the length of package taken out. Standard prices range from £33.99 for one
person (‘lead applicant’) for 3 months to £68.99 for one person for a 12-month package
(see Table 5.1 below).

297 A consumer Redirection can be instigated up to 6 months either side of a moving date and can then be renewed until
four years has elapsed. See https://www.royalmail.com/personal/receiving-mail/Redirection [accessed 29 June 2022].
298 Both residential and business Redirection services are part of the USO.
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Table 5.1: Prices of residential and business Redirection services (as of April 2022)

Time period Standard residential Redirection Standard business Redirection*®
3 months £33.99 + £8.00 per extra person £216
6 months £47.99 + £9.00 per extra person £321
12 months £68.99 + £10.00 per extra person £519

Source: https://www.royalmail.com/personal/receiving-mail/Redirection,

https://www.royalmail.com/business/manage-mail/Redirection-diversion

5.51 Royal Mail’s prices for its residential Redirection services have risen significantly over time.
Between 2012/13 and 2020/21, we estimate that the price of a 3-month package increased
by around 74% in nominal terms (55% in real terms). We also estimate that prices for the
6-month and 12-month package rose by 60% and 47% in nominal terms (42% and 30% in
real terms), respectively.3® Qver a similar time period, we estimate that real disposable
incomes across all households in the UK increased by around 15%.%! Between 2020/21 and
2021/22, prices for the 3, 6 and 12-month packages have remained unchanged.

5.52 In recent years, Royal Mail has however launched several initiatives for redirection services
in response to concerns raised by consumer bodies.3?? These include:

a) implementing a four-year price freeze on the 3-month package since 2017/18;

b) providing a free Redirection service for those under the age of 16, those that are
victims of scams, and those that are affected by exceptional events (e.g. flooding);

c) changing the pricing structure, thereby charging on a per-person basis rather than per-
surname;

d) implementing a secure and confidential Redirection process for victims of domestic
abuse;

293 A business redirection service can be used when businesses move between premises. Royal Mail also offers a business
diversion product for businesses that are located in multi-occupancy buildings or only moving part of their business. As of
September 2020, Royal Mail also introduced a business diversion product for small businesses, with fewer than 50
employees. Business diversion products are priced separately. See https://www.royalmail.com/business/manage-
mail/Redirection-diversion [accessed 29 June 2022].

300 Ofcom analysis based on Royal Mail’s Redirection prices, provided in response to our formal information request dated
8 June 2021. Royal Mail changed the pricing structure of Redirections in 2019, from charging on a per surname basis prior
to 2019 to charging on a per person basis post 2019. For every extra applicant in addition to the lead applicant, there is an
additional fee. See figure 5.2 in our December consultation for a chart of how residential Redirection nominal prices have
changed over time.

301 Ofcom analysis based on ONS data, for the financial year ending 2020. Average household incomes, taxes and benefits,
Table 14. [accessed 30 November 2021]

302 Royal Mail response to our March CFl, p. 47.
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e) introducing a Concession Redirection scheme for renters in receipt of either Job
Seekers Allowance (JSA) or Pension Credits, in the form of a 20% discount against full-
price 3-month and 6-month packages in the UK?3%; and

f) in November 2021, refreshing the Concession Redirection scheme to broaden eligibility
and increase the level of the discount, as explained further below.

Royal Mail Concession Redirection refresh (announced on 8 November 2021)

5.53 Shortly before the publication of our December consultation, Royal Mail announced some
significant changes to the scope and scale of its Concession Redirection3% scheme. These
changes were then implemented from 29 November. The changes expanded eligibility for
the scheme by removing the requirement for applicants to live in rented accommodation,
applied a significantly more generous discount than under the original scheme, removed
the incremental price increases for more than two adults in a single household, and
expanded the discount to cover 12-month packages as well as 3- and 6-months. These are
summarised in Tables 5.3 and 5.4 in our December consultation.

5.54 Royal Mail also improved the prominence of information about its Concession Redirection
on its Redirection landing page, including a link to a dedicated webpage, and highlighted
that it had made payment easier by introducing the option to pay by phone.3%

Citizens Advice’s recent research on redirections

5.55 Citizens Advice published new research into the affordability of redirections on 29 June
2022, which included new recommendations for Ofcom.3% We have considered these
findings and recommendations as part of our work on this review.

Our proposal

5.56 We conducted consumer research into the use and affordability of redirections services in
2021 (and before Royal Mail refreshed its Concession Redirection scheme), which informed
our provisional assessment in our December consultation.

5.57 Our research found affordability problems for some postal users when faced with the
standard Redirection price, particularly those on low incomes or who were otherwise
financially vulnerable. While we welcomed the steps made by Royal Mail to increase the
affordability of its Redirection service for financially vulnerable consumers in 2019, we
explained that we did not consider that the pricing and terms of the original Concession
Redirection scheme offered by Royal Mail prior to 29 November 2021 were sufficient to

303 This concessionary Redirection rate applied until 29 November 2021, when Royal Mail introduced a refreshed
Concession Redirection rate, discussed later in this section. See ‘Applying for our concessionary discount’,
https://www.royalmail.com/personal/receiving-mail/Redirection [accessed 7 July 2022]

304 Royal Mail, 8 November 2021. Royal Mail to cut the cost of its redirection service for millions of lower-income
households — press release. [accessed 18 November 2021].

305 previously, applications had to be made by post and paid for by cheque.

306 Citizens Advice, 29 June 2022, Left behind: The need for affordable mail redirections.
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address our affordability concerns. Without improved prices for financially vulnerable
consumers, we would have proposed formal intervention.

5.58 However, having assessed Royal Mail’s refreshed Concession Redirection, we considered it
to have sufficiently addressed our main affordability concerns (and to have been well
aligned with the regulatory proposals upon which we would otherwise have consulted
absent Royal Mail’s improved voluntary scheme). On that basis, we did not propose to
impose additional obligations in relation to Royal Mail’s Redirection pricing. We considered
this to be consistent with our Regulatory Principles which, as explained earlier in this
chapter, state clearly that we have a bias against intervention.3%”

5.59 Our provisional assessment in December also found that, based on 2021/22 standard Royal
Mail Redirection prices, a Redirection was affordable for most consumers. We therefore
did not consider that it would be appropriate to propose a general cap on Royal Mail’s
standard Redirection pricing, which would apply to all consumers.3° However, we were
mindful of the potential impact that future price rises could have on the general
affordability of Redirection. Therefore, going forward, we proposed to monitor Standard
and Concession Redirection prices so that we could re-assess the case for broader
intervention if necessary (e.g. if we observe evidence of wider affordability concerns). We
reserved the right to re-open this issue during the review period if we believed it was
appropriate to do so to protect consumers.

Consultation responses

5.60 Stakeholders agreed that affordability was an important consideration for redirections,
given the importance of the service to customers and the pressures on finances for people
on lower incomes (ACS3%, CCNI31°, Welsh Government, CCP ACOD3, Citizens Advice, ACNI).

Royal Mail’s Concession Redirection scheme

5.61 Stakeholders generally welcomed Royal Mail’s decision to refresh its Concession
Redirection scheme, and agreed that it addressed many (if not all) of the affordability
concerns that we identified (CWU312, Welsh Government323, CAS, NALC34, ACNI315, ACS316),

307 Ofcom, Policies and guidelines.

308 Our assessment was informed by consumer research that we conducted in order to better understand the importance
of residential redirection services (and therefore the potential for consumer harm where services are not affordable), and
the affordability of Redirection services offered by Royal Mail. Full details of our research approach and findings are set out
in our December consultation, paragraphs 5.48 —5.78 and Redirections affordability research slidepack.

303 ACS response to our December consultation, p. 6.

310 CCNI response to our December consultation, pp. 14-15.

311 CCP ACOD response to our December consultation, p. 3.

312 CWU response to our December consultation, p. 6.

313 Welsh Government response to our December consultation, p. 3.

314 NALC response to our December consultation, p. 4.

315 ACNI response to our December consultation, p. 2 — 3.

316 ACS response to our December consultation, p. 6.
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5.62

5.63

5.64

5.65

5.66

Several stakeholders agreed with our proposal not to impose further pricing obligations,
given the changes that Royal Mail had made (Royal Mail3'7, CWU318, Post Office3!®, Welsh
Government32, DX321, WhistI322, NALC, ACRE32, ACNI324, CEDR3%).

Royal Mail said that it had designed the refreshed Redirection Concession taking account of
consumer research to ensure it met consumers’ needs. It noted that it had frozen
Redirection prices for 2022/23 and that it recognised that “any increase in the
concessionary price must be handled sensitively”, and committed to giving “careful
consideration to any changes in the concessionary prices when they are reviewed”. It also
said that it has seen a significant [3<] increase in take-up of the discount since its
introduction in November 2021, and that it would continue to raise awareness among low-
income customers.32

Several other stakeholders commented on how Ofcom should ensure that Redirections
remain affordable over time, with some stakeholders suggesting Ofcom should consider
safeguarding Royal Mail’s discount through regulation (CAS3?, Citizens Advice32, DX32),
Post Office said that Ofcom should safeguard affordability of the Redirections service by
requiring that it be sold in Post Offices or other physical branches for prices that are no
higher than online.33

CAS and CCP ACOD said that the eligibility criteria for Royal Mail’s Concession Redirection
scheme were too narrow, because they excluded some welfare benefits.33! CAS also argued
they may exclude customers with other vulnerabilities (for example, domestic abuse
survivors, traveller communities and homeless people).332 Citizens Advice noted that many
people on low incomes may still not be covered by the expanded discount, including
disabled consumers, and said that Ofcom should re-assess the general affordability of
redirections and consider introducing price controls.333

Some stakeholders commented on how Ofcom should monitor the promotion and take up
of redirections. Several stakeholders said that Ofcom should closely monitor take up and

317 Royal Mail response to our December consultation, p. 8.
318 CWU response to our December consultation, p. 6.
319 post Office response to our December consultation, paragraph j.

320 Welsh Government response to our December consultation, p. 3.

321 DX response to our December consultation, page 11.

322 Whistl response to our December consultation, p. 5.

323 ACRE response to our December consultation, p. 2.

324 ACNI response to our December consultation, pp. 2 — 3.

325 CEDR response to our December consultation, p. 2.

326 Royal Mail response to our December consultation, p. 48.

327 CAS response to our December consultation, p. 10.

328 Citizens Advice response to our December consultation, p. 61.
329 DX response to our December consultation, p. 11.

330 post Office response to our December consultation, paragraph j.
331 CCP ACOD response to our December consultation, p. 5.

332 CAS response to our December consultation, p. 11.

333 Citizens Advice response to our December consultation, p. 62.
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5.67

prices (ACS324, CCNI335, CAS336, DX3%, Citizens Advice?®, Rural Services Network339). ACS, CCNI
and CAS said that as well as carefully monitoring take up, Ofcom should retain the option
to take further regulatory action if required. Citizens Advice said Ofcom should set out
exactly what it intends to monitor and what level of prices would trigger a re-assessment
of broader intervention.3%

Some stakeholders said that it was important for Royal Mail to promote and effectively
communicate about the concessionary rate (ACS34, Citizens Advice3%2, ACRE3%, ACNI344).

Broader regulatory intervention on redirection pricing

5.68

5.69

Some stakeholders argued that Ofcom should go further, by capping redirection prices
more generally. CCNI said that Ofcom should apply a safeguard cap to redirection prices
over the next regulatory period, taking a more robust approach to monitoring and
intervention and future proofing the affordability of redirections for all customers. CCNI
said that, short of capping prices, Ofcom should set out the trigger points it would consider
for any future regulatory intervention.3* MCF said that Ofcom should consider applying a
safeguard cap to redirections.34

CAS said that it was concerned that redirections were unaffordable for small businesses,
citing YouGov research showing 83% of small businesses thought redirections were
expensive. CAS said Ofcom should consider requiring Royal Mail to introduce tiered
business redirections services, with lower rates for smaller companies or charities/social
enterprises.3*” ACNI also noted affordability of redirections for small business as a
concern.34

Our assessment

Royal Mail’s Concession Redirection scheme

5.70

Having considered stakeholders’ consultation responses, we remain of the view that it
would not be appropriate or proportionate for Ofcom to impose further regulation on
Royal Mail with respect to a concession scheme for financially vulnerable customers.

334 ACS response to our December consultation, p. 6.

335 CCNI response to our December consultation, p. 3 and pp. 14 — 15.
336 CAS response to our December consultation, p. 12.

337 DX response to our December consultation, p. 11.

338 Citizens Advice response to our December consultation, p. 61.

339 Rural Services Network response to our December consultation, p. 4.
340 Citizens Advice response to our December consultation, p. 63.

341 ACS response to our December consultation, p. 6.

342 Citizens Advice response to our December consultation, p. 61.

343 ACRE response to our December consultation, p. 2.

344 ACNI response to our December consultation, pp. 2 — 3.

345 CCNI response to our December consultation, p. 3 and pp. 14-15.
346 MICF response to our December consultation, p. 11.

347 CAS response to our December consultation, p. 12.

348 ACNI response to our December consultation, pp. 2-3.

87



Statement: 2022 Review of Postal Regulation

Eligibility for concessionary redirections

5.71 In our view Royal Mail’s refreshed Concession Redirection scheme provides for a broad
enough eligibility and a large enough price reduction to address our main affordability
concerns.

5.72 One of our expectations for an improved Concession Redirection scheme from Royal Mail
was that it should apply to a significantly wider eligibility group, better reflecting the range
of customers who might be least able to afford a Redirection, and regardless of housing
tenure. In our December consultation, we noted that affordability issues — where
customers are least likely to be able to afford redirections services without cutting back on
spending on other essential household services - were concentrated in the lowest income
decile. We found that, before Royal Mail’s November 2021 discount, a three-month
redirection package for a household with one adult represented 10.9% of monthly
disposable income, net of essential spending, for the lowest income decile.3* Royal Mail’s
refreshed scheme applies to Universal Credit and Pension Credit recipients, rather than
just Job Seekers Allowance and Pension Credit recipients as in the old scheme, and
removes the requirement for applicants to be in rented accommodation. We consider that
these widened eligibility criteria effectively target the discount at those customers on the
lowest incomes, and who are most likely to face affordability issues. For example, a
Universal Credit claimant who is now eligible could receive a 47% discount for a two adult,
two children household Redirection for a six-month period.3s°

5.73 Some stakeholders said they wanted to see eligibility widened further, including to — for
example — recipients of other benefits (like Disability Living Allowance (DLA) / Personal
Independence Payments (PIP) and/or Carers’ Allowance (CA)), or to a wider group of
disabled, low income or otherwise vulnerable people who are not in receipt of benefits.
We consider that the scheme should be targeted at people on low incomes, and that the
current eligibility criteria largely achieve this. Universal Credit and Pension Credit are
means-tested benefits that are available to people on low incomes. Other non-means-
tested benefits (such as DLA or PIP) can also typically be claimed in parallel with means-
tested ones where the individual is on a low income, offering a route to discounted
redirections for eligible customers. Targeting discounts towards recipients of Universal
Credit (and the benefits that it will eventually replace) and Pension Credit is in line with
how companies in other sectors, like telecoms, determine eligibility for discounted
services. We do not think it is likely to be well targeted, proportionate, or administratively
possible for Royal Mail to offer a discounted redirections service to any customer who may
be experiencing vulnerable circumstances.3** We also note and welcome the fact that Royal

349 December 2021 consultation, table 5.8.

350 pecember consultation, table 5.4. Discounts under the concession redirection scheme vary depending on the time
period of the redirection and the number of customers redirecting their mail. Discounts are relative to the standard price.
351 Customers facing vulnerable circumstances is intended to capture a broad set of vulnerabilities, many of which may be
temporary, and are not easily verified or monitored for eligibility purposes. For example, a common approach is that
anybody can face circumstances that lead to them becoming vulnerable - temporarily or permanently. This might include
physical or mental health problems, or changes in personal circumstances such as bereavement, job loss or changes in
household income.
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5.74

Mail offers free redirections services to those aged under 16, those that are victims of
scams. and those that are affected by exceptional events (e.g. flooding), and that they have
implemented a secure and confidential Redirections process for victims of domestic abuse.

For the reasons set out above, we do not consider it would be appropriate or
proportionate for Ofcom to require that Royal Mail’s Concession Redirection eligibility
criteria be expanded.

Requiring a concession scheme through regulation

5.75

5.76

We note that many stakeholders agreed that the Concession Redirection scheme largely
addressed our affordability concerns, and that many stakeholders agreed with our
proposal not to impose any further pricing obligations on Royal Mail’s redirections services,
given the scheme.

We have considered the suggestion from some stakeholders that we safeguard Royal
Mail’s Concession Redirection scheme in regulation, but do not think that this would be
appropriate. Ofcom must have regard to the principle under which regulatory activities
should be proportionate and targeted only at cases in which action is needed35? (which is
reflected in our longstanding Regulatory Principles which explain that Ofcom operates with
a bias against regulation). Given that our main affordability concerns are addressed by the
voluntary scheme, we consider that further regulation at this point would be
disproportionate.

Monitoring and promotion of the concession scheme

5.77

5.78

5.79

Notwithstanding our decision to not impose price regulation on redirection services to
protect consumers on lower incomes, we agree with stakeholders that close monitoring,
and improved promotion of Royal Mail’s voluntary Redirection Concession scheme will be
important.

As set out in our December consultation, we intend to closely monitor the prices and take-
up of Royal Mail’s revised Concession Redirection scheme, and reserve the right to re-open
this issue during the review period to 2027 if we believe it appropriate to do so. For
example, if Royal Mail were to raise Concession Redirection prices by more than CPI each
year, such that they become unaffordable to a greater proportion of customers, then we
may be concerned and may consider regulatory intervention appropriate. We therefore
intend to use our statutory information-gathering powers to obtain information about
pricing and take-up of the Concession Redirection scheme, and plan to report on our
findings in our AMU on the postal market.

On promotion, we noted, and welcomed, in December 2021 that Royal Mail had made
information about the Concession Redirection more prominent on its website. We think it
is important that people eligible for the scheme are aware of it. We note that gov.uk
informs people searching for information about Universal Credit*** and Pension Credit3>

352 section 3(3)(b) of the Communications Act 2003.
333 https://www.gov.uk/universal-credit/other-financial-support [accessed 12 May 2022].

354 https://www.gov.uk/pension-credit [accessed 12 May 2022].
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that their eligibility for those benefits will also mean they are eligible for the Concession
Redirection service. We expect Royal Mail to continue promoting the scheme and plan to
monitor their activity to do so. We also welcome efforts from other stakeholders to help
raise awareness.

Redirections prices more generally

5.80

5.81

5.82

In response to CCNI’s suggestion that Ofcom should consider capping redirections prices
more generally, we are not persuaded that it would be proportionate or appropriate to do
so at this stage. While we have recognised that people on low incomes face affordability
issues and should be protected, our findings suggest that redirections services are
currently affordable for the majority of customers.3>* However, we will also monitor Royal
Mail’s standard redirection pricing as part of our annual monitoring work (including both
the pricing and take-up of the standard service) and plan to report on our findings in our
AMU on the postal market.3s¢

In response to calls for intervention on the pricing of business Redirections services, we are
not persuaded that the evidence shows that there is an affordability challenge for
businesses in general. We also noted in our consultation that business Redirection prices
have grown less steeply over time in comparison to residential Redirection prices.3’

In response to Post Office’s point, we note that the full range of Royal Mail’s Redirections
products (both standard and Concession) are available for purchase online by phone or by
post, via Royal Mail, or in Post Offices, with no price difference depending on the channel
of purchase. We do not see the case for safeguarding this in regulation. In the final section
of this chapter, we explain our approach to online and offline pricing more broadly.

355 See paragraph 5.59 above.

356 We note Citizens Advice’s recommendation, in their June 2022 report that “Ofcom should re-assess if redirections are
affordable — and intervene if they’re not” (Citizens Advice, 29 June 2022, Left behind: The need for affordable mail
redirections, p. 36). We will use our monitoring work, alongside evidence from stakeholders, to keep affordability under

review.

357 See our December consultation, paragraph 5.50.
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Quality of service targets

The quality of service regime helps to ensure that users benefit from certainty that an item will
reliably arrive on the date promised. We know that users value these aspects of the universal service
above speed of delivery. Taking into account responses to our consultation, we have decided that
the existing regime remains appropriate, and so we are not making any changes to the current
targets.

We take quality of service very seriously and are investigating Royal Mail’s failure to meet its
delivery targets during the past year.

Introduction and background

5.83 We require Royal Mail to achieve certain performance targets in the delivery of USO
services. These targets aim to ensure that users of key USO services benefit from a reliable
service, and that mail will arrive when promised. Royal Mail is required to monitor its
performance against these targets and to publish, for each quarter and financial year, its
performance against the targets. If it fails to meet the targets we can open an investigation
and consider taking enforcement action.3=8

5.84 DUSP condition 1.9.1 sets out the specific performance targets applicable for USO services.
Table 5.2 below sets out the main performance targets.

358 For example, Ofcom fined Royal Mail £1.5m for failing to meet its First Class national delivery target in 2018/19. See:
Ofcom, 2020. Royal Mail fined £1.5m for missing 2018/19 delivery target
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Table 5.2: Royal Mail’s performance targets

Target Specification

Collections Royal Mail to serve at least 99.9% of public access points, each day on

which a collection is required.

Deliveries Royal Mail to complete at least 99.9% of all delivery routes, each day

on which a delivery is required.

First Class delivery (i) Royal Mail to deliver at least 93% of First Class items within one

working day of collection on a national (UK) basis.

First Class delivery (ii) Royal Mail is also subject to a separate postcode area (PCA) target

which requires it to deliver 91.5% of First Class mail within one working
day of collection in each postcode area in the UK apart from HS, KW
and ZE (118 of 121 postcode areas in the UK). This is to make sure that
local areas receive an adequate level of service over time.

Second Class delivery Royal Mail to deliver at least 98.5% of Second Class items within three

working days of collection on a national basis.

Special Delivery Royal Mail to deliver at least 99% of Special Delivery items the next
Guaranteed by 1pm working day by 1pm on a national basis.

Source: Ofcom analysis of DUSP conditions.

5.85

Royal Mail has been subject to comparable regulatory obligations since 2001, including the
First Class national performance targets and postcode area (PCA) performance targets. The
levels of the standards were originally based on Royal Mail’s then internal quality of service
targets. Royal Mail subsequently agreed to an increase in the standards and, by 2005-06
the present levels were put in place.

Our proposal

Overall view on quality of service targets

5.86

5.87

The quality of service regime helps to ensure that users benefit from certainty that an item
will arrive on the date promised, and high reliability. We know from our 2020 RUN that
users value these qualities of the universal service above speed of delivery. Our analysis
from the RUN also found that relatively limited cost savings would be achieved by Royal
Mail from reducing quality of service levels.35°

Taking into account responses to our March CFl and our RUN research, we explained in our
consultation that we believed that the existing quality of service targets for key USO
services remain appropriate.

359 Ofcom, 2020. Review of postal users’ needs, pp. 69-73. In particular, we found that while there may be some cost
savings from a reduction in quality of service standards, these may be offset by associated revenue reductions, such that
Royal Mail’s profitability may in practice reduce.
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First Class Postcode Area target

5.88

5.89

5.90

As shown in Table 5.2 above, Royal Mail must deliver at least 91.5% of First Class mail
within one working day of collection in 118 of the 121 postcode areas in the UK (known as
the PCA target).3% Separately, Royal Mail must deliver at least 93% of First Class items
within one working day of collection on a national basis (known as the national target).

Royal Mail said in its March CFl response that the PCA target should be changed from
91.5% to 90% in order, in its view, to align statistically with the First Class national target
(set at 93%). It argued that it would not achieve the PCA target even when it met the
national target, and that based on the variation in performance between PCAs in previous
years, to be statistically confident of meeting the 91.5% PCA target in each of the 118
PCAs, it would need to achieve a national performance of 94.5%. It argued that by aiming
for this 1.5% over-achievement, significant additional costs were added into its operation.

We proposed however to retain the PCA target at 91.5%. We were mindful of the fact that
Ofcom applies a confidence interval when assessing Royal Mail’s performance and were
concerned that a reduction in the level of the PCA target could result in wider variation in
USO quality of service across the UK, and would likely lead to users in some local areas
experiencing poorer levels of service.

Deliveries target

5.91

5.92

Royal Mail said in its March CFl response that we should consider changing the deliveries
target from one based on the percentage of ‘routes’ completed to one based on the
percentage of ‘delivery points’ (i.e. addresses) reached each day on which a delivery is
required. It explained that changes to its network, and the shift from letters to parcels,
mean that in future there will be fewer delivery routes, but each will be longer, making the
delivery route target increasingly challenging. Royal Mail’s alternative target would mean
that, where one address is missed on a delivery route, it would not count as a complete fail
(as it does under the current deliveries target), and would instead estimate the number of
addresses/delivery points not delivered to.

We recognised in our December consultation that Royal Mail’s suggested approach has
some benefits: in particular, that it better takes account of part-route failures, and is an
approach already used for the collections target. However, we proposed to maintain the
current deliveries target to maintain the incentive for Royal Mail to reach each and every
address on a delivery route.

Special Delivery Guaranteed by 1pm target

5.93

In its March CFl response Royal Mail asked for changes to the SDG specification, including
the removal of the 1pm delivery deadline. If no changes were made, it argued that the 99%
target was very challenging and not consistently achievable. We did not propose to reduce
the 99% target because we considered it appropriate that Royal Mail be subject to

360 This is for 118 of 121 PCAs across the UK (HS, KW and ZE are excepted for reasons of remoteness).
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stretching targets in respect of its USO services, especially for a premium service such as
SDG.

Exemptions from targets

5.94 The Kirkwall (KW) PCA includes part of the mainland of Scotland (Caithness and East
Sutherland), and the Orkney Islands. The whole PCA is exempt from the First Class PCA
target because of its remoteness.3%* We did not see the case for reopening this exemption
because we considered that the mainland part is sufficiently remote to justify its continued
exemption (along with the Orkney Islands).3¢2 Instead, we noted that Royal Mail had agreed
to explore the feasibility of publishing information about its performance in the Kirkwall
PCA split into its two constituent parts: the Orkney Islands and the mainland area.

5.95 Separately, we did not propose to remove the exemption from meeting the performance
targets which applies during the Christmas period, which is due to high volumes of
seasonal mail.3% We considered that the current approach, which is to require Royal Mail
to publish its Christmas performance separately for monitoring purposes, remained
appropriate.3®

The impact of Covid-19

5.96 We did not propose to set criteria on how the length of any future emergency period
should be decided. This was because this is a statutory exemption set by Parliament in the
legislation, and we did not think it would be appropriate for us to seek to prejudge how
future emergency periods should be treated.

Consultation responses
Overall view on quality of service targets

5.97 There was broad support for our proposal to maintain the quality of service targets at their
current levels, and not to make any other changes.3* Many stakeholders highlighted the
importance of quality of service targets to users. ACNI said that quality of service was
central to the value of the postal service.3¢¢ CCNI cited the findings of research it had
undertaken which supported maintaining the current targets and levels, and argued that it

361 There are three PCAs exempt from the First Class PCA target. The other two exempted PCAs are HS (Outer Hebrides)
and ZE (Shetland Islands).

362 We are sensitive to the needs of island communities and have examined the Islands (Scotland) Act 2018 as suggested by
one respondent to our March CFl. While we understand the aims of the Act, we note that it does not place any duties on
us, or Royal Mail.

363 DUSP 1.9.1 provides that the universal service provider is not required to meet the performance targets during the
Christmas period. DUSP 1.1.2 (g) defines “Christmas period” as the period commencing on the first Monday in December in
any year and ending at the start of the first working day after the New Year public holiday in the following year, or in
Scotland, at the start of the first working day after the Scottish New Year public holiday in the following year.

364 DUSP 1.10.5 requires the universal service provider to notify Ofcom and the consumer advocacy bodies and publish, no
later than two months from the end of each Christmas period, its performance during that Christmas period.

365 CAS response to December consultation, p. 6; Citizens Advice response to December consultation, p. 26; CWU response
to December consultation, p. 6.

366 ACNI response to December consultation, p.2.
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would not be in the interests of consumers to remove or reduce any targets.3*’ Royal Mail

said that it takes quality of service very seriously and supported all the main targets.3¢8

Views on specific targets

5.98

5.99

5.100

Royal Mail said that it did not agree with our proposal not to make the two key changes it
requested in its March CFl response which were: 1) to align the First Class national target
and PCA target; and 2) to change the delivery route target to a delivery point target. It
argued that not making these changes was counterproductive to promoting good
regulatory outcomes. 3%

CAS highlighted the importance of keeping the First Class PCA target to allow for
comparisons by area.3” Citizens Advice said that it was important that 99.9% of delivery
routes should be completed, and not part-completed, on every day on which a delivery is
required.3”?

There were no responses specifically in relation to the Special Delivery Guaranteed by 1pm
quality of service target.

Exemptions

5.101

5.102

5.103

On the Kirkwall PCA, CAS expressed concern that there was no timeline provided for Royal
Mail to publish its First Class PCA performance in the KW PCA split into two parts (islands
and mainland). It also called for the introduction of targets for exempt island communities
in the HS, ZE and KW postcode areas, as it argued that the lack of targets did not
sufficiently incentivise Royal Mail to improve its performance.372 Consumer Scotland
recognised that the remoteness of some islands in Scotland lends itself to consumers not
being covered by the First Class PCA target.?”

Separately, Royal Mail agreed that the Christmas period exemption should not be
removed. It said that it already had significant incentives to provide the best possible
quality of service during this period, in particular the threat that its parcels customers
could switch to its competitors. Although there was no target, it noted that it was required
to report its Christmas performance publicly. As a result, it said that it invested in extra
resources during this period. It agreed that meeting performance targets designed for the
rest of the year, when volumes were lower, would not be achievable without
disproportionate levels of investment. 374

Consumer groups argued that we should reconsider the Christmas exemption. Citizens
Advice, CAS and CCNI said that people used post more at Christmas, and so the exemption

367 CCNI response to December consultation, p. 13. CCNI research found that 84% of people highlighted the importance of
items arriving quickly and on time, and 82% said the same level of service compared to other parts of the UK is important.
368 Royal Mail response to December consultation, p. 36.

369 Royal Mail response to December consultation, p. 34.

370 CAS response to December consultation, pp. 14-15.

371 Citizens Advice response to December consultation, p. 25.

372 CAS response to December consultation, pp. 14-15.

373 Consumer Scotland response to December consultation, p. 3.

374 Royal Mail response to December consultation, p. 34.
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was not in the best interests of consumers. They argued that we should consider a lower
target than the rest of the year to act as a safety net which balances the needs of users and
Royal Mail. 37

Royal Mail’s recent performance

5.104 A number of stakeholders highlighted the importance of Royal Mail’s performance being
consistent across all parts of the UK. CCNI expressed concern that its research had found
that 28% of customers in Northern Ireland had experienced delays to their post, or letters
not arriving.37¢ ACS said that quality of service is inconsistent in Scotland. It recommended
that further work be undertaken to understand the causes of such variations, especially in
relation to redirections.?”” CAS said it was concerned that Scottish customers receive lower
quality of service than other areas.3”®

5.105 A number of stakeholders expressed concern that Royal Mail’s performance had not
improved enough since the pandemic-related emergency period ended on 21 August 2021.
Given the impact on consumers, they argued that we should open an investigation and use
our enforcement powers to address this.3” MUA and PPA noted that poor USO
performance has also affected access users.3 Some respondents asked us to consider, as
part of any investigation, what the cause of the delays were and the extent to which they
were caused by the impact of Covid-19, or other factors, specifically whether Royal Mail
had prioritised the delivery of parcels over letters.38! Citizens Advice urged us to explore if
we need further levers to take quicker action to resolve problems during the year.3#2

5.106  Helen Hayes MP highlighted poor performance in Dulwich and West Norwood, particularly
during the pandemic. This followed the closure of a delivery office in her constituency in
2018. Ms Hayes argued that we should introduce a new requirement for Royal Mail to
carry out a public consultation when it proposes to close a delivery office, and that it
should also be required to submit an independent analysis of the impact of the proposed
closure on local services for our approval before Royal Mail could proceed.3%

375 CAS response to December consultation, p. 9; CCNI response to December consultation, p. 15-16; Citizens Advice
response to December consultation, p. 28.

376 CCNI response to December consultation, p. 15.

377 Advisory Committee for Scotland response to December consultation, p. 6.

378 CAS response to December consultation, pp. 6-8 and 14-15.

373 CCP ACOD response to December consultation, p.2; CAS response to December consultation, pp. 6-8 and pp.14-15;
Citizens Advice response to December consultation, p. 41; DX response to December consultation, p.10; MUA response to
December consultation, para 5.1; Professional Publishers’ Association response to December consultation, pp.5-6.

380 MUA response to December consultation, para 7.2; Professional Publishers’ Association response to December
consultation, pp.5-6.

381 MICF response to December consultation, p. 1 and p. 11; MUA response to December consultation, paragraph 5.2;
Professional Publishers’ Association response to December consultation, pp. 5-6.

382 Citizens Advice response to December consultation, p. 41.

383 Helen Hayes MP response to December consultation, p. 2.
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The impact of Covid-19

5.107  Many stakeholders commented on their experience of quality of service during the
pandemic and the emergency period, and called for changes to the rules governing future
emergency periods.

5.108 Some said that there was limited information provided to customers during this time, and
that we should consider how Royal Mail’s communication with its customers about
problems could be improved.3# DX suggested that we should require Royal Mail to provide
information to customers on action it is taking to resolve issues and timelines for returning
to normal.3#

5.109 Citizens Advice said that the principles of transparency in relation to performance, and
consultation with consumer bodies should be safeguarded in any future emergency
periods. Specifically, Citizens Advice argued that Royal Mail should continue to publish its
guarterly and annual performance reports.38 ACNI said that it would have liked more
information about performance in Northern Ireland and how it was being addressed during
the pandemic.3®

5.110 Some disagreed with our proposal not to set additional criteria on when or how long an
emergency period could last.38 MCF suggested that the experience of the emergency
period showed that our powers were limited if Royal Mail decided that there was an
emergency situation.3%

5.111 MUA and DX said that we should have clear regulatory ability to monitor Royal Mail’s
actions during an emergency period.3*® CCNI said we should consider how we can intervene
more quickly to improve performance.3*!

5.112 Helen Hayes MP said that we should ensure that regulatory action can always be taken
when there are breaches, and that there is no vacuum of regulation during any suspension
(i.e. during an emergency period).3%

Reporting requirements

5.113  Some stakeholders argued for changes to the information that we require Royal Mail to
report publicly in relation to its quality of service.

5.114  Citizens Advice said that we should require Royal Mail to publish more granular
performance information. It argued that postcode district-level information, rather than
postcode area-level, would allow consumer bodies and us to more effectively scrutinise

384CAS response to December consultation, p. 13; CCNI response to December consultation, p. 15; DX response to
December consultation, p. 10; MCF response to December consultation, p. 2.

385 DX response to December consultation, p. 10.

386 Citizens Advice response to December consultation, p. 44.

387 ACNI response to December consultation, p. 2.

388 DX response to December consultation, p. 10.

385 MICF response to December consultation, p. 2.

390pX response to December consultation, p. 10.; MUA response to December consultation, paragraphs 5.3-5.4.
391 CCNI response to December consultation, p. 15.

392 Helen Hayes MP response to December consultation, p. 2.
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5.115

Royal Mail’s performance. Helen Hayes MP said that Royal Mail should report performance
at a more granular level so that regulatory action can be taken in relation to individual
delivery offices.3%

Citizens Advice further said that we should require Royal Mail to publish its performance
reports in a more accessible way for consumers.3* Citizens Advice also argued that where
there are delays, Royal Mail should provide better information for consumers which is
accessible, actionable and up-to-date.3%

Our assessment

Overall view on quality of service targets

5.116

As explained above, the quality of service regime helps to ensure that users benefit from
certainty that an item will arrive on the date promised, and high reliability. We know from
our 2020 user needs research that users value these qualities of the universal service
above speed of delivery. Taking into account responses to our March CFl and our
consultation, as well as our RUN research, we remain of the view that the existing set of
quality of service targets are appropriate.

First Class Postcode Area target

5.117

5.118

We carefully considered in our December consultation Royal Mail’s submission that the
First Class PCA target should be reduced by 1.5% (to 90%) to, in its view, statistically align
with the First Class national target. We explained the reasons for our proposed decision in
December and note that, while Royal Mail suggested that this is “counterproductive to
promoting good regulatory outcomes”, it has not in its response provided any further
evidence in response to our concerns. In contrast, CAS highlighted the importance of the
First Class PCA target as it allows for comparisons by local area. Some stakeholders also
argued more generally that it would not be in the interests of consumers to remove or
reduce any of the targets.

Taking into account responses to our consultation, we remain of the view that it would not
be appropriate to reduce the level of the First Class PCA target as Royal Mail has suggested.
This reflects the reasoning in our December consultation. In particular:

a) The First Class national and PCA targets are two separate targets, with different
objectives. The national target is a clear overarching target to ensure an adequate level
of service across the UK as a whole; whereas the PCA target exists to ensure an
adequate level of service in each local area, and to limit the variations in service
between different PCAs.

b) We remain concerned that a reduction in the level of the PCA target could result in a
wider variation in USO quality of service across the UK, and would likely lead to postal

393 Helen Hayes MP response to December consultation, p. 2.
3% Citizens Advice response to December consultation, p. 29.
3% Citizens Advice response to December consultation, p. 42.
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users in some local (more rural) areas experiencing poorer levels of service. A number
of stakeholders recognised these concerns in their responses to our December
consultation. We are concerned that this would be inconsistent with our duty to
further the interests of citizens and consumers, including by having regard to (amongst
other things) the opinions of consumers in relevant markets and of members of the
public generally; and the different interests of persons in the different parts of the
United Kingdom and of persons living in rural and in urban areas.

c) We are also mindful of the fact that Royal Mail’s quality of service performance is
measured using a sample of items delivered (rather than all mail items), with the
application of a confidence interval.3* We are concerned that, in light of the continued
need for us to apply a confidence interval in line with standard statistical practice, a
90% PCA target would not be sufficiently stretching.

Deliveries target

5.119  We carefully considered in our December consultation Royal Mail’s submission that we
should change the deliveries target to a delivery ‘point’ approach from the current delivery
‘route’ approach. We explained the reasons for our proposed decision in our December
consultation, and note that, while Royal Mail said that not making its requested changes
would be “counterproductive to promoting good regulatory outcomes”, it did not provide
any further evidence in response to our concerns. In contrast, Citizens Advice supported
the current approach and stated that it was important that 99.9% of delivery routes were
completed, and not part-completed, on every day on which a delivery was required.

5.120  Taking into account responses to our consultation, we remain of the view that it would not
be appropriate to change the target as Royal Mail suggested. This reflects the reasoning in
our December consultation. In particular:

a) our concerns about the robustness of the suggested approach, which would rely on
Royal Mail’s delivery staff accurately estimating the number of delivery points missed
each day by looking at the sorting frame3%’; and

d) our desire to maintain the incentive in the current target to reach each and every
address on a route, which is in line with the principle of universality at the core of the
universal service.

3% gpecifically, when we consider Royal Mail’s compliance with its target, we would not intervene or investigate further as
long as Royal Mail’s performance adjusted to the upper bound of the 95% confidence interval meets the relevant standard
(in this case, 91.5%). If the middle of the sample performance is below the 91.5% target we could not be satisfied that
Royal Mail had missed the target or not. Ofcom, 2015. Annual monitoring update on the postal market — Financial year
2014-15, paragraph 3.35. Also see Ofcom, 2014. Annual monitoring update on the postal market — Financial year 2013-14,
paragraph 5.40; Ofcom, 2016. Decision to conclude investigation of Royal Mail Group Limited in relation to a contravention
of Designated Universal Service Provider Condition 1.9.1, CW/01183/05/16, paragraph 3.6; Ofcom, 2019. Decision to
conclude investigation into Royal Mail’s compliance with its quality of service performance standards in 2017/18, p. 11,
paragraph 3.17.

397 A sorting frame exists at the delivery office for each delivery route. It is used to put letters and parcels in order of
delivery. There is usually a slot for each delivery point (address), and the frame typically contains several hundred delivery
points.

99



Statement: 2022 Review of Postal Regulation

Special Delivery Guaranteed (SDG) by 1pm target

5.121  We remain of the view that it would not be appropriate to change the level of the target
(currently set at 99% on an annual basis), and note that Royal Mail did not submit any
specific evidence in support of its view that the SDG target should be reduced in response
to the March CFl or our December consultation. This reflects the reasoning in our
December consultation. In particular, that:

a) While we did not cover SDG quality of service levels specifically in our 2020 RUN
consumer research, we would expect that user expectations of reliability would be
higher for a premium service like SDG than for everyday First and Second Class
services.

b) The fact that Royal Mail has not met the target for some time does not automatically
mean that the target is no longer appropriate. As noted above, Royal Mail has provided
little evidence to make the case for the change it has requested. Further, as explained
in our December consultation, we have discretion in enforcement and would expect to
take account of factors outside Royal Mail’s control (such as mis-sorting in Post Offices)
as part of any enforcement process.

c) We are also concerned that a reduction in this target would be inconsistent with our
duty to further the interests of citizens and consumers, including by having regard
(amongst other things) to the opinions of consumers in relevant markets and of
members of the public generally. The SDG service is a premium next day service which
tends to be used for the mailing of important, valuable and/or urgent items. It is more
expensive than standard next day (First Class) services, and our RUN found that most
postal users felt that it was an “essential” service, typically using it for the guarantee of
next day delivery.39

5.122  Separately, Royal Mail asked for the introduction of a new SDG service (to arrive by 6pm
the next day) in addition to the 1pm service. This is discussed in more detail in the section
below on Special Delivery Guaranteed, Signed For, and additional services. If Special
Delivery Guaranteed service requirements are changed in future, at that stage we would
expect to review the appropriate quality of service target that would apply, accounting for
any changes in specification of the SDG service.

Exemptions from targets

Kirkwall PCA and exempt Scottish Islands PCAs

5.123 In relation to the Kirkwall PCA, we continue to believe that it is important for reasons of
simplicity that the local area targets should be set at PCA-level, and not at sub PCA-level.
We also remain of the view that the mainland part of the Kirkwall PCA, Caithness, is
sufficiently remote to justify its exemption from the target, together with the Orkney
Islands. This is because it is a particularly challenging area to serve as the nearest mail

398 Ofcom, 2020, Review of postal users’ needs, p. 75.
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centre and delivery office, in Inverness, is a considerable distance from large areas of
Caithness, and there are limited road connections.

However, we highlighted in our December consultation that, to further increase
transparency, Royal Mail would explore the feasibility of publishing information about its
performance in the Kirkwall PCA split into its two constituent parts: the Orkney Islands and
the mainland area. It has since agreed to provide this information and to publish it in its
regular quality of service reports. The first report that will include this additional
information will be the 2023/24 Quarter 1 report. This will enable additional transparency
on Royal Mail’s performance in future.

We have also considered the wider argument made by CAS that we should consider
introducing targets for all the exempt Scottish island PCAs: Kirkwall (KW); Hebrides (HS),
and Lerwick (ZE) as it believes that Royal Mail is not currently incentivised to improve
performance.

We are sensitive to the needs of islands communities and recognise that performance for
these islands against the First Class PCA target is lower than other non-exempt areas. The
reason for the exemptions are that, due to remoteness, it would not be reasonable to ask
Royal Mail to meet the 91.5% target in these areas. To deliver mail to these islands Royal
Mail uses a combination of ferries, aircraft and land-based delivery. These additional legs,
and their scheduling, contribute to longer delivery times. Ferries and aircraft are also
particularly susceptible to poor weather conditions.

First Class PCA performance in these exempted island areas over the past two years, during
the pandemic and aftermath, has been noticeably poorer than before. For example, in the
Hebrides PCA (HS), in 2019/20 performance was 68.2%, but in 2020/21 it was 24.5% and in
2021/22 it was 28.8%.3%

Further, while these islands are not subject to the First Class PCA target, it is important to
note that there are a number of ways in which Royal Mail’s performance is incentivised in
these areas. Firstly, we require Royal Mail to publish its performance for the exempted
PCAs as part of its regular public reporting, and it has agreed to split island/mainland
performance in KW from 2023/24.4% This enables monitoring and acts as an incentive for
Royal Mail to take steps to improve its performance where possible. Indeed, we note that
Royal Mail has been trialling drone technology to serve rural communities. In May 2022, it
announced plans to create more than 50 new postal drone routes over the next three
years, subject to approval from the Civil Aviation Authority, with the first routes including
the Shetland Islands, Orkney Islands and the Hebrides. Royal Mail said that it aims to
“provide faster and more convenient services for customers in remote communities.” 401

399 See Royal Mail’s Annual Adjusted Quality of Service reports for relevant years available here. [accessed 13 June 2022].
400 See DUSP 1.10.4 (a). The universal service provider shall notify Ofcom and the consumer advocacy bodies and publish,
no later than two months from the end of each quarter, its performance for that quarter in relation to all the standards in

Table 1.

401 Royal Mail, Royal Mail reveals ambitious vision for more than 50 new postal drone routes in partnership with
Windracers Group, May 2022 [accessed 17 May 2022].
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Secondly, performance in all PCAs, including the three exempted PCAs, counts, albeit in a
minor way, when assessing Royal Mail’s performance against the First Class national target.
And thirdly, there are no exemptions for the other targets (e.g. Second Class, deliveries and
collections), so again performance in these areas still matters and counts towards overall
national performance.

We have considered the benefits of setting a First Class PCA target, or floor, for these
islands, as suggested by CAS. We note that any targets for these areas would need to strike
the right balance between being challenging and achievable without requiring
disproportionate levels of investment. We would therefore expect any such target to be
lower than the existing First Class PCA target. However, we are conscious that significantly
poorer performance has only been a feature of the past two years, and it has not been as
significant a concern previously as performance before the pandemic was markedly higher.
Further, there are already some incentives for Royal Mail’s performance in these areas,
such as through transparency, despite the fact that they are not subject to the First Class
PCA target. Given these factors, we do not think it would be appropriate or proportionate
to intervene at this stage. However, we expect Royal Mail’s performance to improve and
return to pre-pandemic levels and will monitor its progress closely.

Christmas period

5.131

5.132

5.133

We explained in our December consultation that the Christmas period is exempt from the
quality of service targets.“? This is because of significantly increased volumes of mail over
this period, which mean that meeting target levels designed for the rest of the year would
not be achievable without disproportionate levels of investment. Instead, the current
approach is to require Royal Mail to publish its Christmas performance separately to allow
its performance to be monitored. 403

We have considered consultation responses on this issue carefully. We note that Royal
Mail explained the steps it takes to prepare for the Christmas period. This includes
investing in extra staff, vehicles and equipment. It also explained that its performance is
incentivised by the threat that its parcels customers could switch to competitors. However,
the consumer bodies called for a floor to be set to act as a safety net.

We have also considered Royal Mail’s Christmas performance over recent years. Royal
Mail’s First Class performance has been particularly poor over the past two years. In
December 2020, performance was 24.80%. In December 2021, performance was 33.40%.
We are conscious that both periods were seriously affected by the Covid-19 pandemic on
top of large volumes of seasonal mail, but note also that in December 2021 Royal Mail had
the experience of the challenges of December 2020 to draw on, and had the opportunity to

402 pysP 1.1.2 (g) defines “Christmas period” as the period commencing on the first Monday in December in any year and
ending at the start of the first working day after the New Year public holiday in the following year.

403 pyUSP 1.10.5 requires the universal service provider to notify Ofcom and the consumer advocacy bodies and publish, no
later than two months from the end of each Christmas period, its performance during that Christmas period for most of
the quality of service targets.

404 Christmas 2020 was during the emergency period.
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prepare the ground for a significant improvement in performance should the Covid-19
pandemic continue.

At this point, we believe it is too soon to establish whether there are systemic problems
that particularly apply to the Christmas period or not, or to set a floor at this stage. We also
note that Christmas performance has not been an issue generally raised with us by
stakeholders before now. However, to give confidence that Royal Mail takes all the steps it
can to ensure an adequate level of quality of service in Christmas 2022, we have asked
Royal Mail to explain its preparation plans for Christmas 2022 with a view to confirming
that it is taking all the steps it can to ensure that performance is adequate. We will closely
monitor its performance this Christmas, and reserve the right to propose further action in
this area if necessary.

Royal Mail’s performance

5.135

5.136

5.137

5.138

We are concerned that Royal Mail’s quality of service has not yet recovered to its typical
pre-pandemic levels. We take compliance with our quality of service requirements
seriously because of the consumer harm that results when service levels fall below the
standards we set. We know that some parts of the UK have been more affected by poor
performance than others.*s We are clear that it is important that quality of service is
improved for users across the UK as quickly as possible.

Following confirmation from Royal Mail that it had not met certain quality of service target
during the 2021/22 financial year, we announced on 31 May that we have opened an
investigation into Royal Mail’s performance in the 2021/22 financial year.*% As part of this
work, we will consider any reasons Royal Mail puts to us on why it did not meet the
targets.

In relation to comments about variation of performance in Scotland and Northern Ireland,
the First Class PCA target and associated reporting requirements are intended to
incentivise local performance and allow us to intervene where necessary. We note that we
have previously investigated poor performance in the Inverness PCA from 2015-19, and
our action led to local improvements. On inconsistencies in redirection services in Scotland,
we note that our RUN research reported consumers can experience some problems with
the service, but we will engage further with Ofcom’s Advisory Committee for Scotland to
understand its specific concerns.’

We have considered the question of whether we need additional levers so we can take
quicker action to resolve performance problems during the year. Our view is that we do
not need further levers at this time. Our approach of assessing performance on an annual

405 Royal Mail has stated that a small proportion (4%) of its c1,200 delivery offices are the cause of a disproportionate
number of delayed items (23%). Royal Mail, 19 May 2022, Full Year Results 2021-22, p. 11. [accessed 7 July 2022].

406 Ofcom, 31 May 2022, Ofcom launches investigation into Royal Mail’s 2021-22 delivery performance

407 These problems included delays in receiving post, some post not being redirected or going missing, and difficulties
resolving problems with Royal Mail’s customer services. In relation to delays, we noted that the redirection process means
mail goes first to the old address and is then forwarded First Class to the new address. This means at least an extra day
being added to the mail’s journey. Ofcom, 2020, Review of postal users’ needs, p. 78.
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basis has the benefit of averaging out seasonal factors which affect Royal Mail’s
performance. However, we receive regular information from Royal Mail about its
performance across the UK throughout the year. This includes, for example, information at
delivery office-level, identifying problem areas. This informs our regular engagement with
Royal Mail and enables us to exert pressure where this is appropriate.

We have considered the suggestion by Helen Hayes MP that we should require Royal Mail
to carry out a public consultation when it proposes to close a delivery office, and that Royal
Mail should also be required to submit an independent analysis of the impact of the
proposed closure on local services for our approval before it could proceed. We appreciate
how frustrating local problems have been for users in Dulwich and West Norwood.

Our approach is to set regulatory requirements designed to achieve key outcomes. We set
rules on the frequency and speed of services which Royal Mail must provide to users, as
well as on the geographic distribution of its access points (e.g. postboxes). We do not set
the number or location of delivery offices that Royal Mail must maintain. Royal Mail has
flexibility in the way it configures its network and operations to meet our rules. We believe
that this remains the right approach, as we consider that Royal Mail is best-placed to make
these decisions to meet its obligations, and there may be more than one valid approach.
Nonetheless, we are still able to intervene if Royal Mail does not meet its regulatory
requirements.

The impact of Covid-19

Communication with customers

5.141

We understand concerns voiced by some stakeholders about the extent of information
Royal Mail provided to customers about problems with its service during the emergency
period, when quality of service problems were at their worst. We discuss our response to
these points, and wider concerns raised about Royal Mail’'s communication about delivery
delays, in the “Reporting and consumer communications” section below.

Emergency period rules

5.142

5.143

We have considered stakeholder comments about the regulatory emergency period in
relation to universal postal services (which in practice covered the period from April 2020
to August 2021). As explained in the December consultation, section 31 of the PSA 2011
sets out the minimum requirements that must be provided as part of a universal postal
service in the UK. However, it also provides that nothing in that section is to be read as
requiring a service to continue without interruption, suspension or restriction in the event
of an emergency.*% This is reflected in DUSP 1.3.4 which provides that nothing in the DUSP
Condition is to be read as requiring a service to continue without interruption, suspension
or restriction in an emergency.

Throughout the period from April 2020 to August 2021, we agreed with Royal Mail that the
pandemic constituted an emergency for the purposes of the regulatory and statutory

408 See Postal Services Act 2011, section 33(3), Exceptions to minimum requirements.
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framework. This afforded Royal Mail the flexibility to take steps, in response to the impact
of the pandemic, to temporarily reduce service levels or change product specifications,
without the need for formal Ofcom authorisation. In our view, this flexibility was important
in enabling Royal Mail to have in place the tools it needed to protect its customers and its
employees.

We recognise the concern of stakeholders that Ofcom should be able, even during an
emergency, to hold Royal Mail to account and to protect consumers. While the obligations
on Royal Mail to provide a universal service during an emergency are necessarily limited by
the statutory exemption, this does not prevent Ofcom from furthering the interests of
citizens and consumers. During the recent emergency period, Ofcom closely monitored the
steps Royal Mail took to respond to, and minimise the impact of, the pandemic on its
provision of the USO. We challenged it to justify key decisions, sought appropriate
evidence (e.g. on staff absence levels), and set out our expectation that the emergency
period should be brought to an end as quickly as possible.*® In the summer of 2021, we
considered the evidence supporting the need for such an exception was falling away and
accepted Royal Mail’s decision to bring it to an end on 31 August 2021.

Further, while we did not consider it appropriate to investigate Royal Mail’s compliance
with the quality of service targets during 2020/21, this decision took account of the
uniquely difficult circumstances of the pandemic, which we considered at that time were a
factor beyond Royal Mail’s control and which had a substantial impact on quality of
service.*® This decision was also consistent with our decision to not investigate Openreach
in respect of its quality of service for key telecoms services during that period.** However,
as explained above, we have recently opened an investigation into Royal Mail’s compliance
with its QoS targets during 2021/22.

In terms of the procedures in place for future emergency periods, we explained in our
consultation that we did not agree with some stakeholders who suggested that we should
set criteria on how the length of any future period should be decided. We explained that
emergency periods are a statutory exemption set by Parliament, and that Parliament has
not prescribed the procedure that Ofcom and Royal Mail must follow in the event of an
emergency.

While the statutory framework is not designed in a way that gives Ofcom the power to
determine definitively whether the emergency exception applies, Ofcom does retain the
power to take enforcement action if it considers there is no emergency and that there is a
material failure in respect of Royal Mail’s compliance with its obligations under the
universal service. Accordingly, we remain of the view that it would not be appropriate to
set out specific procedures and guidance seeking to address any future emergency periods.
We are mindful that the circumstances and implications of any future emergencies cannot

403 Section 5 of the 2021 Annual Monitoring Update explains our interactions with Royal Mail on this matter in more detail.
410 Ofcom, August 2021. Decision re Royal Mail’s quality of service performance in 2020/21

411 Ofcom, November 2021. Decision re Openreach’s quality of service performance in leased lines and wholesale local
access in 2020/21
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be predicted and that it is instead important that Ofcom can consider its response on a
case-by-case basis.

We recognise the concern from consumer bodies about the importance of safeguarding
transparency on quality of service performance and consultation with consumer bodies in
future emergency periods. As we explained in our December consultation, Royal Mail did
not publish certain of its quarterly performance updates during 2020/21. Royal Mail
delayed publication of the Q1, Q2 and Q3 data until Spring 2021, when it was published
along the Q4 and cumulative year data. Royal Mail has a regulatory obligation to publish
this data. This was not removed by the existence of the emergency period. However, we
used our discretion and decided that, in light of the extraordinary circumstances prevailing,
it was not appropriate to take enforcement action pending full publication at year-end.
During this period we had access to the data we required to scrutinise Royal Mail’s
performance at all times, and we required Royal Mail to make it available to the relevant
consumer advocacy bodies.

In any future emergency periods, the obligation on Royal Mail to publish its quality of
service reports would remain despite the emergency period. Our strong expectation is that
Royal Mail would publish its reports to the usual timetable. If it did not, we would consider
the reasons provided to us by Royal Mail at the time, and use our discretion in relation to
enforcement action.

Reporting and consumer communications

Quality of service reporting at a more granular level

5.150

5.151

5.152

5.153

Royal Mail is required to report publicly on its quality of service performance every quarter
and annually, both at a national and PCA-level. These requirements ensure that we can
understand whether it has met its quality of service targets, and therefore whether we
should open an enforcement investigation. More generally, the quality of service
information Royal Mail is required to publish also helps to keep external stakeholders, such
as the consumer advocacy bodies, elected representatives, and journalists, informed about
its performance both nationally and in every PCA in the country.

We also note that Royal Mail updates its website daily to provide information to
consumers on delivery delays and at a more granular level than PCA i.e. at postcode
district. We discuss this further in the next sub-section.

We disagree with Citizens Advice and Helen Hayes MP that we should require Royal Mail to
report on its quality of service performance at a more granular level. This is because the
reporting requirements are designed and used to reflect the annual performance targets
Royal Mail is subject to, which are at a national and PCA-level, and are necessary as a
regulatory compliance function. We do not consider that it would be proportionate for the
reporting requirements to be more granular than the targets Royal Mail must meet.

In addition, we would note that Royal Mail’s quality of service performance data is
produced through a survey conducted through a sample of anonymised mailing items. This
survey is subject to strict statistical requirements to ensure that the data is reliable and
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robust at a national and PCA level. For more granular data to be produced, the survey
would need to be substantially expanded and we do not consider that it would be
proportionate to impose this requirement.

We also consider that we, as the regulator, are well-sighted on Royal Mail’s quality of
service performance across the UK, including at a sub-PCA level. In addition to the publicly
available information, we receive additional relevant operational information from Royal
Mail directly (for example, about individual delivery offices, under the DUSP 1.9.6 Code of
Practice). We use this information when engaging with Royal Mail to ensure that it is doing
all it can to improve performance in lower-performing delivery offices. In addition, we can
request further information from Royal Mail on an ad hoc basis where necessary, either
informally or using our statutory information gathering powers.

We do not think it is necessary to require Royal Mail to make its quality of service reports
more accessible, as suggested by Citizens Advice. In our view, given that these are primarily
a statement of performance results, the information is most clearly and accessibly
presented in tables, as now. We appreciate performance information is of interest to
consumers but we would expect that consumers would be primarily interested in real-time
information, rather than information about past performance. We discuss this further
below.

Communication with customers

5.156

5.157

5.158

5.159
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Citizens Advice argued that Royal Mail should provide better, more up-to-date and
actionable information for consumers when there are delivery delays.

We think transparency for consumers about delivery delays and issues is very important, as
people value being able to check if there are problems which affect their area. Up-to-date
information about delays helps consumers to know whether there are problems in their
local area and equips them to take any necessary action or use the information to explain
why they have not yet received an expected item.

We note that Royal Mail has started to update its website daily to provide information to
consumers on delivery delays, including about specific delivery offices and postcode
districts (i.e. delivery offices that are experiencing delivery issues), and updates on the
delivery of mail through the network. The update provides information on the delivery
office and the postcode district affected (e.g. East Dulwich, SE22). The website also enables
customers to sign up for email updates about delivery issues.:2

We welcome this development and encourage Royal Mail to continue to consider further
how it can enhance this feature to ensure it is actionable, and as helpful as possible for
consumers seeking information about delivery issues. We also encourage Royal Mail to
engage with consumer bodies on this work.

As Royal Mail has started doing so voluntarily, we do not think it would be appropriate at
this stage to mandate it to provide information to consumers. We are mindful, in

412 Royal Mail, 2022, Service updates information [accessed 7 July 2022].
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particular, that Royal Mail, not the regulator, is likely to be best-placed to establish what
information best reflects what is happening on the ground across its network, what
customers need, and how this can be provided to users in an easy-to-understand and
engaging way.

5.161  However, we think that there are some key principles that Royal Mail should bear in mind
when considering what information it presents to consumers. These include that the
information should: be timely and kept-up-to-date; be sufficiently clear about which areas
are affected; explain what the impact of the problem is likely to be for users; say how long
the problems are likely to go on for; and be easily accessible. We will monitor Royal Mail’s
work in this area and will consider further action in this area if necessary.

Ensuring everyone can access USO services

Requirements on the geographic distribution of USO access points (e.g. post boxes) help to ensure
that users can post letters and parcels near where they live and work.

Additional requirements are designed to support the inclusion of specific vulnerable groups. These
include the articles for the blind service and the requirement for Royal Mail to set out its
arrangements for disabled users.

Taking into account responses on both these issues, we have decided to maintain our consultation
position and we are not making any changes to regulation in these areas.

Introduction and background

5.162 It is important that people and businesses across the UK can access USO postal services,
and send and receive USO letters and parcels regularly.

General access, including in remote areas

5.163  To support widespread access, we require Royal Mail to have an extensive network of
access points (e.g. post boxes) for the universal service.*3 Overall, there are around
115,000 post boxes across the UK, and users can also access USO services at approximately
11,600 post offices.** We also require Royal Mail to have a statement of arrangements to
ensure that those in remote areas, whose premises are not within 10km of an access point,
are provided with reasonable access to such facilities. This means that, in practice, the vast
majority of users have a range of access points available to them.

413 pUSP 1.8.2 (a) requires Royal Mail to ensure that in the UK as a whole, there is a letter box within half a mile of the
premises of not less than 98% of users of postal services. DUSP 1.8.2 (c) (i) requires Royal Mail to ensure that in the UK as a
whole the premises of not less than 95% of users of postal services are within 5 kilometres of an access point capable of
receiving the largest postal packets and registered items. DUSP 1.8.2 (c) (ii) requires Royal Mail to ensure that in all
postcode areas the premises of not less than 95% of users of postal services are within 10 kilometres of an access point
capable of receiving the largest postal packets and registered items.

414 Ofcom does not regulate the Post Office, but we note that it is required to meet six access criteria set by Government
on the distribution of post offices across the UK. It must also report annually to the Government, and to Parliament, on the
accessibility of the post office network.
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Vulnerable users

5.164  To ensure that the needs of vulnerable people and those who may be more reliant on
postal services are met, Royal Mail is required to:

a) offer the articles for the blind service. This is a free First Class service for qualifying
items when sent to blind and partially sighted people (and which is a minimum
requirement of the universal service set in the PSA 2011).4%°

b) have, and review annually, a statement of arrangements with the aim of ensuring
that users who are blind, partially sighted, infirm through age, chronically sick or
disabled are able to post letters and parcels using the universal service regularly,
and as far as possible without significant cost to those users which are attributable
to their situation.* In its August 2021 statement, Royal Mail explained the steps it
takes in relation to access points and collections. 47

5.165 Further, to benefit from USO services we recognise that people must also have safe access
to an address where they can receive mail. We are aware of ongoing work by stakeholders
to ensure that particular groups, for example those who are homeless or have unsafe living
situations (e.g. victims of domestic abuse), are not prevented from receiving mail.
Following a report from Citizens Advice in 2018, Royal Mail trialled allowing homeless
people to collect their mail free of charge from its delivery offices. This trial recognised
that, to access postal services, people also need an address where they can receive mail.
Citizens Advice explored this issue further, considering the needs of those who are
homeless and those in unsafe living situations.*8 In its most recent reports, Citizens Advice
called for the Government to fund a service where specific groups could collect their mail
free of charge from Post Offices.*19

Our proposals
General access, including remote areas

5.166  We did not propose to make any changes to the existing regulation we place on Royal Mail
in relation to the distribution of access points (e.g. postboxes). This is because we
considered that they remain appropriate to ensure widespread access to USO services, and

415 A free articles for the blind service is a minimum requirement of the universal postal service set by the PSA 2011.
Ofcom’s Universal Service Order requires this service to be First Class and specifies the items eligible to use the service.

416 See DUSP Condition 1.8.4.

417 Royal Mail, 2021. Statement on the arrangements for arrangements for users of postal services who are blind, partially
sighted, infirm through age, chronically sick, or disabled [accessed 7 July 2022]. Royal Mail explains that, in relation to
access points (e.g. post boxes), it takes great care when installing or relocating a post box to ensure that a location is
reasonably accessible for all users subject to cost and other legal constraints. In relation to collection, it states that its
operational managers will endeavour to respond sympathetically to users who have special needs and deal flexibly with
their requirements wherever possible. It also notes that all customers in rural areas can give stamped, letterbox-sized mail
to delivery staff when their delivery is being made (without leaving home). It also highlights its new Parcel Collect service
where, for a fee, Royal Mail will collect barcoded parcels from a user’s address.

412 Citizens Advice, 2020. Millions without mail; Citizens Advice, 2020. On the receiving end: how post can enable domestic
abuse; Citizens Advice, 2018. The postal paradox: how having no address keeps people homeless.

419 See Citizens Advice reports Millions without mail and On the receiving end: how post can enable domestic abuse.
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5.167

there are separate requirements set by Government which ensure additional access via the
Post Office network.

We did not propose to make any changes to existing regulation which applies where Royal
Mail proposes to change the collection times of specific postboxes (i.e. to earlier collection
times) as part of its ongoing Postbox Strategy, which it states is necessary to deliver
efficiency improvements.“2° This was because our current rules require Royal Mail to
publish clear and up-to-date information on key features of its service, including collection
times, and publicise planned changes.**

Vulnerable users

5.168

5.169

5.170

We welcomed the work being undertaken by stakeholders to improve access to post for
specific groups who need an address where they can receive mail without risk, and without
incurring charges associated with a long-term Redirection or PO Box service. However, we
did not currently see any role for regulatory intervention.

We welcomed Royal Mail’s continuing consideration of how it could improve access to post
for vulnerable users, and expressed our support for the potential extension to urban areas
of the service whereby, if vulnerable, your postperson will collect stamped letters from you
when they deliver your post (i.e. without such users leaving their home). However, we did
not propose to introduce broad obligations on Royal Mail to identify users in vulnerable
circumstances and maintain a register of such users.

In relation to the scope of the articles for the blind service, we said that we were not
currently minded to expand the scope of the USO to require the provision of a free service
for the posting of audio recordings (talking newspapers), as requested by one respondent
to our March CFl.#22 However, as our RUN did not consider this specific issue, we said that
we remained open to any further evidence.

Consultation responses

Vulnerable users

5.171

5.172

Citizens Advice said that it would continue its work with other relevant stakeholders to
develop a solution for those who are currently excluded. It called for our proactive support
for this work to ensure that everyone can access USO services, including those who are
homeless, in insecure accommodation, or have experienced domestic abuse.*2

CCP ACOD and ACNI voiced their support for initiatives to ensure that those without a
permanent address can access postal services.*?* ACNI said that, where regulation is not

420 Royal Mail, May 2018. Annual Report and Financial Statements 2017-18, p. 9. [accessed 7 July 2022].
421 See DUSP 1.10.1 (c) and (d).

422 Elmbridge, Runnymede and Spelthorne Talking Newspaper response to our March 2021 CFI.

423 Citizens Advice response to December consultation, p. 51.

424 CCP ACOD response to December consultation, p. 4; ACNI response to December consultation, p. 2.
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the best way to achieve this, we should use our convening and advisory powers to help
bring about change.**

Remote and rural users

5.173

5.174

5.175

CAS said it was concerned about access to priority postboxes (those with late collections
for sending COVID tests) in rural and remote areas in Scotland. It said some consumers did
not have reasonable access to these, as they were required to travel significant distances
to reach them. It called for us to monitor remote and rural Scottish users’ access to postal
services.*¢

The Welsh Government highlighted the importance of access to postal services for the
most vulnerable and isolated communities. It said that these groups deserve good quality,
affordable services so they can keep in touch and access the goods and services that they
need.*’

NALC highlighted the experience of Antrobus Parish Council, in Cheshire, after a postbox
was decommissioned in the village without notice from Royal Mail. The parish council had
experienced difficulties engaging with Royal Mail to get the postbox reinstated. NALC
suggested that Royal Mail should adopt a structured approach to dealing with customer
concerns to help resolve such issues. 428

Our assessment

Vulnerable users

5.176

5.177

We welcome the responses from Citizens Advice, CCP ACOD and ACNI expressing their
continued support for initiatives to improve access of specific groups to USO services. We
note that Citizens Advice, Royal Mail and Post Office are working on a small pilot of an
‘address and collect’ scheme. As we set out in our consultation, our regulatory powers are
limited to postal operators (i.e. in this case to Royal Mail). As any scheme is likely to require
cooperation between Royal Mail, Post Office, Government and charities, we cannot see
any role for regulatory intervention currently. However, we welcome the work being
undertaken in this area and continue to believe that this is an important issue, which if
addressed, would help to support the inclusion of vulnerable groups. In response to ACNI,
we are open to approaches from relevant stakeholders if they believe that we could help
support this work (e.g. by convening relevant parties or providing technical advice).

We did not receive any responses on our initial view that placing broad obligations on
Royal Mail to maintain a list of vulnerable users would be not practical, and that it was
unclear what the specific benefits of being on such a list would be beyond existing services
offered by Royal Mail. These include, for example, collection of stamped letterboxable-
sized mail by your postperson when your mail is being delivered in rural areas, or the new

425 ACNI response to December consultation, p. 2.

426 CAS response to December consultation.

427 Welsh Government response to December consultation p. 3.
428 NALC response to December consultation p. 4.
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Parcel Collect service which is available in all areas.*® Therefore, we are not requiring Royal
Mail to have such a list. However, we continue to encourage Royal Mail to extend to urban
areas the service whereby, if vulnerable, your postperson will collect stamped letters from
you when they deliver your post (i.e. without leaving your home). Currently it is a service
offered by Royal Mail to all users in rural areas only.

5.178  We did not receive any further evidence from stakeholders on the scope of the Articles for
the Blind service. Therefore, the scope will remain unchanged. The Universal Service Order
sets the specification of services that should be provided without charge to “blind” or
“partially sighted” persons, and defines them.%° Users that fall within the relatively wide
definition will continue to benefit from the service.

5.179  We note that as part of this statement, we have decided to set new rules requiring parcel
operators (including Royal Mail) to have policies and procedures in place that are designed
to improve the experience of disabled consumers. For Royal Mail, these policies should
explain how its USO parcel services, as well as its commercial services, will meet the needs
of disabled consumers using these services.

Remote and rural users

5.180 Inresponse to the Welsh Government, we recognise the importance of ensuring
reasonable access to postal services for the most vulnerable and isolated communities. We
believe that our existing rules help to ensure widespread access for such groups. This
includes our requirements on the distribution of access points, which is complemented by
access to the Post Office network ensured by rules set by the Government#3; and our
further requirement for Royal Mail to have a statement of arrangements to ensure that
those in remote areas are provided with reasonable access to postal facilities.

5.181 We appreciate concerns about ensuring users have reasonable access to priority postboxes
in rural and remote areas in Scotland. We understand that, as most people are no longer
advised to get tested if they have Covid-19 symptoms, Royal Mail is reviewing the need for
the priority postbox scheme. However, this concern is also relevant to the Postbox Strategy
programme where, to deliver efficiency improvements, Royal Mail plans to move post box
collection times to earlier in the day, and retain a smaller, core network of post boxes with
end-of-day collections.

429 Royal Mail states that customers in rural areas can hand letterboxable-sized mail carrying the appropriate postage
directly to delivery staff while their delivery of mail is being made. Parcel Collect is a collection service available in all areas
where, for a fee, delivery staff will collect an item from an address. See Royal Mail, 2021. Statement of arrangements for
users of postal services who are blind, partially sighted, infirm through age, chronically sick, or disabled, p. 4. [accessed 7
July 2022].

430 The Postal Services (Universal Postal Service) Order 2012, paragraph 2. “Blind” means registered blind under the
provisions of the National Assistance Act 1948 c.29; “partially sighted means certified by an ophthalmologist, doctor or
ophthalmic optician as having vision which cannot be improved using optical aids (including magnifiers) or additional
illumination to allow 12 point sized print to be read at a comfortable reading distance.”

431 Ofcom does not regulate Post Office Limited, but we note that it is required to meet six access criteria set by
Government on the distribution of post offices across the UK. It must also report annually to the Government, and to
Parliament, on the accessibility of the post office network.
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5.182  As explained above, our current rules require Royal Mail to publish clear and up-to-date
information on key features of its service, including collection times. 432 In addition, where
Royal Mail proposes to change collection times, we already require it to publish its plans in
such a way as to ensure reasonable publicity for them, and to notify us and the consumer
advocacy bodies at least a month in advance of the change.*® As the rollout of the Postbox
Strategy programme continues, we encourage Royal Mail to communicate clearly with
stakeholders and users on proposed changes, and take account of local feedback. For rural
users, who are a considerable distance from a post box with an end-of-day collection, it
should also promote alternative options, including handing stamped letterboxable-sized
items to their postperson on delivery of their mail and/or the new Parcel Collect service.

5.183  Inresponse to NALC, as explained above, we set rules which require Royal Mail to have an
extensive network of access points. It is for Royal Mail to ensure that its decisions about
the location of specific post boxes ensure that it continues to comply with these rules.
Royal Mail has told us that its collections team follows a set process to decide whether to
remove or relocate a post box (i.e. if it is damaged). Royal Mail has told us that this
involves placing a notice near to the site, seeking feedback, and its assessment of factors
like the number of alternative post boxes within half a mile, the costs of replacement, and
the impact on customers. We expect Royal Mail to communicate clearly with users where
it proposes to remove or relocate a post box. This should include ensuring reasonable
publicity for the proposed change, explaining the consultation process, if appropriate, and
how it will reach its decision.

Special Delivery, Signed For and additional services

Special Delivery Guaranteed and Signed For services are essential to customers, so are important
features within the USO.

We have decided not to make changes to our requirements for either Special Delivery Guaranteed,
or Signed For. We are not persuaded that there is compelling evidence showing that changes are
justified to meet user needs. In any future review of users’ needs, we may consider whether there is
evidence to justify changing our requirements.

Introduction and background

5.184  Special Delivery Guaranteed (“SDG”) by 1pm and Signed For services offered by Royal Mail
are universal postal service products.

5.185  The minimum requirements of the universal postal service include a requirement for the
provision of a registered items service and an insured items service.*** The Universal
Service Order and DUSP Condition 1 require Royal Mail to offer one or more registered and
insured service(s). These services must also have a target delivery time of next day by 1pm

432 See DUSP 1.10.1 (c).
433 See DUSP 1.10.2 (c), (d).
434 See PSA 2011, section 31, requirements 4 and 5.
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(except where this is not reasonably possible) and should include tracking and offer proof
of delivery.*3> Royal Mail is meeting this requirement by offering the SDG service.*3

5.186  The DUSP Condition also requires Royal Mail to offer an optional ‘add-on’ to its First Class
and Second Class services which includes provision of proof of delivery from the recipient
on application by the sender.*¥” Royal Mail is meeting this requirement by offering the
Signed For service.

5.187  Our RUN research found there was substantial usage of both SDG and Signed For services
among residential and business users in 2019/20, %38 signalling that there is an appetite for
these services. Although they are used less often than First Class and Second Class services,
they are seen as “essential” when they are used.?®

Our consultation position
Special Delivery Guaranteed — time of delivery, and Registered and Insured elements

5.188  Our provisional assessment of the currently available evidence suggested that there
remains a user need for a SDG service.

5.189  We noted Royal Mail’s suggestion that the rules on SDG should explicitly allow registered
and insured services to be offered as separate universal service products. We considered
that greater clarity was needed from Royal Mail about its proposal and its reasoning before
we would consider such a change. We therefore did not propose a change to the SDG
requirements at that stage, but said that we would welcome stakeholder views on the
separation of registered and insured services.

5.190 We also explained that we had not seen evidence that would justify the removal of the
requirement for delivery by 1pm the following day, as Royal Mail had asked. Although we
did have some research indicating the SDG service may be over-prescribed for some postal
users,*° we were of the view that we had not conducted sufficient research to justify a
change to its features (and, in particular, the removal of the 1pm delivery target). We
therefore did not propose a change to that particular requirement, but noted that we
would be interested in stakeholder views as to whether user needs have changed in this
regard.

435 See DUSP Condition 1.6.1(d).

436 Royal Mail also offers a Special Delivery Guaranteed by 9am service. It offers this on a commercial basis. It is outside the
USO specification.

437 See DUSP Condition 1.6.1 (a)(d); and DUSP Condition 1.6.1(b)(d).

438 Jigsaw Research, 2020. UK Postal User Needs: Qualitative Research Report. Approximately 40% of residential users used
the Recorded/Signed For service and one in five used the SDG service in the last 12 months for both letters and parcels.

439 Jigsaw Research, 2020. UK Postal User Needs: Qualitative Research Report, p. 32. We asked participants whether they
considered specific services to be “essential”, “nice to have” or “not required”.

440 Jigsaw Research, 2020. UK Postal User Needs: Qualitative Research Report, p.19 and p.32. Note that our commissioned
research did not test user views on specific elements of Special Delivery or other USO services.
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Signed For and proof of delivery

5.191  Our provisional view was that the requirement on Royal Mail to offer a “proof of delivery”
option fulfilled specific user needs, and we had not seen evidence to suggest that this need
would be met without requiring evidence from the recipient to demonstrate proof of
delivery.

5.192  We also noted that the existing definition of “proof of delivery” in DUSP 1.1.2(z) allows for
the recipient to confirm delivery by means other than a signature.* This permits Royal
Mail to develop procedures that use alternative methods for acquiring evidence from the
recipient, so long as they adhere to the DUSP Conditions that we have laid out.

5.193  Therefore, we were of the initial view that it would not be appropriate to update the
definition of “proof of delivery” and remove the requirement for evidence from the
recipient as Royal Mail had proposed. However, we said that we welcomed the views of
stakeholders on this issue.

Clarity of information regarding Special Delivery Guaranteed by 1pm and Signed For features

5.194 We found from our own research, and comments from stakeholders, that users were often
unclear about the specific features of SDG and Signed For, as well as the differences
between them. We suggested that Royal Mail should take note of these points as it
progressed its product simplification initiative.

Consultation responses

5.195  Only a small number of stakeholders commented on Special Delivery Guaranteed, Signed
For and additional services. ACNI** noted the importance of both Special Delivery
Guaranteed and Signed For, and agreed that customers would benefit from clearer
information about what each service provided, so that they could choose the best service
for their needs.

Special Delivery Guaranteed — Royal Mail’s proposal for a 6pm option

5.196  Royal Mail proposed that Ofcom require the addition of a 6pm service to the Special
Delivery Guaranteed USO product, alongside the existing 1pm service.*® It argued that
including a 6pm option would:

d) reduce the number of costly, inefficient diversions required in order to deliver SDG
items on time, and in so doing save [3<]. It argued that the current 1pm-only SDG
delivery requirement drove inefficiency in its operation, and that an additional 6pm
option would allow it to be more efficient; and

e) better meet some customers’ needs. Royal Mail presented insights from its own
consumer research, showing that for [3<] of customers, end of day rather than 1pm

441 See DUSP Condition 1.1.2(z), “..or other evidence from the recipient in confirmation of receipt”
442 ACNI response to our December consultation, p. 3.
443 Royal Mail response to our December consultation, p. 31 and pp. 32 — 35.
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delivery would have met their needs, and that if a 6pm option were offered alongside
9am and 1pm, it would be popular among consumers. Royal Mail said that with the
current 1pm option, SDG items are often delivered when the recipient is not at home,
for example because they are at work, school or university, which means they need to
either collect the item from the Delivery Office or arrange redelivery.**. Royal Mail said
that “having the flexibility to offer a range of SDG delivery times that fit with how
people live their lives, including an end-of-day option, would make the product more
convenient and would better meet the needs of modern consumers”.

Signed For and proof of delivery

5.197

5.198

Royal Mail asked Ofcom to confirm that proof of delivery via photo only (i.e. not with a
signature as well) meets the requirement for “evidence from the recipient”.4*s Royal Mail
said that a photo-only option for proof of delivery would meet many consumers’ needs for
proof of delivery. It cited evidence from 2021 where it trialled photo-only proof of delivery
on non-USO tracked items, which received “overwhelmingly positive” retailer feedback —
and we note that it has since rolled out photographic proof of delivery as a default feature
across its commercial Tracked products.* Royal Mail argued that other providers (e.g. Evri
and DPD) provided proof of delivery by photograph, and that Royal Mail should be able to
offer a similar service to meet customers’ expectations and keep pace with technological
developments. .

Royal Mail said that it agreed with Ofcom that some customers valued a signature
specifically, so intended to retain the option of signature plus photo for those senders who
specifically required the item to be signed for. But it argued that always requiring a
signature could go beyond some customers’ needs. It also said that requiring both a name
and a photo for USO products, but only a photo for commercial Tracked products, would
lead to more complicated delivery processes, with complexity adding time and thus cost.

Registered and insured elements

5.199

5.200

Royal Mail did not repeat its March CFI call for Ofcom to separate out registration and
insurance from having to be offered together for Special Delivery items, so that they could
be offered as separate products for customers to choose according to their needs.

Pitney Bowes and techUK both supported Royal Mail’s previous call.*#” They noted that
customers who do not need the high level of insurance offered by SDG had no choice but
to accept it if their item was urgent or important but not valuable, and argued that

444 5DG items cannot be signed for by a neighbour, or be left in a safe place.

445 DUSP 1.1.2 (z) defines “proof of delivery” as “a copy of a signature, or other evidence from the recipient in confirmation
of receipt, obtained on delivery of a postal packet”. Proof of delivery is required as an option for first class (DUSP 1.6.1(a)),
Second Class (DUSP 1.6.1(b)) and Special Delivery Guaranteed (DUSP 1.6.1 (d)) services.

446 Royal Mail, Royal Mail launches feature for posties to capture photos on delivery, 10 March 2022. See also
https://www.royalmail.com/photo-on-delivery, [accessed 26 April 2022].

447 pitney Bowes response to our December consultation, p. 4; techUK response to our December consultation, p. 3.
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requiring both elements to be included made Royal Mail’s service less competitive relative
to other operators.

Our assessment and decision

5.201  We have decided not to make changes to our requirements for either Special Delivery
Guaranteed, or Signed For.

Special Delivery Guaranteed — Royal Mail’s request for an additional 6pm service within the USO

5.202 A guaranteed next day delivery service, with registration and insurance for important
and/or valuable items, is seen by most customers as an essential service.* For this reason,
it is specified as a requirement in the USO. The current DUSP condition requires that this
service gives delivery by 1pm.44

5.203  Royal Mail fulfils this requirement through its Special Delivery Guaranteed by 1pm
service.*® This existing USO SDG service meets the needs of users who need a guarantee
that their documents or parcel will get to the recipient during the next working day, and/or
need protection for valuable or important items. Our RUN work showed that users
regarded SDG as an essential service within the USO, and that customers used it when
sending important and urgent items which needed to arrive the next day, sometimes by a
certain time.** Royal Mail’s customer research also showed that a significant proportion of
customers using SDG did so because they needed the item to arrive by early afternoon the
next day ([3<] of consumers, and [3<] of business customers).452

5.204  In addition to this SDG 1pm service required by the USO, Royal Mail also provides, on a
commercial basis, Special Delivery Guaranteed by 9am, and a guarantee of Saturday
delivery.*3

5.205  Royal Mail has asked, in its consultation response, that Ofcom require a 6pm service, in
addition to the current 1pm service, within the USO Order and DUSP Conditions. No other
stakeholders submitted evidence about how SDG should be changed to meet users’ needs,
or suggested that the current 1pm service is not meeting users’ needs. Therefore we have
not considered any changes to SDG 1pm service in the USO any further. However, we have
considered whether imposing a new obligation requiring Royal Mail to provide an
additional 6pm SDG service as part of the USO (as proposed by Royal Mail) is justified.

448 Ofcom, 2020. Review of postal users’ needs, paragraph 6.39.

449 Full specification in DUSP condition 1.6.1(d)

430 Fyll details of Royal Mail’s Special Delivery Guaranteed service can be found here:
https://www.royalmail.com/sending/uk/special-delivery-guaranteed-1pm [accessed 27 May 2022]

451 Ofcom Review of Users’ needs 2020, paragraphs 6.38 — 6.43.

452 Royal Mail response to our December consultation, paragraph 1.68 and [$<.]

433 See https://www.royalmail.com/sending/uk/special-delivery-guaranteed-9am and
https://www.royalmail.com/sending/uk/special-delivery-guaranteed-1pm for details of the commercial 9am service and
Saturday guarantee for both 1pm and 9am services [accessed 7 July 2022].
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5.206

5.207

5.208

5.209

Before making such a modification to the USO, we are required by section 30 of the PSA to
assess the extent to which the market is meeting users’ reasonable needs.*** To do this, we
have considered the available evidence of user needs for an additional 6pm service, and
the extent to which the existing USO SDG 1pm service as well as the wider market is
meeting this need.

It is worth noting that as described above, USO services are not intended to cater for all
the options consumers might want, but rather to provide a basic guarantee of essential
services to all users. Ofcom has a bias against intervention, as set out in our Regulatory
Principles*, as a service being in the USO imposes an obligation on Royal Mail to provide
it. Therefore, the addition of services to the USO requires careful consideration against the
statutory framework. It is important to note that Royal Mail has freedom to offer
alternative services outside of the USO.

We note that the available evidence on the user need for a ‘by 6pm’ SDG service in
addition to the existing ‘by 1pm’ service is limited: our RUN research did not specifically
test different times of day, and some of the evidence provided by Royal Mail is more
focused on user preferences than needs. Based on the information we have available we
are not persuaded that an additional delivery by 6pm SDG service would fulfil a need that
is not met by the current service, and / or would better meet the needs of some postal
users. This is because:

a) We would expect most people who need mail delivered by 6pm would have that need
met by guaranteed delivery by 1pm, as it is earlier in the day.

b) Royal Mail suggested that a later delivery option could better meet the needs of
customers who were not at home during the working day to accept delivery by 1pm.
But since delivery could happen at any point until 6pm (rather than delivery at 6pm), it
is not clear how it would help residential consumers not at home during the work day
(and in fact, could leave them having to spend longer waiting home for the delivery
than they currently do with the 1pm service). Looking more broadly, some other
settings, such as schools and GP surgeries, may not be open or fully staffed until 6pm,
so a later delivery may serve them less well in terms of receiving the item during the
working day.

We recognise that the current SDG service may be over-prescribed for some postal users.
For example, our RUN work suggests that an end of next day, rather than timed next day,
service may meet the needs of some users.*¢ Royal Mail’s research suggests that for a
substantial proportion of customers who had used SDG ([3<] of consumers and [3<] of
businesses), end of next day delivery or later would have met their needs. Royal Mail’s
research also suggests that some customers may choose 6pm if it were available at a lower

454 |In considering Royal Mail’s request, we have used the same analytical framework as we did to assess whether tracking
should be included in the USO (see section 7).
455 policies and guidelines - Ofcom

456 Ofcom, 2020. Review of Postal Users’ needs, paragraphs 6.38 —6.43, and qualitative research.
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price than 1pm. However, that does not mean their needs are not being met by the
existing 1pm service.

5.210 In addition, we note that other parcels operators including DPD, Evri and DHL offer an end
of next day service (albeit differently specified than Royal Mail’s SDG service), 7 so
customers who want next day delivery with some features of SDG (like tracking and
insurance) may be able to shop around to choose the best product for their needs. Other
providers’ products may not be available with the same geographic reach as Royal Mail’s
SDG service, but almost all customers in the UK seeking guaranteed next day delivery can
get the certainty of it by using SDG by 1pm.*58 (See Chapter 6 for detailed discussion of
parcels market regulation).

5.211  In light of the above, we are not persuaded that it would be appropriate or proportionate
to require an additional 6pm service in the USO (in addition to the existing 1pm service).

5.212  We are however open to changing the USO in line with users’ needs where supported by
evidence that it is justified, and we would expect any future review of users’ needs to
consider residential and business users’ needs for guaranteed next day/registered/insured
services We would expect to gather more consumer research on this question as part of
any future user needs assessment.

Registered and Insured elements

5.213  We have decided not to separate out registration and insurance, and allow them to be
offered as separate products for Special Delivery services. We note the points made by
Tech UK and Pitney Bowes that the current specification of SDG may exceed some users’
needs, which also suggests that SDG may be over-specified. However, Royal Mail did not
repeat its request, or offer further evidence in support of its initial proposal to decouple
registration and insurance from SDG. No other stakeholders offered further evidence. We
therefore remain of the view that the evidence broadly suggests that customers’ needs are
met by the current service, and there is not a current objective justification to change the
specification.

Signed For and proof of delivery

5.214  Proof of delivery is an important service offered to customers as an additional option on
certain USO services. It ensures that the sender of an item can be confident that there will
be an interaction between the post person and the recipient when the item is delivered.
Royal Mail fulfils its obligation to provide proof of delivery by its Signed For service. If they
need it, senders can choose to add on proof of delivery via Signed For, for an extra charge,
to First and Second Class USO services.

5.215  Our C2X qualitative research suggests that marketplace sellers use the Signed For service
as a means of acquiring formal evidence to show that an item has been delivered to their

437 DPD, Evri and DHL's next day delivery offerings [accessed 17 June 2022].
458 Recognising that it is not possible to provide next day delivery to certain remote areas, the DUSP conditions allow some
exceptions.
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5.216

buyers and to protect against fraud.** As noted in Chapter 7 on the parcels USO, our
guantitative and qualitative research found that ‘proof of delivery’ was consistently highly
valued by users. Marketplace sellers found the Signed For service important for sending
high value items. It is seen to provide more effective protection against perceived fraud by
marketplace buyers than online delivery confirmation alone - because recipients have to
sign for the item on delivery when Signed For is used, it can provide greater proof that the
recipient has received it. Although social senders used Signed For less frequently,
participants reported using it when sending official documents or returning items.*s In
addition, participants in our RUN also felt that the Signed For option, as a way of providing
proof of delivery, is needed because it could be recommended when sending legal or
government documents so that there was a record of an item having been received, which
is an important use case.*! We remain of the view that proof of delivery is important to
users, and - given its importance to users — are cautious about making changes to its
specification.

The DUSP condition already explicitly allows for some flexibility on proof of delivery from
the recipient other than a signature. We remain of the view that this is the right principle
for the DUSP condition. This means that Royal Mail has some freedom to innovate within
the current rules (as well as to offer other services and features commercially), and to
develop other ways to obtain “evidence from the recipient” while also complying with the
DUSP condition. Royal Mail have asked that we confirm that a photo would satisfy the
DUSP requirements on proof of delivery. We do not intend to give reassurances on
particular approaches being within or outside these rules at part of this Review. How the
rules are applied will be a matter dealt with by ongoing monitoring, engagement and
enforcement action as necessary. Our view may for example, depend on the details and
circumstances involved. For example, some uses of photos (or other innovations) may
provide evidence from a recipient and others may not, we therefore cannot give a view a
priori on photos (or other innovations) in general to provide proof of delivery. We remain
open to working with Royal Mail informally as they evolve their practices to keep pace with
technology.

Clarity of information for customers regarding Special Delivery Guaranteed by 1pm and Signed For

features

5.217

Stakeholders did not comment in detail on clarity of information regarding these features.
We remain aware that users can be often unclear about the specific features of SDG and
Signed For, as well as the differences between them. We continue to suggest that Royal
Mail should take note of these points as it continues to develop and market its product
range. We expect Royal Mail to be as clear as possible in how it communicates about its
products to customers.

459 C2X parcels qualitative research, slide 50.

460 C2X research, slide 50.
461 Ofcom, 2020. Review of Postal Users’ Needs qualitative research, p. 32.
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Meter mail (franking)

Meter mail is a payment option for letters (and parcels) within the universal service. Our view is that
meter mail, as a payment option for single piece services, is consistent with the principles of the
universal service. We also conclude that meter mail should be retained within the USO, as it remains
important to SMEs, and the market does not offer sufficiently comparable services that can meet
the basic needs of SMEs using metered mail.

Introduction and background

5.218  Metered (franked) mail is an in-house, pre-paid, postage and payment option that allows
businesses and other organisations (such as charities or local authorities) to buy or lease
franking machines that print the post mark directly onto envelopes (or label for parcels).¢

5.219 Royal Mail offers meter mail (franking) at discounted prices relative to regular stamps. For
example, a First Class letter as of 2022 costs 84p with standard (legacy) franking and 78p
with Mailmark franking, compared to 95p for a regular First Class stamp.*®3 As in the case of
stamps, metered mail prices have risen for letters and large letters since 2013.44

Our proposal

5.220  In our December consultation, we proposed that metered mail should be retained as a
payment channel within the universal service.

5.221  Our provisional views were that:
a) metered mail for single piece services is not inconsistent with the universal service;
b) metered mail remains important for SMEs; and
c) the market does not offer fully comparable services.

5.222 However, we also proposed that we would continue to monitor metered mail within the

scope of the universal service and in the context of new services emerging.

Consultation responses

5.223  Some stakeholders (Royal Mail, MUA, techUK and franking machine manufacturers such as
Pitney Bowes and Quadient UK)*s> agreed with our proposal that metered mail should be
retained as a payment channel within the universal service.

462 From January 2023, Royal Mail will only accept franked mail from customers using Mailmark franking machines, which
uses barcode technology. Therefore, businesses using standard franking machines will need to migrate to Mailmark to
continue accessing metered mail services. https://www.royalmail.com/business/shipping/franking [accessed 15 April
2022].

463 Royal Mail’s standard (legacy) franking, Mailmark franking and Stamp prices from 4 April 2022 [accessed 7 July 2022].
464 See Figure 5.1 (Royal Mail USO letter and large letter prices in real terms) in our March CFI.

465 Royal Mail response to our December consultation, p. 51; MUA response to our December consultation, p. 7; techUK
response to our December consultation, p. 2; Pitney Bowes response to our December consultation, p.2; and Quadient UK
response to our December consultation, p. 2.
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5.224  In contrast, other stakeholders (DX, MCF and Whistl) argued that metered mail as a
payment channel should not be included within the universal service.

a) DX and the MCF argued that payment by meter mail is subject to a discount related to
the use of machine sortation, which is prohibited under the definition of a “single piece
service” and therefore that it is not consistent with the universal service.

b) DX argued that the need for metered mail amongst businesses dealing with low
volumes of mail could be met through bulk mail services. They argued our finding that
access operators may require a minimum volume threshold of 250 items per day for
unsorted bulk mail services is misleading, as this would only be the case if the operator
was not already collecting (i.e. items as part of other services) from the customer’s

premises.*’

c) DX, MCF and Whistl argued that the VAT exemption is hindering competition for
services such as bulk mail and hybrid mail.#s¢ DX pointed out that its customers were
unable to claim VAT on its Downstream Access (DSA) service. Whistl argued that both
unsorted bulk and hybrid mail services are providing emerging competition, and that
Ofcom’s proposal to retain metered mail within the USO was “frustrating the possibility
of emerging competition”.

Our assessment

Metered mail for single piece services is not inconsistent with the universal service

5.225  Our view is that metered mail may be used as a payment method for universal services,
and that this is not, as some stakeholders have suggested, inconsistent with the universal

service.

5.226  We note that metered mail is an option available to all postal users and therefore
consistent with the principles of a universal service. While postal users will need to buy or
lease a franking machine and have a license from Royal Mail, this is an option which is
available to all users under the same conditions.

5.227  The definition of single piece service in the Universal Service Order makes clear that
volume and certain other discounts“?are not consistent with the provision of a single piece
service, and therefore with the universal service. While payment by meter is at a

466 DX response to our December consultation, p. 11; MCF response to our December consultation, p. 12.

467 DX response to our December consultation, p. 11.

468 DX response to our December consultation, p. 11; MCF response to our December consultation, p. 12; Whistl response
to our December consultation, p. 5.

469 “Single piece service” is defined as a postal service for the conveyance of an individual postal packet to the addressee,
for which the price per postal packet is not subject to any discounts related to—

(a) the number of postal packets sent in connection with the person who paid for the service;

(b) the positioning or formatting of text on the postal packet;

(c) the use of markings which facilitate the use of machines to sort postal packets;

(d) pre-sortation into geographical areas for delivery; or

(e) the purchase of any other conveyance of the same or any other postal packet.
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discounted rate to payment by stamp, we do not think this is by itself inconsistent with the
universal service.*”°

5.228 DX and MCF both agreed that payment via meter was not a volume-related discount,
however MCF argued that meter mail does involve “the use of markings which facilitate
the use of machines to sort postal packets”, which is another discount that is inconsistent
with the provision of single-piece (USO) services.** We consider that our definition of
single piece service makes clear the discounts that are specifically prohibited.*”2 If Royal
Mail was to use the franking mark or mailmark barcode to aid the sortation of franked
items, then this would be inconsistent with our definition of a single piece service, and any
such items would not be within the scope of the USO. However, even if this were the case,
we note that non-compliance would not justify the removal of metered mail from the
universal service, as we consider that metered mail as a payment channel for single piece
services is consistent with the principles of the universal service.

Metered mail remains important to some SMEs

5.229  Our quantitative RUN research found that while most SMEs use stamps when sending
letters, 14% of SMEs use metered/franked mail services. This compares to only 3% of SMEs
that use the bulk mail letter services offered by Royal Mail, and 2% that use bulk mail letter
services provided by other postal operators.*”

5.230 Among SMEs that use metered/franked mail services, 85% considered this method of
sending mail to be ‘important’ or ‘very important’ to their business.*”

5.231  This view is echoed in our qualitative RUN research which found that although many SMEs
do not use metered/franked mail services, those that use these services see them as
essential or very important, citing cost and speed as the key benefits.*”

The market does not offer sufficiently comparable services that can meet the basic needs of SMEs
using metered mail

5.232 Metered mail is an option available to all postal users and is not subject to any minimum
volume thresholds.

5.233  The wider postal market (including Royal Mail) does offer services that may potentially be
comparable to metered mail for some users.

470 Also, while payment by meter is an option for USO services, this does not mean that all services paid for by meter are
within the scope of the USO if they do not fit within our definition of single-piece services.

471 DX response to our December consultation, p. 11; MCF response to our December consultation, p. 12.

472 |n their responses, DX and MCF also asked Ofcom to explain the basis of the discount and how it is permissible within
the universal service. We note that PostComm (the Postal Services Commission, which Ofcom superseded) in 2011
assessed the inclusion of meter mail as a payment channel within the universal service, including the basis of the discount
and found it to be consistent with the principles of the universal service. PostComm, p 42,
https://webarchive.nationalarchives.gov.uk/ukgwa/20110824111343/http:/www.psc.gov.uk/consultations/universalservic
edecision

473 Ofcom, 2020. Review of Users’ Needs Quantitative Report, pp. 21-23.

47% Ofcom, 2020. Review of Users’ Needs Quantitative Report, p. 22.

475 Ofcom, 2020. Review of Users’ Needs Qualitative Report, p. 33.
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5.234  Some access mail operators such as UK Mail (DHL) and Whistl provide users with bulk mail
services. They typically offer two different bulk mail services:

a) Sorted mail services — Targeted at businesses that have the technology to pre-sort
their mail, according to format and weight. A minimum volume threshold of 4,000
items per day may be required.*’

b) Unsorted mail services — Targeted at businesses that do not necessarily have the
volumes to pre-sort their mail and invest in sortation technology. A minimum volume
threshold of around 250 items per collection may be required by operators.*”

5.235  The market also provides businesses with other services, for example:

a) DX’s DSA service — This is similar to an unsorted mail service and enables businesses to
send as few as 30 items per day.*’8 DX have also mentioned that they offer the DSA
service with no minimum volume threshold to existing customers that take up their
document exchange service (a private business to business delivery network).47

b) Hybrid mail services (digital mail solutions) — Involves electronic copies of mail being
sent by the sender to the operator, to be printed, produced, enveloped and then
posted. Targeted at businesses who may not have the time or facilities to print; and/or
businesses that generate mail from multiple locations. No minimum volume threshold
is typically required.4

5.236  We believe however that the need for metered mail among businesses dealing with low
volumes of mail is unlikely to be met through bulk mail services and other services with
minimum volume requirements.

5.237 Inits response, DX recognised that a minimum volume threshold could be a barrier to use.
However, it argued that this would only be required if the operator was not already
collecting from the customer’s premises. In contrast, we note that meter mail gives
businesses the flexibility to send variable volumes of letters (and parcels) with no minimum
volume requirements, irrespective of whether or not Royal Mail is already collecting mail
from the customer.

5.238  We also understand that the cost of leasing a franking machine are low. We estimate that a
business renting a low volume franking machine could break even by sending around three

476 Based on Whistl’s sorted mail service offering. See: https://www.whistl.co.uk/mail/sorted-mail [accessed date May
2022].

477 The Mail Users Association (MUA) noted in its response that access operators tend to have a threshold of 250 letters.
This is consistent with Whistl’s threshold for some of its unsorted mail delivery services. See:
https://www.whistl.co.uk/mail/unsorted-mail/premiersort-flex [accessed date May 2022].

478 https://www.dxdelivery.com/services/Downstream-Access [accessed date May 2022].

479 Based on DX’s email to Ofcom sent on 14 January 2022. DX’s document exchange service is a business-to-business
network, that provides document delivery services to companies within the legal and professional services sector. See:
https://www.dxdelivery.com/services/document-exchange [accessed date May 2022].

480 Based on Whistl’s and Royal Mail’s hybrid mail service offering. See: https://www.whistl.co.uk/industries/public-
sector/pdf-creation-delivery and https://www.royalmail.com/business/mail/marketing/hybrid-mail [accessed date May
2022].
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First Class letters per day at a minimum.*! This is significantly below the minimum volume
thresholds that we understand are set by access mail operators.“2

5.239  We recognise that hybrid mail services may be suited to some businesses with lower postal
volume needs, as an alternative to metered mail services. We note that the service
proposition of hybrid mail is different to metered mail, in that it covers the printing,
enveloping and delivery of mail (it is also considered a digital mail solution). We have not
yet seen sufficient evidence to suggest that hybrid mail services meet the basic needs of
businesses, who consider metered mail to be important and have the relevant technology
and printing facilities required to produce franked mail. In fact, we are aware that
businesses using metered mail have in recent years upgraded from using Standard
Franking machines to Mailmark compatible ones, to ensure they can continue to have
access to metered mail as a payment channel from January 2023.48 Therefore, at present,
we consider there are likely to be material risks for businesses who currently use metered
mail and require a service that meets their basic needs, if we were to remove this payment
channel from the universal service.

5.240  We also recognise the concerns raised that the inclusion of metered mail within the
universal service — and the resulting VAT-exemption — could deter the possibility of
emerging competition. However, we note that in recent years, a range of providers
including Royal Mail, have started offering hybrid mail services (all of which are subject to
VAT*#4) and the inclusion of metered mail within the universal service has not prevented
the emergence of such alternative services.

5.241 At present therefore, we remain of the view that the inclusion of meter as a payment
channel for single piece services is unlikely to be having a significant adverse effect on
competition between metered mail and other lower volume market services.

Our Decision

5.242  In light of the importance of meter mail services to SMEs, and the fact that the wider
postal market does not appear to offer sufficiently comparable services that can meet the

481 The monthly cost of a low volume franking machine is likely to be around £20-£40 (excluding expenses associated with
printing ink, labels, etc). See: https://www.frankingmachineexperts.co.uk/how-much-franking-machine-cost/ [accessed 1
May 2022]. For a machine with a monthly lease cost of £40, a business would at a minimum need to send 3 letters per day
using First Class rates (mailmark price of £0.78) in order to cover this cost (assuming on average there are 20 working days
in a given month).

482 DX argued that Ofcom had failed to consider the upfront payment required by Pitney Bowes and Quadient (franking
machine manufacturers) from SMEs, in addition to the cost of leasing or purchasing a machine, which could be a barrier to
use. In response to our December consultation, we received no comments either from SMEs themselves or on behalf of
SMEs (e.g. MUA), in relation to these potential upfront payments and its impact on the cost of using metered mail services.
We also note that our qualitative Review of Users’ Needs research found that SMEs cite costs as one of the key benefits of
using metered mail services.

483 Royal Mail plans to decertify Standard Franking machines. From January 2023, Royal Mail will instead only accept
franked mail from customers using Mailmark Franking machines. From a meeting with Royal Mail on 2 September 2021,
we understand that around 90% of machines used were Mailmark Franking machines.

484 This is in contrast to DX and UK Mail’s argument, that hybrid mail services are subject to VAT, when offered by
companies other than Royal Mail. We note that Royal Mail’s hybrid mail service is not provided pursuant to a regulatory
obligation and therefore is not VAT exempt.
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5.243

basic needs of meter mail users, our view is that it is not appropriate to remove the
requirement for Royal Mail to provide metered mail as a payment channel for single piece
services.

However, we are aware that Royal Mail benefits from a VAT exemption where it provides
services pursuant to a regulatory obligation. In the future, we are also aware that the use
of alternative services may continue to grow and/or the needs of meter mail users may
potentially change. Therefore, we will continue to monitor meter mail within scope of the
universal service and its likely impact on competition.

Online and offline USO pricing

We have considered Post Office’s argument that online and offline USO prices should be the

same. We do not think that this practice raises obvious enforcement concerns against our current

rules, and note that there are likely to be cost differences between online and offline services. As

part of our ongoing monitoring regime we will continue to assess Royal Mail’s online and offline

pricing with a view to identifying any potential concerns should any emerge.

Consultation responses

5.244

5.245

5.246

In its consultation response, Post Office argued that the regulatory framework should
require that universal service products are available for the same price, whether they are
bought online or offline (for example, in a physical Post Office location or other shop).%
Post Office said that offering discounted rates for postage bought online put people
without internet access, who are especially dependent on Post Offices and who may be
vulnerable, at a disadvantage. Post Office was concerned that online discounts had been
getting more significant over time. It said that Royal Mail was applying the discount in
particular to parcels, in which Royal Mail competes with other providers, which Post Office
said was unfair given Royal Mail’s competitive advantage via the VAT exemption, and
because it led to letters users subsidising discounts for parcels customers. It also said that
letters and parcels transactions represent the single largest source of Post Office’s income,
so was concerned that customers shifting to online purchase would have a significant
impact on the overall sustainability of branches and the access points they offer.

In Post Office’s view, Ofcom should take the view that products offered for a discount
online should no longer be considered single piece, and therefore not be part of the USO. It
said that, if we allowed online discounts to continue, then in our safeguard cap review we
should consider whether Royal Mail being able to offer discounts means the safeguard cap
is set too high, and that we should take into account Royal Mail’s discounting and its
impact on revenues and affordability as part of our assessment.

CCNI also commented on this issue. It welcomed Royal Mail’s online price reductions as a
way to help affordability for customers in Northern Ireland. It noted, however, that

485 post Office response to our December consultation, pages 1, 2 and 4-7.
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affordability was a challenge to many customers in Northern Ireland, and said that Ofcom
should consider the effect of online discounts on customers who did not have internet

access. 8

Our assessment and decision

5.247  Since 2016, Royal Mail has offered discounts when certain USO parcels postage is bought
online, via the Royal Mail website or app, relative to buying the services over the counter,
for example, at a Post Office. Since the latest set of price changes in April 2022, all Royal
Mail parcels products, including USO parcels, are cheaper to buy online than they are over
the counter, or ‘offline’. Letters are priced the same whether they are bought online or
offline.

5.248  The discounts that Royal Mail offers for online purchase are available uniformly across the
UK, and they do not constitute a volume discount because they are not limited to
customers buying multiple items.*¢” We therefore do not consider a discount, in principle,
to contravene existing USO rules. We also recognise that there are likely to be some cost
differences between online and offline services.

5.249  We note however that the size of online discounts has been increasing in recent years, and
that this may have implications for customers who do not have easy access to the internet
at home. Fair and affordable prices for those customers who cannot easily buy their
stamps online is an important consideration. While we do not regulate the Post Office, we
also recognise the important role Post Offices play in providing access to USO services and
that the size of online discounts may have implications for Post Office revenues.

5.250 At present we do not have evidence to suggest that postal users (including those without
easy access to the internet) are facing affordability challenges — beyond those from which
they are protected by the safeguard cap - as a result. We will however monitor online and
offline USO pricing in future and the size of the differential, as part of our work to ensure
that USO services are affordable for customers.

486 CCNI response to our December consultation, page 14.

487 The Postal Services Act 2011, section 31 requires that USO products be offered at “a public tariff which is uniform
throughout the United Kingdom”. The Postal Services (Universal Postal Service) Order 2012, Schedule 1, paragraph 1.
excludes from the USO products whose price is discounted because of the volume of items posted.
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6. Parcels market regulation

This chapter considers the broader parcels market and how well it is working for consumers. The
aims of our regulation in the parcels market are to protect consumers, promote competition and
support innovation.

While we recognise that in some parts of the UK, sending and receiving parcels can be more
expensive and/or with slower services (for non-USO services), our view is that the parcels market is
working well overall, and that competition is driving benefits for consumers. Our evidence also
suggests there are some problems for consumers that need to be addressed. We found that:

e consumer complaints and contact handling processes were too often inaccessible or inadequate;
and

e disabled consumers were more likely to experience detriment from services failing to meet their
needs.

We have therefore decided to take targeted and proportionate steps to address these problems by:

e Issuing new guidance for all parcel operators (including Royal Mail) setting out the steps we
expect operators to take when dealing with consumer complaints to ensure compliance with
our complaints handling rules. We expect parcel operators to make improvements in customer
service and complaints handling and may consider enforcement action (or further regulation), as
appropriate, if progress is not made. Our new guidance applies to consumer complaints relating
to B2C and C2X parcel services; and

e Introducing a new condition to require parcel operators (including Royal Mail) to publish
policies and have in place procedures for the fair and appropriate treatment of disabled
consumers, including how delivery staff on the ground will act on their delivery requests.

With the increasing importance of parcel deliveries to customers over recent years it is crucial the
market works well for all customers. We will monitor operators’ performance in these areas and will
keep under review the need for additional regulation to protect consumers.

Introduction

6.1 In this section we set out our analysis of the broader parcels market and how it is working
for consumers. Specific issues on the specification of the universal service for parcels
provided by Royal Mail are covered in Chapter 7.

Our research and market analysis

6.2 To develop our understanding of the parcels market, we have commissioned consumer
research, issued information requests to some of the main operators and engaged with
consumer bodies, parcel operators, and online marketplaces.
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Consumer research

6.3 In January 2021, we commissioned Yonder to undertake quantitative research to
understand the customer experience of receiving deliveries from parcel operators
(including Royal Mail) to fulfil online orders, which we refer to as the ‘B2C parcels
consumer research’.*s

6.4 In Summer 2021, we undertook a major programme of qualitative and quantitative
research with a view to better understanding C2X parcel senders*® (referred to as the ‘C2X
research’) when using Royal Mail and other parcel operators. In particular, we wanted
insight into what drives consumer choice, what service features C2X senders value (with
particular emphasis on tracking facilities), the nature and resolution of issues and
complaints, and the overall consumer experience in the C2X segment. We commissioned
Jigsaw Research to carry out the qualitative research*® and BVA-BDRC for the quantitative
research.*?

6.5 We published our research findings and data tables alongside our December consultation
document.*2

6.6 We have also drawn on other research sources, such as our annual residential consumer
and SME postal trackers and research published by stakeholders.

Market analysis

6.7 To conduct our market analysis, we rely on a number of sources including public and
confidential information from industry stakeholders, our market research and broader
engagement with stakeholders throughout the year. This includes market, consumer, and
operator data (including analysis on volumes, market shares and pricing) gathered from
statutory information requests as well as information provided in response to Our March
2021 Call for Inputs (March CFI) and our December 2021 consultation (December
consultation).493

488 yonder undertook 2,019 online interviews with adults across the UK. This research was conducted in January 2021
during a period of significant Covid-19 restrictions when operators experienced high demand and operational pressures, so
we recognise this is likely to have had some impact on the research findings.

489 C2X senders were defined as having sent at least one parcel in the last 12 months. The sample was designed to be
representative of parcels senders using the demographic profile from the Ofcom residential postal tracker. Northern
Ireland, Scotland and Wales were ‘over sampled’ to ensure that there were sufficient numbers of interviews for analysis.
There were also boosts for rural respondents. Weighting was then applied to correct to their correct proportions. A full
unweighted and weighted sample profile can be found in the published research slides.

4% |n Summer 2021, we carried out qualitative research comprising of eight online groups and 21 in-depth interviews with
vulnerable users. Research participants were spread over the UK with different drivers for C2X sending (social senders,
online marketplace sellers and SME sellers) and a range of demographic characteristics including digital exclusion.

491 The July 2021 quantitative research was also split by the four nations within the UK; different C2X sender types;
younger and older senders; those living in urban, rural and deep rural areas; as well as disabled senders. We undertook
3,379 30-minute online panel interviews with UK adult C2X senders.

492 yonder, 2021. 2022 Review of Postal Regulation: B2C Parcels Consumer Research; BVA BDRC and Jigsaw Research, 2021.
C2X Parcels Consumer Research 2021.

493 Ofcom, 2021. Call for inputs: Review of postal regulation and Consultation: Review of postal regulation.
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Market context

6.8 Parcels have become increasingly important to the lives of UK citizens and consumers, and
this trend is expected to continue. Volumes had already been growing steadily during the
review period from 2017, but the impact of Covid-19 sharply accelerated parcel growth,
driven by the increase in online shopping linked to the restrictions on physical retailers
during 2020-21. The Office for National Statistics (ONS) reported that internet sales made
up 28.1% of total UK retail sales in 2020, up from 19.2% in 2019 and 18.0% in 2018.%* Total
domestic parcel volumes increased by 54% year-on-year in 2020-21, reaching 3.6 billion
items.

6.9 Since the easing of Covid-19 restrictions and the return of consumers to the high street,
e-commerce activity and associated parcel volumes have declined. In the first quarter of
2022, UK internet sales were 27% lower than the previous year**s (although this is still 41%
higher than pre-pandemic levels).*¢ Although there is uncertainty over the future rate of
growth in the short-term, parcel volumes are generally expected to increase over the
course of this review period.

Parcel market segments

6.10 The UK parcels market is made up of the following segments:

a) Business-to-consumer (B2C): deliveries of items to end consumers made as part of
bulk contracts agreed between businesses and parcel operators (e.g. an online retailer
sending multiple items bought online by consumers);

b) Consumer-to-business/consumer (C2X): these are largely single-piece items sent by
individual consumers or SMEs to another person or business (e.g. a person sending a
birthday present to a relative, a consumer returning an item purchased from an online
retailer®’, or an online marketplace seller fulfilling orders); and

c) Business-to-business (B2B): bulk deliveries of parcels between businesses (e.g. a
clothes manufacturer receiving fabric from a supplier, or a publisher receiving paper
and ink in bulk).48

6.11 B2C is by far the largest segment in the parcels market. In 2020-21, we estimate that B2C
accounted for between 70-80% of total domestic parcels volumes across operators.*®® The

434 Office for National Statistics, Internet sales as a percentage of total retail sales (ratio) (%). [Accessed 07/07/2022].

435 Office for National Statistics, Retail Sales Index internet sales. [Accessed 11/05/22]

4% Comparing CY22Q1 with CY20Q1.

497 Where the postage charge is covered by the online retailer, the return of items might be regarded as B2C deliveries.
4% |n this review we focus on the consumer facing segments (C2X and B2C), where issues may directly result in consumer
detriment. The B2B segment faces limited regulation and appears to be working well, with several parcel operators
offering competing B2B services.

499 Ofcom illustrative estimate using 2020-21 parcels market data published at aggregate level in our 2021 annual
monitoring update. We use single-piece and bulk parcel volumes as a proxy for C2X and combined B2C/B2B volumes,
respectively. To estimate the proportion of bulk parcels that are B2C, we have applied assumptions to the data based on
our understanding of each parcel operator’s operations. Our C2X estimates exclude returns pre-paid by the retailer, which
we generally consider as B2C.
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C2X segment accounts for approximately 10% of parcels volumes across operators and is
also growing (but at a slower rate than B2C).

6.12 Unlike letters, there is end-to-end competition in all of the parcel delivery categories in the
UK, with multiple parcel operators competing for customers. In addition, some operators
with a relatively limited geographic network, or without a last mile network of their own,
also provide parcel services via commercial access agreements (in which they collect, sort
and inject parcels into the network of another operator, such as Royal Mail). Other
operators specialise in last mile delivery in particular geographies, for example in urban
centres or remote areas, on behalf of other operators. The degree and model of
competition varies by segment, which we explore in more detail below.

Business to consumer (B2C) parcels segment

6.13 The business-to-consumer (B2C) segment is the largest and fastest growing segment of the
parcels sector, linked closely to the growth in online shopping. This trend was amplified in
2020-21 as the Covid-19 pandemic changed behaviours and accelerated growth, with
domestic bulk parcel volumes (the majority of which are B2C) increasing by around 60%
compared to the previous year.>®

Description of participants

6.14 The market dynamics in the B2C segment are more complex than in the C2X segment, due
to the number of parties involved and how they interact with each other. There are at least
three parties involved when a consumer purchases a retail good for delivery to their home
address — the retailer, the parcel operator and the consumer.>%!

Retailer (sender)

6.15 Retailers tend to buy bulk contracts with parcel operators once they reach a certain
volume.*%2 Some retailers also arrange pre-paid returns, whereby they cover the postage
charge. The retailer can engage with a single or multiple parcel operators, depending on
their specific needs and what they want to offer their customers. Some retailers also
engage with multiple parcel operators to reduce the risk of service disruption if a carrier
were to experience congestion or service failure. The retailer bears the risk of delivery up
to the moment the parcel is physically given to the consumer and is liable in the case of
missing or damaged delivery.

500 Ofcom analysis based on data collected for Annual monitoring update on the postal market: 2019-20 and 2020-21. We
calculate these figures by using bulk piece service shares, which are mostly B2C but also include B2B volumes. Some
operators were unable to accurately distinguish between their bulk and single piece parcels. Therefore, these figures
should be treated as an approximation only. We received data from Amazon, APC, DHL, DPD, DX, FedEx, Evri, Royal Mail,
Tuffnells, UPS and Yodel.

501 Other important players in the B2C segment include online shopping platforms that bring consumers and retailers
together (such as Amazon Marketplace, AliExpress and notonthehighstreet.com), and last mile carriers that provide last
mile delivery services to parcel operators, mainly in the Scottish Highlands & Islands.

502 For Evri, this appears to be around 150 parcels per week Can | start a business or credit account? | Evri - The New
Hermes. [Accessed 14/06/22].
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6.16 From the perspective of the parcel operator, there are advantages offered by serving retail
customers, compared to C2X customers. These retailers are typically large with an online
presence, and therefore tend to send large volumes of items per shipment, and on a more
frequent basis. In addition, some retailers, depending on their scale of traffic, inject their
parcels directly into the carrier’s network (either at the depot level or hub level) reducing
costs for the parcel operator.

Parcel operator

6.17 Based on the delivery profile of the retailer, the parcel operator will offer different services
(usually bulk) and agree a price for delivery. Therefore, pricing in the B2C segment is often
bespoke and depends on a number of factors, such as size, dimension and weight of the
parcels, volume of parcels per collection, speed of delivery, sender and recipient distance
from sorting centres®®, and inclusion of additional features such as proof of delivery and
increased options for the recipient.

6.18 Retailers typically require flexibility and speed from parcel operators, and so operators
have had to react by investing in automated parcel hubs, boosting their sortation capacity,
and offering later acceptance times for next day delivery. In addition, despite there being
no universal service obligation for six days a week delivery for parcels, all the main parcel
operators, including Royal Mail, offer Saturday delivery, with some also offering Sunday
delivery in response to customer demand.

Consumer (recipient)

6.19 The consumer (of the retail good and the parcel service) will be given a price for delivery at
the point of sale once the delivery destination and target delivery date are set. Depending
on the item being purchased and the retailer, the consumer may have little choice about
the delivery provider or service (which may impact the consumer’s experience for specific
deliveries).

Market dynamics

6.20 Figure 6.1 illustrates the interplay between retailer, parcel operator and consumer.

503 |n B2C there are geographic variations in terms of the delivery charges. Most operators have a UK-wide footprint but
many have differentiated delivery charging on the basis of geographic location, as discussed below.
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Figure 6.1: Market dynamics in the B2C segment

Parcel
Operator

Key

4——— Contractual relationship ~ ------- + Flow of complaints information

- Path of delivery Financial payments

Source: Ofcom’s analysis

6.21 With reference to the numbering 1 to 4 in Figure 6.1, we summarise the market dynamics

and the interplay of relationships between the three main parties:

1.

Consumers purchase goods from retailers, usually with limited knowledge or influence
over the parcel operator used by the retailer. The retailer and consumer enter into a
contractual relationship whereby the purchased item(s) must be delivered to the
consumer. It is also the retailer that determines the explicit delivery fee (if any)
charged to their customer.

Retailers contract with parcel operators based on a number of factors, including price,
speed of delivery and quality of service. These contracts will usually be large volume
bulk contracts.

Parcel operators deliver parcels to consumers. There is no direct contractual
relationship between the consumer recipient and the parcel operator.5*

If consumers have a query or complaint with the delivery, they may seek to contact the
retailer, the parcel operator or both.>%

504 parcel operators must however comply with their regulatory obligations when delivering parcels to consumers,
including, as set out in more detail below, their obligation under consumer protection condition 3.2.

505 Consumer protection legislation is relevant to the B2C market segment. Where the parcel company is delivering an
online order, it is the retailer that enters into a direct contractual relationship with the consumer and it is the retailer’s
contractual responsibility to make sure the item is delivered to the consumer. Depending on the particular circumstances,
consumers may therefore be able to rely on provisions of consumer protection legislation, for instance the Consumer
Rights Act 2015, to seek redress directly from retailers (for example if items are lost or damaged). A Citizens Advice
publication, If something you ordered hasn’t arrived [accessed 12/07/22] contains guidance for consumers in these

instances. Consumer protection legislation with regard to retail sales is determined by Parliament and is beyond Ofcom’s

remit.
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Competition in the B2C segment

There are several large nationwide end-to-end parcel delivery networks

6.22 There are several end-to-end parcel delivery network operators competing for B2C
customers in the UK. Most of these operators have nationwide network footprints.s% There
are also some parcel operators who only serve specific areas within the UK (e.g. Menzies in
the Scottish Highlands).5%

6.23 In 2020-21, our estimates suggest the four largest operators accounted for more than 80%
of bulk domestic parcel volumes, as set out in Table 6.2 below.5% [3<].

506 We recognise, however, that there are some geographic variations in the parcel delivery services offered across the UK,
such as in Northern Ireland or in the Highlands and Islands. We discuss these variations below.

507 Some of these parcel operators also deliver parcels on behalf of other operators, who collect and sort parcels from
businesses which they then pass on to an end-to-end parcel operator (often Royal Mail) for delivery.

508 These estimates are based on the data collected as part of our annual monitoring regime. We use bulk piece service
shares, which is an imperfect approximation for B2C shares as they contain B2B volumes (although most bulk volumes are
B2C). In addition, some operators were unable to accurately distinguish between their bulk and single piece parcels.
Therefore, these figures should be treated as an approximation only.
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Table 6.2: Estimated 2020-21 volume shares for domestic bulk parcel deliveries

Bulk volume

shares
[<]
[<]
[<]
 oeo ES
[<]
[<]
[<]
[<]
[<]
UPS [<]

[<]

Source: Adjusted AMR volumes. [3<].

Differentiation in B2C delivery

6.24 Parcels differ in terms of size, dimensions, weight, value, fragility, and where they are

being picked up from and delivered to. Different businesses also have different preferences
in terms of the services they want to offer their customers (e.g. some may want basic, low
cost delivery, while others may want to offer a faster, premium service).

6.25 Operators have accordingly tailored their products to meet varying customers’ sending
needs, offering a range of services that provide different combinations of characteristics,
including cost and speed of delivery, quality of delivery, and enhanced product features
(such as proof of delivery, live tracking and inflight delivery options). For example:

a) DPD offers products to customers that require value-add services, having introduced
premium features such as by offering Sunday delivery, inflight options, and one-hour
delivery windows.

b) Evri has targeted more price sensitive customers, due to its low-cost delivery model.

¢) Royal Mail’s postal network design has historically been tailored towards the delivery
of small (particularly letter-boxable) items, due to its position as the universal postal
service provider. This is reflected in its pricing strategy - while it sets higher prices for
larger/heavier retail bulk parcels, it sets relatively lower prices for smaller/lightweight
retail bulk parcels.5® Therefore for customers with a volume profile mainly consisting
of smaller/lightweight bulk parcels, Royal Mail has historically held a stronger
position.5©

509 In its response to our statutory information request, [<]
510 see Chapter 8 for a more detailed discussion on these types of customers. As we explain there, Royal Mail does face
some competitive pressure for this type of customer and there are indications of this pressure growing over time.
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6.26

d) Yodel offers next day and two-day B2C delivery services across the UK mainland,

specialising in sectors such as wine and flowers,5!! and has recently relaunched its C2X

proposition.

e) DX Freight, Tuffnells and Parcelforce’s delivery networks are more tailored towards
serving customers sending larger and heavier items.512

f) DHL and UPS have historically focused on international parcels, although in recent
years they have built extensive domestic logistics networks. According to the Oxera
report submitted by Royal Mail, [$<].513

g) Amazon has developed a large-scale parcel delivery operation through vertically
integrating its own delivery services with its position as a large online retailer (and
therefore buyer of parcel services from a variety of operators). Amazon delivers bot
its own parcels and those of other retailers which sell items on the Amazon

h

Marketplace platform. In addition, in June 2020, Amazon launched ‘Amazon Shipping’,

which allows retailers outside of Amazon Marketplace to send parcels through the
Amazon network.>"

h) Some operators have tailored their networks to be able to offer (or prioritise) niche
high value services:

i) Safe shipping. Some specialise in the movement of delicate items (such as flowe
and small electrical goods), or high value items (e.g. APC).5%

or

rs

ii) Speed. Some provide fast delivery of time sensitive, ‘mission critical’ items (e.g. DX

Express).516

iii) Locality. Some focus their operations solely on key business cities (e.g.
CitySprint).5?7

This means that competition occurs across the B2C market, with some variation in market

focus of parcel operators within the market.

There is competition across the B2C segment, including small bulk parcels

6.27

Although some parcel operators have a particular focus on some groups of B2C customers,

information provided by stakeholders in response to our statutory information requests>:8

indicates that several parcel operators compete for all types of parcel customers. Parcel

operators confirmed that once a parcel network is set-up, they can generally carry items of

any size/weight.5 This, combined with parcel operators operating for much of the year

511 https://www.yodel.co.uk/. [Accessed 02/12/21].

512 https://www.parcelmonkey.co.uk/delivery-services/heavy-parcel-delivery. [Accessed 02/12/21].

513 Oxera confidential report submitted by Royal Mail in response to December 2021 consultation.

514 https://ship.amazon.co.uk/requestinfo. [Accessed 02/12/21].

515 https://apc-overnight.com/. [Accessed 02/12/21].

516 https://investors.dxdelivery.com/websites/dxgroup/English/1000/about-dx.html. [Accessed 02/12/21].
517 https://www.citysprint.co.uk/about-us/national-coverage. [Accessed 02/12/21].

518 Responses received to our statutory information request from [3<].

519 parcel operators however impose upper weight limits, which are generally determined by health and safety rules which

consider the weight that can be handled by a single person or two persons.
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with excess capacity levels of [3<]52°, means that operators can typically deliver additional
B2C volumes under their existing suites of products at a relatively low cost.>%

6.28 Royal Mail has historically accounted for a large share of small B2C parcels. It had a
competitive advantage in these parcels because they can be delivered using the same
network that delivers universal service obligation (USO) parcels and letters. This position
has eroded over time, and the evidence suggests that competition in this segment of the
market is growing:

a) Alternative parcel operators have been expanding their offer of small B2C parcels. In
2019, Evri launched a letter-boxable parcel product which seeks to compete against
Royal Mail’s small B2C parcels. Other parcel operators have also introduced products
which cater for those customers with a small parcel profile.52

b) As mentioned above, Amazon has developed its own delivery capabilities (at a national
scale), which has increased its ability to satisfy its own small parcel delivery needs as
well as those of other retailers.

¢) Third, analysis conducted for Royal Mail for this review suggests that alternative parcel
operators have been successful at increasing their share of small B2C parcels.52* The
analysis indicates that Royal Mail’s share of small B2C parcels has dropped in the
period from 2016 to 2020 from [3<]% to [3<]% for small letter-boxable items, and
from [3<] to [3<] for small but non-letter-boxable items.52

Overall, the B2C segment appears to be broadly competitive

6.29 The B2C segment has experienced substantial growth in recent years, and is of increasing
importance to the lives of UK citizens and consumers. It has benefitted from growing
investment and fast-paced product innovation. The upcoming years provide a good
opportunity for growth for parcel operators, and will be important in determining how the
market and competition develop. Our current view is that the B2C segment is broadly
competitive, and that competition is growing for the smaller parcels where Royal Mail was
historically stronger. Overall, the market is working well for consumers, as discussed
further in the sub-sections below.

Consumer to business/consumer (C2X) parcels segment

6.30 The C2X segment is relatively small compared to B2C, but still accounted for approximately
350m parcels in 2020-21.5% Our residential tracker research indicates that most residential

520 Study conducted for Royal Mail to respond to our March 2021 CFI.

521 Although recent unforeseen growth in parcels due to Covid-19 has reduced spare capacity in the industry, parcel
operators have accelerated their network expansion plans to cope with demand growth. [$<]

522 yodel offers Xpress mini for parcels up to 3kg. DPD offers the Expresspak service for parcels up to 5kg.

523 Royal Mail response to our March 2021 CFI.

524 [X]

525 Ofcom analysis based on Annual monitoring update on the postal market: 2020-21 data. We calculate these figures by
using single piece service volumes as a proxy for C2X service volumes. Some operators were unable to accurately
distinguish between their bulk and single piece parcels. Therefore, these figures should be treated as an approximation
only.
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users send few parcels.’?® However, people are sending and receiving more parcels than

previously as a result of the increase in online shopping, which drives sales through online
marketplaces and returns of unwanted goods,5?” both of which use C2X services.>® In
2020-21, the C2X segment grew by around 25%°5%, accelerated by the Covid-19 online

shopping boom.

6.31 Early indications suggest the easing of Covid-19 restrictions and the associated decline in e-
commerce activity has impacted C2X parcel volumes. [3<)]5%.

6.32 Royal Mail is the main provider of C2X services, with its USO parcel products accounting for
most of its C2X sales. The USO ensures affordable and universally priced C2X parcel
services are available across the UK. Outside of Royal Mail, providers of C2X services
include Evri, DHL, Yodel and DPD - offering a range of services across weight steps with
varying speeds and features such as tracking facilities and proof of delivery.>3

6.33 People can access C2X services in several ways. Our C2X quantitative research found that
the most popular method used to purchase C2X services is via the Post Office (64%),
followed by online (either directly from an operator’s website, a marketplace such as eBay,
or a price comparison site such as Parcel2Go) (43%).532

6.34 Once purchased, there are also different ways for consumers to get their parcel into the
delivery network, and their availability and convenience has been increasing over time.
Some consumer pick up/ drop off (PUDO) networks provide C2X delivery services, allowing
consumers to drop parcels off to return to retailers, or send parcels directly to other
recipients. In recent years, operators have expanded the number of access points in their
networks as set out in Table 6.3 (which shows the additional points since 2019).>*3 There
are also now more operators offering C2X services,** and parcel operators that we spoke

526 Ofcom Postal Residential tracker (Feb 2022) Data table QD1. People on average (mean) send two parcels a month.

527 We make a distinction between pre-paid returns, where the postage charge is covered by the online retailer, and non-
pre-paid returns, where the postage charge is covered by the consumer. For the former, the consumer is usually restricted
in terms of which parcel operator they can use. In contrast, for non-pre-paid returns the consumer is free to choose which
parcel operator to use but they normally have to pay for the service. The focus of our analysis on the C2X segment, where
relevant, is on non-pre-paid returns.

528 Ofcom, 2020. Review of postal users’ needs, para 4.28; Oxera report submitted by Royal Mail in response to December
2021 consultation, pp.2-3.

523 Ofcom analysis based on our Annual monitoring update on the postal market: 2019-20 and 2020-21 data. See footnote
525.

530 [<].

531 There is some variability in the market (non-Royal Mail) provision of C2X services available to different consumers, such
as for those sending parcels to, and/or from, Northern Ireland and the Scottish Highlands & Islands, which we discuss
further in Chapter 7.

532 C2X quantitative research data tables, Table 48.

533 Collect+ operate a network of 10,000 stores and since May 2020 has expanded to process parcels on behalf of a range
of parcel operators, including Yodel, DPD, FedEx and Amazon. Evri operates a network of 5,000 ParcelShops including 900
lockers which are accessible 24/7. Source: Collect+, May 2020. About Collect+; Evri, 2020. ParcelShops: Your local Evri
parcel store.

534 https://www.yodel.co.uk/news/2021/july-2021/yodel-launches-consumer-to-consumer-service-via-yodel-direct-
expanding-its-offering-to-a-new-market. [Accessed 02/12/21].
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to are expecting growth in the C2X segment®> and networks to grow generally and in
harder to reach areas.>3

Table 6.3. Number of access points (changes since December consultation highlighted green)

Parcel Operator Number.of Access points location
access points
Post Office el el 11,500 Post Office branches/outlets
Parcelforce®?”
Yodel, DHL Newsagents, convenience stores
CollectPI ! ’ 10,000 (+3,000 ! ’
ofiectrius DPD, FedEx ’ (+3,000) supermarkets, petrol stations

ParcelShop Evri 7,000 (+2500) Convenience stores, lockers

DPD PickUp DPD 6,000 (+3,500) Conyenience stores, pharmacies,
retail shops

UPS Access Point UPS 2,800 Conven|enFe stores, supermarkets,
petrol stations

InPost parcel InPost, DHL, Evri 3,000 (+1,800) Convenien.ce stores, supermarkets,

lockers petrol stations

DHL Service Points DHL 1,300 (+100)  High street/retail outlets

Source: Parcel operator websites (correct as of June 2022). In parentheses, additional access points since
January 2019.°38

6.35 In addition, some operators — including Royal Mail, DPD and Evri — offer home parcel
collection services whereby they will collect parcels from consumer properties for an
additional charge to deliver elsewhere, or back to retailers in the case of returns.
Consumers must pre-book their collection online and pay in advance.

6.36 As well as changes to the supply of C2X services, we also observe that people are
increasingly using C2X services for different types of activity, for which consumer needs
and behaviours appear to vary:

a) Social sending: Mainly people sending parcels to family and friends.

Our C2X research found that 81% of all senders>* do some form of social sending. 19%
only do social sending — and of these, people are sending less frequently than for other
types of sending (a median of two parcels sent for this purpose in the preceding
year).5% People that only do social sending (‘solus social senders’) are more likely to
only use Royal Mail (67% use Royal Mail only compared to the average of 37% across

535 Confirmed with Evri (dated 27/06/2022), and DPD (dated 01/07/2022).

536 Confirmed with Evri (dated 27/06/222).

537 Royal Mail and Post Office no longer have an exclusivity agreement, meaning the Post Office may open itself up to
alternative operators in the coming years. Indeed, the Post Office has been trialling partnerships with other operators
(however, at this time, the Post Office still does not offer parcel sending services from other parcel operators, only ‘Click
and Collect’ services). See https://www.onepostoffice.co.uk/secure/latest-news/general-news/post-office-partners-with-
dpd-to-roll-out-click-and-collect-services/. [Accessed 28/06/22].

538 See Ofcom, 2019. Review of the Second Class Safeguard Caps, Table 3.1.

53% Our User Needs quantitative research found that around four in five people sent at least one parcel in the last 12
months. Ofcom, 2020. Review of postal users’ needs, Figure 9.

540 C2X quantitative research data tables, Table 6.
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6.37

b)

all senders of C2X services). Moreover, in terms of reasons why they use Royal Mail,
solus social senders are significantly more likely to cite reasons related to the Post
Office such as accessibility, convenience or friendly staff (74% vs 68% average) and
familiarity and trust with Royal Mail (81% vs 72% average).

Online selling: This segment includes selling online by residential consumers or some
SMEs — from occasional sellers to people that sell items online for a source of income.
The most frequent type of online selling is through online marketplaces®*, which often
act as a platform for individuals (as well as small businesses), allowing them to sell
newly made items (e.g. jewellery) or resell used or unwanted items. Analysis from the
Oxera report submitted by Royal Mail highlights the impact that the pandemic had on
marketplaces — with significant growth in sales and the numbers of visits to
marketplace websites.>*

60% of all senders have done some online selling, and these people tend to send a
relatively high number of parcels for this purpose (a median of four parcels sent for this
purpose in the preceding year).5*3 Online sellers are more likely to make use of
competing parcel operators, with only 27% using only Royal Mail, compared to the
average of 37% across all senders of C2X services (meaning 73% of online sellers used
non-Royal Mail providers, compared to the overall average of 63%). When asked why
sellers used alternatives, the main reasons cited were price (35%) and tracking being
included as part of the service (30%).

Returns: A consumer returning an item purchased from an online retailer.

On average, people that return parcels send four parcels for this purpose per year.54
36% of senders do returns that they have arranged and paid for themselves.*
Returners are also more likely to make use of competing parcel operators, with 73%
using non-Royal Mail providers (compared to the average of 63%).5% 547

People rarely do only one type of C2X sending. Figure 6.4 shows that most C2X senders

have carried out a combination of social sending, marketplace selling and returns, with

35% of senders doing all three.

541 This category also includes SMEs that rely on single piece parcel services to send occasional parcels (rather than bulk
contracts) to customers or other businesses.

542 Oxera confidential report submitted by Royal Mail in response to December 2021 consultation.

543 C2X quantitative research data tables, Table 7.

544 C2X quantitative research data tables, Table 8. This includes returns that were pre-paid by the retailer.

545 This excludes returns pre-paid by the retailer, which we generally consider as B2C.

546 C2X quantitative research data tables, Table 20.

547 Note, however, that this does not distinguish between ‘paid for’ and ‘non-paid for’ returns.
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Figure 6.4: Interaction of overall different sender types

| Solus = ONLY
Solus returns undertakes that
4% particular type of

sending activity

Social &
returns
only
17%

Solus social
19%

Source: C2X research. Note: all groups are mutually exclusive, a respondent only sits in one part of the Venn
diagram

Royal Mail continues to have a strong position in C2X, particularly among social senders

6.38 Royal Mail continues to deliver the majority of C2X parcels. As of 2020-21, we estimate
Royal Mail’s share of domestic single piece parcel deliveries was over 70% of total
volumes.>* The next closest competitor was Evri, which accounted for approximately 10-
20% of volumes, with all other operators having volume shares below 10%. Our research
data aligns with these estimates:

a) Our C2X research showed that reported use of Royal Mail for parcels is significantly
greater than for its competitors. When asked about which operators people used to
send a parcel in the preceding 12 months, 82% said Royal Mail. The next most frequent
was Evri (37%).

b) Similarly, our residential tracker asked participants that had sent a parcel in the month
prior which parcel operators they had used.>* 90%5% said they had used Royal Mail,
and the next most cited postal operator was Evri (23%).

548 These figures are inclusive of Parcelforce. Ofcom analysis based on our Annual monitoring update on the postal market:
2020-21 data. We calculate these figures by using single piece service shares as a proxy for C2X service shares. Some
operators were unable to accurately distinguish between their bulk and single piece parcels. Therefore, these figures
should be treated as an approximation only.

549 Ofcom Residential Tracker (Feb 2022), QD5.

530 The base for the figure used here is ‘all senders’. In the December 2021 consultation, paragraph 6.36, we said that 76%
of ‘all participants’ had used Royal Mail.
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6.39 The source of Royal Mail’s strong market position in C2X to date is likely due to a
combination of supply and demand side advantages:

a) Habit, loyalty and trust. Royal Mail has an incumbency advantage as the universal
service provider, with alternative operators being relatively new in C2X by comparison.
It takes time to win customers, and even where alternative operators are available,
some consumers may not consider using them due to habit or satisfaction with the
existing services. This can make it more challenging for other operators to enter and
scale up in C2X — particularly in the consumer facing part of the value chain.>*!

For example, our C2X quantitative research found that 72% of people used Royal Mail
due to the familiarity and trust associated with them, and 68% of people cited Post
Office convenience, accessibility and friendliness as a reason for using Royal Mail.552
Similarly, our C2X qualitative research found that some participants did not shop
around because they had “no idea how and where to access alternative operators”,
and said that sending with Royal Mail via the Post Office was a “force of habit”.553
Qualitative research from CCP ACOD found that, across all service user groups,
participants exercised a “limited amount of choice” when sending parcels, usually using
the Post Office.>>

b) Large network. The network of Post Offices remains the most extensive, with 11,500
locations across the UK (CollectPlus has 10,000 and Evri has 7,000). While alternative
networks are growing, they tend to have lower coverage in rural areas compared to
urban areas, meaning the Post Office (and therefore Royal Mail)>* is often likely to still
be the closest available to consumers in many rural areas, and some may find it more
difficult to access services from alternative providers.

c) Economies of scale and scope. Royal Mail’s established collection, processing and
delivery network combined with its large market share (and therefore high volumes)
provide it with a significant cost advantage. This is particularly the case for small and
lightweight parcels which can fit through a letter box, as these can easily share the
letter foot delivery network.

d) VAT exemption. Royal Mail’s universal services are exempt from VAT, whereas
competitors’ parcel services are not.

551 Indeed, some parcel operators told us that aside from the entry costs of establishing a PUDO network, there may be
additional costs in targeting and marketing to new consumers. Confirmed with Evri (dated 27/06/2022), and DPD (dated
01/07/2022).

552 C2X quantitative research data tables, Table 29.

553 Similarly, our depth interviews found that the digitally excluded tended to be more reliant on Royal Mail and the Post
Office. Royal Mail was seen in general as a trusted operator, in particular for rural area participants who found that local or
familiar drivers were a real benefit.

534 Communications Consumer Panel and Advisory Committee for Older and Disabled People, 2021. Delivering satisfaction?
Meeting service users’ needs for parcel services in the pandemic, paragraph 5.1.3.

555 Royal Mail and Post Office no longer have an exclusivity agreement, meaning the Post Office may open itself up to
alternative operators in the coming years. Indeed, the Post Office has been trialling partnerships with other operators
(however, at this time, the Post Office still does not offer parcel sending services from other parcel operators, only ‘Click
and Collect’ services). See https://www.onepostoffice.co.uk/secure/latest-news/general-news/post-office-partners-with-
dpd-to-roll-out-click-and-collect-services/. [Accessed 28/06/22].
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But there is evidence of growing competition in C2X

6.40 Despite Royal Mail’s strong position, there is evidence that competition in the C2X segment
has been growing in recent years.

6.41 Sender usage of competing parcel operators has been growing year on year. Our tracker
data shows people using Evri to send a parcel in the preceding twelve months is up from
15% in 2016-17 to 22% in 2020-21.5% DHL, DPD, FedEx and UPS have also seen higher
usage for sending parcels over the past five years. Our C2X research found that 63% of C2X
senders had used a supplier other than Royal Mail in the preceding 12 months. In addition,
almost three in ten of senders identified an operator other than Royal Mail as the parcel
company they use most frequently when sending parcels. This is supported by findings set
out in the report prepared by Oxera for Royal Mail that shows that [$<].57

6.42 The growth in C2X use by marketplace sellers supports expansion by competitors. Our C2X
research found that 73% of marketplace sellers had used a supplier other than Royal Mail
in the preceding 12 months, which is significantly higher than for non-sellers (47%),
illustrated in Figure 6.5 below.

Figure 6.5: Operators used to send a parcel in the preceding 12 months

Royal Mail only 27%
53%
Non-Royal Mail operator(s) 73%
47%
m Total All Marketplace Sellers All Non Marketplace Sellers

Source: C2X research. Note: Senders in the non-Royal Mail operator(s) category may also use Royal Mail

6.43 Our C2X qualitative research supports these findings, and suggests that marketplace sellers
can be more motivated to shop around for alternative providers:

a) High frequency senders can be more aware that cheaper alternatives are available and
so other providers can be sought.

556 Ofcom 2020-21 Residential Postal Tracker.
557 Oxera confidential report submitted by Royal Mail in response to December 2021 consultation.
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b) Some sellers said they make use of price comparison websites such as Parcel Compare,
Parcel2Go and Parcel Monkey.

6.44 In addition, as set out in the Oxera report prepared for Royal Mail, the growth in B2C has
led to the C2X market segment becoming a more attractive proposition for Royal Mail
competitors.>*® This has enabled them to fund significant investments in their logistics and
PUDO networks, which lowers the cost of entry to the C2X market segment, as it provides
operators with a means to consolidate collection volumes in a way that mirrors the B2X
market segment.>°

6.45 There are other indicators that competitors’ position in C2X is improving:

a) Competitive offerings. Alternative operators have been able to respond to the
emergence of more price sensitive C2X senders by offering a comparable,
competitively priced offering to Royal Mail at sub 2kg weight steps, as set out in Table
6.6 below (above 2kg, competing operators continue to be cheaper than Royal Mail
services). Similarly, operators have also differentiated their services, to attract different
customer types (e.g. in relation to tracking as discussed further in Chapter 7).

Table 6.6: Cheapest delivery prices for select C2X services (updated 23/06/2022)

RM
Special
Weight Step Delivery RM Second Evri Yodel DPD DHL
Class* local
Guaranteed
1pm*
0-1kg £8.45 £2.85 £2.99 £2.79 £6.47 £7.89
(£8.95) (£3.35)
1-2kg £10.65 £2.85 £4.34 £3.79 £6.47 £7.89

(£11.15) (£3.35)

*Online price, Post Office prices in parentheses. Source: Ofcom desk research. Note: Apart from Royal Mail’s
Special Delivery Guaranteed, all prices are for later than next day delivery (where available), for a ‘non-letter-
boxable’ small parcel sent from an access point to the receiver’s address. Prices are inclusive of VAT. Also note
surcharges may apply to deliveries and/or collections for some postcodes.

b) Brand awareness. Historically, Royal Mail has had significant brand advantages over its
competitors in C2X.5® However, awareness of other operators has grown significantly
in recent years, driven in part by increased interactions with other operators when
receiving parcels. Our Residential Tracker research found that while 93% of people had

558 Oxera report submitted by Royal Mail in response to December 2021 consultation, p.2.

559 While we broadly agree with Oxera’s assessment of competition in the C2X segment (that the growth in B2C, e-
commerce and marketplace sellers has supported competition), our analysis suggests that it overstates the strength of
competition. Its fundamental argument is that economies of scope in B2X and C2X means that competition in C2X is
resilient. However, it does not consider that (i) Royal Mail benefits from economies of scale and scope as well; (ii) Royal
Mail has a well-established position and competitive advantages in C2X, as set out in paragraphs 6.38-6.39; and (iii) there
are barriers to entry and expansion in C2X in addition to having an established PUDO network (such as marketing and
targeting to new consumers — as set out in FN 551 above). In addition, there are some groups of consumers that continue
to be more reliant on Royal Mail, particularly social senders (see paragraph 6.36).

560 Ofcom, 2019. Review of Second Class safeguard caps - Statement, paragraph 3.63.
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heard of Royal Mail, awareness of some other operators is now also high, at 82% for
Evri, 80% for DHL and 78% for FedEx.56t

c) Post Office access. While one of the main reasons people use Royal Mail is due to the
Post Office, we note that alternative operators have invested in improving accessibility
and convenience of access (as discussed above), reducing potential barriers to
switching.s62 Our recent Residential Tracker research also suggests people are gradually
becoming more familiar with other methods. The proportion of people citing using the
Post Office to send parcels has declined slightly from 83% in 2016/17 to 75% in 2021,
while online collection and delivery services have slowly increased, from 11% in
2016/17 to 16% in 2021.5% Similarly, our C2X research found that 36% of senders did
not use the Post Office to purchase postage and/or to dispatch parcels in the preceding
year, with marketplace sellers significantly higher at 44%.

Summary

6.46 Overall, competition appears to be growing in the C2X segment.*®> While Royal Mail still
retains significant competitive advantages, alternative operators have capitalised on the
growth of smaller online and marketplace sellers to scale up their operations in C2X. We
expect competition to continue to develop as more people become familiar with other
operators and other methods of accessing C2X services. 5%

Our assessment of how well the parcels market is working for
consumers

Our approach

6.47 Over the course of the Review, we have gathered evidence to inform our assessment of
how well the parcels market is working for consumers. We draw on our consumer research
(explained above) and information gathered from stakeholders (including from the
responses to the March CFl, December consultation and information requests).

6.48 While this is an overall assessment of the parcels market (covering both the C2X and B2C
segments), we do highlight important differences in consumer experience and research
findings between the B2C and C2X segments. This is particularly relevant when discussing
differences in experience between parcel senders and receivers.

561 Ofcom Residential tracker (Feb 2022), QI1.

562 Royal Mail and Post Office no longer have an exclusivity agreement, meaning the Post Office may open itself up to
alternative operators in the coming years.

563 The increased rate of decline in Post Office usage in 2020-21 may in part be explained by increased caution and/or
limited opening hours as a result of Covid-19.

5642021 Residential tracker QD6.

565 Jigsaw, 2020. UK Postal User Research: Quantitative Research Report, Figure 9.

566 Indeed, as noted by Oxera in its confidential report submitted by Royal Mail in response to December 2021
consultation, “From a forward-looking perspective. . .there is potential for a further increase in the uptake of the C2X
products offered by Royal Mail’s competitors”. Oxera confidential report submitted by Royal Mail in response to December
2021 consultation.
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Our consultation position

6.49

6.50

In the December consultation, we set out the evidence that suggested the parcels market
(including the USQ) was working well overall for customers, resulting in generally high
levels of satisfaction. Increased competition in both the B2C and C2X segments appeared
to be providing benefits to consumers in the form of increased investment and innovation.

However, we identified evidence of specific areas of concern. First, operators’ complaints
processes appeared to be a potential barrier to raising issues when they occurred and were
more difficult to navigate through than should be the case. Second, disabled consumers
were disproportionately more likely to have experienced significant issues with parcel
services.

Consultation responses

6.51

6.52

6.53

The majority of parcel operators and parcel operator groups agreed that the parcels
market was generally working well. Royal Mail said that competition is driving benefits for
consumers, and it expects competition to intensify further.*¢’ Evri said that operators have
innovated to meet consumers’ changing needs with faster delivery, competitive and
affordable delivery options, enhanced messaging information and real time changes. 5

However, Citizens Advice presented evidence that delivery problems are more frequent
and have higher detriment than suggested in the December consultation. It presented
research that showed in a single week 41% of adults expecting a parcel have had a delivery
problem,*®® and 12% of consumers have at least one failed first-time delivery in a week —
with most using non-USO parcel operators.57 It said these harms disproportionately impact
time-poor groups, disabled people and those with specific access needs.5”

Some stakeholders also said the market was not working well due to geographic variations
in parcel services (including surcharging), inaccessibility of Pick Up Drop Off (PUDO) points,
inadequate complaints handling processes and difficulty in meeting the needs of disabled
users. We set out and discuss these comments in more detail in the relevant subsections of
this chapter.

Competition is driving innovation in the parcels market

6.54

As explained above, there is end-to-end competition in the provision of parcels services in
the UK. This has fuelled investment and innovation in the parcels market to the benefit of
all users (C2X and B2C) as the market adapts to meet changing consumer demands. For
example:

a) Improvements in the accessibility and convenience of accessing parcel services, e.g.

567 Royal Mail response to December 2021 consultation, p. 15.

568 Evri response to December 2021 consultation, p. 2.

569 Citizens Advice response to December 2021 consultation, paragraph 7.14.

570 Citizens Advice response to December 2021 consultation, paragraph 7.32.

571 Citizens Advice response to December 2021 consultation, paragraph 7.19-7.23.
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6.55

i)  With the expansion of consumer PUDO points. These provide both C2X and B2C
services, allowing people to send, collect and return parcels from collection points,
such as convenience stores or train stations. In addition, there are now more access
methods available for C2X and B2C services, such as parcel lockers.

ii) Home parcel collection services, whereby operators will collect parcels from the
homes of consumers to deliver to other consumers, or back to retailers in the case
of returns.

b) Developments in proof of delivery (in addition to signature on delivery), e.g.

i) SafePlace Photos, which provides the consumer and retailer with photographic
evidence of place of delivery.

ii) ‘Geo fencing’, which provides a location of a delivery within a map, within a
specified radius.

c) Improvements to consumer experience / control, e.g. nominated delivery windows;
inflight diversion options; and the ability for consumers to specify delivery preferences.

There is also some evidence to indicate that this competition between parcel operators is
driving pricing pressures. Our AMU data shows that the average unit revenue across all
domestic parcels in 2020-21 was £2.63, 7.8% lower than the 2019-20 average of £2.85
(although note that the reduction in average unit revenues may also be driven by a change
in the volume mix rather than only a reduction in price).57

While many delivery issues occur, half of consumers told us their parcels
were always delivered without any issues

6.56

6.57

Around four billion parcels are now received each year in the UK (more than ten million a
day). Our B2C parcels consumer research found that, on average, users received around 18
parcels in the preceding three months, with 35% receiving parcels every week. Our C2X
research found that people sent on average seven parcels in the past year.

Despite this significant volume of parcels, most people say that they do not experience any
issues with parcel deliveries or only experience issues occasionally. In the context of
receiving parcels, our B2C parcels consumer research found that in the three months
leading up to the research, half said parcels were delivered mostly without issues, and just
under half said parcels were delivered without any issues, as shown in Figure 6.7 Only 3%
of respondents said they often experienced issues with parcel deliveries.>”

572 Ofcom, December 2021. Annual Monitoring Update on the Postal Market, para 4.18.

573 Similarly, research from Citizens Advice found that, in a single week, two in every five UK adults (41%) expecting a parcel
had at least one delivery problem. It also noted significant increases in site visits to its parcels advice web pages since the
pandemic and significant increases in the number of people ringing its Consumer Service helpline for advice about parcel-
related problems. Citizens Advice response to December 2021 consultation, paragraphs 7.14-7.18.
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Figure 6.7: issues when getting parcels delivered in the last three months

B | often have issues when | get my parcels delivered
Parcels were delivered mostly without issues, but | faced some issues occasionally
Parcels were always delivered without any issues

Source: B2C parcels consumer research; Base: All respondents

6.58 However, when prompted with a list of issues with deliveries, 64% of parcel receivers
recognised they had experienced at least one.>* As set out in Figure 6.8, the main issues
experienced were parcel delays (31% of all respondents), damaged packaging (18%), parcel
left exposed to atmospheric conditions (17%) and parcel not being delivered (16%).

574 We note similar research findings from Citizens Advice, which finds 71% of consumers claimed to have experienced a
parcel delivery problem. The most frequent issues identified were having to stay home to receive parcels, parcels arriving
late, drivers leaving parcels or slips before they can get to the door, and deliveries being left in insecure locations. Citizens
Advice response to our March 2021 CFl, paras 7.9-7.10.
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Figure 6.8: Experienced issues with deliveries in the preceding three months (Top 10 issues

displayed)

Parcel packaging was damaged

Parcel left exposed to atmospheric
conditions

Parcel was not delivered

Did not attempt to deliver in person

| was not given sufficient time to answer the
door

Incorrect or insufficient tracking information

Goods in packaging were damaged

Unclear information on when and how it will
be delivered

Package was not treated with respect

Source: B2C parcels consumer research; Base: All respondents

6.59 For senders, our C2X research found that, when prompted with a list of issues around
sending a parcel, 50% said they had experienced at least one. The most frequent issues
were time taken for delivery not meeting expectations (26%), parcel delivered to wrong
address/place or getting lost (23%), and incorrect or insufficient tracking information

(23%).
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Figure 6.9: Issues with any supplier when sending parcel in the past 12 months

Time taken for delivery did not meet expectations - 26%
Recipient experenced an issue with the parcel being - 23%
delivered to wrong address/ place or getting lost °
Incorrect or insufficient tracking information - 23%
Parcel contents/ packaging was damaged hefore it
. 22%
got to recipient
Unclear information on when and how the parcel
would be delivered
Experience in store / in the Post Office when sending
22%
the parcel was poor
Service provided was not good value for money - 21%
Lack of information or assistance available when
. . 20%
arranging a delivery
Issues with delivery staff being impolite or impatient - 20%
Limited options for delivery timings - 19%
There was a location surcharge for delivery to the - 199%
(]

recipient's address

Source: C2X research; Base: All respondents

In addition, the C2X research found variation in issues experienced by senders across
suppliers. Users of Royal Mail were significantly less likely to have experienced an issue
(43%) compared to those using other suppliers (average of 64%).

6.60

When delivery issues do occur, they have a limited impact on most

consumers

Most people only experienced mild inconvenience or stress as a result of a parcel delivery
issue. Our B2C parcels consumer research found that 20% of receivers who had a delivery
issue did not experience detriment. While 80% with a delivery issue experienced some

type of detriment, half of them reported experiencing mild inconvenience, 30% faced mild
stress or worry and 19% lost time. There are, however, an appreciable minority of receivers
(approximately 12% of all participants) who experienced significant inconvenience, stress

6.61

or worry, or financial loss.>”

575 We acknowledge findings from Citizens Advice that 1 in 10 incurred financial losses due to parcel problems, and the
average amount lost was £10.30. This corroborates our research set out in figure 6.10. Citizens Advice response to

December 2021 consultation, paragraph 7.15.
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Figure 6.10: Impact experienced in preceding three months

30%
80% ’
Of the 64% who had
at least one issue with
delivery, 80%

51%

19% 20%
15%
10% 2%

experienced some Mild Mild stress or Time loss Significant Significant stress  Financial loss None of these
type of related inconvenience worry inconvenience or worry
detriment

Net: Significant

inconvenience,

stress/ worry or
financial loss

Source: B2C parcels consumer research. There were participants that had experienced multiple impacts; hence

the sum is greater than 100%.

6.62

6.63

This finding is supported by other parts of the research that also suggest some delivery
issues do not cause significant detriment to consumers. Among receivers who experienced
a delivery issue but did not make contact with the parcel operator, 65% said this was
because they did not consider it to be a sufficiently big problem. For senders, the C2X
research found that 33% did not contact the parcel operator after experiencing an issue
with a parcel delivery. Where senders did not raise complaints or contact a provider, for
many this was because it was not a major issue (21%), or the problem was sorted without
needing to complain (23%).

We also note that a simple and straightforward complaints process which facilitates the
fair and prompt settlement of an issue can help reduce the overall negative impact from a
delivery issue. Of those that did make contact about an issue, our B2C parcels consumer
research found that over two thirds said the issue was resolved to satisfaction. For senders,
our C2X research found that just under one in ten said the issue was not resolved at all
(although a significant proportion of issues were not fully resolved, which we discuss
further below).

Overall consumer satisfaction with parcel services is high

6.64

6.65

Although issues do arise, satisfaction with parcel services is high. For senders, our C2X
research data finds that the majority are satisfied with the parcel operators they have
used. 89% of those who used Royal Mail were satisfied — the highest of all operators —
compared to a mean average of 72% for other operators.

In the context of receiving parcels, there is variation in satisfaction with delivery
companies. Our B2C parcels consumer research data shows that the net satisfaction for
delivery companies was highest for Amazon (89%), DPD (85%), and DHL (81%) and lowest
for Evri (57%) and Yodel (61%). In all cases the majority were satisfied.
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6.66

6.67

In addition, qualitative research from the Communications Consumer Panel and Advisory
Committee for Older and Disabled People (CCP ACOD) found that, in the context of sending
parcels, participants overall felt neutral or positively about parcel sending services.57
Parcels were described as tending to arrive at their destination in an acceptable timeframe
and in good condition. However, consumers not exercising choice suggests that more could
be done to ensure consumers are getting a value for money and affordable service.

CCP ACOD also found that, in the context of receiving parcels, participants felt highly
satisfied with their experiences. Consumers were particularly impressed with the reliability
of services despite increased demand.

While overall the market appears to be working well, we have found some
specific areas of concern

6.68

6.69

6.70

6.71

While the majority of consumers make contact with the parcel operator and/or retailer
when they experience a delivery issue, our research does provide some evidence of
problems with the complaints process. In particular: 7

a) Difficulties making a complaint: Our C2X research found that around a quarter of
senders found it difficult to make a complaint or contact parcel operators;

b) Complexities with the complaints process itself: Our B2C parcels consumer research
found the experience of the process for resolving issues varied widely between parcel
operators;

c) Unsatisfactory outcomes: Our C2X research found that 9% of the complaints described
by senders were not resolved at all, and more than 40% were only partly resolved.

In addition, while many millions of parcels are delivered without issue, the research
uncovered some concerns around the safety and security of parcels. Our B2C parcels
consumer research found that almost one in five experienced damaged packaging (18%),
17% experienced a parcel being left exposed to atmospheric conditions and 16%
experienced their parcel not being delivered.

Users with disabilities were more likely to have experienced significant issues. Our B2C
parcels consumer research found that almost one in three that had a delivery issue
experienced significant detriment, compared to one in five for consumers without
disabilities.

Stakeholders have also reiterated concerns about geographic variation in service levels
and surcharging, with this remaining an extremely important issue for customers in
Northern Ireland and large parts of Scotland, including the Highlands and Islands.

576 Communications Consumer Panel and Advisory Committee for Older and Disabled People, April 2021. Delivering
satisfaction? Meeting service users’ needs for parcel services in the pandemic, paras 5.1.1, 5.13 and 6.1.1.

577 In its response to our March 2021 CFl, Citizens Advice set out its research which found that 76% of consumers took no
action after their latest parcel delivery problem, with 32% not taking action because they did not think it would make a
difference and 12% because they did not have time. Citizens Advice response to our March 2021 CFl, Table 3.
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6.72

6.73

In addition, stakeholders commented on the scarcity of PUDO points, particularly in rural
locations, which can create a “significant inconvenience” due to consumers needing to
travel for their parcels.

We discuss geographic variation in parcels services and PUDO points in more detail in the
following sections.

Conclusion

6.74

6.75

6.76

6.77

Around four billion parcels are now received each year in the UK (more than ten million a
day). Our research indicated that, while half of consumers told us their parcels were always
delivered without any issues, many delivery issues do occur. In addition, when issues occur,
it can have a harmful impact on users, as raised by Citizens’ Advice. We also acknowledge
the geographic variability in price and service levels, which can be particularly prevalent in
Northern Ireland and large parts of Scotland, including the Highlands and Islands.

Despite this, our evidence suggests that, for most people, any negative impact experienced
from delivery issues is limited. Moreover, overall consumer satisfaction with parcel
services is high. As a result, we remain of the view that, overall, the evidence suggests that
the parcels market (including the USO) is working well for most customers. Increased
competition in both the B2C and C2X segments is providing benefits to consumers in the
form of increased investment and innovation.

However, as identified by us and several stakeholders, there is evidence of specific areas of
concern. First, operators’ complaints processes appear to be a potential barrier to raising
issues when they occur and are more difficult to navigate through than they should be.
Second, a significant minority of customers do experience more material detriment,
particularly those with disabilities.

We discuss these areas in more detail in the following sections.
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Improvements in complaints handling are needed

Our decision

Our evidence and research have identified problems with the handling of complaints by parcel
operators, leading to consumer harm. We expect parcel operators to make improvements in
customer service and complaints handling.

With more than ten million parcels received every day, sometimes things go wrong. However, with
the increasing importance of parcel deliveries to consumers across the UK it is crucial that parcel
operators have appropriate processes and systems in place to deal effectively and efficiently with
consumers when this happens.

We have therefore decided to introduce new guidance to operators (including Royal Mail) on how
complaints should be managed, and the information to be kept to ensure compliance on complaints
handling. Our guidance applies to consumer complaints relating to B2C and C2X parcel services. We
will also use the information that operators collect on complaints levels and customer satisfaction to
enhance our monitoring and scrutiny of operators’ performance.

Introduction and background

6.78 Customers of parcel services should receive a service that meets their needs. Around four
billion parcels are now received each year in the UK (more than ten million a day) and
while the majority of deliveries are problem free and overall satisfaction is high, the service
provided in some cases can be well below consumers’ expectations.

6.79 Where consumers have a negative experience and have not received a satisfactory level of
service, it should be simple and straightforward for them to complain and receive
appropriate redress (where relevant).

6.80 Our regulation aims to protect consumers who may have negative experiences by imposing
consumer protection conditions (CPs) on all parcel operators. CP 3, introduced in 2012 and
modified in 2017, deals with complaints handling and redress.

6.81 CP 3.2 requires all postal operators, including parcel operators,*’ to establish, make
available and comply with transparent, simple and inexpensive procedures for dealing with
complaints of consumers of postal services, which facilitate the fair and prompt settlement
of disputes. For the purpose of CP 3.2, a ‘consumer’ is any person who uses postal services
either as a sender or an addressee.>”

6.82 In addition to CP 3.2, Royal Mail is subject to more specific requirements under CP 3.3 in
relation to complaints from consumers of universal services. CP 3.3 sets out, amongst
other things, a requirement to establish a complaints handling procedure which complies

578 For the purpose of CP 3.2 a ‘postal operator’ is defined by reference to s.27(3) of the PSA 2011: a person who provides
(a) the service of conveying postal packets from one place to another by post, or (b) any of the incidental services of
receiving, collecting, sorting and delivering postal packets.

579 CP 3.1.2(g).
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6.83

6.84

6.85

6.86

6.87

with certain detailed conditions; a requirement to publish quarterly reports on complaints
volumes; and a requirement to be a member of a qualifying redress scheme.58

How complaints are dealt with is also different for C2X and B2C customers. For C2X
services the individual residential consumer, marketplace sender or small business sending
the item will be entering into a direct relationship with the parcel operator. The sender
and/or recipient will need to deal directly with the parcel operator to resolve delivery
issues. These consumers will therefore rely on the quality of the complaints and contact
handling services put in place by parcel operators.

For B2C services, unlike C2X, the retailer plays a key role. For goods purchased online (B2C
services) a consumer’s contract is with the retailer the customer bought the goods from. It
is the retailer who is responsible for the goods until they are in a customer’s physical
possession.®8! If goods are not delivered to the customer (for example, they are lost or
stolen) or the goods that are delivered are damaged, it is ordinarily the retailer who is
legally responsible for resolving these issues.82

Given this legal position, it will often be more appropriate for the consumer to contact the
relevant retailer in the first instance. However, in practice it can be unclear to a consumer
whether they should contact the retailer or the parcel operator and in some cases
consumers will likely complain to the parcel operator (either in addition to, or instead of,
contacting the retailer), given the parcel operator may have been communicating with
them about their delivery. Furthermore, in some cases, consumers may wish to complain
to the parcel operator about the delivery service they received (for example, about the
behaviour of the delivery driver) either in addition to, or instead of, the retailer. In these
situations, it is important that the parcel operator’s contact and complaints processes work
well for recipients of B2C services (as parcel operators will need to ensure compliance with
the obligation set out in CP 3.2).

In practice, consumers of parcel services will often want to contact the parcel operator
and/or the retailer about their delivery to find out more information about their delivery
(rather than to make a complaint). We also appreciate that with four billion parcels
delivered a year the number of customer contacts could be extremely large and they will
need to be managed cost effectively by parcel operators.

Our regulation focuses on complaints and ensuring customers have access to fair and
prompt processes for dealing with problems when they arise, as this is where consumer
detriment has occurred. A complaint is clearly defined in our regulations as an expression

580 For a more detailed description of the requirements set out in CP 3, please see Annex 2 — Legal.
%81 Or in the possession of someone appointed by the customer to accept them, or delivered to the customer’s nominated

safe place.

582 Consumers’ statutory rights and remedies for goods contracts are set out in Chapter 2 of Part 1 of the Consumer Rights
Act 2015. In relation to deliveries, see in particular section 28 of that Act.
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6.88

of dissatisfaction.8 We expect parcel operators to be able to distinguish complaints from
contacts and deal with them appropriately.

Given the importance of these complaints processes, we undertook consumer research in
advance of our consultation to better understand the consumer experience of contacting
and complaining to parcels operators or retailers when customers have delivery issues. Our
research identified a number of issues with operators’ complaints handling processes,
which informed our December consultation proposal.

Our proposal

6.89

6.90

6.91

6.92

Our research identified problems with the way complaints are being handled. We found
that the consumer experience of the complaints handling process varies from one operator
to another, both in terms of the outcome and the experience of the process itself. While
some operators are performing better than others, we were concerned that in some cases
performance is falling short of providing a simple, transparent process for settling
consumers’ disputes fairly and promptly.

We therefore decided that targeted and proportionate steps to secure better outcomes for
consumers were necessary, and to that end we proposed new guidance on complaints
handling processes for parcel operators. The guidance would apply to C2X and B2C
services and to all parcel operators, including Royal Mail.

This guidance is intended to support parcels operators in complying with their obligations
under CP 3.2 and improving their processes in these areas. We considered that it will help
address the problems consumers have been experiencing, ultimately helping to resolve
complaints more effectively and achieve better outcomes for consumers.

Our proposed guidance (see Annex 7 of the December consultation) described the steps
that we expect all parcel operators to take to ensure compliance with our existing
Consumer Protection Condition 3.2. It aims to ensure that parcel operators properly
understand their obligations under CP 3.2 and described the data and records we would
expect operators to retain to monitor complaints handling effectively.

583 In CP 3 “complaint” means any expression of dissatisfaction made to a postal operator, related to one or more of its
products or services or the manner in which the postal operator has dealt with any such expression of dissatisfaction,
where a response is explicitly or implicitly required or expected to be provided.
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Consultation responses
The need for guidance on CP 3.2

6.93 Most respondents, including parcel operators># and consumer groups>® as well as other
organisations,3 were supportive of our intention to see substantial improvements in
complaints handling by parcel operators.

6.94 Individual parcel operators, including Evri, UPS, Whistl, Amazon and Royal Mail, broadly
agreed with our proposals. Evri in particular welcomed that our proposed guidance
provided clarity to operators and noted its particular importance in the context of rising
parcel volumes. UPS agreed with our proposals, although also noted that it considers that
it has a strong commercial incentive to offer good customer service without additional
regulation. UPS also set out the ways in which it considers its existing procedures meet the
expectations set out in the guidance, while Evri set out a number of steps it is taking to
improve its customer service, including complaints handling.*®” Amazon noted that its view
that our approach of setting guidance rather than prescriptive rules would allow for
continued innovation in the sector, driven by competition.

6.95 The Association of International Courier and Express Services (AICES), the UK trade
organisation for companies handling international express documents and package
shipments, opposed the introduction of the guidance on the grounds that it is
disproportionate and unnecessary, as strong competition between parcel operators
incentivises high customer service standards. It also argued that the proportion of parcel
deliveries that result in problems is very small and that it is straightforward for customers
to make a complaint.>s

6.96 DX and MCF also noted that they consider strong competition in the parcels market
incentivises good customer service and effective resolution of disputes and complaints, but
ultimately supported our proposed guidance.>®

Whether the guidance is sufficient to address the problems we identified

6.97 While supportive of our objective, Citizens Advice, Citizens Advice Scotland and CWU said
that they did not consider that guidance alone would sufficiently improve operators’

584 Royal Mail response to December 2021 consultation, p. 40; Evri response to December 2021 consultation, p. 3; UPS
response to December 2021 consultation, p. 3; Whistl response to December 2021 consultation, p. 6; DX response to
December 2021 consultation, p. 14; Amazon response to December 2021 consultation, p. 6.

585 Citizens Advice response to December 2021 consultation, p. 89; Citizens Advice Scotland response to December 2021
consultation, pp. 21-23; CCNI response to December 2021 consultation, pp. 19-20.

586 Welsh Government response to December 2021 consultation, p. 3-4; Rural Services Network response to December
2021 consultation, p. 5; ACRE response to December 2021 consultation, p.3; NALC response to December 2021
consultation, p. 5; MCF response to December 2021 consultation, p. 14; Advisory Committee for Scotland response to
December 2021 consultation, p. 8.

587 Evri response to December 2021 consultation p. 3; UPS response to December 2021 consultation pp. 3-4.

588 AICES response to December 2021 consultation, pp. 1-2.

589 DX response to December 2021 consultation, p. 14; MCF response to December 2021 consultation, p. 14.
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complaints processes.>® Citizens Advice Scotland argued that we should go further and
impose regulatory requirements in relation to complaints processes, or ensure that there
are consequences (in the form of penalties or sanctions) for operators who do not comply.
CWU argued that we should extend CP 3.3 (which requires the universal service provider,
Royal Mail to comply with a number of further requirements relating to complaints
handling and compensation), to all parcel operators, and accompany this with enforcement
action.>

6.98 Citizens Advice and Citizens Advice Scotland queried how the guidance would help to
improve operators’ complaints handling processes given their view that some operators’
existing complaints processes fall short of our requirements.s2

6.99 Several respondents wanted to understand what action we would take if a parcel operator
did not comply with the guidance.>? Citizens Advice Scotland argued that, in order for the
guidance to be effective, there should be consequences in the form of penalties or
sanctions for those who do not comply.5%

How we will monitor

6.100  Consumer groups and others were generally supportive of our proposals to monitor
operators’ performance on complaints handling, and to take further action if
improvements are not seen.

6.101  There were requests from some stakeholders for more detail about what and how we will
monitor, while some respondents (including CCNI and Pitney Bowes) suggested that we
should publish data in order to increase transparency and incentivise good performance.>%
Royal Mail said that it would be important to ensure that our analysis takes into account
differences in parcel volumes handled by operators, to ensure accurate comparisons.

6.102  AICES did not support our proposal for operators to collect and hold data on customer
complaints, arguing that this is not justified and would be burdensome for operators. It
noted that there should be a clear distinction between an enquiry and a complaint.

The link between tracking and complaints handling

6.103 Royal Mail argued that tracking on USO parcel services would lead to a better complaints
handling process and reduce the number of customer queries and complaints. Citizens

590 Citizens Advice response to December 2021 consultation pp. 85-91; Citizens Advice Scotland response to December
2021 consultation, pp. 20-24; CWU response to December 2021 consultation, p. 10.

591 CWU response to December 2021 consultation, p. 10.

592 Citizens Advice response to December 2021 consultation, p. 90; Citizens Advice Scotland response to December 2021
consultation, p. 23.

593 Citizens Advice response to December 2021 consultation, pp. 85-91; DX response to December 2021 consultation, p. 14
594 Citizens Advice Scotland response to December 2021 consultation, p. 23.

595 CCNI response to December 2021 consultation, pp. 19-20; Pitney Bowes response to December 2021 consultation, p.5,
DX response to December 2021 consultation, p. 14; MCF response to December 2021 consultation, p. 14; Citizens Advice
Scotland response to December 2021 consultation, p. 23.
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6.104

Advice argued that tracking could help with effective dispute resolution and make it easier
for consumers to gain redress.>%

We deal with comments relating to tracking and complaints handling in Chapter 7.

Comments on specific elements of the guidance

6.105

AICES, UPS and Royal Mail commented on specific aspects of the guidance.>” These
comments were mainly around the role of the parcel operator in signposting the
complainant to the retailer, chatbots, and how they would be used, and clarification on the
communications needed when a complaint is resolved immediately.

Other comments

6.106

6.107

Several respondents, including DX and MCF, asked us to set out when the guidance comes
into force.>?®

Four individual respondents reported negative experiences they had had with parcel
operators, including that they had found it difficult to make a complaint.5®

Our assessment

The need for guidance on CP 3.2

6.108

6.109

6.110

This section considers the need for our additional guidance on complaints handling
following the views provided by some stakeholders in their responses.

As required by CP 3.2, our evidence suggests that parcel operators have existing
complaints handling processes in place across their C2X and B2C services. For example, we
are aware that operators such as DHL, DPD, Evri, Royal Mail and Yodel all provide contact
channels for consumers or details of the channels available for making complaints (e.g.
chat function, telephone number, call back option), typically via their website.5° We are
also aware that some operators have internal targets on the response time for resolving
consumer complaints. 6o

Despite this, in our December consultation we set out the evidence we gathered from
consumers on their experience of making and pursuing complaints about their parcel
deliveries. Across our B2C and C2X research, the issues raised with the complaints process
can broadly be grouped into the following categories:

a) Barriers to being able to make a complaint in the first place;

5% Royal Mail response to December 2021 consultation, p. 40; Citizens Advice response to December 2021 consultation p.

98.

597 Royal Mail response to December 2021 consultation, pp.40-43; UPS response to December 2021 consultation, p. 3,
AICES response to December 2021 consultation, p. 2.

598 DX response to December 2021 consultation, p. 14; MCF response to December 2021 consultation, p. 14.

599 peter Brown response to December 2021 consultation, p.1; Peter Styles response to December 2021 consultation p.1;
Geoff Lambert response to December 2021 consultation p.1;[3<]response to December 2021 consultation [<].

600 Based on examining parcel operators’ websites.

601 Based on parcel operators’ response to our formal information request (sent June 2021).
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6.111

b) Complicated, unclear and slow complaints process; and
c¢) Outcomes of the complaint process were too often unsatisfactory for customers.

We note that there is variation in consumers’ experiences of complaints handling across
parcels operators reflected in the consumer research, with some performing reasonably
well, and others falling short. Where relevant, we have provided information on the range
of research results across operators below.

Barriers to being able to make a complaint in the first place

6.112

6.113

6.114

Parcel operators are required by CP 3.2 to have transparent, simple and inexpensive
procedures for dealing with complaints. We consider this means that consumers should be
able to easily find the right contact details for the relevant parcel operator. However, our
research found that some consumers find it hard to locate the right contact details to make
a complaint, or raise an issue, with their parcel operator. This was a common issue for both
B2C and C2X services.

Our B2C parcels consumer research found that for some large parcel operators, only 25%
of consumers who want to get in touch with the operator about a delivery issue found it
easy to find the operator’s contact details. Even the operators who scored better on this
measure still only had 55-59% of consumers who would consider it easy to find the
appropriate contact details. This suggests that many people who experience problems with
their delivery are forced to spend too much time searching for contact details when it
should be easy for them to make contact.

In addition, our C2X research found that around a quarter of senders found it difficult to
make a complaint or contact parcel operators. In terms of the nature of problems people
have when contacting a parcel operator, we found that getting through to the right person
was the most widely experienced difficulty, as set out in Figure 6.11 below. Nearly 20% of
customers also had difficulty finding out how to make a complaint, and 29% had difficulty
using the communication channel made available by the operator.
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Figure 6.11: Difficulties experienced when making a complaint/ contacting a supplier (C2X)

Getting through to the right person 42%

The company didn't want to take responsibility for the problem

34%

32%

It took a long time to resolve

Difficulty in using communication channels available to me

29%
Using a format which I didn't like using

20%

19%

Finding out how to make a complaint

Knowing which organisation to make the complaint to - 12%
Something else (please specify) I 3%

Don't know 0%

Source: C2X research

6.115 Uncertainty around where to go/who to complain to was also cited by 19% of those who
had a delivery issue but did not contact or make a complaint as the reason for not doing so
in our C2X research.

6.116  These findings are broadly consistent with Citizens Advice’s research on consumer
experience in the parcels market. It found that for consumers sending parcels more than
40% who had a problem said they found it difficult to find contact information for the
parcel delivery company.®®

6.117  Our guidance seeks to address these issues by setting an expectation that parcel operators
have clear and easily accessible complaints channels. For example, we expect parcel
operators to take steps to ensure that consumers understand who they should contact and
what contact channels they can use to make a complaint. This information and contact
channel(s) should be clearly and prominently set out to consumers (for example, on the
operator’s website and in any communications with customers).

A complicated, unclear and slow complaints process

6.118  Parcel operators are required by CP 3.2 to have simple and transparent complaints
procedures. In practice, we consider that the requirement for parcel operators under CP
3.2 to have simple and transparent complaints procedures means that the process to be
followed should be clear, transparent and easy to navigate for a consumer. A parcel
operator should actively and promptly progress the complaint that has been raised and
seek to find a solution that is satisfactory to the complainant. Communication with

602 Citizens Advice response to March 2021 CFl, table 3, paragraphs 6.31, 7.18.
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customers should also be clear, easy to understand and timely. Our consumer research
suggests this often is not the experience of consumers.

6.119  We found the experience of the process for resolving issues varied widely between parcel
operators. As set out in Table 6.12 below, we found that consumers had both good and
bad experiences with the resolution process, depending on which operator they made
contact with.

Table 6.12: Consumer experience in resolving delivery issues

Range of responses, by

% of consumers... operator (lowest-highest)
...finding the process clear and easy to follow 25-64%
...saying the process for resolving the issues took a long time 28-59%

...that needed to make multiple contacts to resolve their delivery issue = 33-57%
Source: B2C parcels consumer research

6.120  As Figure 6.11 shows, for C2X consumers, 34% of those who experienced difficulties in
making a complaint /contacting the parcel operator found that the company contacted did
not want to take responsibility for the problem; and 32% said it took a long time to resolve
the issue.

6.121  Our C2X qualitative research also uncovered individual examples of consumer experiences
of the complaint handling process, which fell significantly short of their expectations for
customer service.®%

6.122  Our guidance seeks to address these issues by making clear that operators should take
active steps for the prompt and active management of complaints, as well as ensuring clear
and timely communications with the complainant. For example, we expect operators to
promptly inform the complainant of the process that will be followed to investigate the
complaint, and the timeframes within which the operator will endeavour to carry out its
handling of the complaint. In addition, we expect that communications with customers are
clear and easy to understand, and appropriately responsive to the individual customer’s
complaint.

Outcomes of the complaints process are too often unsatisfactory

6.123  Parcel operators are required by CP 3.2 to ensure that their complaints procedures
facilitate the fair and prompt settlement of disputes. We consider this means that parcel
operators should work to resolve complaints from customers in a fair and timely manner,
with the aim of reaching a resolution that is to the satisfaction of the consumer. Our
research found potential problems with the level of consumer satisfaction with the
resolutions provided by operators, and significant variation between operators.

603 C2X research — slide 102.
162



Statement: 2022 Review of Postal Regulation

6.124

6.125

6.126

6.127

6.128

Our C2X research found that 9% of complaints raised by senders were not resolved at all,
and 42% were only partly resolved.®*

The C2X research found that where financial compensation was sought from parcel
operators following an issue, many were not satisfied with the outcome. Almost half (47%)
of people who contacted a parcel operator about an issue did not receive the financial
redress they were expecting.® This may point to problems with operators’ transparency
and communication over the level of compensation consumers are entitled to when
deliveries go wrong.

Our B2C parcels consumer research found that when consumers complained to parcel
operators about delivery issues, there was a large disparity between operators regarding
satisfaction of outcome. For example, when asked if they were satisfied that their
complaint was handled fairly, the percentage of complainants agreeing ranged from 29%
for one operator to 71% for another.

Furthermore, expectations around the outcome prevented some consumers from
contacting the parcel operator after experiencing an issue with parcel delivery in the first
place. Our C2X research found that 37% of those consumers who did not contact or
complain when they experienced a delivery issue said it ‘wouldn’t change anything
anyway’. Similarly, our B2C parcels consumer research found that among those who did
not contact either the retailer or parcel operator after experiencing an issue, 23% said they
did not think either of them would do anything about it, and 7% said they have tried
contacting the delivery company before and nothing happened.

We acknowledge that consumers may have different expectations around what a suitable
resolution is, and parcel operators cannot necessarily control for that. However, we are
concerned that a number of consumers who complained did not feel they were treated
fairly, and some are being deterred from raising a complaint based on past poor
experience. Our guidance seeks to address this by increasing transparency over processes
(as described above), to try and better align consumer expectations with operator policies,
and setting an expectation that parcel operators have internal processes in place (e.g.
internal review; escalation) to address concerns consumers may have with the way their
complaint has been dealt with (e.g. if they consider it unresolved, or were treated unfairly).

Information and data held by parcel operators

6.129

6.130

Given the problems our research identified on complaints handling, our guidance also
describes the data and records we would expect operators to retain to monitor complaints
handling effectively.

This data includes internal records of the number of complaints received, resolved and
unresolved (or escalated) over a specific period (e.g. monthly), the nature of the
complaints received, and dates on which complaints have been received and resolved. For
complaints resolved by the operator, we would expect operators to have systems in place

604 C2X research — slide 101.
605 C2X research — slide 103.
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6.131

6.132

for recording and monitoring customers’ satisfaction with the resolution of their
complaint.

We consider that this would help them to ensure that they can effectively monitor the way
complaints are being handled and their compliance with CP 3.2, and that complaints are
being dealt with appropriately and in accordance with the operators’ complaints
procedures and processes.

As set out further below, data held by operators in relation to complaints is also likely to be
useful for our monitoring. We intend to further engage with operators regarding their
complaints data, and request some data from them using our statutory powers to help us
to monitor complaints handling performance and parcels market issues more widely.

Conclusion

6.133

Given the evidence of the problems consumers are experiencing with the complaints
handling process we consider new guidance providing more detail on what is expected of
operators is a necessary and proportionate step to improve complaints handling for
consumers. Reflecting the findings of our consumer research (described above), we think it
should cover two main areas:

a) ensuring clear and easily accessible complaints channels for consumers; and

b) resolving complaints through fair, transparent, and effective processes (including the
internal records and data we would expect them to keep).

Our approach to improving complaints handling

6.134

We note that there is variation in consumers’ experiences of parcels operators’ handling of
consumer complaints, with some performing reasonably well, and others falling short of
providing simple and transparent processes for fair and prompt resolution. For example,
we consider that some operators could do more to ensure their contact channels are
provided sufficient prominence, to ensure that consumers have clear and easily accessible
contact channels. The problems consumers are experiencing demonstrate that commercial
incentives alone are insufficient to remedy the issue across the market.

Proportionality of our guidance

6.135

6.136

We consider that our new guidance to operators on how complaints should be managed,
and the information operators should retain, is proportionate to the problems we have
identified and will support improvements in the complaints handling processes of
operators, and enable effective monitoring of this in future, for the benefit of consumers.

Given we are issuing guidance, in a non-prescriptive way, for an existing condition and
operators are already required to have complaints handling processes in place, we do not
consider it is necessary to undertake a detailed impact assessment. However, to ensure
that our intervention is proportionate to the issues identified, we give some consideration
below to the potential impact on consumers and parcel operators.

lmpact on consumers
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6.137

As we have explained above, we expect our guidance will reduce the potential harm
experienced by consumers, as it provides operators:

a) more clarity around how we expect them to ensure that consumers have clear and
accessible complaints channels, which will in turn ensure that consumers are able to
raise complaints without facing unnecessary barriers;

b) more clarity around how we expect them to ensure that consumers have fair,
transparent and effective complaints processes in place, which will in turn improve the
way consumer complaints are dealt with; and

¢) anunderstanding of the data we expect them to record in relation to complaints, so
that parcel operators, and Ofcom, can effectively monitor operators’ complaints
handling processes and consumers’ experience of these processes over time.

Impact on parcel operators

6.138

6.139

We consider that, along with the incentives provided by competition, our guidance will
improve operators’ existing complaints handling processes and ensure all operators have
clarity as to what Ofcom considers is an effective complaints handling process. As
operators already have existing complaints handling processes in place, we expect the type
and extent of any improvements needed will vary across operators. However, the types of
changes could be in relation to systems changes (e.g. to improve the accessibility of
contact channels for consumers with accessibility needs), specific IT changes (e.g. updating
contact information on a website), and staff training (e.g. in relation to any changes to
complaints processes).

Nonetheless, we consider our guidance is a proportionate intervention to address the
harm that may arise to consumers from slow, complicated and/or unsatisfactory
complaints processes, and is the least onerous means of doing so for the following reasons:

a) Our guidance focuses on providing operators with clarity around an existing condition,
to address the consumer detriment identified.

b) As aresult, it is targeted at those parcel operators who are currently falling short in any
of the areas identified, with no impact on those who are already meeting (or
exceeding) the guidance.

c¢) We have chosen to provide greater transparency on what we expect operators to do to
comply with CP 3.2 through the use of guidance (rather than, for example, the
imposition of additional or more prescriptive regulatory conditions). While we would
normally expect to have regard to this guidance when investigating any potential
failure to comply with CP 3.2, our guidance recognises that we may depart from the
principles set out in the guidance if we consider it appropriate to do so.

d) Our guidance sets expectations around the types of internal records and data we
would expect operators to retain on complaints handling. This acknowledges that
operators may have different approaches to collecting internal records and data, and
that the type and extent of any improvements needed over time may vary across
operators.
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e) Where parcel operators did raise concerns around the proportionality of certain steps,
such as signposting to retailers’ contact channels, we have taken these into
consideration in finalising our guidance (see paragraphs 6.147-6.160 below).

f) Other than AICES (a trade organisation for some operators), we did not receive any
comments directly from parcel operators to suggest that our guidance overall was
disproportionate. Amongst those operators that responded, we note that DX, Evri,
Royal Mail, UPS, Amazon and Whistl supported our guidance.

Why we consider guidance is sufficient, and how it relates to CP 3.2

6.140

6.141

6.142

6.143

6.144

In response to Citizens Advice, Citizens Advice Scotland and CWU, our view is that the
introduction of new guidance at this stage should make it clearer for parcel operators to
understand what we expect of them with regards to CP 3.2, and therefore easier for them
to comply. This should therefore help to address our concerns (echoed by Citizens Advice
and Citizens Advice Scotland) that consumer experience of the complaints handling process
varies from one operator to another, with some parcel operators falling below the
necessary standards. We consider that the principles set out in this condition remain
appropriate for complaints and redress processes, and if applied effectively would address
the issues we have identified above.

In addition, we consider that introducing new prescriptive rules for all operators at this
stage could be disproportionate and potentially counter-productive, as it risks reducing the
quality and flexibility of some complaints processes already in place for customers.

Competition between operators also provides commercial incentives to make
improvements in customer service. Overall, while we have identified certain areas of poor
performance, we consider that competition, supported by the new guidance, should help
improve complaints handling, without the need for additional prescriptive regulatory
conditions at this stage.

For these reasons, we consider that the introduction of new guidance on CP 3.2 is
sufficient. However, we are clear that if the new guidance and increasingly active
monitoring of parcel operators’ approaches to resolving complaints does not lead to
significant improvements in complaints handling processes and, ultimately, outcomes for
customers, we may consider enforcement or further regulation, as appropriate.

In response to queries about the status of the guidance compared to CP 3.2, and what the
consequences would be if an operator did not comply with the guidance, we note that the
guidance aims to ensure that parcel operators properly understand their obligations under
CP 3.2 and sets out what we expect from them. While any potential future enforcement
action will turn on the specific facts and merit of the case, we would normally expect to
have regard to the guidance, and the steps taken by parcel operators in line with that
guidance, when investigating potential non-compliance with CP 3.2.
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Comments on specific elements of the guidance

6.145

6.146

’

Our guidance describes the steps we expect operators to follow when handling consumers
complaints. It covers two main areas, reflecting the findings of our consumer research:

a) ensuring clear and easily accessible complaints channels for consumers; and
b) resolving complaints through fair, transparent, and effective processes.

Some stakeholders have commented and made suggested amendments to our proposed
guidance wording in their responses. We set out our response to these points in turn
below. Annex 3 contains a version of the guidance with our changes marked up, and Annex
4 contains a final, clean version.

Signposting to the retailer

6.147

6.148

6.149

Relevant extract from the guidance (paragraph 6): “Where postal operators receive
complaints from consumers that need to be dealt with by a retailer, postal operators
should provide clear and timely information to the customer regarding the need to
contact the retailer, and where possible could signpost to the relevant retailer’s
complaints channel.”

Royal Mail, UPS and AICES argued that postal operators providing specific details of the
relevant retailers’ contact and complaints channels would be too onerous, as it would
entail operators keeping a large database of information regularly updated, and is not
justified by our research.®s While we did provide some caveats within the guidance on this
point (including noting that operators ‘could’ do this ‘where possible’), we have decided,
following representations from operators, and for the avoidance of doubt, to remove this
clause from the final version of the guidance (see updated extract below and full guidance
in Annex 4).

Our objective was to ensure that where the customer has contacted the parcel operator,
but the complaint needs to be dealt with by the retailer, this is made clear to the customer
in a timely manner. This is important because without this information the customer may
end up wasting time trying to speak to the operator, ultimately increasing the time spent
by the customer to resolve the issue.

We appreciate that to maintain an accurate and up-to-date database of retailers’ contact
information could entail a significant administrative burden for parcel operators. We also
consider that, as long as the customer is clearly and quickly told that they need to speak to
the retailer if the operator cannot resolve the complaint, (i.e. without being given the
specific contact details) this is sufficient.

606 Royal Mail response to December 2021 consultation, p. 41; UPS response to December 2021 consultation, pp. 3-4;
AICES response to December 2021 consultation, p.2.
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6.150 For B2C services, the customer will have access to their retailer’s contact information via
their order confirmation or receipt. If not, it should be straightforward for the customer to
find the retailer’s contact information by an online search.

6.151 Royal Mail also argued that the wording of this section of the guidance risks the parcel
operator referring all customers to the retailer, even when they can resolve the issue
themselves, and that this could lead to an unnecessary delay for the customer.

6.152  As noted above and in the December consultation, for B2C services, it is often more
appropriate for the customer to contact the retailer in the first instance, not the parcel
operator. For this reason, we have made clear in the guidance that the parcel operator
should only direct the customer to the retailer where the complaint ‘need(s)’ to be dealt
with by the retailer. We consider that this wording is sufficient to address Royal Mail’s
concern that operators will pass customers over to the retailer, while also taking into
account the fact that some complaints raised with a parcel operator may relate to the
contract between the retailer and the customer.

Updated extract from the guidance (paragraph 6) with marked-up change:

“Where postal operators receive complaints from consumers that need to be dealt with
by a retailer, postal operators should provide clear and timely information to the

customer regarding the need to contact the retailer.;-and-wherepossible-could-signpeost
tE tI:_:_ FEIE![EI:t :Etei E:’S EEH? ;IEith EIqE I.II

Use of chatbots in the complaints handling process

Relevant extract from the guidance (paragraph 10):

“Where ‘chat bots’ are used as part of the process they must also be highly capable of
identifying complaints and dealing with additional accessibility needs.”

6.153 Royal Mail suggested that the extract above requires operators’ chatbots to be able to
identify whether a customer has additional accessibility needs, and that it would preclude
the use of simple chatbots, which it currently uses to help customers find answers to
common questions (for example, about redelivery).&7?

6.154  Inresponse to Royal Mail, we appreciate that simple chatbots (which usually contain pre-
programmed responses to frequently asked questions) can be a helpful tool to answer
common queries from customers or to point them in the direction of further help or
information. In doing so, such chatbots could help to reduce customer contacts that take
up time for both customers and operators.

6.155  We recognise that simple chatbots are unlikely to be able to identify accessibility needs.
The wording of the guidance says that chatbots, when they are used as part of the
complaints process, should be able to deal with additional accessibility needs, (for
example, being compatible with screen reading technology). This is in line with our

607 Royal Mail response to December 2021 consultation, p. 42.
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6.156

expectation, set out in paragraph 5 of the guidance, that all contact channels should be
accessible to consumers with accessibility needs.

We therefore consider that the existing wording of the guidance does not stop parcel
operators from using simple chatbots, even if they cannot identify accessibility needs, as
long as they can deal with accessibility needs. However, as a general rule, we expect that
where a customer is making a complaint to a parcel operator (as opposed to an enquiry),
simple chatbots are unlikely to be appropriate given the likely complexity of the
information being shared.

Explanation of the complaints process

6.157

6.158

6.159

6.160

Relevant extract from the guidance (paragraph 9):

“For example, we consider that it would be reasonable to expect that, after having
received a complaint, the postal operator promptly inform the complainant of: (a) the
process it will follow to investigate the complaint with a view to resolving it fairly; and (b)
the timeframes in which the postal operator will endeavour to carry out its handling of
the complaint. After the postal operator has investigated the complaint, we would expect
that it promptly communicates the outcome of its investigation to the complainant, and
where necessary, set out what compensation or redress will be provided (if any).”

Royal Mail argued that operators should not have to provide the information set out in the
extract above to a customer, if the operator has been able to resolve their complaint
immediately (for example, while on a call with the customer). It argued that if the operator
had been able to resolve the customer’s complaint on the phone, this requirement would
lead to unnecessarily prolonged phone calls.®%

We consider it to be important that customers who make a complaint understand how the
complaints process will work and the timeframe in which they can expect their complaint
to be resolved. This is because our research found that the complaints process customers
had to follow was often unclear and took a long time, with customers sometimes having to
contact a parcel operator multiple times for the issue to be resolved.

However, we agree with Royal Mail that we do not want the guidance to have the
unintended consequence of prolonging conversations or contacts between customers and
parcel operators. We also appreciate that if a complaint has been resolved immediately,
then information about how the complaint will be handled is not necessary. In such cases,
we would expect it to be made clear to the customer that the operator considers the
matter closed.

We therefore have decided to amend the guidance (see below) to make clear that where a
complaint has been resolved immediately, the parcel operator does not need to inform the
complainant of the complaints process and the likely timelines.

608 Royal Mail response to December 2021 consultation, p. 41.
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Updated extract from the guidance (paragraph 9) with marked up changes in bold:

“For example, we consider that it would be reasonable to expect that, after having
received a complaint that cannot be resolved immediately, the postal operator promptly
inform the complainant of: (a) the process it will follow to investigate the complaint with
a view to resolving it fairly; and (b) the timeframes in which the postal operator will
endeavour to carry out its handling of the complaint. For complaints that were not
resolved immediately, after the postal operator has investigated the complaint, we
would expect that it promptly communicates the outcome of its investigation to the
complainant, and where necessary, set out what compensation or redress will be
provided (if any). For complaints resolved immediately (for example, over the phone),
we would expect the postal operator to make clear to the customer that it considers
the complaint closed.”

Our approach to monitoring

6.161

6.162

6.163

6.164

6.165

As noted above and in the December consultation, we intend to monitor operators’
complaints handling processes more actively in the future. We also intend to continue to
improve our understanding of operators’ customer service more generally.

Monitoring parcel operators’ performance is necessary to ensure that we can assess
whether improvements in complaints handling processes are materialising following the
introduction of the guidance, ensure that we are kept informed about any emerging issues,
and will help us to build an evidence base for any future policy work in this area, should it
be required. Our expectation is that the new guidance and increasingly active monitoring
of parcel operators’ approaches to resolving complaints will improve outcomes for
customers. If significant improvements are not made, we may consider enforcement or
further regulation, as appropriate.

We intend to draw on three main sources to monitor complaints handling and consumers’
experience - operators’ own data acquired using our statutory powers, consumer research,
and regular bilateral engagement with major parcel operators. In response to AICES’
argument that collecting data from operators would be an administrative burden and is
not justified, we intend to engage with parcel operators on the data that they hold, to
understand what is possible for them to provide and ensure that we receive meaningful
data that supports our objectives noted above, without placing undue burdens on
operators. We intend to begin this engagement soon after this Statement is published
(summer 2022).

We will also review relevant data and information from other sources, for example
produced by the Consumer Advocacy Bodies.

Using these sources should enable us to:

a) understand how many complaints operators receive and the category to which these
complaints relate (for example, lost or damaged parcels), how quickly complaints are
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6.166

6.167

resolved, and whether improvements are being made, subject to further engagement
with parcel operators on the data they hold, noted above (operator data);

b) understand consumers’ views and experience of operators’ complaints handling
processes and customer service, and draw some comparisons between operators on
these points (consumer research); and

c) discuss trends and challenge operators on their approaches where necessary through
regular and ongoing engagement with major operators.

We plan to include an update on our parcel monitoring work annually as part of our AMU
for Postal Services, with the first substantive update likely to be in the 2022/23 AMU. We
expect this to form a picture of how parcel operators are performing in terms of
complaints handling, and customer service more generally. We will also internally review
the data and information we receive to ensure that we are well-informed about parcel
operators’ complaints handling processes and customer service.

In response to CCNI and Pitney Bowes’s comment about publishing complaints data, we do
not plan to publish operator-specific complaints data (i.e. obtained from parcel operators)
at this stage. While we appreciate that this could have some benefits (for example, acting
as a reputational incentive for operators to improve their performance), we also recognise
that comparisons between operators, and the publishing of information may raise specific
challenges (e.g., comparability of data) but is something we might return to in due course if
we consider that further steps are needed to incentivise better performance by operators
in managing complaints.

Tracking and complaints handling

6.168

We note the points raised by Royal Mail and Citizens Advice in relation to tracking and how
it can help to improve the complaints handling process. We set out our response to those
points in Chapter 7.

Implementation timetable

6.169

6.170

While we did not set a specific implementation timetable for our guidance in our
December consultation, having considered responses on this issue, we have decided that
we would expect operators to be complying with the guidance on CP 3.2 by 1 April 2023.
We consider that this timeframe (just over eight months from publication of this
statement) strikes an appropriate balance between ensuring consumers are protected as
quickly as possible and ensuring parcel operators have time to make any necessary
changes to their systems in order to be compliant with the guidance.

It also reflects the fact that this guidance relates to a condition that is already in place, and
which operators should already be compliant with.
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Our decision

6.171

6.172

Having taken into account responses from stakeholders, and based on the evidence
gathered for our December consultation, we have decided to introduce new guidance on
complaints handling processes for parcel operators.

We have made some minor changes to the version of the guidance that was proposed in
December, in response to stakeholder comments. The full final version of the guidance can
be found in Annex 4 to this statement.

Better meeting the needs of disabled consumers

We have decided to introduce a new Consumer Protection Condition that requires all parcel

operators (including Royal Mail) to establish, publish and comply with clear and effective policies

and procedures for the fair and appropriate treatment of disabled consumers. This aims to address

the problems disabled consumers are often experiencing with parcel services.

Our proposal

6.173

6.174

6.175

6.176

Our research — and research conducted by other stakeholders — has found that disabled
consumers are more likely to experience problems with parcel services across both the B2C
and C2X market segments.

To help improve the service received by disabled consumers, we proposed a new
Consumer Protection Condition that requires parcel operators to establish, publish and
comply with clear and effective policies and procedures for the fair and appropriate
treatment of disabled consumers, in relation to the collection, delivery and receipt of
parcels.

The proposed condition would apply to all parcel operators, across the B2C and C2X
market segments, that collect and/or deliver to disabled consumers, including Royal Mail.

We proposed to include Royal Mail within the scope of our condition, as a major provider
of parcel services to disabled consumers. As explained above, our research (which
encompassed the services provided by Royal Mail) found that disabled consumers are
more likely to experience problems with parcel services across both the B2C and C2X
market segments.
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Consultation responses

6.177  Most respondents, including parcel operators, consumer bodies, private individuals and
other organisations, supported our proposed condition and our aim to improve the
experience of disabled consumers in the parcels market.®

6.178  Some parcel operators welcomed the flexibility provided by the proposed condition.1
Amazon welcomed the fact that it focuses on the outcome for customers but allows parcel
operators to innovate in terms of technology, to collaborate and to continuously improve
processes for customers. ¢!

6.179  AICES and UPS did not support the proposal. They argued that it was unnecessary as parcel
operators already have to comply with the Equality Act 2010. AICES also said that some
operators are already investing in solutions for disabled users, so competition was working
and that there was no need for additional regulation.s2

6.180  Other respondents, who generally supported the proposed condition and its aims, raised
some questions and made a number of suggestions which aimed to improve the
effectiveness of the condition.

6.181  CAS and CWU said that we should be more specific about what parcel operators should do
to comply with the condition. They were concerned that by giving operators flexibility to
design their own policies, it would not incentivise operators to make substantial enough
improvements and they would be free to do the minimum necessary.®3

6.182  Evri and DX raised data protection and consent issues. Evri said that they had concerns
about collecting and using data from customers which could identify them as potentially
vulnerable. It noted it would need to meet consumers’ needs while complying with data
protection regulations.* DX said that retailers would need consumers’ consent to share
potentially sensitive information with parcel operators.

6.183  AICES and UPS stated that it would be better for disabled consumers to communicate their
needs through the retailer, not via the parcel operator. This is because the retailer has the
contractual relationship with the consumer and that they should then inform the parcel
operator.616

603 CCNI response to December 2021 consultation, p. 21; CA response to December 2021 consultation, pp. 92-95; Welsh
Government response to December 2021 consultation, pp. 3-4; Rural Services Network response to December 2021
consultation, p. 5; ACRE response to December 2021 consultation, p. 4; Amazon response to December 2021 consultation
pp. 6-7; DX response to December 2021 consultation, pp. 14-15; CEDR response to December 2021 consultation, p. 3; CWU
response to December 2021 consultation, p. 11. F Cooper response to December 2021 consultation; p. 1; S Davey response
to December 2021 consultation, p. 1.

610 MICF response to December 2021 consultation, p. 15; DX response to December 2021 consultation, p. 15.

611 Amazon response to December 2021 consultation, pp. 6-7.

612 AICES response to December 2021 consultation, p. 3; UPS response to December 2021 consultation, pp. 4-5.

613 CAS response to December 2021 consultation, p. 24; CWU response to December 2021 consultation, p. 11.

614 Hermes/Evri response to December 2021 consultation, p. 5.

615 DX response to December 2021 consultation, pp. 14-15.

616 AICES response to December 2021 consultation, p. 3; UPS response to December 2021 consultation, pp. 4-5.
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6.184  Royal Mail said that our proposal not to allow tracking as part of First and Second Class
services was not in the best interests of disabled consumers.®” We set out our response to
this point in Chapter 7.

6.185 Evri and Royal Mail both raised the issue of the costs that may be involved with introducing
changes necessary to ensure compliance with the proposed condition. In relation to the
condition wording, and linked to costs, Royal Mail suggested three amendments (explained
further below), which aimed to ensure the extent to which operators were required to
meet the needs of disabled consumers were reasonable and proportionate.®

6.186 A number of stakeholders noted that we had not proposed a definition of “disabled”, and
said that there were other groups of people (e.g. elderly; pregnant; those with young
children; and people who live in blocks of flats) who would also likely benefit from
operator policies and procedures for the fair and appropriate treatment of disabled
consumers.5? Some also said it would be difficult to identify disabled consumers.

6.187  Several stakeholders suggested that the implementation period should be extended. We
proposed an implementation deadline of April 2023 in our December consultation.
However, MCF argued that we should extend it to 12 months from our statement. Evri
initially said that 12 months was an appropriate period of time. However, after further
thought about the work involved, it suggested that 18 months would be more
appropriate.®® Royal Mail asked for the condition to take effect no earlier than April 2024
so it could implement IT changes and train its staff.5x

6.188  Citizens Advice and CCNI encouraged us to proactively monitor and evaluate the
effectiveness of the condition. CCNI also asked us to provide guidance to operators on how
to comply with the condition. Citizens Advice said that we should be prepared to take
enforcement action where necessary. 622

Our assessment

6.189  We have assessed the issues raised in response to our proposed Consumer Protection
Condition. Central to this assessment is our evidence of the problems experienced by
disabled consumers in relation to parcels deliveries, which we have set out below.

Disabled consumers are experiencing problems in the parcels market

Our research has found disabled consumers experience disproportionately more delivery issues

617 Royal Mail response to December 2021 consultation, p. 44.

618 Royal Mail response to December 2021 consultation, p. 44.

619 DX response to December 2021 consultation, p. 15; Evri response to December 2021 consultation, p. 3; MCF response
to December 2021 consultation, p. 15.

620 Eyri letter to Ofcom, April 2022.

621 MICF response to December 2021 consultation, p. 15; Evri response to December 2021 consultation, p. 5; Royal Mail
response to December 2021 consultation, pp.44-45.

622 CCNI response to December 2021 consultation, p. 21; Citizens Advice response to December 2021 consultation, p. 95.
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6.190

6.191

6.192

6.193

6.194

Our B2C parcels consumer research found that disabled consumers experienced issues
with 70% of deliveries®?. The greatest gap in delivery issues experienced (between
respondents with accessibility needs and those without) was being given insufficient time
to answer the door. 12% of consumers without disabilities experienced this in the
preceding three months, compared with 19% of disabled consumers.

Qualitative research from CCP ACOD also found that consumers with access requirements
had some negative experiences in the context of receiving parcels. These include informing
the courier that it may take them longer to get to the door, and these delivery instructions
not being followed or not being able to select certain delivery options (such as contact-
free).6 These experiences tended to follow poor communication (or a lack of
communication) about delivery requirements. These respondents wanted parcel operators
to be more familiar with their needs.

Citizens Advice provided evidence that the parcels market does not work well for disabled
users®” and said it has identified three common issues®2 experienced by
disabled consumers:

a) Consumers missing their delivery because they were not given sufficient time to get to
the door.

b) Consumers being unable to retrieve parcels left in a “safe place” such as on high ledges
or under ramps.

c) Consumers feeling anxious or rushed when signing for a parcel.

Its research found that a third of disabled consumers missed a delivery because they were
not given enough time to get to the door, and a quarter feel rushed, anxious, or

irritated when signing for a delivery.s?” Citizens Advice has also established a delivery
charter for disabled consumers that both retailers and parcel operators can sign up to. The
parcel operators’ charter commits signatories to working with retailers to allow disabled
consumers to specify any additional needs, and to ensure that all pick up and drop off
points are accessible to disabled consumers.®2

Which? has also carried out research on this issue and found similar problems: seven in 10
disabled consumers faced one or more delivery problems in the last year. These include
not being given enough time to answer the door, parcels left in an inaccessible place, and
delivery instructions not being followed.¢%

623 This compares to 62% for respondents not identifying as disabled or having additional accessibility needs.
624 Communications Consumer Panel and Advisory Committee for Older and Disabled People, April 2021. Delivering
satisfaction? Meeting service users’ needs for parcel services in the pandemic.

625 Citizens Advice, 2019. The missing link: why parcel companies must delivery for disabled people.
626 Citizens Advice, 2018. The customer journey: disabled people’s access to postal services.

627 Citizens Advice, 2018. Citizens Advice - Delivery charter for disabled consumers.

628 Citizens Advice - Delivery charter: Operators.

629 Which? February 2022, Major retailers and delivery firms are failing disabled customers. [Accessed 26/06/22].
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Disabled consumers are also more likely to experience harm when issues arise

6.195

When issues with parcel deliveries do arise, disabled consumers are more likely to
experience significant harms. Our B2C parcels consumer research found that 31% of
disabled consumers who had a delivery issue experienced significant inconvenience, stress
or financial loss - compared with 21% of consumers who did not identify as disabled. This is
set out below in Figure 6.13.

Figure 6.13: Impact of experience of delivery issues (B2C)

m Disability = No disability/prefer not to say

49%

Net: Significant inconvenience, stress/worry or financial loss

52%

35% A
28% | |
21%
16% * A 18% A
B 14% 14% A 13%
. - - - -

Mild inconvenience Mild stress or worry Time loss Significant Significant stress or Financial loss

inconvenience worry

Source: B2C parcels consumer research

Disabled consumers also experience more issues when sending parcels

6.196

6.197

Disabled consumers are more likely to be heavy senders of parcels. The C2X research found
that disabled consumers sent an average of eight parcels per year (compared to the overall
average of seven), and 22% of disabled users were “heavy” senders (defined as sending
over 21 parcels per year), higher than the overall average of 16%.

When prompted with a list of issues when sending parcels, 65% of disabled consumers in
the C2X research stated that they had experienced an issue, compared with 50% overall.
Disabled consumers were significantly more likely to experience all the specific delivery
and collection issues tested when sending parcels, compared to senders overall.
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Figure 6.14 Issues with any supplier when sending parcel

Overall Disabled

26% 33%

Time taken for delivery did not meet expectations

Recipient experenced an issue with the parcel being

0, 0,
delivered to wrong address/ place or getting lost 23% 36%

Incorrect or insufficient tracking information 23% 32%

Parcel contents/ packaging was damaged before it

0, 0,
got to recipient - 22% 32%
Unclear information on when and how the parcel - o
would be delivered 22% 33%
Experience in store / in the Post Office when sending - 0 o
the parcel was poor 22% 32%
Service provided was not good value for money - 21% 329%
Lack of information or assistance available when
arranging a delivery
Issues with delivery staff being impolite or impatient - 20% 28%
Limited options for delivery timings - 19% 28%
There was a location surcharge for delivery to the - 19%
recipient's address ? 27%

Source: C2X research. Note: Pink arrows indicate significantly higher than total at a 95% confidence level.

6.198  In conclusion, our research found that disabled consumers are more likely to experience
issues when receiving and sending parcels. They are also more likely to experience harm
when such issues arise, when compared to other consumers. In our view, this suggests
parcel operators are not sufficiently considering and addressing the needs of disabled

consumers.
Parcel operators’ existing procedures do not sufficiently address disabled consumers’ needs

6.199 For our December consultation, we collected information from five of the main B2C/C2X
parcel operators about the policies they have in place to identify users with additional
needs, and any procedures to meet those needs.

6.200 Some operators do have some facilities to allow senders and/or recipients to specify their
delivery needs. However, we found limited evidence of policies specifically designed to
meet the needs of disabled consumers and/or of implementation of procedures that
focused on meeting the needs of disabled consumers. We also note that the few policies
we have seen are limited in scope. For example, they do not reference staff training or
explain how effectiveness is monitored. Furthermore, our evidence, as summarised above,
indicates that disabled consumers continue to be disproportionately affected by delivery
and collection issues. As a result, we consider that the existing general
practices/procedures of operators are insufficient in addressing the specific issues and

630 2021 information request responses from Amazon, DHL, DPD, Evri and Yodel.
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harms experienced by disabled consumers that we have identified, including in relation to
ensuring that delivery couriers take account of these needs.

Our assessment of the need for intervention

6.201  We recognise that operators already have an obligation to make reasonable adjustments in
respect of people with disabilities under the Equality Act 2010, and that some operators
have taken steps to improve their service offering over recent years (including in relation
to disabled customers). This includes DHL's ‘Just a Minute’ and DPD’s ‘More Time Needed’
options.

6.202 However, we are concerned that disabled consumers’ needs are not being consistently
addressed across the parcels market. As we have set out above, our consumer research,
and the evidence consumer groups have provided over time, suggests that disabled
consumers experience significantly more delivery problems than non-disabled consumers,
and that they experience significantly more detriment as a result of these problems. While
the Equality Act 2010 does place an obligation on service providers to make reasonable
adjustments for disabilities, it relies primarily upon legal action by individuals to secure
enforcement. 53!

6.203  We are concerned that simply relying on commercial provision and individuals challenging
parcel operators under the Equality Act 2010 to appropriately serve the additional needs of
disabled consumers may not be sufficient in this case, and may not drive improvements as
quickly as we think is necessary.

6.204  We are mindful, in this regard, of the need for Ofcom in carrying out its functions to have
due regard to the need to advance equality of opportunity between persons who share a
relevant protected characteristic (which includes those with a disability) and people who
do not share it.%32 This includes having due regard to, amongst other things, the need to:

a) remove or minimise disadvantages suffered by persons who share a relevant protected
characteristic that are connected to that characteristic; and

b) take steps to meet the needs of persons who share a relevant protected characteristic
that are different from the needs of persons who do not share it.

6.205  We therefore consider that regulatory action, which is targeted and proportionate, is a
necessary step to improve the day-to-day experience of disabled consumers in the parcels

631 The Equality and Human Rights Commission (‘EHRC’) also has a role in enforcing the Equality Act 2010 in England,
Scotland and Wales, although its remit is wide and is not focused solely on the communications sector (like Ofcom) or,
indeed, more specifically on postal services. Guidance issued by the EHRC acknowledge that legal action led by individuals
can be “[...] lengthy, expensive and draining [and that it] is likely to be in everyone’s interest to try to put things right before
a claim is made to a court.” See

equality act 2010 summary guidance on services public functions and associations.docx (live.com) A report by the
House of Commons Women and Equalities Committee, entitled “Enforcing the Equality Act: the law and the role of the
Equality and Human Rights Commission” and published on 30 July 2019, considered enforcement of the Equality Act 2010
and set out what it considered to be the limitations of an individual approach to enforcement. See
https://publications.parliament.uk/pa/cm201719/cmselect/cmwomeq/1470/1470.pdf.

632 See, in particular, the public sector equality duty set out in section 149 of the Equality Act 2010.
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market. We would expect such regulation to be complementary to, and consistent with,
the aims of the Equality Act 2010.

Our new disabled consumers’ condition

Regulatory approach and remedy design

6.206  The new condition, which we consulted on in December, would require parcel operators to
have policies and procedures in place for the fair and appropriate treatment of disabled
consumers.

6.207 In our December consultation, we explained that we did not consider it would be
appropriate for us to specify detailed requirements regarding what parcel operators should
do to comply with the proposed condition. This was because we considered that allowing
operators to develop their own policies and procedures, in line with their business model
and existing operations, would be the right approach given the needs of consumers will
vary and may evolve over time. In comparison, we consider that more prescriptive
regulation at this stage risks restricting the responsiveness of the market to changing needs
and operational capabilities.

6.208  Further, our proposed approach would help to minimise cost implications as it provides
flexibility for different operators’ business models, and would allow operators to take
account of potential cost implications for consumers as a whole. It also recognises that
some operators have taken steps in recent years to improve their service offering,
including for disabled consumers, and that there is therefore variation across the parcel
market in terms of how disabled consumers’ needs are already being addressed. We note
that several stakeholders agreed with this approach (MCF; DX; and Amazon).

6.209  We have considered the views of CAS and CWU that we should be more specific about
what operators should do to comply with the condition, and that flexibility may not
incentivise operators to make substantial enough improvements. We recognise this risk
and accept that there will be differences in the policies and procedures operators offer (as
there is now), but we remain of the view that it is not appropriate for us to prescribe in
detail what an operator should do at this stage for the reasons explained above. Further,
we intend to monitor implementation, including via consumer research, in order to
understand the experiences of disabled users. This will help us to identify if further
intervention is required in future.

Data protection

6.210  The condition requires parcel operators to have policies and procedures in place for the
fair and appropriate treatment of disabled consumers and sets out, as a minimum, what
these should describe. The condition provides flexibility to operators in how they develop
and implement their policies and procedures.

6.211  We are conscious that operators are likely to have some experience of data protection
requirements already, as they will be processing and handling significant amounts of
personal data (e.g. names, addresses, telephone and email contact details) in order to
operate their businesses. It is for operators to ensure their compliance with relevant data
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6.212

protection regulation when they devise their policies and procedures required under this
condition.

However, we do not expect that operators will need to ask questions about, and record
data on, consumers’ specific medical conditions and we do not expect them to maintain a
list of their disabled customers. As set out above, it is for operators to ensure compliance
with data protection regulation and our condition does not seek to impose any
requirement that would not be consistent (or compliant) with data protection rules.

Condition wording, role of retailers, and definitions

6.213

6.214

6.215

Royal Mail proposed three amendments to the wording of the condition with the aim of
ensuring operator responses to disabled consumers’ needs and costs are proportionate.¢33
These were to add the word “reasonable” twice before referring to the needs of disabled
consumers. Royal Mail also proposed that an operator’s policies and procedures should
describe how its staff would meet disabled consumers needs when delivering a parcel, but
that they should have “regard to the costs and operational practicalities of doing so”. For
clarity, the suggested amendments by Royal Mail are shown in bold in the box below.

Relevant extract from the proposed condition with suggested amendments in bold:
“5.2.2 Such policies and procedures must, as a minimum, describe:

(a) how disabled consumers can communicate their reasonable needs to the relevant
postal operator in relation to the delivery of a relevant parcel that is addressed to them;

(b) how relevant employees of the relevant postal operator should meet the reasonable
needs of disabled consumers when, delivering a relevant parcel having regard to the
costs and operational practicalities of doing so;

(c) how the impact and effectiveness of the policies and procedures are monitored and
evaluated.”

We have considered them carefully, but we do not believe that these amendments are
necessary. In relation to the proposed insertion of the word “reasonable”, we note that the
condition wording requires operators to establish, publish and comply with clear and
effective procedures for the “fair and appropriate” treatment of disabled consumers (see
CPC 5.2.1). The condition does not suggest that operators would be required to meet any
need communicated to them by a disabled consumer. Further, we do not think it is
necessary to expressly require operators to have regard to “costs and operational
practicalities” when describing in their policies and procedures how their staff should meet
the needs of disabled consumers when delivering a parcel, as we would expect them to do
this as part of determining what constitutes “fair and appropriate treatment”. We consider
costs of compliance with the condition in the costs section below.

In response to AICES, UPS and DX’s points around the role of retailers, we note our
condition requires parcel operators to have policies and procedures for the fair and

633 Royal Mail response to December 2021 consultation, p. 44.
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appropriate treatment of disabled consumers. These policies and procedures must, as a
minimum, include a description of how disabled consumers can communicate their needs
to the relevant parcel operator. It is for each parcel operator to determine the most
effective policies and procedures for their business. We recognise that, in the B2C market,
one way in which consumers could communicate their needs to the parcel operator may
be indirectly via the retailer at the point of sale, with specific delivery instructions then
relayed to the parcel operator. We are not however requiring that consumers’ needs be
communicated indirectly via retailers in our condition; it is for each parcel operator to
determine the most effective policies and procedures for their business.

6.216  Some respondents noted that we have not provided a definition of “disabled” and pointed
out that other groups may have similar needs (such as the elderly; pregnant; those with
young children; and those who live in blocks of flats). Our evidence (explained above) and
consequent policy objective is to improve the experience of disabled consumers. However,
we accept that there may be other groups who could also benefit from measures designed
by parcel operators which are aimed primarily to improve the experience of disabled
consumers.

6.217  In addition, our aim is not to risk excluding people who may stand to benefit from policies
and procedures for disabled consumers by defining disability. We consider that if a
consumer considers themselves to have a disability, that is likely to be sufficient. Further,
we do not believe that a parcel operator would be likely to use such a definition in practice
for checking if a consumer is eligible to use any measures which feature in its policies and
procedures under this condition.

Implementation timetable

6.218  Alimited number of stakeholders responded to our December consultation explaining their
views and concerns around our proposed implementation timetable, which was fora 1
April 2023 implementation. The submissions we received varied across operators, with
some suggesting that a 12-month implementation period would be sufficient, and others
suggesting that the condition should not come into force before April 2024 (at the
earliest).53

6.219  We recognise that some parcel operators may need to develop and implement new
policies and procedures to ensure the fair and appropriate treatment of disabled
consumers, and that they will need sufficient time for this. We also acknowledge, following
engagement with parcel operators, that this work is likely to include ICT systems changes,
as well as rolling out training programmes, and that such changes will need to be

634 MICF response to December 2021 consultation, p. 15; Evri response to December 2021 consultation, p. 5; Royal Mail
response to December 2021 consultation, pp.44-45.
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6.220

6.221

6.222

implemented over time, and, where possible, alongside wider planned operational
changes. 535 636

As set out above, however, we have decided that the new condition should set out
minimum requirements rather than prescribe detailed rules on how operators should
develop and establish their policies and procedures. The condition has been designed to
ensure that operators have flexibility in developing and establishing any new policies and
procedures, allowing them to take account of their existing processes and systems
(including planned ICT systems and training refreshes).

Being mindful of the flexibility we are granting operators, and having considered
stakeholder responses and submissions, we have decided to extend the implementation
period to 15 months (from eight proposed in our December consultation). The condition
will therefore come into force on 1 November 2023 (15 clear months from the date of this
Statement) and operators will need to publish their policies (and have in place procedures)
by this date.

We consider that extending the implementation period to 15 months strikes the right
balance between allowing industry a reasonable time to formulate and implement their
policies and procedures, and ensuring that disabled consumers can benefit from
improvements as quickly as possible, just ahead of the start of the peak period next year.

Monitoring and evaluation plans

6.223

6.224

6.225

We plan to monitor parcel operators’ compliance with our new condition. Following the
implementation date, we will scrutinise the availability and content of operators’ policies.
We will also use our statutory information gathering powers to collect information from
parcel operators to support our understanding of how they are implementing and
complying with this condition, as appropriate. We also plan to commission consumer
research to monitor the experiences of disabled consumers.

We will publish updates from our monitoring work as part of our AMU for Postal Services.
During the implementation period, we plan to engage with parcel operators to understand
their plans, and to discuss the most effective way to share best practice.

The condition also requires operators to describe in their policies and procedures “how the
impact and effectiveness of their policies and procedures will be monitored and
evaluated”. This is with a view to ensuring continuous improvement and reflects our
expectation that policies will evolve over time. We expect ways in which operators could
monitor and evaluate the effectiveness of their policies and procedures could include
periodic customer research; mystery shopping; analysis of complaints; expert review; and
engagement with disabled consumers or groups representing disabled consumers’ views.

635 [3< ] letter to Ofcom, April 2022; Ofcom meeting with[3< ] May 2022; response received to our June 2022 statutory
information request from [3< ].

636 We expect that the costs of making changes as part of planned ICT systems releases is likely to be lower than making
changes on an exceptional basis.
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Benefits for disabled consumers

6.226  We think our condition (as described above) will help address the concerns we have
identified and improve outcomes for disabled consumers in the following ways:

a) by requiring operators to actively consider the needs of disabled consumers, and have
policies and procedures in place for the fair and appropriate treatment of disabled
consumers, it should help reduce the disproportionate incidence of delivery issues and
detriment experienced by disabled consumers;

b) by publishing and publicly committing to these policies and procedures, it will increase
transparency around what disabled consumers should expect and enable operators to
be held accountable by consumers, improving outcomes; and

c) by demonstrating how they will monitor and evaluate the impact and effectiveness of
these policies and procedures, it will provide operators with a basis for their policies to
improve and evolve over time.

6.227  We also think the flexibility operators have in choosing how they comply will enable
operators to deliver good outcomes for consumers over time. We do not expect a one-size-
fits-all approach to how operators should meet the needs of disabled consumers. Instead,
we believe that operators should have the flexibility to develop their policies and
procedures over time, as they better understand the needs of disabled consumers and
how to best meet those needs (i.e. through ICT and operational changes that reflect the
specifics of their business).

Costs for parcel operators

6.228  We recognise that operators are likely to incur some implementation and ongoing costs in
order to meet the requirements of the new condition.

a) Initial implementation costs:

i) Establishing policies and procedures: It is likely that operators will incur some costs
in dedicating staff time to review their existing processes, and in identifying and
designing policies and procedures for the fair and appropriate treatment of

disabled consumers.®%’

ii) Publishing the policies and procedures: There are likely to be some costs
associated with publication, for example in operators updating their websites to
include details of their policies and procedures.

iii) Ensuring that consumers have a way to communicate their delivery needs: We
expect there may be costs associated with systems development, if adjustments
are necessary to ensure operators’ existing communication channels can be used
by disabled consumers.

637 For example, in a meeting with Ofcom on 27 May 2022, Evri said that they had started discussions with the Research
Institute for Disabled Consumers to better understand the needs of disabled consumers.
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b)

iv) Ensuring that operator staff are able to meet the needs of disabled consumers
when delivering a parcel: We expect there are likely to be some costs associated
with providing additional training to ensure staff are made aware of the policies
and procedures, and how to comply with them. 638

Ongoing costs:

i) Ensuring that operator staff action the delivery needs of users: We expect this
may include costs associated with regular staff training, and potential adjustments
to delivery schedules to accommodate any new procedures (for example, if certain
deliveries have to take more time in order to meet the needs of disabled

consumers).

ii) Monitoring and evaluating the impact and effectiveness of policies and
procedures: We would expect operators to incur some costs in relation to research
and/or feedback gathering; and staff time in analysing the results of their
monitoring and taking these into account.

iii) Retaining and providing to Ofcom, on request, any information considered
necessary to demonstrate compliance: There may be some costs in providing
relevant information to Ofcom if requested, however, in doing so, we will engage
with operators to understand the data that is possible for them to provide and
ensure any information requested is proportionate to our objectives.

6.229  As well as incurring costs in relation to the above areas, we also note that any new policies

and procedures that parcel operators introduce to comply with the condition could:

a)

b)

bring about some offsetting cost savings. For example, by ensuring that disabled
consumers have effective ways to communicate their delivery needs, operators may
see an increase in the number of successful deliveries made first time. In turn, this
could lead to cost savings for operators by reducing the need for re-delivery attempts,
storage of items and potentially return of items to senders. It could also reduce costs
associated with consumer contacts and the handling of complaints if disabled
consumers are more likely to be satisfied with operators’ parcel services; and

be used to demonstrate compliance with the separate (but complementary)
requirement, under the Equality Act 2010, for service providers to make reasonable
adjustments in respect of persons with a disability. Indeed, some of the costs
associated with these new policies and procedures might be incurred in any event by
parcel operators to comply with the Equality Act 2010.6%

638 |n a meeting with Ofcom on 27 May 2022, Evri suggested they may need to produce some additional training material
for delivery couriers, in response to our condition.

639 We recognise that operators have an obligation to make reasonable adjustments under the Equality Act 2010, and that
some operators may already have taken steps, and incurred costs associated with these steps, to improve their service
offering over recent years. As set out above, our consumer research, and evidence provided by consumer groups, also
shows that disabled consumers still experience significantly more delivery problems than non-disabled consumers and
suffer more detriment as a result. Some of the costs associated with the new policies and procedures might therefore be
incurred, in any event, by parcel operators to ensure compliance with the Equality Act 2010.
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6.230  However, the scale of operators’ costs (as well as the potential for some offsetting cost
savings) are all highly dependent on the specific policies and procedures operators choose
to introduce as a result of the condition, and also the existing procedures, processes and
systems already in place. For example, we note that:

a) thereiis likely to be variation in how the Equality Act 2010 has been implemented to
date. We also understand that some operators, that have signed up to the Citizens
Advice delivery charter, have already begun to go further in addressing some of the
issues we have identified for disabled consumers. For example, DHL and DPD have
recently developed options that enable recipients with accessibility issues to request
more time at the door.¢* This means the starting position is likely to vary among
operators.

b) policies and procedures which build on existing processes (e.g. in relation to how
consumers can communicate their needs, ! or collecting feedback from customers®?)
are — all else equal — likely to have lower implementation costs. For example, providing
the option of specifying a safe place could enable disabled consumers to nominate a
location that is more accessible for them, and our evidence suggests that many
operators already allow this functionality in some form (although it also requires action
by the delivery courier to follow the request, which may have an impact on on-going
costs).5% Similarly, training costs are likely to be lower for those operators who already
have systems in place to provide regular training to ensure that staff are up to date
with existing processes, meaning new requirements can be built into regular business
as usual training cycles.

c) the on-going costs of actioning the delivery needs of disabled consumers will also vary
depending on the policies and procedures adopted. For example, initiatives that aim to
provide recipients more time at the door are likely to involve different types of costs,
compared to those that allow recipients to specify safe places.

6.231  Asoutlined above, due to the potential variation in the costs that could be incurred, we
have not attempted to quantify the costs to each and every operator. However, by
requiring operators to develop their own policies and procedures, we consider that
operators will have the flexibility to choose how they comply with the condition and
therefore, any costs are unlikely to be unduly onerous or disproportionate to the issues we
are trying to address, since:

640 DHL’s “Just a Minute” initiative and DPD’s “More Time Needed” initiative.

641 We understand that many C2X and B2C operators (e.g. DPD, DHL, Evri, Royal Mail and Yodel) already have systems in
place that disabled consumers could potentially use to communicate delivery preferences. For example, customers can
typically communicate delivery preferences to parcel operators through at least one of the following channels: websites,
mobile apps and/or ‘out for delivery’ notifications or emails. Operators may use these channels to provide customers the
ability to enter special delivery instructions, set their preferred delivery options and/or the option to directly call or text
the courier prior to a delivery.

642 Our evidence suggests that operators such as DPD, DHL, Evri, Royal Mail and Yodel tend to send out customer
satisfaction surveys once a delivery is made, so there is the potential to utilise existing feedback systems.

643 Our evidence suggests that operators such as DPD, DHL, Evri, Royal Mail and Yodel tend to provide inflight diversion
options, which can enable customers to divert a parcel to a safe place or neighbour.
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a) each operator can make its own commercial decisions on the policies and procedures
they introduce to facilitate the fair and appropriate treatment of disabled consumers,
reflecting on their own assessments of the net cost they will incur.

b) for any given policy or procedure an operator chooses, we expect it would have the
incentive to minimise any associated costs, for example by utilising existing processes
or systems where feasible.

¢) the 15-month implementation period (which is longer than we had originally proposed)
means it is likely that many operators will be able to incorporate more of any systems
changes and/or publication of their policies and procedures as part of their business as
usual system or ICT updates.

d) the fact that completely new initiatives which allow recipients to request more time at
the door have already been introduced by some operators — in the absence of a
regulatory requirement — suggests that the net costs associated with potentially bigger
changes to existing policies and procedures are not necessarily prohibitive from a
commercial perspective.

Our decision

6.232

6.233

6.234

6.235

We believe that our condition will deliver significant benefits by ensuring that parcel
operators consider the fair and appropriate treatment of disabled consumers, provide
greater transparency on their policies, and ensure their policies and procedures are
monitored for effectiveness. It also provides flexibility to parcel operators, to ensure that
they are able to update their policies and procedures over time in light of changing needs
and operational capabilities.

We acknowledge that parcel operators are likely to incur some costs in complying with the
requirements of our condition. Our evidence suggests that operators will have the
potential to use or adapt their existing systems and technologies already in place. In
addition, we believe that providing operators an implementation period of 15 months
(which is longer than the April 2023 deadline on which we had consulted), along with
flexibility as to how these policies and procedures are designed should help operators to
minimise costs. Operators are also free to go above and beyond the requirements of our
condition, but this is a commercial decision for them to make based on their own
operations and business models.

We are also aware that there could be potential cost savings for operators which could in
part help offset implementation costs, by improving their success rate for first-time
deliveries and improving customer satisfaction if their policies and procedures meet the
needs of disabled consumers effectively.

For the above reasons, we are satisfied that our regulation and the costs that operators
may incur are proportionate to the benefits we have identified. Therefore, having taken
into account the responses to our proposal, and the evidence gathered throughout the
review process, we have decided to introduce a new Consumer Protection Condition to
improve the experience of disabled consumers. This condition requires all parcel
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6.236
Legal tests
6.237

Act.
6.238

operators to establish, publish and comply with policies and procedures to ensure the fair

and appropriate treatment of disabled consumers.

The final version of the condition can be found in Annex 5 to this statement.

Having carefully considered evidence received in response to our December consultation,

as well as the findings of consumer research we commissioned, we are satisfied that the

new Consumer Protection Condition on Disabled Consumers, as described above and set

out in Annex 5, meets the relevant tests set out in paragraph 1 of Schedule 6 to the 2011

In particular, that it is:

a)

b)

c)

d)

objectively justifiable — we believe that our new Consumer Protection Condition is
objectively justifiable because it is aimed at remedying the harm, clearly identified in
our research, that disabled consumers are disproportionately suffering when receiving
or sending parcels. In particular, it advances equality of opportunity between persons
who are disabled and those who are not, by seeking to remove or minimise the
disadvantages that they suffer as a result of their disability and meet their needs. In
doing so, we consider that this condition is important as a means of achieving Ofcom’s
statutory duties under both the Equality Act 2010 and the Communications Act 2003 to
have regard to the need to advance equality of opportunity (including for disabled
persons), and more generally to have regard to the needs of disabled persons.

not unduly discriminatory — we believe that our new Consumer Protection Condition is
not unduly discriminatory as it applies to all postal operators providing “relevant
parcels postal services” (as defined in the new condition). Our new condition also
requires operators to have policies and procedures for the fair and appropriate
treatment of all disabled consumers, irrespective of the nature of their disability and
the different needs they may have due to their disability.

proportionate — we believe that our new Consumer Protection Condition is
proportionate as it is targeted at remedying the harm suffered by disabled consumers
and is, in our view, the least onerous means of achieving our aim. In particular, by
setting out minimum requirements, rather than prescribing detailed rules, it grants
flexibility to operators in how they establish, publish and comply with their policies and
procedures, allowing them to build on any existing systems or process that they may
already have. For this reason, and for the reasons set out above, we also believe that
any potential additional costs parcel operators may incur in order to comply with our
new condition will be contained.

transparent in relation to what it is intended to achieve — while it does not prescribe
detailed rules, it clearly sets out what is expected from relevant postal operators and
the reasons for introducing our new condition are set out in detail above.
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Safety and security of parcels

Our decision

We have decided not to extend the scope of the Essential Condition beyond Royal Mail to other
parcel operators at this stage. This is because the incidence of parcel loss and damage appears to be
reasonably limited, and there are existing commercial incentives which encourage parcel operators
to minimise damage and loss. In addition, we are providing new guidance to improve complaints
handling by parcel operators, which should help ensure that there is effective redress for problems.

The safety and security of parcels when they move through networks remains a key consumer
concern and we plan to monitor the issue over this review period.

Introduction and background
6.239  Our Essential Condition®* is designed to protect the integrity of mail by imposing a high-
level requirement on ‘relevant postal operators’ to:

a) take all reasonable steps to minimise the exposure of relevant postal packets to the
risk of loss, theft, damage and/or interference; and

b) take all reasonable steps to address mail integrity issues promptly when they arise.

6.240  Currently the scope of the Essential Condition is effectively restricted to Royal Mail’s USO
letters and parcels services, as access mail and ‘express and secured parcel services’ are
excluded.5

6.241  The Essential Condition also places more detailed requirements on Royal Mail, including in
relation to recruitment and training policies, and reporting requirements for mail integrity
incidents.

Our proposal

6.242  We proposed to retain the existing scope of the Essential Condition so that it would
continue to apply to Royal Mail’s USO letters and parcels services, but not to expand it to
cover other parcel operators.

Consultation responses

6.243  Citizens Advice®, CCNI®’ and CWU®%* disagreed with Ofcom’s proposal to not extend
Essential Condition 1 to all parcel operators. All three organisations noted issues of

644 Essential Condition 1. ‘Relevant postal operator’ is defined in the condition.

645 Any other end-to-end letters operator would also be covered by the condition, but access mail is specifically excluded.
The definition of express and secured services excludes the tracked and/or guaranteed time delivery services provided by
parcel operators.

646 Citizens Advice response to our December 2021 consultation, pp. 81-84.

647 CCNI response to our December 2021 consultation, pp. 20-21.

648 CWU response to our December 2021 consultation, pp. 6-7.
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6.244

6.245

6.246

damage, theft, loss and interference in the parcels market and argued that this created a
need to extend Essential Condition 1 to all parcel operators, beyond Royal Mail.

Citizens Advice and CCNI presented research regarding consumers’ experiences in the
parcels market, as evidence that mail integrity conditions should be extended to all parcel
operators. Citizens Advice, though pleased with the direction of travel, argued that too
many people experience issues for a “light-touch” approach to be appropriate. It
highlighted research which found that 10 people have parcels stolen every minute, and
that 11% of consumers experience mis-delivery issues every week where parcels are at risk
of being lost or stolen. CCNI highlighted research findings which suggested that some
consumers experience issues when sending and receiving parcels in Northern Ireland. For
example, in the previous 12 months, when sending a parcel, 11% of respondents said it
was lost or did not arrive and, when receiving a parcel, 19% said their item was left in an
unsecure location.

CCNI said that if we decided not to extend Essential Condition 1, we should instead require
operators to publish complaints data including the number of complaints received, types of
issues experienced, consumer outcome measures, and how operators will address root
cause issues. CCNI state that this would improve transparency and accountability and
reduce the root causes of consumer complaints.

Citizens Advice and CWU noted that parcel operators’ business models caused problems
with parcel safety and security. Citizen’s Advice raised concerns that pressure on delivery
drivers working for parcel companies leads to mistakes or choices to leave parcels in
insecure locations and CWU said that competition has failed to solve the problems of poor-
quality service. Additionally, CWU argued that the low cost of entry and ‘gig economy’
employment models used by unregulated parcels operators has made it impossible for
Royal Mail to compete on a level footing with others in the parcels market.

Our assessment

Consumers do occasionally experience loss of, or damage to, parcels

6.247

6.248

6.249

Our research found that a significant minority of consumers have experienced a problem
with parcel safety and security.

Our C2X research provides some evidence of consumers experiencing the loss of parcels or
damage to contents/packaging. Among C2X senders, 23% said their recipients had
experienced parcels getting lost or mis-delivered in the preceding 12 months. 22% had
experienced parcel contents/packaging being damaged.

Our quantitative B2C parcels consumer research in relation to parcel deliveries found:

a) inthe preceding three months, 18% had experienced ‘parcel packaging was damaged’;
16% ‘parcel was not delivered’ and 10% ‘goods in packaging were damaged’; and

b) among those respondents who had experienced issues with deliveries, 15% had
experienced ‘significant inconvenience’, 10% ‘significant stress and worry’ and 8%
‘financial loss’.
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6.250

We recognise the experiences of consumers, as raised by Citizens Advice, CCNI and CWU,
and understand that detriment can be caused by loss, theft and damage to parcels.
However, we consider that this needs to be considered in the wider context of the millions
of parcels which are delivered every day. We note that our consumer research found that,
on average, users received approximately 18 parcels in the preceding three months and
sent seven parcels in the past year. While information we collected under our statutory
powers on complaints to operators regarding lost and damaged parcels found that there is
no consistent approach for measurement, the information suggests that the incidence of
parcels that are lost or damaged is relatively small when compared to the total number of
daily deliveries.®*°

There are incentives for operators to reduce the risk of parcels loss or damage

6.251

6.252

We disagree with Citizens Advice and CWU that parcel operators’ business models and
competition in the parcels market allow for significant problems with the safety and
security of parcels. For the B2C segment of the parcels market, there are commercial
incentives for good quality delivery services. The commercial agreements between parcel
operators and retailers are likely to include some performance indicators, as well as
potential for redress if things go wrong, which should provide some incentives to minimise
the risk of loss, theft and/or damage of parcels. For example, given consumer protection
legislation offers rights of redress to consumers in the form of refund, repair or
replacement for lost or damaged goods from retailers, they may seek compensation from
operators where they are at fault. Furthermore, there are a number of competing parcel
operators, and consistently poor service could risk the operator losing a retailer to a rival,
which could also strengthen these incentives for secure delivery.

Similarly, the C2X segment of the parcels market also includes commercial incentives to
take reasonable steps to ensure the safety and security of parcels. Most consumers of C2X
services can easily switch to other operators the next time they send a parcel if they
experience a poor service and/or they do not receive adequate redress. For those in
remote or rural areas where there is less competition, the USO provides a backstop option.
Additionally, while consumer protections for C2X parcel services can differ from a B2C
service, and it may sometimes be harder to replace lost or damaged items®°, the consumer
sending the parcel (for example, a private marketplace seller) enters into a contract with

649 We asked parcel operators about the volumes of complaints they receive from parcel users and how complaints are
recorded and categorised. We found that there are differences in approach to this, partly because some complaints from
recipients in relation to lost and damaged parcels are made directly to retailers. We plan to engage further with operators
to help us understand the data that they collect on key delivery issues such as lost and damaged parcels. As outlined
above, we are also confirming new guidance for parcel operators, which includes our expectations on the data we would
expect them to collect in relation to complaints handling.

650 When a consumer buys a good via an online marketplace from a private seller who is not defined as a ‘trader’ they have
fewer consumer rights than applies when buying from retail businesses. So, there could be a greater impact on consumers
if the parcel is lost, stolen or damaged before it arrives with the recipient. Furthermore, some items bought and sold via
online marketplaces (e.g. second hand; hand-crafted) may not be easy to replace.
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the parcel operator. Under the Consumer Rights Act 2015, the operator must perform the
delivery service with “reasonable care and skill”.s!

6.253  These incentives can be seen in practice with parcel operators, such as Evri, noting that
while sometimes parcels do get lost or damaged, they take steps to ensure that any
detriment is minimal and resolved as quickly as possible. For example, Evri said that in
October 2021, it started using Reunite, a service which allows companies to upload photos
of lost items to help reunite them with their owners. Evri also launched a system in
December 2021 where it provides a certificate of damage to consumers which they can
share with a retailer to help them obtain a faster refund or replacement for a damaged
item. 552

6.254  Inresponse to CWU’s comment concerning the employment models of parcel operators,
Ofcom does not regulate parcel operators’ employment models, and this extends to Royal
Mail also. We note that CWU would like Ofcom to push for more powers from the
Government to regulate parcel operators in order to improve quality of service and protect
parcel workers.

Ofcom’s revised approach to complaints handling

6.255  Inresponse to CCNI’s request for Ofcom to require operators to publish complaints data if
we did not decide to extend Essential Condition 1 to all parcel companies, please refer to
the complaints handling section above. As explained there, we are taking action to improve
complaints handling by publishing guidance for parcel operators, and at this stage we are
not planning to require operators to publish their complaints data.

Our decision

6.256  We have carefully considered the responses received, and have decided to maintain our
December consultation position, which was not to extend the scope of the Essential
Condition beyond Royal Mail to parcel operators at this stage.

Geographic variations in parcels services

We have decided not to introduce any new regulations relating to geographic variations in parcel
services. We will continue to engage with stakeholders and policy makers on this issue.

Introduction and background
6.257  Stakeholders have previously identified geographic variations in pricing for delivery of
retail goods bought online as a concern.

6.258  Asoutlined in our March CFl, in 2019 we used our statutory powers to collect information
from parcel operators relating to variations in the delivery of B2C parcels based on

651 Consumer Rights Act 2015.
652 See Evri response our March 2021 CFl, p.4.
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geographical location. We published our findings in the 2020 AMU for Postal Services and
have presented our findings to consumer groups and interested parties. In summary, we
found that:

a) There were several providers offering B2C parcel services across the UK.¢3

b) Operators took different approaches to the pricing of parcel delivery based on
geographic location. The approach taken could depend on the extent to which B2C is a
core part of their business model. Negotiations with retailers will impact upon actual
prices agreed.

c) Some operators differentiated their delivery charging on the basis of geographic
location to some extent. This was most likely to affect deliveries to the Scottish
Highlands and Islands, and Northern Ireland. Operators provided some reasons why
they may incur additional costs when delivering to these locations, such as lower
volumes/drop density and higher transport costs.

d) Retailers sometimes have the choice of operators that do not vary their prices on the
basis of geography, or can negotiate universal prices with them.

e) The retailer determines whether to pass on any differential charges incurred to the end
customer.

6.259  While there has been significant growth in the parcels market and some changes in
geographic pricing policies from individual providers since then, these findings still broadly
reflect the current situation with regard to geographic variations in B2C parcel services.

6.260  Meanwhile, our new C2X research found that 19% of senders had experienced a location

surcharge for delivery to the recipient’s address in the preceding 12 months.®*

Our proposal

6.261  We did not propose any new regulation relating to geographic variations in parcel services
in our consultation. We explained that we will continue to engage with stakeholders and
policy makers on this important issue.

Consultation responses

6.262 CCNI®s, CCP ACODS®¢ and the Rural Services Network (RSN)¢*7, disagreed with us that the
parcels market is generally working well for consumers. All commented that the parcels
market is not always working well for consumers in Northern Ireland. CCNI presented

653 While some parcel operators sometimes used third-party ‘last mile’ delivery services for delivery to locations in the
Scottish Highlands and Islands, we found that that they usually had a choice of at least two third parties they can use. In
addition, Royal Mail has an end-to-end post network across the whole of the UK.

654 The national breakdowns for this data (England — 19%, Scotland — 21%, Wales — 17%, Northern Ireland — 16%) do not
show significant differences, perhaps because senders of parcels to areas subject to delivery surcharges can be based
anywhere in the UK.

655 CCNI response to December 2021 consultation, pp. 17-19, 23.

656 CCP ACOD response to December 2021 consultation, p. 2.

657 RSN response to December 2021 consultation, pp. 4-5.
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research that in the preceding 12 months 25% of customers in Northern Ireland had to pay
a higher delivery price to get the item delivered. It also took issue with Evri for no longer
having a uniform pricing policy in the C2X market for Northern Ireland. CCNI made various
recommendations, such as requesting Ofcom seek to understand the drivers of higher
prices, whether increasing parcel volumes should be reducing costs for customers in
Northern Ireland, and assessing whether regulatory intervention, such as mandated access
to Royal Mail’s network, could help to reduce surcharging. CCP ACOD stated that it had
heard from consumers in Northern Ireland that surcharging caused detriment and
unfairness.

6.263  CCNI and CCP ACOD expressed concern about online retailers not delivering to Northern
Ireland, causing detriment to consumers. CCNI asked Ofcom to monitor this and assess
what the future impact would be on the USO. CCP ACOD argued that consumers and
microbusinesses in Northern Ireland were particularly affected by the UK’s exit from the EU
and Covid-19, with retail organisations halting delivery, leaving consumers more isolated
and vulnerable.

6.264  Several respondents did not agree with Ofcom that the parcels market was generally
working well for consumers, based on the experiences of consumers in Scotland.¢8

6.265  CAS highlighted that surcharging impacts consumers in rural and urban areas of Scotland,
such as consumers in Inverness. It argued it is detrimental to consumers because
surcharges are enough to change consumer behaviour and stop people shopping online.
Further, CAS is concerned that an increase in competition and higher levels of market
activity in the parcels market, in the last two years especially, has not led to better
outcomes for Scotland’s rural consumers, suggesting surcharging may not always reflect
real additional operating costs. It referred to some areas of Scotland that are given blanket
surcharge rates, even if some parts of the area are much better connected than others. It
acknowledged that the B2C market retailer ultimately makes the decision to pass
surcharges to customers. However, CAS encouraged Ofcom to explore cross-regulatory
forums to address the issue as well as to take further steps to monitor surcharging
practices in the B2C and C2X sections of the parcels market and consider possible
interventions to ensure fairness.

6.266  Consumer Scotland accepted that in some cases surcharging is necessary but highlighted
that surcharging prices have been rising for Scottish consumers year-on-year from 2017 (at
£36.3 million) to 2020 (at £43.1 million), as a point of concern.

6.267 A number of respondents®*® raised concerns about the transparency of surcharge prices.
Consumer Scotland asked Ofcom to continue working on surcharging issues to ensure that
any additional costs to consumers for online deliveries are upfront and transparent. The
ACS argued that retailers should be more transparent about surcharges earlier in the

658 CCP ACOD response to December 2021 consultation p.2; CAS response to December 2021 consultation, pp. 18-20;
Consumer Scotland response to December 2021 consultation p.3; ACS response to December 2021 consultation, pp. 6-7.
659 CCNI response to December 2021 consultation, pp. 17-19, 23; CAS response to December 2021 consultation pp. 18-20;
Consumer Scotland response to December 2021 consultation, p.3; ACS response to December 2021 consultation pp. 6-7.
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6.268

6.269

purchasing process. Similarly, CAS stated that retailers and parcel operators should provide
consumers full transparency to understand the surcharging costs that are being applied.
CCNI asked Ofcom to investigate the methodology used by operators to surcharge through
zonal pricing practices and whether this can be improved to reduce the need for
surcharging.

ACS agreed with Ofcom’s assessment that the parcels market generally works well for
consumers. However, it noted there are issues surrounding surcharging specifically for
Scotland and asked Ofcom to take more action to level the playing field in this area of the
parcels market.

ACS also commented on a specific problem with delivering to remote areas in Scotland,
where many properties have the same postcode. They suggested that operators should use
global positioning system (GPS) or ‘what3words’ to allow consumers to provide their
addresses more accurately.

Our assessment

6.270

6.271

6.272

We note stakeholder concern in relation to surcharging for parcel deliveries to certain
locations in the UK and we acknowledge that surcharging remains an extremely important
issue for many customers in Northern Ireland and some parts of Scotland, including the
Highlands and Islands. We also note the information consumer groups have provided on
consumers’ views around the unfairness and potential detriment caused by these issues.

However, 90% of parcels delivered are supplied commercially, with retailers determining
the charge to consumers.®® There are multiple reasons as to why geographic variations in
service levels and pricing can occur. Even in a competitive market, prices and service levels
may not be uniform if, for example, costs vary significantly by location, and so variations
are not automatically an indicator that the market is not working well. Indeed, we note
that our Residential Tracker research indicates that there is not a significant disparity in
terms of the overall high levels of satisfaction with using postal services to send and
receive mail in harder to reach areas. ¢!

In light of the above, we are not persuaded by the CCNI’s suggestion that regulatory
intervention by Ofcom, such as a requirement for Royal Mail or another parcel operator to
provide access to its parcels network, is appropriate or proportionate. It is retail businesses
(i.e. the party contracting with consumers for the goods to be delivered) that ultimately set
the charge for delivery to consumers, and Ofcom does not have regulatory powers in
relation to retailer charges.®? The retailer can therefore set any price for delivery,
regardless of the specific price or contractual terms it has agreed with the parcel operator

660 We do not have regulatory powers in relation to retailer charges. However, the transparency of delivery charges
retailers advertise and charge customers is a matter for the Advertising Standards Authority and Trading Standards.

661 Ofcom Residential Tracker 2022 (Feb 2022); QG6: Thinking about your experience of using postal services to send and
receive mail, how would you rate your overall satisfaction with postal services? 83% of the total were very or fairly
satisfied, compared with 82% for remote rural participants; 85% for Northern Ireland; and 87% in the Highlands and Islands
of Scotland.

662 Ofcom, November 2020. Annual Monitoring Update on Postal Services; paragraphs 3.41-3.43.
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6.273

6.274

6.275

6.276

actually making the delivery. Therefore it is not clear that a form of parcels access
mandation would reduce surcharging on parcel services. Further, as explained elsewhere in
this statement, a number of parcel operators already offer bulk parcel services across the
UK (see Chapter 6) and extending access regulation to parcels carries the risk of harming
parcels competition (see Chapter 8). We are also mindful, as explained above, that
geographic variations in pricing are not automatically an indicator that the market is not
working well.

Ofcom will continue to engage with relevant stakeholders including consumer groups, UK
and devolved Governments and parcel operators to support work on this topic. We will
provide relevant information and market analysis to interested stakeholders, to help
inform the wider debate about market dynamics and consumer outcomes. Ofcom will also
continue to attend meetings of the Consumer Protection Partnership sub-group on
surcharging.

In relation to CCNI’s concerns about the impact of the UK’s exit from the EU on the parcels
market in Northern Ireland, we note that the implementation of the Northern Ireland
Protocol is a matter for the UK Government. We continue to engage with the UK
Government, postal operators and consumer groups to advise on, and understand, the
implications for the postal market.

In relation to CCNI’s request to assess increases in parcel market volumes and whether this
can lead to efficiencies and lower prices for customers in Northern Ireland, we are not
planning specific work on this issue, and where increases in drop density provide
efficiencies, we expect competition in the market to help pass these benefits on to
customers.

We consider that ACS’s point around more accurate information on delivery locations in
rural areas is best addressed by industry and technology solutions rather than regulation at
this stage. For example, geo-fencing and other initiatives discussed in Chapter 2 are
providing additional delivery location information.

Pick Up and Drop Off (PUDO) points

Ofcom will not be imposing any new regulatory framework onto the PUDO services market in this
statement.

Introduction and background

6.277

PUDOs are locations which allow consumers to collect and return parcels, such as
convenience stores or train stations. Some PUDO networks also provide C2X delivery
services, allowing consumers to drop parcels off to return to retailers, or send parcels
directly to other recipients.®3

663 Ofcom, March 2021: Review of postal regulation: Call for Inputs, p. 5.
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Our proposal

6.278  In our December consultation we did not propose to intervene in the PUDOs market to
address the issues raised by stakeholders in response to our March CFl. We explained that
there was an absence of evidence of significant detriment or market failure in the PUDOs
market, so we could not justify intervention at the time.

Consultation responses

6.279 RSN said that in rural areas there are relatively fewer PUDO services, when excluding Post
Offices, which can create “significant inconveniences” due to consumers needing to travel
for their parcels. RSN argued that the lack of provision in certain areas pointed to “a
market failure in many rural areas”. RSN said that Ofcom should “state its expectation that
parcel operators will address gaps in their PUDO networks”. ¢4

6.280  Action with Communities in Rural England (ACRE) said rural users would like more active
investment and regulation by the Government to improve the Post Office, PUDO and mail
service. It said that the market may appear healthy when averaged across all areas, but
due to providers competing for urban business it has created “a confusing and hard to
access market.” 6

6.281  Apex Insight broadly agreed with Ofcom’s assessment of the market, but asked Ofcom to
reconsider its views on facilitating the growth of open parcel shop / locker networks and
locations where consumers can receive parcels from any carrier. It argued that the full
benefits for all parties, and for the environment, from PUDOs’ locations could “only be
derived if external co-ordination and regulation increased their openness and density”.

6.282  Post Office agreed with Ofcom’s assessment that currently there has not been evidence of
increased losses of parcels due to the growth in PUDO services. However, it said that
misrouting of parcels is likely to become a more common issue as multi-operator PUDO
services grow in the market.®’ Post Office asked Ofcom to clarify when regulatory
intervention will be appropriate in the absence of a voluntary arrangement among
operators®, through classifying what it considers “significant detriment” or “market
failure” e

Our assessment

6.283 PUDO locations are currently growing and expanding. Ofcom research found that at least
10,900 additional access points were created between January 2019 and June 2022.5° The

664 Rural Services Network response to December 2021 consultation, p. 4.

665 ACRE response to December 2021 consultation, p.2.

666 Apex Insight response to December 2021 consultation, p. 3-4.

667 post Office response to December 2021 consultation, p12.

668 post Office response to December 2021 consultation, p1.

669 post Office response to December 2021 consultation, p12.

670 parcel operator websites (correct as of June 2022). Ofcom, 2019: Review of the Second Class Safeguard Caps, p.29, see
Table 3.1.
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6.284

6.285

market is currently providing consumers with more access points and increased choice,
without Ofcom intervening. Many rural customers are able to find nearby PUDOs
locations®”%, however for those who are unable to find a nearby PUDO service, the
universal service is in place to ensure there is a postal access point for even the most rural
customer in the UK.¢72

There are no regulatory barriers stopping PUDO providers from entering access
arrangements with multiple parcel operators, and there are some examples of this
occurring.57

As explained above, PUDO points are growing — as is consumer usage of them. Therefore,
in the absence of clear evidence of a material problem, and given our bias against
intervention, we think it is appropriate to allow the market time to develop. This is because
we expect both PUDO providers and parcel operators to have incentives to improve
outcomes for consumers and themselves should misrouting become a common issue —
without the need for intervention from Ofcom — due to competitive market forces. It is
also our view that at this stage it is not possible to set a threshold for when a regulatory
intervention would occur, and we would need to consider the circumstances and available
evidence at the time. Ofcom will continue to monitor this market and engage with
stakeholders on the issues raised.

Our decision

6.286

We maintain the same position as we set out in our December consultation: there
currently does not appear to be a need for Ofcom to design a regulatory process in the
PUDO market.

671 For example, according to its website, 90% of the rural population live within 5 miles of a store that is part of the
Collect+ network.

672 Ofcom, DUSP, p. 17, paragraph 1.8.2.

673 For example, the Collect+ network has arrangements with Yodel, DPD, DHL and FedEx
https://www.collectplus.co.uk/about. [Accessed 15/06/22].
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7. USO parcels regulation

This chapter focuses on the regulation of parcel services within the universal service. These ‘single
piece’ or "C2X’ parcel services make up around 10% of total parcel volumes. They could be individual
consumers sending a birthday present to friends and family, marketplace sellers sending items sold
on eBay (or another marketplace platform) to their buyers, or small businesses sending goods to
customers placing online orders.

The C2X parcels segment is growing, and competition has potential to develop further. Royal Mail’s
share of C2X parcel deliveries is still over 70% in terms of both volumes and revenues. However,
there is developing competition from Evri and others, which is likely to deliver benefits to

consumers.

Our decisions for USO parcel regulation seek to ensure postal users continue to have access to
simple, affordable, and reliable parcel services that meet their needs, while supporting effective
competition for the benefit of consumers.

We have decided:

¢ Not to extend regulation by requiring Royal Mail to provide tracking facilities on First and
Second Class USO parcel services, given that our research shows high levels of user satisfaction
with current USO services, and we are concerned that extending regulation to include tracking
on First and Second Class USO parcel services could harm the further development of
competition in the C2X segment.

e To maintain the current requirements on Royal Mail to deliver USO parcels on a minimum of
five days per week, and not increase that requirement, which is already exceeded in practice by
Royal Mail.

e To maintain the current requirements on Royal Mail to provide USO services for parcels
weighing up to 20kg, given some risk of consumer detriment from reducing the limit.

Introduction

7.1 In this chapter®* we consider the following USO parcels regulation issues:
a) Rules around tracking facilities on First and Second Class USO parcel services;
b) The number of parcel delivery days per week that is required by USO rules; and

c) The rules around the weight limit for parcels within the universal service.

674 Our discussion in this chapter is informed by our analysis of the parcels market as a whole which we set out in Chapter
6.
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USO for First and Second Class services — Tracking

The current ‘untracked’ First and Second Class services in the USO meet the needs of most users.
Though some specific users may place value on adding tracking to these services, this is context
dependent (specific subgroups of users or high value items).

The market for postal services — including Royal Mail’s non-USO services and services provided by
other parcel operators — offers a range of tracked parcel services which compete on a ‘level-playing
field’, and competition has the potential to develop further in future. USO services are currently VAT
exempt, meaning that regulatory intervention to extend the scope of USO services would give Royal
Mail a material advantage over competitors’ C2X services. Royal Mail has the option to compete
using its commercial tracked parcel products outside of the USO.

Having had regard to our findings on user needs evidence and existing market provision for postal
services, as well as our statutory duties, we have decided that, on balance, regulatory intervention is
not warranted at this point in time and that the current scope of the universal service should not be
extended.

Introduction and background

7.2 A tracked service enables a sender and/or a recipient to monitor the progress of an item
through the postal network.

7.3 Our current regulation specifies that First and Second Class services provided by Royal Mail
as part of the USO do not include a tracking facility.¢”> However, tracking is required to be
included as part of the USO Special Delivery service. In addition, Royal Mail is required to
offer a ‘proof of delivery’ option within the USO for First and Second Class services (which
it currently does through its ‘Signed For’ feature). Royal Mail also offers a free confirmation
of delivery feature as standard for all its universal service parcel products.¢7®

7.4 As set out in Chapter 5, our regulation is aimed at setting out the scope of the USO, and
the universal postal services that should be delivered by Royal Mail as the designated
universal provider. It is not aimed at regulating, or preventing, commercial offerings for
tracked services that are provided by the market and therefore outside of the universal
service. Several operators (including Royal Mail) do offer tracked services on a commercial
basis, and we describe these commercial services in more detail below (including the
tracked services that Royal Mail offers on a commercial basis, i.e., Tracked 24/48).

675 Ofcom, 27 March 2012: Securing the Universal Postal Service — Decision on the new regulatory framework, p.31,
paragraph 4.39-4.43 and p.128, paragraph 8.135. The requirement to provide priority and standard service(s) that do not
include the provision of a tracking facility is set under DUSP Condition 1.6.1 (a) and (b). In the context of the DUSP
Condition 1, ‘Tracking facility’ is defined as a ‘facility enabling a sender to monitor the progress of a postal packet through
the postal network.’

676 While these services are not tracked, both provide varying degrees of proof of delivery. With ‘proof of delivery’, Royal
Mail is required to obtain a copy of a signature, or other evidence from the recipient in confirmation of receipt, on delivery
of the mail to provide proof that the recipient has received it. Online delivery confirmation allows senders (and recipients if
they have access to a reference number) to check online if a parcel has arrived.
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7.5

7.6

7.7

7.8

In response to our March CFl and December consultation, Royal Mail requested for
tracking facilities to be included within First Class and Second Class USO services, meaning
that the scope of the universal service and the scope of our regulation, would be extended.
As part of this Review, we have therefore assessed whether regulatory intervention would
be warranted to bring tracked First and Second Class services within the scope of the
universal service.

As set out in Chapter 5, the universal postal service is aimed at meeting the reasonable
needs of users which are not otherwise being sufficiently met by the wider market. In
deciding whether we should be intervening to extend the scope of the current USO, we
must - in accordance with the statutory framework - therefore have regard to the
following:

a) evidence of user need for tracking to be included within First and Second Class services,

b) the extent to which the market is meeting the reasonable needs of postal users for
tracking, and

c) ourstatutory duties. This includes our duty under the PSA 2011 to secure the provision
of a universal postal service having regard to the need for that service to be financially
sustainable and efficient, and our more general duty under the CA 2003 to further the
interests of citizens and consumers, where relevant by promoting competition.¢’” As
USO services are currently VAT exempt, extending the scope of the USO would extend
the scope of those services that benefit from VAT exemption. In line with our statutory
duties, we have therefore had regard to the potential impact that extending the scope
of the USO, and the VAT exemption, would have on competition. Our assessment is set
out in more detail below.

In Chapter 6, we set out our assessment of the extent of competition in parcel services
(including in C2X services) and explain our view that there is evidence of growing
competition in C2X parcel services in recent years, which we expect to continue. We also
recognise that competition is supporting increased choice, value for money and product
innovation in parcel services, for the benefit of consumers.

While we remain open to changing the scope of the USO in light of changing users’
needs,®’® any decision to extend Royal Mail’s universal service obligations must be made in
accordance with the statutory framework. As explained in Chapter 5, there is no starting
assumption that the scope of the USO should be expanded over time to reflect
developments provided by the wider market or changes in users’ expectations (as opposed
to their needs). Ofcom also operates with a bias against intervention, meaning that in
reaching a view as to whether regulatory intervention is warranted, we should also

677 Section 3(1) of the CA 2003. In performing the duties set out at section 3(1), Ofcom must also have regard, amongst
other things, to the different interests of persons in the different parts of the United Kingdom, of the different ethnic
communities within the United Kingdom and of persons living in rural and in urban areas, as appear relevant in the
circumstances (section 3(4) of the CA 2003).

678 Ofcom, 2020: Review of user’ needs. An assessment of whether the minimum requirements of the universal postal
service reflect the reasonable needs of the users of postal services in the United Kingdom, p.5.
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consider whether markets can achieve our objectives, and that regulatory intervention
must always be supported by strong evidence as to what markets cannot deliver.¢”

Our proposal

7.9 In our December consultation, we proposed to maintain the current restriction preventing
Royal Mail from incorporating tracking facilities on First and Second Class USO services,
given high levels of customer satisfaction with the existing untracked service, and the
wider market provision of tracked options. In addition, we were concerned that extending
the scope of the USO by including tracked First and Second Class USO parcel services would
potentially harm developing competition, as it would result in broadening the application
of the VAT exemption, thus creating an unlevel playing field in the C2X segment by
providing Royal Mail with a pricing advantage.

Consultation responses

7.10 The majority of parcel operators®® and some other respondents®! supported our proposal
not to amend the DUSP Condition to extend regulation to include tracking on First and
Second Class USO parcel services.

7.11 A number of stakeholders disagreed to varying degrees. %8 Consumer groups generally
supported tracking being included in the USO, but said that it should not negatively impact
the affordability or pricing of First and Second Class services.%? Royal Mail and Post Office
requested that we remove the prohibition on allowing tracked services in the USO.¢8

7.12 Stakeholders commented on the level of user need for tracking, the market provision of
tracked services (particularly in hard-to-reach areas), the impact on competition if it were
provided as part of the universal service, and the extent to which the addition of tracking
to the USO is important to support a relevant, modern, and financially sustainable
universal service. We summarise those comments below.

679 See our regulatory principles .

680 Evri response to December 2021 consultation, p.5. DX response to December 2021 consultation, p.16. UPS response to
December 2021 consultation p.5. Mail Competition Forum response to December 2021 consultation p.16. AICES response
to December 2021 Consultation p.3. Links to all stakeholder responses to the December 2021 consultation can be found
here [accessed 06 /07/2022].

681 Advisory Committee for Scotland response to December 2021 consultation p.7. NALC response to December 2021
consultation p.6. CEDR response to December 2021 consultation p.2.

682 ACRE response to December 2021 consultation, p.3. Citizens Advice response to December 2021 consultation, p.96.
Citizens Advice Scotland response to December 2021 consultation, p.23. CWU response to December 2021 consultation,
p.3. Communications Consumer Panel and ACOD response to December 2021 consultation, p.1. CCNI response to
December 2021 consultation, p.22. eBay response to December 2021 consultation, p.1. Etsy response to December 2021
consultation, p.2. Pitney Bowes response to December 2021 consultation, p.5. Post Office response to December 2021
consultation, p.8. Quadient response to December 2021cConsultation, p.4. Royal Mail response to December 2021
consultation, p.19. RSN response to December 2021 consultation, p.4. techUK response to December 2021 consultation,
p.4. Welsh Government response to December 2021 consultation, p.4.

683 For example: Citizens Advice response to December 2021 consultation, p. 96, and CCNI response to December 2021
consultation, p.23.

684 Royal Mail response to December 2021 consultation, p.29, paragraph.1.61. Post Office response to December 2021
consultation, p.12, paragraph ii.
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User needs in relation to tracking

7.13

7.14

7.15

7.16

7.17

Some parcel operators said that the current First and Second Class services meet the needs
of most users. Evri said our User Needs review showed that most C2X senders currently
choose non-tracked services, and that tracking was not regarded as a priority issue for
consumers when deciding which operator to use.

Consumer bodies said that tracking is generally important. Citizens Advice said that
tracking:

e) isvalued by consumers. Its research showed half (49%) of consumers listed the ability
to track their parcels as very important and listed tracking among the three most
important attributes of a delivery service. When sending and receiving a parcel, two in
five (42%) consumers say that tracking is essential, with only 4% saying that tracking
isn't important.

f) protects consumers from harms in the parcels market. It said tracking gives the ability
to forward plan, provides peace of mind, aids in effective dispute resolution (making it
easier for consumers to get redress by providing evidence of a service or delivery
failure). 685

g) is a widely accepted industry standard and noted that all major companies offer
tracking as standard. It said consumers expect this feature and that consumers whose
last parcel was delivered by Royal Mail were less likely than average to say that the
amount of information they received was “about the right amount”.

Similarly, consumer groups CCNI and Citizens Advice Scotland presented research that
showed that consumers in Northern Ireland and Scotland generally find the ability to track
items important. CCNI’s research found that nearly nine in ten (87%) of Northern Ireland
consumers believe tracking should be a standard feature on parcel services (but also that
adding tracking to the universal postal service should not result in additional costs). Citizen
Advice Scotland’s research shows that the majority of consumers (60%) would like to see
tracking included as standard in some of Royal Mail’s USO parcel services. 42% responded
that tracking should be part of the standard service for all parcels, while 18% were in
favour of tracking only for high value items.

Royal Mail said that our consumer research shows that tracking is the most important
factor when choosing a parcel operator, and that we had erred in our interpretation of the
key findings of our research, in particular when interpreting the results of our ‘Max Diff’
analysis.

It also argued that tracking on USO First and Second Class parcel services would lead to a
better complaint handling process and reduce the number of customer queries and
complaints, as customers would have less need to enquire about the whereabouts of their

685 Citizens Advice response to December 2021 consultation, p. 98.
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7.18

7.19

7.20

parcel. In addition, it argued that when problems do arise, tracking information can make it
easier for a complaint handler to locate the item and resolve the issue. ¢

Furthermore, it argued that tracking enabled consumers to know when a parcel would be
delivered and plan their day, which was of particular benefit for disabled consumers. Royal
Mail said that tracking also supported the provision of in-flight options (e.g. delivery to a
neighbour or a safe place on the property, or delivery on another day).¢

Marketplace respondents eBay and Etsy said that tracking is increasingly important to
marketplace users. eBay said tracking is important for three reasons: ¢

a) Greater trust through greater certainty as tracked services are less likely to generate

customer service calls.

b) Greater confidence in purchasing as it provides more robust seller and buyer
protection.

¢) Improved sales for sellers as it can offer incentives to sellers who use tracked services.

Etsy said that allowing tracking on USO services would enable small businesses that rely on
single piece parcels to better compete with larger retailers, who tend to have bulk parcel
contracts that include tracked parcel services. It said tracking is important to buyers and
sellers due to improved buyer visibility, financial protection for sellers, better transparency
and trust, and high buyer expectations.

Market provision of tracked parcel services

7.21

7.22

7.23

7.24

The majority of parcel operators noted that single-piece tracked services are already being
provided by the market. Evri said tracked parcel services are widely available at
competitive prices.

The MCF said it is very likely that, without being under any regulatory obligation, Royal
Mail would continue to offer tracked services on a commercial (non-USO) basis. It said that
our proposal ensures that Royal Mail continues to offer non-tracked, standard First
Class/Second Class services - and hence means that customers will continue to have the
choice of tracked and untracked services.

However, other stakeholders, including consumer groups CCNI and CAS, said the parcels
market is not delivering for consumers in Northern Ireland and the Highlands and Islands.
They said some operators who offer tracking do not operate in certain areas, and of those
who do, some apply surcharges.

Royal Mail also said the market is not delivering for customers in more rural and remote
areas of the UK, noting the use of surcharges and/or failure to provide a next day service in
these areas.®® Similarly, the Oxera report (provided with Royal Mail’s consultation

686 Royal Mail response to December 2021 consultation, p. 40.
687 Royal Mail response to December 2021 consultation, p. 44.
688 eBay response to December 2021 consultation, p. 1-2.

689 Etsy response to December 2021 consultation p. 2-3.

6% Royal Mail response to December 2021 consultation p.24-25.
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response) said that the introduction of tracking on USO parcels would benefit consumers in
remote areas. It concluded that customers in the most remote UK locations are not able to
fully benefit from the range and quality of services available to others across the UK.%!

Potential impact on competition in the C2X market segment

7.25

7.26

7.27

7.28

7.29

7.30

Parcel operators said that including tracking in the USO would give Royal Mail a
competitive advantage over other operators due to the VAT exemption on USO services.
For example, Evri said: “The inclusion of tracking for parcels in the USO would give Royal
Mail an unfair competitive advantage over other parcel companies due to the absence of
VAT on USO products, meaning Royal Mail would have a 20% price advantage.”¢%

Evri also said that including tracking in the USO would give Royal Mail further dominance in
the lightweight parcels segment and make it potentially impossible for other operators to
compete on price. It said this could create a de facto monopoly in certain weight
categories.

Consumer groups CCNI and Citizens Advice Scotland acknowledged that including tracking
in the USO would have an impact on competition but considered that this is justified on the
basis that competition is not delivering for consumers in Northern Ireland and Highlands
and Islands.

Royal Mail said there is no evidence that suggests that if tracking was offered on USO
services, it would drive out or materially undermine competition. As set out in Chapter 6,
Royal Mail commissioned Oxera to undertake analysis of the C2X market and how tracking
in the USO would affect competitive dynamics. The report said that competition in the C2X
market is strong and would not be reduced were Royal Mail to add tracking to its USO
parcels products.®®® It said that operators face clear incentives to grow C2X parcels
volumes, and their established networks enable them to offer C2X services at low marginal
costs. Therefore, competition in this sector can be considered to be sustainable, even in
the event that Royal Mail enhances its USO product offering through including tracking.®**

Royal Mail also said the VAT exemption is in place for services in the ‘public interest’.®%
Therefore, it said that USO services should be free of VAT to help increase consumer
demand and that there is a significant cost to providing the Universal Service. It presented
analysis which showed that it incurs a [3<] net cost delivering its ‘public postal services’
obligations.®%

Post Office said the impact on competition can be mitigated by removing services sold at a
discount online from the definition of ‘single piece service’ in the Designated Universal
Service Provider condition.®’ It also said that it should not be for Ofcom to address the

691 Oxera Report submitted by Royal Mail in response to December 2021 consultation p.4-5.
692 Eyri response to December 2021 consultation p.5.

693 Oxera Report submitted by Royal Mail in response to December 2021 consultation p.4.
694 Oxera Report submitted by Royal Mail in response to December 2021 consultation p.5.
695 Royal Mail response to December 2021 consultation, p.28.

6% Royal Mail response to December 2021 consultation, p.28, fig 1.8.

697 post Office response to December 2021 consultation, p.10, paragraph dd.
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possible distortion to competition — the proper course of action is for HMRC to review its
policy.5%

The importance of tracking in the USO in supporting a relevant, modern, and financially
sustainable universal service

7.31 The MCF and Evri said the USO suite of products is intended to ensure that, regardless of
market developments, all consumers can access affordable postal services which meet
their reasonable needs. They said there is no evidence that consumers who wish to access
tracked services cannot do so easily at affordable prices.

7.32 AICES and UPS said it is important to ensure that the definition of universal services is
clearly delimited and is not expanded to include value-added services which are provided
in a competitive marketplace.

7.33 Royal Mail said that a modern, 21st century USO requires tracking to remain relevant and
sustainable. It said:

a) Inthe UK, tracking is offered as standard by other parcel operators. It said it has the
capability to offer tracking to USO parcels customers, which would allow it to simplify
its product set.®

b) Our proposal would lead to a “rapid migration” away from USO services because the
strategic direction of marketplaces is towards requiring tracking.” It said that this
leads to a greater reliance on non-USO (commercial) revenue streams to support the
high fixed costs of the USO.

c) We did not recognise the extent of stakeholder desire for tracking in our review of
responses to our March 2021 Call for Inputs and did not appear to have engaged some
of the largest UK online marketplaces.”!

7.34 Similarly, Post Office said that our proposal risks “fossilising” the Universal Service.”? It also
said that within the EU, at least 18 of the 27 Member States have tracking as a feature
within their Universal Service, despite this not being a requirement of the EU Postal
Services Directive.”®

7.35 eBay said that there is a risk that the USO will become less attractive to consumer sellers
unless it is fully tracked, and the direction of marketplaces is towards potentially requiring
it for sellers.70*

698 post Office response to December 2021 consultation, p.9, paragraph aa.

699 Royal Mail response to December 2021 consultation, p.25, paragraph 1.39.

700 Royal Mail response to December 2021 consultation, p.26, paragraph 1.47.

701 Royal Mail response to December 2021 consultation, p.28, paragraph 1.57, paragraph 1.59.
702 post Office response to Call For Inputs, p.27, paragraph 6.4.6.

703 post Office response to December 2021 consultation, p.11, paragraph ff.

704 eBay response to December 2021 consultation, p.2.
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Our assessment

Analytical approach

7.36

7.37

7.38

7.39

7.40

As explained in Chapter 2, the Universal Service Order describes the services that should be
provided as part of the universal postal service in the UK. It specifies, among other things,
that single piece priority and standard services should be provided as part of the USO (and
that proof of delivery should be available where requested by the sender), but it does not
require that tracking be offered to postal users.

The DUSP Condition places the requirement to provide USO services on Royal Mail and
specifies the obligation for Royal Mail to provide single piece priority and standard
service(s) that meet the description set out in the DUSP Condition. Royal Mail does this
through its First and Second Class services. The DUSP Condition states that single priority
and standard service(s) “[...] do not include provision of a tracking facility” 7.

In its response to the December consultation and the March CFI, Royal Mail requested that
the exclusion of tracking facilities in the DUSP Condition be removed, % so as to “provide it
with flexibility to provide tracked services within the USO”. We have therefore assessed
whether regulatory intervention would be warranted in order to bring tracked First and
Second Class services within the scope of the universal service (that is, to require Royal
Mail to provide these as the designated universal service provider).

We are mindful that, under the existing statutory framework, we are required to set out a
description of the services that should be provided as part of the universal postal service,
and that, as set out above, the Universal Service Order does not currently specify that
tracking services should be provided as part of the USO offering.”” The statutory
framework further specifies that:

a) before modifying the description of the services that should be provided as part of the
USO, Ofcom must have regard to the reasonable needs of users and assess the extent
to which the market for the provision of postal services is meeting those needs; and

b) before modifying any regulatory condition imposed on Royal Mail (such as the DUSP
Condition), Ofcom must also be satisfied that any modification would be, amongst
other things, objectively justifiable and proportionate.”

Any decision to extend the scope of Royal Mail’s obligations as a universal service provider
must be made in accordance with this statutory framework. While we recognise that users’
needs may change over time’, there is no starting assumption that the scope of the USO

705 DUSP 1.6.1(a) and 1.6.1(b). In line with the Universal Service Order, Royal Mail is required to include a tracking facility as
part of registered and insured services (items up to 10kg). Royal Mail can —and does — provide ‘non-USQO’ C2X services that
include tracking facilities.

706 Royal Mail response to December 2021 consultation, p.29, paragraph 1.61.

707 Section 30 of the PSA 2011.

708 Schedule 6 paragraph 1 of the PSA 2011.

709 Ofcom, 2020: Review of user’ needs. An assessment of whether the minimum requirements of the universal postal
service reflect the reasonable needs of the users of postal services in the United Kingdom. .
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should be expanded over time in order to reflect developments in the wider postal sector
or users’ changing expectations (as opposed to needs),

7.41 To reach our view on whether we should be intervening to extend the scope of the
universal service, and modify the DUSP Condition accordingly, we have —in line with the
statutory framework summarised above — therefore:

a) undertaken consumer research to help us determine the extent to which the current
‘untracked’ First and Second Class services meet the needs of users, and the extent to
which users need tracking; and

b) considered the extent to which the wider parcels market is meeting the reasonable
needs of postal users for tracking.

7.42 In deciding whether regulatory intervention would be warranted, and whether the scope
of the universal should be extended, we are also required to have regard to our wider
statutory duties (including our duty to further the interests of citizens and consumers,
where relevant by promoting competition). In reaching our view, we have therefore
considered the potential impact that extending the scope of the universal service will have
on competition, and any substantive implications for the financial sustainability of the
universal postal service.”°

7.43 As explained in Chapter 5, Ofcom operates with a bias against intervention, and regulatory
intervention must be supported by strong evidence that the market cannot and/or is not
delivering.’1

7.44 In order to inform our assessment, we have engaged with a variety of stakeholders,
including parcel operators, consumer groups and marketplaces. Having had regard to the
above considerations, and for the reasons set out below, we have reached the view that, at
this point in time, we should not be intervening to extend the scope of the universal
service.

User needs in relation to tracking

7.45 This section sets out our assessment of postal users’ needs in relation to tracking facilities.
It takes account of the consultation responses and other evidence received from
stakeholders as part of our consultation process, as well as the detailed consumer C2X
research that we have undertaken to inform our understanding of users’ needs.”2

The current ‘untracked’ First and Second Class services meet the needs of most users

7.46 We found relatively high levels of satisfaction with Royal Mail’s existing services. Our C2X
research found nine in ten of those sending parcels using Royal Mail are satisfied with the
service they receive, compared to an average of around seven in ten for other operators.

710 We set out our assessment of the potential impacts of a change in approach to tracking on competition in the C2X
segment further below.

711 Section 3(3) of the CA 2003 and our regulatory principles.

712 We describe our C2X research more fully in Chapter 6 of this statement. See also Ofcom, 2021: C2X Consumer Parcels
Research 2021.
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7.47 In addition, people who use Royal Mail’s First or Second Class services (which do not
include tracking) said that these services have most of the features they were looking for.
In our C2X research, we asked people whether the last Royal Mail First or Second Class
parcel sent met the requirements they had for sending that parcel. Overall, respondents
gave high scores, as set out in Figure 7.1. The mean score was around eight, with zero
being “None of the product features | require” and 10 being “All of the product features |
require”.

7.48 We then hypothetically added “core tracking”7:3 to the product design of the standard First
or Second Class service and asked the question again. As shown in Figure 7.1, this did not
enhance the mean scores.

Figure 7.1: Extent to which each service did/would meet each user’s requirements they had for
sending that parcel

7.8 Mean scores 7.7
23% 10 22%
12% 9 12%
20% 8 20%
19% 18%
9% 9%
7% Don't know 6%
Current 1st/ 2nd + 'Core' Tracking

Source: C2X research. Note: Respondents answer on a scale of 0-10, with 0 being “None of the product features
I require” and 10 being “All of the product features | require”.

7.49 Furthermore, Figure 7.2 below shows that three quarters of people did not increase their
individual score at all when tracking was added to First/Second Class parcels.

713 “Core” tracking was defined as stage and day of delivery tracking, as opposed to “enhanced” tracking, which was
defined as real time information and a two-hour delivery slot.
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Figure 7.2: Score for the tracking service compared to current First and Second Class services

% scoring same for
tracking vs. current

15t/ 2nd class

Source: C2X research

7.50

7.51

7.52

Those people in rural areas that choose only to use Royal Mail for sending parcels gave the
highest scores of any subgroup for the existing services, and hypothetically adding tracking
to the service had no impact. This subgroup gave an average score of 8.2 for the existing
service and adding tracking did not significantly change the score.”* This suggests that
users who are most reliant on the universal service consider that it is already meeting their
requirements.

Evri’s response to the consultation commented that most C2X senders opt for Royal Mail’s
untracked services. Our evidence also suggests that untracked services remain the most
used services in C2X. As set out in Chapter 6, Royal Mail have a volume share of over 70%
in C2X. As part of our C2X research, we asked what types of Royal Mail services were used,
and which Royal Mail service was used most often. We found that, of those that had sent a
parcel using Royal Mail, 96% indicated that Royal Mail untracked services are the services
they use ‘most often’.”®s Since Royal Mail have a volume share of over 70% in C2X, this
implies that the majority of C2X parcels are not tracked at present.

Overall, our consumer research shows that there are relatively high levels of satisfaction
with Royal Mail’s existing services (with nine in ten of those sending parcels using Royal
Mail saying that they are satisfied with the service they receive). Users of those First and
Second Class services that are provided by Royal Mail as part of the universal service (that
is, First and/or Second Class services which do not include tracking) also said that these
services had most of the features they were looking for. More specifically, people who live
in rural areas, and chose to only use Royal Mail for sending parcels gave the highest scores
of any subgroup for existing services (showing that users that were most reliant on the

714 |n addition, Royal Mail only senders gave a score of 8.1 on average, and deep rural senders gave a score of 7.9. Adding
tracking reduced both scores by 0.3 and 0.2 points respectively.

715 Ofcom, 2021: C2X Consumer Parcels Research 2021, Data table QB4a/b. Of senders using Royal Mail, 96% said they
used either First or Second Class, or ‘Signed For’ most often, with Special Delivery with 1pm guarantee used most often 3%
of the time.
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universal service considered that the universal service is already meeting their needs). We
also note that hypothetically adding “core tracking” to the product design of the standard

First or Second Class service did not enhance or significantly change the score. Overall, our
consumer research shows that the current untracked First Class and Second Class services

provided by Royal Mail, as part of the universal service, meet the needs of most users.

The ability to track parcels is increasingly expected but it is not commonly regarded as essential

7.53

7.54

7.55

7.56

Data from the attitudinal questions in the C2X research indicated that tracking is becoming
increasingly expected. Over seven in ten of all respondents agreed that they “increasingly
expect to be able to track . . . items they send”. Similarly, seven in ten marketplace sellers
agree with the statement that, “increasingly people expect to track . . . items bought from
smaller online sellers.”

In terms of the importance and usefulness of tracking facilities, seven in ten of all
respondents agreed that they “try to use tracking information to plan when to be home”.
Similarly, research from the CCP ACOD found that the option for tracking is useful for
providing information that a parcel is nearby, and in providing estimated delivery time
slots.”¢ In addition, 84% agreed that tracking is important when returning an item.”"’

While seven in ten of all respondents said that they increasingly expect the ability to track
progress delivery when sending an item, the C2X research suggested that tracking facilities
are commonly regarded as a “nice to have”, rather than as a core component of a parcel
service. Approximately half of all respondents indicated agreement with statements that
tracking is:

a) “Only useful if sending or receiving high value/urgent items”;
b) “Nice to have but not essential when sending parcels”;?8 7 and

c) “When they are sending parcels to friends and family, they don’t need to be able to
track them”.

Some stakeholders presented findings showing that the degree of importance attached to
tracking often varies depending on the context:

716 CCP ACOD, April 2021: Delivering satisfaction? Meeting service users’ needs for parcel services in the pandemic, p.4,
paragraph 1.2. [accessed 06/07/2022]

77 Our Residential/SME Tracker Research also consistently finds that the majority of receivers (and to a lesser extent,
senders) of parcels regard the ability to track delivery as an important factor when choosing parcels (alongside many other
factors rated as important).

718 529% agreed with the statement ‘Tracking is nice to have but not essential when sending parcels’, 21% neither agreed
nor disagreed and 26% disagreed with the statement.

713 Citizens Advice presented similar research in its response to the December 2021 consultation, in the context of sending
and receiving a parcel (which would include B2C deliveries as well as C2X). It found that two in five (42%) of consumers say
that tracking is essential, with 4% saying that tracking isn't important.
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a) CCP ACOD said that tracking is particularly useful for specific subgroups of users,
depending on the context.” Out of nine research subgroups tracking was identified as
a need for only two (rural receivers and microbusiness senders).7

b) Citizens Advice’s research showed half (49%) of consumers listed the ability to track
their parcels as very important and listed tracking among the three most important
attributes of a delivery service. However, we note the respondents included users
receiving B2C parcels (as well as C2X), which may not have the same views on the
importance of tracking to C2X deliveries.’?

c) Royal Mail set out its own research which indicated that 63% of residential senders,
78% of social marketplace sellers, and 67% of SME marketplace sellers would find it
“very or fairly appealing” to have the option of tracking large letters or parcels sent
First or Second Class in the UK with Royal Mail.723

7.57 In conclusion, while the ability to track a parcel is increasingly expected by users, the C2X
research suggested that tracking facilities are commonly regarded as a “nice to have”,
rather than as a core component of a parcel service. In addition, the C2X research and the
research findings presented by some stakeholders as part of our consultation exercise,
show that the importance placed on tracking is often variable depending on the specific
context of the sending.

The three individual tracking attributes received a lower share of importance amongst C2X senders
than “delivered with care”, “lowest price” and “proof of delivery”, when deciding how to send a

parcel

7.58 As part of our C2X research, we performed a “Maximum Difference”’?* (or “MaxDiff”)
analysis to ascertain the relative perceived importance of different factors when choosing
a parcel operator, as set out in Figure 7.3.

7.59 Our qualitative research indicated that there was variation in consumers’ understanding of

what was meant by tracking, and its specific features.” Therefore, we designed the

720 CCP ACOD response to December 2021 consultation, p.2.

721 CCP ACOD, April 2021: Delivering satisfaction? Meeting service users’ needs for parcel services in the pandemic, p. 6.
[accessed 06 /07/2022]

722 Similarly, CCNI’s recent study shows that 78% of Northern Ireland consumers say that it is important they can track
items until delivery when using Royal Mail, and Citizens Advice Scotland presented evidence that said 68% of SMEs in
Scotland said tracking parcels was important — but it is unclear to what extent this is relevant to C2X deliveries. CCNI
response to December 2021 consultation, p.22, and Citizens Advice Scotland response to December 2021 consultation,
p.24

723 Royal Mail response to December 2021 Consultation, p.22, paragraph 1.28.

724 Maximum Difference analysis or ‘MaxDiff’ is a trade-off methodology in which respondents are presented with small
groups of the attributes and asked to indicate which is most and least important. The analysis is used to generate utility
scores which represent the relative importance of each attribute.

725 Ofcom, 2021: C2X Consumer Parcels Research 2021, p.55. There was some confusion on what tracking does and does
not do. In particular, some respondents purchased tracking services because they needed facilities such as ‘knowing when
the item has been delivered’, ‘getting the item to the destination faster’ and ‘getting the item to the destination
guaranteed the next day’ — all services that do not necessarily require tracking. Similarly, research from the CCP ACOD
found that the option for tracking was needed “in particular for offering confirmation of delivery...” — which suggests a
degree of confusion regarding what tracking actually offers: CCP ACOD, April 2021: Delivering satisfaction? Meeting service
users’ needs for parcel services in the pandemic, p.17, paragraph 4.1. [accessed 06/07/2022]
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questions to assess the relative importance of certain specific features relating to
tracking.”? These features were (as defined by us)”?’:

a) “Real-time tracking on progress”: This provides users with the ability to use live
location data to follow a parcel’s delivery journey on a map in real time.

b) “Notification of expected delivery window”: For example, a two-hour slot where the
parcel is expected to arrive.

c) “Information on stage and day of delivery”: This provides users with visibility over
where the parcel is in a network, and whether it is out for delivery. It does not provide
users with an expected delivery window, nor does it provide the ability to track in real
time.

d) “Proof of delivery”: This was sometimes thought of as a feature of tracking for
consumers,’2® which meant that it was important to separate it out from the other
features.

7.60 These attributes overlap in terms of what they offer users. For example, the ‘notification of
expected delivery window’ and ‘real time tracking on progress’ provide users with
information on the stage and day of delivery. In practice, ‘real time tracking on progress’
typically provides users with an estimated delivery window as part of the offering.
Therefore, the results provide a useful insight into what it is about tracking, specifically,
that users value in comparison to other features, but we are not testing the relative
importance of an all-encompassing tracking service (for the reasons set out in the previous
paragraph).

n o u

“Parcel delivered with care”, “proof of delivery” and “lowest price” were at least twice as important
when deciding how to send a parcel than any of the individual tracking attributes

7.61 Our research shows that the most important features of C2X parcels for consumers are
“parcel delivered with care”, “proof of delivery” and “lowest price”. These features were
around twice as important for consumers when choosing a parcel operator than “Tracking
information on stage and day of delivery”. Other features relating to tracking, such as “Real
time tracking on progress” and “Notification of expected delivery window” were rated as
even less important. This finding was consistent across subgroups, including participants

across nations.

726 Furthermore, as set out in paragraph 7.39 above, Ofcom is required to set out a description of the services that we
consider should be part of the USO. In order to reach a view as to whether the current scope of the universal service
should be extended, and, if so, the extent to which the DUSP Condition might need to be modified, we have gathered
evidence on users’ need for tracking, and also on the value that users may place on different specific attributes linked to
that facility (e.g. ‘real-time tracking on progress’, ‘information on stage and day of delivery’, ‘notification of expected
delivery window’).

72\While these attributes are largely self-explanatory, some participants may have had a different interpretation of what
each attribute offers given that we did not provide these explanations for respondents in the research.

728 Ofcom, 2021: C2X Consumer Parcels Research 2021, p.55. ‘Knowing when an item was delivered’ was identified as a
need met by tracking services. Similarly, research from the CCP ACOD found that the option for tracking was needed “in
particular for offering confirmation of delivery...”: CCP ACOD, April 2021: Delivering satisfaction? Meeting service users’
needs for parcel services in the pandemic, 1.2 [accessed 06/07/2022]
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Figure 7.3: Important factors when deciding how to send a parcel (Maximum Difference analysis)

Parcel delivered with care - 19%
Proof of delivery - 16%
Lowest price - 16%

Tracking information on stage and day of delivery - 9%
Reliable delivery timescales . 8%
Guaranteed next day delivery . 8%
Real time tracking on progress . 8%
Good customer service . 6%
Insurance I 4%
Notification of expected delivery window I 4%

Morning or afternoon delivery options I 3%

Source: C2X research. Note: These percentages sum to 100 across all attributes and show the relative

importance of each attribute. An attribute with a utility score of 10%, for example, is half as important as one

with a utility score of 20% and twice as important as another with a utility score of 5%.

7.62

This analysis shows that “proof of delivery” is almost twice as important to senders than
any of the individual tracking attributes. This was reinforced by qualitative insights from
the C2X research, which found that sellers sending cheaper items said that tracking was
less sought after, and that it was more important that the item “just gets there”. In
addition, the research suggested that while Royal Mail’s ‘Signed For’ service, which is
provided as part of the USO, was rarely used by social sender participants, it was important
for marketplace seller participants sending high value items.”?

The overlap between tracking attributes means it is not possible to add the MaxDiff scores together

7.63

7.64

Royal Mail has argued that we erred in our interpretation of the Max Diff analysis. It said
that the total importance of tracking services can be calculated by adding together the
importance of (what it says are) the three constituent parts: tracking information on stage
and day of delivery, real time tracking on progress, and notification of expected delivery
window. It said that, if the individual importance of each of these items is added together,
the importance of tracking ‘in total’ equals 21% - which would make it the most important
service factor tested. Post Office makes the same argument in its response.

Adding up the scores of each individual tracking component (or attribute) in the way
suggested would not be meaningful in providing an estimate of the overall importance of
tracking (as a facility). MaxDiff analyses are generally not designed to allow for individual
elements to be retrospectively added up. This is due to the overlap between elements,

729 Ofcom, 2021: C2X Consumer Parcels Research 2021, p. 50.
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resulting in ‘double-counting’ the scores if added together — thus incorrectly inflating the
importance for the hypothetical single combined offering.”® In fact, individual scores can
be additive if and only if the attributes are perfectly independent of one another (i.e. the
perceived benefit from a combined product as a whole is equal to the sum of the perceived
benefit from each individual attribute within the combined product). As set out in
paragraphs 7.59-7.60 above, there is overlap between the different tracking attributes,
meaning the tracking elements are not additive.”!

7.65 While it is possible that the aggregate importance of the tracking attributes tested is
somewhat higher than the figures for individual attributes, our survey does not allow a
precise estimate of this.”?2 Nevertheless, our best estimate of the importance of a
combined tracking option from the data available would indicate that combined tracking
was the third most important factor when sending a parcel, after “parcel delivered with
care” and “proof of delivery”, although this result should be interpreted with caution given
its limitations.?s

7.66 Moreover, there may be overlap in the questions on other features of parcels, which in
principle might change the importance of those features if aggregated. For example, we
might expect there to be some overlap between guaranteed next day delivery and reliable
delivery timescales. By not combining other attributes that overlap, it may overestimate
the relative importance of a combined tracking service.

7.67 We also note that our results are consistent with other parts of our evidence base which
shows that, while tracking is increasingly expected for some users in some contexts, there
is a limited user need.

7.68 In conclusion, our C2X research shows that users did not rank the individual tracking
attributes as among the three most important attributes we tested when deciding how to
send a parcel. “Parcel delivered with care”, “proof of delivery” and “lowest price” were
around twice as important for consumers when choosing a parcel operator than the

highest ranked tracking attribute, “Tracking information on stage and day of delivery”.

730 To illustrate the methodological point, imagine that a survey asked consumers first “how important is tracking to you”
and second “how important is it for you to know what stage of the delivery process your parcel has reached”. Since the
second question is simply describing tracking in a different way, many respondents will give the same answer to both
questions, and adding those scores together will double-count the importance of tracking.

731 BVA BDRC agree with this view. It performed additional analysis on the MaxDiff survey data and concluded that there
appears to be a degree of overlap between the tracking attributes. For a more detailed explanation of the methodology,
limitations and results, see BVA BDRC, 2022, Additional Analysis for Parcels Review C2X Research 2021

732 We attempted to rerun the results of the MaxDiff to approximate the results for a hypothetical combined tracking
service which encompasses all three features (real time tracking, tracking information on stage and day of delivery, and
notification of expected delivery window). The results, however, were inconclusive given the assumptions needed to make
an inference on how respondents would have responded to the combined tracking service. Nonetheless, our best estimate
showed that the most probable actual value of a combined tracking offer was 14.5%, which moved it up to third, behind
Parcel delivered with care (18.2%) and Proof of delivery (16.9%), and in front of Reliable delivery timescales (13.5%) and
Lowest price (10.4%). Therefore, even if it we accept the combined tracking offer is scored at 14.5%, this does not
materially change our view, and we note it remains consistent with other evidence that while tracking is a need for some,
other features of parcels are more important for most consumers. For more detail, refer to BVA BDRC, 2022, Additional
Analysis for Parcels Review C2X Research 2021

733 BVA BDRC, 2022, Additional Analysis for Parcels Review C2X Research 2021
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While a significant minority of senders value tracking, the majority would not pay even a small

amount extra for it

7.69

To better understand the value that users as a whole and across subgroups placed on
tracking, we also tested user willingness to pay”** more for a First or Second Class parcel
service if it included tracking facilities. We asked participants how much they would pay for
tracking to be added if they were sending a similar parcel to the last parcel they sent using
First or Second Class. To understand how the value of tracking differs across types of
parcels, we also asked questions on how much the contents of the parcel were worth, the
type of package (small, medium, or large) and the postage costs. The overall results of the
analysis are presented in Table 7.4 below.

Table 7.4: Proportion estimated to be willing to pay for tracking to be added to the last First or
Second Class parcel they sent, at each price point

Price point % Uptake for

tested core tracking
25p 47%
75p 33%
£1.25 24%
£1.75 19%
£2.25 14%

Source: C2X research. Note: All C2X senders who had used Royal Mail in the last 12 months.

7.70

7.71

We found that the majority of senders (53%) would not be prepared to pay even a small
amount extra for tracking facilities to be included in the service.”> This was consistent
across marketplace sellers and non-marketplace sellers (52% and 55% respectively). It was
higher for people that only used Royal Mail, where 56% said they would not pay 25p extra
for tracking facilities. CCNI have also provided research findings that suggests many
consumers are unwilling to pay anything more for the addition of tracking facilities to the
universal service. It found that over 60% of Northern Ireland consumers would consider
paying for tracking, but when asked for how much each consumer would pay, the median
additional value for parcels was 20p.73

The variance in the value placed on tracking by different subsets of senders is apparent
across the price points we tested. While we estimated that 24% across the sample would
be willing to pay at least £1.25 for tracking, it was higher for marketplace sellers (27%) and

734 To determine users’ willingness to pay, we use the Gabor-Granger pricing method. Users’ willingness to pay for tracking
is used as a proxy for the value of adding tracking to users. An explanation of the analysis, including details on the weights
applied to the responses, is presented in Ofcom, 2021: C2X Consumer Parcels Research 2021, p.76.

735 These are respondents who we estimate would not be prepared to pay 25p; 25p was the lowest price point tested in
the willingness to pay analysis.

736 The Consumer Council Northern Ireland, August 2020: The Universal Postal Service and Northern Ireland Consumers,
p.10, paragraph 5.10.
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7.72

lower for non-marketplace sellers (20%). It was also lower among parcel senders that only
use Royal Mail (18%). In terms of UK nations, the estimated proportion willing to pay at
least £1.25 for a core tracking service was moderately higher among senders in Northern
Ireland and Scotland (28% and 29% respectively).

Our research also shows that the value placed on tracking by users is highly context
dependent, with willingness to pay increasing with the value of the items in the parcel.
When the item being sent is of low value, the value placed on tracking is significantly lower
— particularly for non-sellers, as illustrated in Table 7.5 below.

Table 7.5: Proportion estimated to be willing to pay at least £1.25 for tracking to be added to the
last First or Second Class parcel they sent, by type of sender and item value

Item Value
Under £5 Over £40
Type of Sellers 18% 40%
sender  Non-sellers 14% 28%

Source: C2X research. Note: All C2X senders who had used Royal Mail in the last 12 months. For the purpose of

this analysis and the paragraph below, £1.25 is used due to it being the middle price point tested.

7.73

7.74

7.75

Similarly, our C2X qualitative research found that the one scenario where tracking was
valued and seen as necessary by some seller participants, was when sending an item that is
unique and valuable.”” Research from Citizens Advice Scotland found 34% of SMEs were
against any sort of price increase if tracking were to be included, with a further 46% stating
they would only pay more on high value parcels, while only 16% were willing to pay more
on all parcels for tracking.73

Royal Mail dismiss the relevance of our willingness to pay data, stating that we wrongly
conflate it with importance.”® Our assessment uses willingness to pay data to contribute to
our assessment of whether a tracking service is a user need. We recognise that stated
willingness to pay data is subject to some uncertainty, but nevertheless we consider it to
be a useful input to our evidence base to better understand the value that users as a whole
and across subgroups placed on tracking. The willingness to pay survey results are
consistent with our other research findings, suggesting that the extent to which particular
users value tracking services varies between different groups of users.

In conclusion, our C2X research found that senders overall did not place high value on
adding tracking to First- and Second Class services. The majority of senders (53%) would

737 The qualitative research found that tracking in of itself (i.e., knowing where the parcel is in the journey to its
destination, as opposed to knowing that the parcel had arrived) was rarely identified as a core need.

738 Citizens Advice Scotland response to December 2021 consultation, Q7.1, p.24.

739 Royal Mail response to December 2021 consultation, p.22, paragraph .1.26.
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not be prepared to pay even a small amount extra for tracking facilities to be added to
these services. Furthermore, consistent with our other research findings, we found that
the extra amount particular users would be prepared to pay, indicative of the value they
place on tracking, is context dependent, and varies between different groups of users (e.g.
increased willingness to pay for marketplace sellers) as well as with the value of the items.

While there could be some benefits of including tracking in the USO to complaints handling and

delivery options for disabled users, these must be considered together with the broader user needs

analysis

7.76

7.77

7.78

Royal Mail, Citizens Advice and eBay said that tracking improves the consumer experience
and can protect from certain harms in the parcels market, specifically that tracking can
improve complaints handling processes for consumers. Royal Mail also argued that it could
improve the experience of disabled consumers.

However, as described above, the framework for assessing the scope of the universal
service is based on user needs and we have assessed the case for tracking on that basis.
The potential benefits of including tracking in the USO to complaints handling and for
disabled users are relevant to our decision in so far as it feeds into the value users place on
tracking, which we would expect to be reflected in the responses from consumers in our
research.

Notwithstanding this, we have considered the analysis from stakeholders relating to
tracking and how it could impact complaints handling and the experience of disabled users
and are not persuaded this is likely to be material.

Relationship between complaints handling and tracking

7.79

7.80

7.81

In Chapter 6, we set out the issues we have identified with complaints handling processes
across parcel operators, most of whom already offer tracking. This suggests that tracking in
and of itself is not sufficient to ensure that complaints handling processes are satisfactory.

While we appreciate that tracking may help to reduce contacts with operators, as
customers who are enquiring about the whereabouts of their parcel may not need to
contact the operator at all, it is not obvious that it could reduce complaints. For example,
knowing where a parcel is in the network does not stop it from being delayed, lost, or
stolen, and in these situations, customers still need to be able to make a complaint to the
operator.74°

In addition, where Royal Mail has access to operational information that helps to locate
parcels in the network (for example, from an online delivery confirmation number?4), this
can be used by complaints handlers, even if that information is not shared with customers
(in the case of untracked parcels).

740 Indeed, features such as proof of delivery will often be more important for resolving issues relating to delivery disputes.
741 First and Second class parcels have a reference number (which is either provided online or, if sent via Post Office,
printed on the receipt at the point of purchase). While these services are not tracked from a user perspective, Royal Mail
should be able to locate First or Second Class parcels in its network using the reference number provided.
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7.82 Therefore, it is not clear that tracking could have a material impact on the issues we have
identified with complaints handling.

Relationship between disabled users’ experience and tracking

7.83 In Chapter 6, we explain the issues we have identified in relation to disabled consumers
and their experiences when receiving a parcel delivery. Royal Mail said that tracking can
help to improve the experience of disabled consumers, by for example, providing inflight
options (e.g. deliver to a neighbour, safe place, or deliver on another day) and delivery
times.’#?

7.84 While we recognise that tracking (particularly tracking data) may underpin some features
which could provide benefits for disabled consumers when receiving USO parcels (e.g.
offering inflight options and delivery times/windows), most parcels disabled consumers are
likely to receive will be online shopping (B2C). These use commercial (non-USO) services
which generally already include tracking. However, the problems we have found in relation
to delivery for disabled consumers, despite tracking, suggest that the inclusion of tracking
in the USO in of itself would not be sufficient to prevent disabled consumers
disproportionately experiencing delivery issues. Further, if disabled consumers value
tracking, they are able to purchase a commercially available (non-USQO) product at a
competitive price (as set out in detail in the next section).

7.85 We also note in terms of the benefits of tracking specifically for disabled consumers, our
C2X research found that senders who identified themselves as disabled were not
significantly different from other respondents with respect to:

a) High satisfaction for the existing First and Second Class services (hypothetically adding
tracking did not increase the score),

b) Increasing expectation to track the delivery progress, and
c) Over half said that tracking was a ‘nice to have’ but not essential.

7.86 In conclusion, we do not believe that the arguments to extend regulation to include
tracking on First and Second Class USO parcel services specifically to improve the
experience of disabled consumers are particularly strong. Moreover, they do not materially
change our assessment of user needs for tracking explained above’®. Details of the new
Consumer Protection Condition to specifically address the concerns we have identified in
relation to disabled consumers are set out in Chapter 6.

Summary of research findings on users’ needs

7.87 Our research suggests that the ability to track parcels is increasingly expected by users but
is not commonly regarded as essential (rather as a ‘nice to have’ than as a core component

742 Royal Mail response to December 2021 consultation, p.42-45.
743 As set out above, in order to decide on whether the scope of the USO should be extended, and tracking added to First
and Second Class services, the statutory framework requires that we have regard to evidence on user needs, the extent to
which the market is meeting these needs, as well as our wider statutory duties. This is regardless of whether tracking
facilities could, to some extent, be regarded as bringing some specific benefits to consumers (e.g. in terms of complaints
handling).
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of a parcel service). Further research findings also show that the importance placed on
tracking often varies depending on the specific context of the sending.

7.88 We also found that users did not rank the specific tracking attributes as among the three
most important attributes tested when deciding how to send a parcel. In terms of
willingness to pay, though a significant minority of senders would pay extra for tracking to
be added to First and Second Class parcel services, our research also shows that the
majority would not pay even a small amount. The extra amount particular users would be
prepared to pay is also context dependent (varying between different groups of users as
well as value of items).

7.89 While there was some variability in terms of the value placed on tracking, our findings
suggest that the overall assessment on users’ need does not materially differ across
nations and rurality.

7.90 Overall, the user needs evidence we have reviewed shows that, at this point in time, the
current untracked First Class and Second Class service provided by Royal Mail meet the
needs of most users. Though some specific users may place value on adding tracking to
these services, the evidence suggests that any need they might have is context-dependent
(specific subgroups of users or high value items).

Market provision of tracked parcel services

7.91 There are a number of options for users if and when they have a need for tracking facilities,
including Royal Mail’s USO and non-USO services and market alternatives (as summarised
in Table 7.6 below).

The market provision of tracked services is extensive and growing

7.92 As set out in detail in Chapter 6, several non-Royal Mail operators now offer single piece
tracked parcel services at prices that are competitive with Royal Mail’s First and Second
Class services. These services have also become easier to access for consumers, with the
expansion in alternative PUDO networks, and an increase in the number of ways people
can access C2X services (for example, with home collections or via parcel lockers). Indeed,
since publishing the December consultation, Yodel has expanded its C2X offering by
delivering to Northern Ireland and has not applied an additional location charge (but
requires one extra working day to deliver).7+

7.93 C2X senders are also making more use of competing operators. Indeed, our C2X research
found that almost two in three C2X senders had used a supplier other than Royal Mail in
the last 12 months. Subgroups with a relatively higher need for tracking, marketplace
sellers and returners (as set out in the previous subsection), were more likely to make use
of competing operators.7*

744 https://www.collectplus.yodel.co.uk/help-advice/how-long-will-it-take-to-deliver-my-parcel [accessed 07/07/2022]
745 Ofcom, 2021: C2X Consumer Parcels Research 2021,Data table QB1. 77% of marketplace sellers and returners used a
parcel operator other than Royal Mail.
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Royal Mail offers both USO and non-USO options with tracking facilities

7.94 Consumers can access tracked facilities, or other options with similar features that may
meet their needs, from Royal Mail within the USO:

a) Special Delivery Guaranteed by 1pm: The only USO service which includes tracking
facilities and is offered at Post Offices.” This is priced significantly above tracking
alternatives because it includes other premium service features.

b) Confirmation of delivery, Certificate of Posting, and Signed For options. Royal Mail
offers additional service features alongside First and Second Class USO products —
Confirmation of delivery online, Certificate of Posting (both free options) and the
Signed For (a paid for add-on option) — which, although not tracking, may provide some
of the benefits of tracked services to the sender. For example, offering reassurance
that a parcel had been dispatched and has arrived, or the proof required to support a
complaint with a retailer or customer.”#

7.95 Royal Mail also offers a Tracked service outside of the USO:

Tracked 24/48: A single-piece service outside of the USO which includes tracking
facilities. It is also universally priced, though this is not a regulatory requirement. Royal
Mail makes these services available to purchase online, and senders can drop off the
parcel at a Customer Service Point (usually located in a Delivery Office) or Parcel
Postboxes. In addition, Royal Mail’s Parcel Collect service, which was launched in 2020,
allows online customers across the UK to access Tracked 24/48 services via home
collections for no additional fee.? Royal Mail has so far chosen not to make these
services available via Post Offices, though there is no regulatory barrier to Royal Mail
taking this step. Even so, there has been a significant increase in the take up of single
piece Tracked 24/48 services over the past year, albeit from initially low volumes.?#

746 Royal Mail also offers a Special Delivery Guaranteed by 9am service outside of the USO, priced above the 1pm USO
service. It has the same features as the 1pm USO service and is available at Post Offices.

747 See, for example, Vinted: “Keep your proof of shipping until the order is completed, e.g. photos of the receipt or
postage label where the buyer’s address and the tracking number are visible. (In case any shipping issues arise, this might
help us solve them)” https://www.vinted.co.uk/help/528-royal-mail-standard-2nd-class-shipping, [Accessed 07/07/2022].
748 As at 23/05/2022, Royal Mail are promoting free home collections for Tracked 24/48 parcels. For other parcel services
offered by Royal Mail online there is an additional 60p fee for home collections https://www.royalmail.com/ [last accessed
08/07/2022]

743 From 2019/20 to 2020/21, consumer Tracked 24/48 single piece parcel volumes increased from [<] to [5<],
representing a [5<]% year-on-year increase.
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Table 7.6: Cheapest delivery prices for select C2X services (updated 23/06/2022)

RM
. Special
Weight Delivery M Second  RM Tracked Evri Yodel DPD local DHL
Step Class 48
Guaranteed
lpm*
0-1kg £8.45 £2.85 £4.35 £2.99 £2.79 £6.47 £7.89
1-2kg £10.65 £2.85 £4.35 £4.34 £3.79 £6.47 £7.89
(+home +60p +60p +0p** +99p - +£3.12 +£3.00
collection)

*Online price. **Promotional price. Source: Ofcom research. Note: Apart from Royal Mail’s Special Delivery

Guaranteed, all prices are for later than next day delivery (where available), for a ‘non-letterboxable’ small

parcel sent from an access point to the receiver’s address. Prices are inclusive of VAT. Also note surcharges may

apply to deliveries and/or collections for some postcodes.

Although

there is some geographic variability, there are a range of options provided by parcel

operators and Royal Mail for those users that require tracking facilities when sending parcels

7.96

7.97

7.98

7.99

7.100

For those consumers who value tracking, there’s a wide range of products available to
meet those needs, and many consumers are making use of them.

Stakeholders have noted there is some geographic variability in the availability and service
levels of these products, particularly in Northern Ireland and parts of Scotland.

Citizens Advice Scotland said that Royal Mail remains the preferred and sometimes only
available option for rural and remote consumers — stating that 17% of Scotland’s
population is based in rural areas and 37% of SMEs were based in rural areas.”® Qur C2X
research found that people in deep rural areas were somewhat more likely to use a Post
Office counter for sending parcels (65%) than the average (58%).75

Research from the CCNI found that 15% of Northern Ireland senders paid an additional
postal charge. Indeed, we note that some C2X parcel deliveries are subject to higher prices
because parcel operators apply geographical surcharges to parts of the UK (in contrast to
the universal pricing requirements that apply to Royal Mail’s USO services). For example,
Evri applies an additional location charge of £2.65 (an increase from £2.40 since publishing
the December consultation) for the delivery of parcels to some locations which it says are
more expensive to deliver to than other locations (except those sending within the same
postcode area).’s2

As set out in Chapter 6, in any competitive market, prices and service levels may vary
across geographical locations, and may not necessarily be uniform across the UK. Though

730 Citizens Advice Scotland response to December 2021 consultation, p.24.

751 Qur C2X

research also found that 10% of people that only use Royal Mail/Parcelforce to send parcels were ‘not aware of

other delivery companies in my area’. This figure was higher for senders in Wales (15%), Scotland (14%) and Northern
Ireland (13%) than for England (9%).
732 https://www.myhermes.co.uk/location-charge-postcodes,[accessed 07/07/2022]. The affected postcodes include

Northern Ireland and the Scottish Highlands & Islands, though senders from all parts of the UK could be subject to
surcharges when sending parcels to these areas.
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7.101

7.102

there are some geographical variations in the way that the market currently provides

tracking services across the UK (e.g. in terms of price and product offerings), this does not

automatically mean that reasonable user needs are not being met by the market, and

should not, in itself, be regarded as an indicator that the market for the provision of

tracking services is not working well.

Indeed, we note that while there are geographical variations in this context, evidence

suggests that people in harder to reach areas still make use of market alternatives and are

generally satisfied with the services available to them:

a)

b)

c)

d)

Our C2X research found that 59% of senders in Northern Ireland used non-Royal Mail
parcel operators. This figure was 63% for senders that reside in deep rural locations.

Our Residential Tracker research indicates that there is not a significant disparity in
terms of the overall high levels of satisfaction with using postal services to send and
receive mail in harder to reach areas,”3 nor is there significant disparity with regards to
the need for tracking facilities to be included on First and Second Class parcels (see
paragraph 7.89 above).

Our C2X research found that lack of availability or accessibility of other parcel
operators was only selected by 11% of C2X senders who only ever use Royal Mail’s
services when sending parcels - the main reason given was because they were happy
with the service (61%). This was particularly true for elderly senders (70% 65+).754 These
results were not significantly different by nation or whether participants lived in deep
rural locations.”>

Research from the CCP ACOD found that, for the two subgroups who considered
tracking to be a need (rural receivers and microbusiness senders), tracking facilities
were not indicated as ‘being met less consistently by the market’.7s¢

We also make the following observations:

a)

Geographic accessibility is improving. Parcel operators have significantly expanded the
number of access points in their networks (as set out in Table 6.3) and are expecting
their networks to grow generally and in currently under-served areas. Royal Mail’s non-
USO single-piece Tracked 24/48 service is also accessible via home collection through
Parcel Collect.

753 Ofcom, February 2022: Residential Tracker 2022, p.1621. QG6: Thinking about your experience of using postal services
to send and receive mail, how would you rate your overall satisfaction with postal services? 83% of the total were very or
fairly satisfied, compared with 82% for remote rural participants; 85% for Northern Ireland; and 87% in the Highlands and
Islands of Scotland.

754 We also note our C2X qualitative research found participants who are digitally excluded tend to be more reliant on
Royal Mail and the Post Office for sending parcels. Ofcom, 2021: C2X Consumer Parcels Research 2021, p.11.

735 Ofcom, 2021: C2X Consumer Parcels Research 2021, Data table QC2b.

736 CCP ACOD, April 2021: Delivering satisfaction? Meeting service users’ needs for parcel services in the pandemic, p. 6.
[accessed 07/07/2022]
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b) Some market options offer comparable service levels. For example, Royal Mail’s
single-piece Tracked 24/48 service is uniformly priced across the UK. In addition, some
other operators do not apply surcharges in some hard-to-reach areas.”’

c) The USO offers tracked services. In areas where access points from other parcel
operators are currently comparatively less accessible, consumers still have the option
of tracking under the USO with Special Delivery, which is uniformly priced.

In summary, the evidence suggests that existing USO and non-USO services offered by
Royal Mail and other operators appears to be meeting users’ needs for tracking facilities.
While there is some geographic variability in prices and product offerings for tracking
services across the UK, our research suggests most users in harder to reach areas can make
use of the range of options provided by parcel operators (see paragraph 7.101) as well as
USO services provided by Royal Mail, when sending parcels. There is also evidence that the
market provision is expanding to serve more customers across the UK (see Table 6.3).

Our assessment of our wider statutory duties

7.104

7.105

In deciding whether regulatory intervention would be warranted, and whether the scope
of the universal should be extended, we are also required to have regard to our wider
statutory duties (including our duty to further the interests of citizens and consumers,
where relevant by promoting competition). In reaching our view, we have therefore
considered the potential impact that extending the scope of the universal service will have
on competition, and any substantive implications for the financial sustainability of the
universal postal service.

We address the potential impact on competition and the financial sustainability of the
universal postal service below.

Potential impact on competition in the C2X market segment

7.106

We consider that consumers’ interests in the parcel sector are generally best served by
effective competition, as it promotes increased choice, product innovation and value for
money. As set out above, when performing our general duties we have to have regard to
the desirability of promoting competition, encouraging investment and innovation in
relevant markets as well as the different interests of persons in different parts of the UK.
We must also have regard to the interest of consumers in respect of choice, price, quality
of service and value for money. Therefore, as part of our overall assessment, we have
considered the extent to which competition could be negatively impacted by extending
regulation to include tracking on First and Second Class USO parcel services and therefore
in effect by enhancing Royal Mail’s competitive advantages in the C2X segment of the
market. Our view is informed by the assessment of C2X competition in Chapter 6,

737 For example, Yodel do not apply an additional location charge to Northern Ireland but require one extra working day to
deliver. See https://www.collectplus.yodel.co.uk/help-advice/how-long-will-it-take-to-deliver-my-parcel [accessed
07/07/2022]
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stakeholder responses to the December consultation, and the Oxera report prepared for
Royal Mail.

We first set out how competition is developing in C2X and has the potential to develop
further, before discussing how the inclusion of tracking in First and Second Class USO
services could adversely impact the development of competition. We then discuss Oxera’s
assessment of the impact of including tracking in the USO on competition and Royal Mail’s
comment on the function and purpose of the VAT exemption.

Competition in C2X has the potential to develop further

7.108

7.109

7.110

7.111

7.112

We set out in Chapter 6 how competition in the parcels market is growing across
segments, with multiple parcel operators competing for both retailer and residential
customers. The degree and model of competition varies by segment.

While Royal Mail continues to deliver the majority of C2X parcels, competition from rival
operators has developed in recent years. Sender usage of competing parcel operators has
been growing year on year. Our tracker data shows that the proportion of parcel senders
using Evri is up from 15% in 2016/17 to 22% in 2020/21.7%8 DHL, DPD, FedEx and UPS have
also seen higher usage for sending parcels over the past five years. In addition, our C2X
research found that 63% of C2X senders had used a supplier other than Royal Mail in the
last 12 months, suggesting they will choose the service that best matches with their needs
when sending different parcels. This is supported by findings set out in the report prepared
by Oxera for Royal Mail that shows that [3<].75®

To help counter Royal Mail’s competitive advantages in the C2X segment (described in
Chapter 6), alternative providers have mainly been able to compete in two ways — by
offering products at competitive prices relative to Royal Mail, and/or by differentiating
their C2X products by providing enhanced product characteristics, such as by offering
tracking as standard.

Our C2X research found that price’ and tracking are the most important reasons for
preferring competitors’ products, significantly more so than any other features.” This
suggests that the differentiation between Royal Mail’s USO First and Second Class products
and competing tracked products may have contributed to the growth of other operators
and the strengthening of competition in this segment.

The characteristics of the C2X segment suggest that there is scope for competition to grow
further. Barriers to switching to other operators — and back to Royal Mail — for C2X senders
are low. Senders of single piece parcels can choose which parcel operator to use on a
parcel-by-parcel basis (as opposed to being tied into a contract with an operator). In
addition, the expansion in the number of alternative access points means the ability to use
competing services in C2X has increased.

758 Ofcom, 2020/21: [accessed 07/07/2022]

739 Oxera confidential report submitted by Royal Mail in response to December 2021 consultation

760 Table 7.6 above shows how the market provides comparable, competitively priced offerings to Royal Mail.
761 C2X research QC2C. Reasons for choosing non-Royal Mail supplier. Price 34%, Tracking 32%, Familiarity 27%.
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7.114

Furthermore, people are now more familiar with alternative providers. The increase in B2C
deliveries during the pandemic has meant senders were more frequently exposed to other
operators through regular interactions as receivers of parcels. Our Residential Tracker
research found that while 94% of people had heard of Royal Mail, awareness of some
other operators is now also high (e.g. 84% for Evri, 83% for DHL and 82% for FedEx). Higher
familiarity and brand recognition mean people are more likely to consider and use
alternatives.

In future, competition has the potential to develop further as operators continue to
expand their networks and people become more familiar with and increase their usage of
market alternatives. As noted in the Oxera Report, “From a forward-looking
perspective...there is potential for a further increase in the uptake of the C2X products
offered by Royal Mail’s competitors”.762

The inclusion of tracking in First and Second Class USO services could adversely impact the further

development of competition in the C2X segment

7.115

7.116

7.117

Royal Mail is already able to offer tracked USO services (i.e. Special Delivery by 1pm) and
services outside the USO (e.g. Tracked 24/48) to those users who value tracking facilities. If
tracking becomes more important for some consumers, Royal Mail can respond to the
market signals and improve and promote its commercial non-USO tracked products.

However, the inclusion of tracking in First and Second Class USO services could adversely
impact the development of competition in the C2X segment. Royal Mail’s products
provided under the universal service — including First and Second Class parcels — are
exempt from VAT.”® This exemption does not extend to other non-USO services provided
by Royal Mail, including the single-piece Tracked 24/48 services. Nor does it apply to the
tracked services that are provided by other parcel operators (which are not subject to

universal service obligations).

Therefore, one of the consequences of extending the scope of the universal service by
requiring tracking facilities within the existing First and Second Class USO services would be
to broaden the application of the VAT exemption to include First Class and Second Class
tracked services (in addition to Special Delivery, which is already within the USO). This
would mean that for most customers who are unable to reclaim VAT, such as residential
consumers and very small businesses,’®* Royal Mail would have a price advantage in the
provision of tracked single-piece parcel services (all other things being equal).

7620xera confidential report submitted by Royal Mail in response to December 2021 consultation.
763 https://www.gov.uk/guidance/vat-on-postage-delivery-and-direct-marketing-notice-70024, [accessed 2 December

2021]. The current UK VAT rate stands at 20%.

764 Some business users that are registered for VAT can claim back VAT on delivery services. The current registration
threshold for taxable supplies is an annual turnover of £85,000, meaning few C2X senders would qualify. See: VAT Notice
700/1 [accessed 07/07/2022].
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7.119

7.120

7.121

7.122

The majority of parcel operators’® and some consumer groups’¢® commented on the
impact on competition in response to the December consultation. Evri said the inclusion of
tracking for parcels in the USO would give Royal Mail an unfair competitive advantage over
other parcel companies. It said this could make it potentially impossible for other
operators to compete on price — particularly in the lightweight parcels segment.

Moreover, tracking as standard has been a point of differentiation for competitors. Our
C2X research found that a significant number of people used rival operators for tracking
services. In particular, people cited tracking being included as part of the service and price
as the top reasons for why people switched to Evri (34% and 43%, respectively). This
change in competitive dynamics by extending regulation to include tracking on First and
Second Class USO parcel services, thereby extending the scope of the VAT exemption, at a
time when competition is developing (and any consequential reduction in C2X non-USO
volumes) could reduce other operators’ ability and incentive to compete in C2X by creating
an unlevel playing field.

If the development of C2X competition was impaired, it could undermine the benefits
consumers have gained (and could continue to gain) in terms of choice, innovation, and
value for money from an increasingly competitive market. These benefits from
competition are echoed in the Oxera report, which highlights that competition is already
benefiting C2X users in terms of more choice, lower prices,’s” innovation,’s® and an
expanding PUDO network.76

In its report prepared for Royal Mail, Oxera said: “we do not consider that Royal Mail
including tracking features on its USO parcels products would, in principle, harm the strong
competition we observe in the C2X parcels segment.”’7 Its main argument is that once an
established network is in place, operators can offer C2X services at low marginal costs.””?
Hence, competitors would have no incentive to leave the C2X segment as the network
investments have already been made.?”2

However, the existence of economies of scope, and the fact that operators may have
reduced incentives in leaving the C2X segment due to these, does not mean that the
potential impact of extending the VAT exemption, and any competitive distortions that
may arise as a result, can be overlooked. It is clear that the VAT exemption would provide
Royal Mail with a pricing advantage, notwithstanding the presence of economies of scope.

765 Evri response to December 2021 consultation, p.5. DX response to December 2021 consultation, p.16. UPS response to
December 2021 consultation p.5. Mail Competition Forum response to December 2021 consultation p.16. AICES response
to December 2021 consultation p.3.

766 Citizens Advice Scotland response to December 2021 consultation, p.23. Consumer Council Northern Ireland response
to December 2021 consultation, p.22. Welsh Government response to December 2021 consultation, p.4.

767 Oxera report submitted by Royal Mail in response to December 2021 consultation p.4

768 Oxera report submitted by Royal Mail in response to December 2021 consultation p.3

769 Oxera report submitted by Royal Mail in response to December 2021 consultation p.3

770 Oxera report submitted by Royal Mail in response to December 2021 consultation p.5

771 Oxera report submitted by Royal Mail in response to December 2021 consultation p.5

772 Oxera confidential report submitted by Royal Mail in response to December 2021 consultation
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7.124

The report by Oxera said: “competition in this sector can be considered to be sustainable,
even in the event that Royal Mail enhances its USO product offering through including
tracking.”73 However, even if the VAT exemption did not result in market exit, as set out
above in 7.121, a distortion of competition could nevertheless arise. A lessening of
competitive intensity can manifest itself in many ways, even if competition is sustained to
some degree. One possibility is that it could lead to fringe PUDO points becoming less
viable in response to a loss of volumes or deter future entry from B2X players, for example.
Alternatively, it could dampen the incentives to actively compete in C2X in relation to
marketing, service quality and/or innovation, weakening the benefits to consumers
(relative to a more dynamic market).

Finally, we reiterate that the DUSP Condition, as currently drafted, does not prevent Royal
Mail from offering similar products on a commercial basis and Royal Mail is already
providing a tracked product on a commercial basis (which it is promoting more widely, as
set out in paragraph 7.95 above). Hence, competition is benefiting from it offering a service
that competes on a level playing field with other operators’ offerings. Conversely, as set
out above, making that product which is more comparable to competitor offerings VAT
exempt risks harming competition.

The VAT exemption creates a competitive distortion

7.125

7.126

7.127

We note Royal Mail said that given the significant cost of providing the Universal Service,
“it is appropriate therefore that our USO services should be free of VAT to help increase
consumer demand, and hence sales.””* The Post Office said that it should not be for
Ofcom to address the possible distortion to competition — the proper course of action is for
HMRC to review its policy.””s

We note that VAT legislation is a matter for HM Revenue and Customs (HMRC) and
Government, thus does not fall under Ofcom’s remit. However, as set out above, in
considering whether the scope of the universal service should be extended to tracked First
Class and Second Class services, we are required to have regard to the extent to which the
market is meeting the reasonable needs of users, as well as our wider statutory duties
including our duty to further the interests of citizens and consumers, where relevant, by
promoting competition.”’®

To that effect, we have assessed, in line with the relevant statutory framework, the
potential impact of the VAT exemption on competition (i.e. the impact of the 20% price
advantage in the provision of tracked single-piece parcel services). We discuss below how
we have had regard to the financial sustainability of the USO (as currently scoped) when
reaching our decision.

The financial sustainability and relevance of the universal service

773 Oxera report submitted by Royal Mail in response to December 2021 consultation p.5
774 Royal Mail response to December 2021 consultation, p.28, paragraph 1.54.

775 post Office response to December 2021 consultation, p.9, paragraph aa.

776 Section 3(1) and section 3(4) of the CA 2003
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7.129

7.130

7.131

7.132

7.133

Royal Mail’s March CFl and December consultation responses stated that not allowing
tracking in the USO could undermine the financial sustainability of the Reported Business.

As explained in Chapter 3, Ofcom has a duty to secure the provision of a universal service
having regard to the need for the universal postal service to be financially sustainable.””’
For the reasons set out below, we do not however agree that it would be appropriate to
extend regulation to include tracking on First and Second Class USO parcel services solely
on the basis that the financial sustainability of the universal service could otherwise be
undermined.

While we would expect the financial sustainability of the USO to be improved to some
degree if regulation were to be extended to include tracking on First and Second Class USO
parcel services’8, our decision to not extend regulation to require tracking does not give
rise to a material risk to the financial sustainability of the universal service.

Royal Mail has suggested that, if tracking is not required as part of the USO, this would
adversely impact its ability to serve marketplace sellers requiring tracked services, and that
it would therefore risk a loss of those volumes.”” We do not consider this to be supported
by the evidence we have seen. While some marketplace users value tracking services,
Royal Mail’s First and Second Class services remain the most popular options, with 62%
offering the Second Class service and 50% offering First Class to buyers. This suggests
significant numbers of marketplace sellers will continue to use these services even if they
remain ‘untracked’.

Further, in the event that some marketplaces — or indeed sellers and buyers — were to
require a tracked service to be provided, Royal Mail does already offer single-piece Tracked
24/48 services outside of the USO. We expect that it would have an incentive to make this
option more easily accessible — such as making these services available at Post Offices — if
there is increased demand for such a service and its current availability is limiting uptake.
Indeed, Royal Mail’s response to the March CFl accepts that offering tracking outside of
the universal service on a commercial basis would “mitigate a portion of this impact in
Reported Business revenues”. Moreover, there is evidence that Royal Mail is already more
actively promoting its C2X Tracked 24/48 and Parcel Collect services by offering free
collection specifically for those Tracked services.°

In any event, we do not consider it objectively justified or proportionate to require tracking
solely on the basis that it may improve the financial sustainability of the universal service.

777 Section 29(1) and 29(3) of the PSA 2011.

778 In the December Consultation, we modelled the potential profit risk of maintaining our existing approach to the USO on
tracking (in response to modelling submitted by Royal Mail on the financial impact of our proposed position). Accounting
for the revenue and cost impacts, this led to a low profit risk of £[3<] p.a., equivalent to a [3<]% EBIT impact. We also
noted that this was an upper-bound estimate. Consequently, we did not consider there to be a material risk to the financial
sustainability of the USO arising from our proposed position on tracking. See Ofcom, December 2021: Consultation, p.161,
paragraph 7.57-7.58.

773 Royal Mail response to March 2021 CFl, p.82, para.6.54. Royal Mail response to December 2021 consultation, p.26,
para.1.45-1.48.

780 https://www.royalmail.com/sending/uk/tracked-24 [Accessed 07/07/2022]
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7.135

7.136

As explained earlier in this chapter, Section 30 of the PSA 2011 makes clear that any
modification to the USO must follow an assessment of the extent to which the market is
meeting the reasonable needs of postal users. Further, before modifying any regulatory
condition imposed on Royal Mail (such as the DUSP Condition), Ofcom must be satisfied
that the modification would be, amongst other things, objectively justifiable and
proportionate. Following extensive research of the needs of users and the extent of market
provision, our evidence suggests that there is only limited need for a tracked service and
that the reasonable needs of users are being met by the market (including through Royal
Mail’s SDG by 1pm service, which is already required as part of the USO).

We are also satisfied that there is no immediate or short-term threat to the financial
sustainability of the universal postal service which may justify extending regulation to
include tracking on First and Second Class USO parcel services. As set out in Chapter 3,
Royal Mail’s plans, if successfully executed, show an improving sustainability picture (with
revenues growing and cost efficiencies being made). Indeed, given that we would expect
the financial sustainability of the USO to be improved to some degree if regulation were
extended to add tracking to First and Second Class services, it may reduce Royal Mail’s
incentives to focus on efficiency improvements and to become efficient.

Further, even if it were the case that the inclusion of tracking within the USO may improve
the financial sustainability of the universal postal service in the longer term, we do not
consider it appropriate or proportionate to extend regulation to include tracking on First
and Second Class USO parcel services solely on this basis. As explained above, our evidence
suggests that users’ reasonable needs are being met. If any threat to the financial
sustainability of the universal service (as currently scoped) were to occur in the longer
term, there is no starting assumption that the scope of the USO should be extended
(particularly where this may adversely impact competition and reduce Royal Mail's
incentives to become efficient). The PSA 2011 includes a clear framework for providing
financial support for the universal service in the event that it imposes an unfair financial
burden on the universal service provider. It may alternatively be appropriate to reduce the
scope of the USO.

Simplification of Royal Mail’s product portfolio

7.137

7.138

Royal Mail says that, under our proposals, it “will be required to have a more complex
product portfolio.” 781

In reaching our view as to whether the scope of the USO should be extended to add
tracking to First Class and Second Class services, the statutory framework requires that we
have regard to the reasonable needs of users and assess the extent to which the market
for the provision of postal services is meeting those needs. Before modifying any
regulatory condition imposed on Royal Mail (such as the DUSP Condition), we must also be
satisfied that any modification would be, amongst other things, objectively justifiable and
proportionate.

781 Royal Mail response to December 2021 consultation, p.25, paragraph 1.39.
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We note that Royal Mail is free to position and market USO and non-USO services however
it sees best. While we recognise that users’ needs may change over time?®, there is no
starting assumption that the scope of the USO should be revised in order to keep pace with
technological innovation and developments in the wider postal sector, or to support a
simplification of Royal Mail’s product portfolio. Any decision to extend the scope of the
USO must be made having regard to the statutory framework outlined above (rather than
by reference to any potential simplification of Royal Mail’s product portfolio).

Our decision

7.140

7.141

7.142

As set out above, the universal postal service is aimed at meeting the reasonable needs of

users which are not otherwise being sufficiently met by the wider market. To that end, the
statutory framework requires that before deciding on any modification to the scope of the
USO, we must have regard to the reasonable needs of users and assess the extent to which
the market for the provision of postal services is meeting those needs.

To reach our decision on whether we should be intervening to extend the scope of the
USO, and include tracked First Class and Second Class services within the scope of the
universal postal service, we have therefore had regard to the following, in accordance with
the relevant statutory framework:

a) evidence of user need for tracking to be included within First and Second Class services,

b) the extent to which the market is meeting the reasonable needs of postal users for
tracking, and

c) our wider statutory duties, including our duty under the PSA 2011 to secure the
provision of a universal postal service having regard to the need for that service to be
financially sustainable and efficient, and our more general duty under the CA 2003 to
further the interests of citizens and consumers, where relevant by promoting
competition.”®

Overall, the user needs evidence we have reviewed shows that, at this point in time, the
current ‘untracked’ First Class and Second Class service provided by Royal Mail meet the
needs of most users. Though some users may place value on adding tracking to these
services, the evidence we have seen suggests that any need they might have is context-
dependent (specific subgroups of users or high value items). In addition, the overall
assessment on users’ need does not materially differ across nations and rurality. Although
our consumer research found that a significant minority of users may value tracking
facilities when sending some C2X parcels, in the round, the evidence we have reviewed

782 Ofcom, November 2020: Review of postal users’ needs, p.5, paragraph 2.3.

783 Section 3(1) and section 3(4) of the CA 2003. As USO services are currently VAT exempt, extending the scope of the USO
would extend the scope of those services that benefit from VAT exemption. In line with our statutory duties, we have
therefore had regard to the potential impact that extending the scope of the USO, and the VAT exemption, would have on
competition.

230


https://www.ofcom.org.uk/__data/assets/pdf_file/0014/208220/2020-review-of-postal-user-needs-report.pdf

Statement: 2022 Review of Postal Regulation

7.143

7.144

7.145

7.146

does not suggest that, at this point in time, tracking is considered by users as a “hygiene
factor”784 that should be provided for all First and Second Class USO services.

We also found that the market for postal services — including Royal Mail’s non-USO
services and services provided by other parcel operators — offers a range of tracked parcel
services which compete on a level-playing field. Though there is some variability in the
accessibility and/or pricing when sending parcels to, and/or from, Northern Ireland and the
Scottish Highlands & Islands, the market generally meets the needs of users for tracking.’s>

We further note that the strategic aims of this review include the promotion of effective
competition in postal services for the benefit of consumers and ensuring postal users have
access to simple, affordable, and reliable postal services that meet their needs. Ofcom also
operates with a bias against intervention, meaning that in reaching a view as to whether
regulatory intervention is warranted, we should consider whether markets can achieve our
objectives, and that regulatory intervention must always be supported by strong evidence
as to what markets cannot deliver. 2¢ We welcome the developing competition in the C2X
parcels market segment and consider there is further potential for that to develop to the
benefit of consumers. We are therefore mindful that expanding the scope of the USO to
incorporate tracking facilities for First Class and Second Class parcel services would put
Royal Mail at a pricing advantage, and could hamper the further development of
competition.

Having had regard to our findings on user needs evidence and existing market provisions
for postal services, as well as our wider statutory duties, we have decided that, on balance,
regulatory intervention is not warranted at this point in time and that the current scope of
the universal service should not be extended.” We have reached the view that Royal Mail
should not be required to provide tracking facilities alongside its First and Second Class
services, and that the current description of First Class and Second Class universal services,
in Universal Service Order or the DUSP condition, should, at this stage, be maintained.

We will continue to monitor market developments and user needs for tracking facilities
when sending or receiving parcels.

784 Royal Mail response to December 2021 consultation, p.22, paragraph 1.27.

785 See paragraph 7.100 above where we explain the geographic variations in service levels do not automatically mean that
the market is not meeting users’ needs.

786 See our regulatory principles. [accessed 07/07/2022]

787 This includes our statutory duty to secure the provision of a universal postal service having regard to the need for that
service to be financially sustainable and efficient, and our more general duty, under the CA 2003, to further the interests of
citizens and consumers, where relevant by promoting competition, and to have regard.
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USO for parcels — delivery days

We are not making any changes to the current regulations on delivery days for USO parcels.

Specifically, we are not extending the USO to require delivery of parcels on Saturdays.

Introduction and background

7.147

7.148

The minimum requirements set out in section 31 of the PSA 2011 require Royal Mail to
deliver specified parcel services five days a week (Monday to Friday) to every address
across the UK. When making the Universal Service Order in March 2012, Ofcom did not
add to these minimum parcel delivery requirements. 88

Royal Mail has stated that the “best way to ensure that the USO meet customers’ needs is
to rebalance our business model more towards parcels”.”® In practice, Royal Mail delivers
USO parcels on Saturdays, so it is already providing this service six days a week.?® This may
partly be a consequence of the synergies arising from Royal Mail meeting the requirement
to deliver letters on Saturdays. It may also reflect the need to respond to competition in
the parcels market due to the growth in online shopping, with other parcel operators
offering a six (or, in some cases, seven) day delivery service. We note, however, that the
focus of other parcel operators is usually on providing parcel services to online retail
businesses (rather than on the C2X services met by the USO), and there are some
differences in the services offered when delivering to some geographical locations.

Our proposal

7.149

7.150

7.151

In our December consultation, we did not propose to make any changes to the current
delivery days requirements for USO parcels (which is set at 5-days a week: Monday-Friday).

Our 2020 RUN research suggested very high levels of user satisfaction (98% for residential
users, 97% for SME users) with the current six-day parcel delivery service provided by
Royal Mail. It also suggested that satisfaction would remain high (98% for residential users,
96% for SME users) in the event that Royal Mail were to withdraw its Saturday delivery
service (which would still meet the current minimum requirements set out in legislation
and the Universal Service Order).”!

In addition, Royal Mail’s current six-day parcel delivery service (which goes beyond the
minimum requirements), together with the parcel delivery services offered by other parcel
operators, appear to be meeting user needs.

788 Section 30(3) of the PSA 2011 specifies that before modifying the universal postal service order, Ofcom must carry out
an assessment of the extent to which the market for the provision of postal services in the UK is meeting the reasonable
needs of the users of those services.

783 Royal Mail, 18 November 2021. Royal Mail plc results for the half year ended 26 September 2021.

720 We note that following a trial, Royal Mail is also expanding its Sunday deliveries service. See Royal Mail, 19 May 2022,
Full year results announcement, p. 11.

791 Ofcom, 2020. Review of postal users’ needs, pp. 61-63 and Jigsaw Research, 2020. UK Postal User Needs: Qualitative
Research Report, p. 33.
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Consultation responses

7.152  There were two responses on this issue. Royal Mail agreed with our proposal not to extend
delivery days for USO parcels. It said that it already delivers parcels six days a week and is
trialling Sunday deliveries for major retailers. As a result, it did not believe that there was
an immediate need to add parcel deliveries on Saturdays (or Sundays) to the universal
postal service requirements.”®?

7.153  The CWU disagreed with our proposal. It called for delivery days for parcels to be extended
from five to six days a week. It argued that this change would help meet increased demand
for parcels, strengthen the universal service and make letters deliveries six days a week
more efficient.”3

Our assessment

7.154  To extend the delivery days requirements on Royal Mail for USO parcels to include
Saturday deliveries, we are required to understand whether a six-day service is a
reasonable need of users and, if so, to assess the extent to which the wider market is
meeting this need.

7.155  We agree with Royal Mail that we do not need to extend delivery days for USO parcels to
include Saturdays. This is because, as well as finding high levels of satisfaction with the
current six-day parcel delivery service provided by Royal Mail in our 2020 RUN research,
we also found evidence that satisfaction would remain high even if Royal Mail were to
withdraw its Saturday delivery service for parcels (98% for residential users, 96% for SME
users).

7.156  In addition, we know that the market is already providing six-day deliveries. Specifically,
Royal Mail offers a six-day parcel delivery service commercially (which, as explained above,
goes beyond the minimum requirements in the legislation and Universal Service Order).
Royal Mail has also announced plans to expand Sunday delivery of parcels for major
retailers.”? There are also parcel delivery services provided by a number of other parcel
operators on Saturdays (and Sundays). Given these facts, we are not extending the USO to
require delivery of parcels on Saturdays.

792 Royal Mail response to December 2021 consultation, p. 49.
793 CWU response to December 2021 consultation, p. 14.
794 Royal Mail, 19 May 2022, Full year results announcement, p. 11.
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USO for parcels — weight limit
We are not making any changes to the current USO requirements relating to parcel weight limits.

Introduction and background

7.157  The USO requirements on Royal Mail only exclude parcels that weigh in excess of 20kg.
There is some evidence suggesting that the market is offering C2X services for heavier
parcels that may meet the needs of individuals and/or SME users. In particular, there are a
number of operators who offer C2X parcel services for heavier parcels at prices that are
lower than Royal Mail prices.”®

7.158  In our March CFI, we suggested that there may be a case for exploring a reduction in the
weight limits for parcels covered by the USO, if there were compelling evidence that the
market is meeting user needs below the current weight limit. Stakeholder responses to our
March CFl supported retaining the current weight limit.

Our proposal

7.159  Taking account of stakeholder responses to our March CFl, we did not propose any
changes to the current USO requirements relating to parcel weight limits in our December
consultation.

Consultation responses

7.160  There were two responses in relation to this issue. The CWU agreed with our proposal to
maintain requirements on Royal Mail to provide USO services for items which weigh up to
20kg. It said that reducing the limit could be detrimental to consumers.”¢¢

7.161  Royal Mail also agreed that the existing 20kg weight limit should be retained. It added that
despite a competitive market, there is not a reliable, affordable collection and delivery
service offered to all parts of the UK, especially at weights above 15kg. It said that reducing
the weight limit could disadvantage customers in remote areas because its competitors do
not offer UK-wide next day services at comparable prices to the USO, and there is
surcharging in some areas.”’

Our assessment

7.162 In response to the CWU and Royal Mail, we agree that current USO requirements relating
to parcel weight limits should not be lowered below 20kg. We have taken note of the
detriment changing the weight limit may cause to consumers, especially for those living in
remote areas or for those wanting to send parcels that are 15-20kg.

795 Ofcom, 2020. Review of postal users’ needs, Figure 6.
796 CWU response to December 2021 consultation, p. 14.
797 Royal Mail response to December 2021 consultation, p. 49.
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8. Access regulation

Bulk mail refers to mail sent in large volumes, typically by big organisations such as banks or utilities
and is therefore distinct from single-piece mail services such as those included in the universal postal
service. Royal Mail has the only significant letter delivery network in the UK but access regulation
allows a party other than Royal Mail to collect and sort the bulk letters, before handing them over to
Royal Mail for delivery. Bulk mail collected by competing access operators continue to make up the
majority of letters sent in 2020-21, at 5 billion items.

This existing access framework has worked well in promoting effective retail competition in bulk
letter services (70% of bulk letters are handled by Royal Mail’s access operator competitors),
bringing benefits to its users. Although stakeholders raised some issues in relation to certain aspects
of our access framework, we have not seen evidence to suggest that the framework itself needs to
change and/or that it would be appropriate to do more to promote competition in retail bulk letters.

Therefore, we have decided to retain all the current access regulatory safeguards, which provide
backstop protections for access users while still providing them and Royal Mail with commercial and
operational flexibility to respond to market changes. We have decided not to extend these
safeguards to bulk parcels, nor to exclude General Large Letters (GLLs) from the scope of access
regulation (as was suggested by Royal Mail). We believe our decision will continue to promote
effective retail competition in bulk letters and parcels, to the benefit of postal users, and support a
financially sustainable and efficient universal postal service.

Current access regulation

Existing access framework

8.1 The current access regime imposes a universal service provider access (“USPA”) condition
on Royal Mail to provide certain wholesale bulk mail services. Specifically, the USPA
condition”?® requires Royal Mail to offer access, on reasonable request, to its postal
network for:

a) D+2 and later than D+2 Letter and Large Letter services’ (‘D+2’)%%; and

b) D+5 Letter services (‘D+5’)8%. We extended the USPA condition to cover this new D+5

service in March 2021.3%

798 YSP Access Condition

799 Retail services that aim to deliver two working days (or later) after collection from the sender, also known as a day C
service, or later.

800 D+X’ (e.g. D+1, D+2, D+5) means the total time between the sender sending the postal packet, and it being delivered to
the recipient. For example, D+2 refers to the customer (sending the letter) to be injected into Royal Mail’s network for it to
then be delivered 2 days later i.e. on D+2.

801 The D+5 Letters access service allows access customers to inject bulk letters into the Royal Mail network for delivery up
to four working days from the injection date. This access service is available for Letter formats only (i.e. not Large Letters or
parcels).

802 Ofcom, 2021, Statement: Modifications of the USP Access Condition for requlating access to Royal Mail’s postal network
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8.2

8.3

8.4

8.5

Royal Mail is required to provide access to its network for these services at its Inward Mail
Centres (IMCs). The IMC is the point at which access operators inject their mail (after
having collected and sorted it themselves) for Royal Mail to deliver.

To date, we have allowed Royal Mail to have commercial and operational flexibility to set
the terms, conditions and charges of its access services, but subject to some important
safeguards. These safeguards include a requirement on Royal Mail to:

a) provide access on fair and reasonable terms, conditions and charges;

b) not unduly discriminate, and to restrict its use of information obtained in connection
with giving access;

c) publish a copy of its standard terms and conditions and provide notification of changes
to these terms and conditions (in accordance with rules on minimum notice periods);

d) comply with a control to prevent a price squeeze on mandated access services;

e) have a statement of the process that will apply to requests for new access services, or
to variations to existing mandated access contracts (commonly referred to as the
Statement of Process); and

f) publish such information as is reasonably necessary for the purposes of securing
transparency as to the quality of service of its downstream access services.

In the remainder of this chapter, we provide an overview of the market developments in
bulk mail since our 2017 review. We then summarise the proposals in our December 2021
consultation and stakeholder responses to that consultation, before explaining our final
decisions on the access framework that will apply for the next five years.

We have grouped our decisions under the following three themes:
a) scope of access regulation;
b) approach to access price regulation; and

c) approach to regulating non-price terms of access.

Market context

Bulk letter volumes

8.6

The number of bulk letters delivered in the UK continues to decline, reducing from [3<]
items in 2015/16 to [3<] items in 2020/21.2% This represents an average yearly decline of
[3<] over this period.®* A similar trend has been followed by bulk letters collected by
access operators, which make up the majority of total bulk letters. Access bulk letters

803 Royal Mail’s regulatory financial reporting to Ofcom. Volumes include bulk letters only.
804 This reflects the compounded average growth rate between 2015/16 and 2020/21.
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reduced from 7.12 billion items in 2015/16 to 5.01 billion items in 2020/21, representing
an average yearly decline of 6.9% over this period.8%

8.7 An important driver of letter volume decline to date is the migration of bulk letter
customers to online methods of communication (i.e. e-substitution). Other factors
affecting letter volumes include GDP growth and letter prices (which have been increasing
over the last five years).

8.8 Bulk letter volumes were particularly affected by Covid-19. In 2020/21, bulk letters
declined by [3<],% reflecting the major impact Covid-19 had on mailings as many
companies shut down operations during the initial lockdown.2%?

8.9 Bulk letter volumes have been recovering since then and recent data suggests that this
trend has continued in the first quarter of 2021/22, supported by the recovery of the wider
UK economy. 08

8.10 However, we expect the long-term declining trend in bulk letters to continue over the next
few years, as bulk mail users continue to migrate to online communication. Regulatory
requirements for paper correspondence and difficulty in moving some customers online
however mean that bulk letters will continue to be important. Therefore, our expectation
is that bulk letters will remain a core postal service and core contributor to a financially
sustainable universal service for the period of this review.

Market competition

8.11 Royal Mail is currently the only postal operator with a nationwide end-to-end letter
delivery network in the UK. Although Whistl began to roll out a competing letter delivery
network in 2012, it ceased its end-to-end mail delivery operations in 2015.8%°

8.12 Retail competition is strong, supported by access regulation. There are currently over 10
access operators8® which use Royal Mail’s postal delivery network to compete for retail
bulk letter users. Access operators competing with Royal Mail account for over 70% of
retail bulk letter volumes. This share is now higher than in 2015/16, when the share was
[3<1%.

8.13 Consolidation in the industry continues, both between access operators and across the
postal sector more generally. Since 2016, there have been a number of

805 Ofcom Annual Monitoring data.

806 This is in line with the drop observed for addressed letter volumes which declined by 22% in 2020/21.

807 Some sectors such as theatre, entertainment, travel and holiday companies were not mailing at all.

808 Royal Mail’s regulatory financial statement for Q1 2021/22.

809 |n 2018, Ofcom concluded an investigation into a complaint brought by Whistl against changes being made by Royal
Mail to its wholesale access letters contracts. This complaint was submitted in 2014, prior to Whistl’s exit from the end-to-
end letters market. As a result of our investigation, we found that Royal Mail had abused its dominant position in the
market for bulk letters delivery services in the UK by seeking to introduce discriminatory prices, and that this breached
competition law. This resulted in a £50 million fine for Royal Mail. This decision was later upheld by the Competition
Appeal Tribunal in November 2019 (1299/1/3/18 Royal Mail plc v Office of Communications), and by the Court of Appeal
(Royal Mail Plc v Office of Communications and Whistl [2021] EWCA Civ 669). The Supreme Court has refused Royal Mail
permission to appeal further.

810 Based on the 2019/20 data for the Annual Monitoring Report.
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8.14

mergers/acquisitions, including the following: DHL acquired UK Mail, The Delivery Group
(owners of end-to-end letter operator CMS and access operator Secured Mail) acquired
OnePost, Paragon Group acquired Northern Mail, and Critigom was acquired by Opus
Trust.®* Currently [3<] access operators account for over 90% of total access bulk mail
volumes.

As we noted in our 2017 Statement,®? given declining letter volumes, we consider it is
unlikely that nationwide end-to-end competition will emerge in bulk letters in the future.

Retail and access prices

8.15

8.16

8.17

8.18

Retail bulk letter prices and access charges have risen in recent years. However, price
increases have not been uniform across all bulk letter services. For advertising mail
services, access charges have remained relatively flat (in real terms) during the period from
January 2016 to January 2022; while for business mail services, access charges have risen
on average by 7.4% (in real terms) during the same period.?!

Business mail access charges have increased particularly since 2019, as evidenced in
Figure 8.1.

While average access charges have increased in real terms, the net revenue per unit
earned by access operators (i.e., the differential between the retail price offered by access
operators and Royal Mail’s access charge) increased by less than 1% per annum (in real
terms)&!, suggesting that the upstream margin has remained relatively flat over the period
from 2016 to 2022.

We expect bulk letter unit costs to continue to face upward pressure over the next five
years as letter volume decline trends will continue to put pressure on Royal Mail’s (largely
fixed) costs. However, as discussed in Chapter 4, Royal Mail acknowledges that it needs to
improve its efficiency, and plans to achieve cost efficiencies. If successfully executed, we
expect this plan will help offset the impact of declining letter volumes on Royal Mail’s costs
to some degree.

811 Ofcom, 2019. Annual Monitoring Update on the postal market 2018-19, paragraphs 4.27 to 4.28; Ofcom, 2020. Annual
monitoring Update on postal services 2019-20, paragraph 3.66.

812 Ofcom, 2017. Review of the Requlation of Royal Mail: Statement, paragraph 3.105.

813 Ofcom calculations based on Royal Mail wholesale price list. The figure is the average real compound growth rate
(between 2016-22) in price of the three main business mail products (Mailmark 70, Access 1400 and Access 70 OCR). Not
all business mail products had the same rate of real growth rate. Mailmark 70 had a price growth rate of 6.48%, compared
to 7.66% for access 1400 and 8.05% for Access 70 OCR.

814 Ofcom Annual Monitoring data for revenue information and Royal Mail’s financial reporting (financial year 2020/21) for
volume information. We use CPI to convert to real figures.
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Figure 8.1: Access charges for a selection of access products (real prices as of 2022), July 2016 to
date
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Source: Royal Mail data. Access charges have been adjusted to reflect real prices as at March 2022.

New products and services

8.19 Since our last review, the adoption of Mailmark services has grown significantly and new
services have emerged.

8.20 Mailmark is an access product variant which allows more efficient processing through the
higher quality identification of addresses/information and involves adding a barcode to
each item for its unique identification and tracking through the network.8!> Over the last
five years, the proportion of access volumes accounted for by Mailmark has grown to
around 90% for Letters and nearly 60% for Large Letters.8¢ Our expectation is that this
proportion will continue to grow during the review period.

8.21 New services launched by Royal Mail over the last five years include 48-way sort for
machine-readable letters, partially addressed services for advertising/direct mail
customers and magazine subscription services.

8.22 More recently, Royal Mail introduced a D+5 Letters access service. This new service offers a
cheaper but slower service to access customers, with the aim of allowing Royal Mail to
achieve cost savings in the delivery of mail by enabling it to consolidate mail at the IMC
and reduce the frequency at which a post person needs to visit each address. Given the
lower price of the service and the willingness of some bulk letter users to trade-off lower
price for a slower service (with less certainty over the day of delivery)®’, we expect a

815 Further information can be found in Royal Mail’s Mailmark Customer Presentation.

816 Ofcom/Royal Mail meeting, November 2020, [3<].

817 As set out in our decision on mandating D+5 access letter services, the price differential (excluding VAT; as of January
2021) between comparable D+2 access and D+5 access services is roughly 3%.
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8.23

material proportion of existing bulk letter users to migrate to the new D+5 service across
the review period. Nonetheless, we expect current and future bulk letter users to continue
to require D+2 services.

There have also been a number of new service requests (NSRs) that access operators have
raised with Royal Mail, but which have not yet resulted in new services:

a) In2016/17, a number of access operators submitted a NSR for a Confirmation of
Delivery (COD) Large Letter product. This did not result in the product being launched.

b) In 2019, a number of access operators submitted a NSR for a Scan on Delivery Letter,
Large Letter and parcel product. At the start of the Covid-19 pandemic, Royal Mail and
access operators agreed to not progress the NSR further.

c) In 2021, an access operator submitted an NSR for a tracked Large Letter product. We
understand that discussions between the access operator concerned and Royal Mail
have now ended without agreement on approach and terms.

Conclusion

8.24

8.25

8.26

8.27

Overall, we believe that the evidence suggests that the current access framework is
working well in supporting retail competition in bulk letters, with Royal Mail having a
minority share of retail bulk letters and facing a few large, and five to ten smaller, retail
competitors.

Although bulk letter volumes will likely continue to decline, mainly driven by
e-substitution, we expect bulk letters to remain a core postal service and a core
contributor to a financially sustainable universal service for the period of this review.

The declining volume trend in the market means that bulk letter unit costs are likely to
continue to face upward pressure over the next five years, though we expect this pressure
to be somewhat mitigated by Royal Mail’s efficiency initiatives.

We have considered our decisions on access regulation taking account of this broader
market context. In particular, given that nationwide end-to-end competition is unlikely to
emerge in the future and bulk letters will remain an important service for postal users, we
see a continued role for access regulation to support retail competition for bulk letters in
the UK for the period of this review.

Scope of access regulation

Introduction

8.28

Royal Mail is currently required to provide access at its IMC to third party operators for the
supply of D+2 Letters and Large Letters and D+5 Letters. In addition, Royal Mail provides
access to third parties on a commercial basis for the supply of D+1 letters and small bulk
parcel services.
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Our proposals

Our approach to access regulation

8.29

We proposed to maintain an obligation on Royal Mail to offer access to its postal network
for the purposes of other operators providing D+2 Letters and Large Letters and D+5
Letters services, and proposed that this access would continue to be through Royal Mail’s
IMCs.

Our approach to other access points

8.30

Given the declining nature of the letters market, we noted we would not extend access
regulation to other bulk letter services or points in the Royal Mail network unless it
appears necessary to achieve our regulatory objectives. Given the current access
framework has enabled access operators to compete successfully with Royal Mail for retail
bulk letters, we proposed not to change the scope of access regulation. In response to
specific points raised by stakeholders, we proposed:

a) not to extend access regulation to Royal Mail’s Outward Mail Centres (OMCs) for the
provision of business reply mail services, because it is a very small and declining part of
the access letters market, and so would be disproportionate.

b) not to extend access regulation to Royal Mail’s new parcel hubs, given they are to be
used to process parcels only and we did not propose to extend access regulation to
parcels services.

Our approach to extending access regulation to include small bulk parcels

8.31

We proposed it was not appropriate to extend access regulation to small bulk parcels,
based on evidence indicating that competition in small bulk parcels is emerging, and that
extending access regulation to parcel services could risk weakening competition for these
services (and other parcels services).

Our approach to removing GLLs from access regulation

8.32

We also proposed not to remove GLLs (General Large Letters) from the access mandate, as
we considered there is a risk that the ability of access operators to compete could be
impaired. While we recognised the possibility that large-scale unintended use of GLLs to
deliver goods could influence competition in the parcels market, the evidence available to
us suggested that this was unlikely in a material way. We also noted there could be
practicality issues and additional costs if GLLs were removed.
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Consultation responses

8.33

8.34

8.35

8.36

8.37

Broadly, stakeholders agreed with our analysis and proposal to retain a requirement on
Royal Mail to offer access to its postal network.8#

In regard to extending access regulation to other access points in Royal Mail’s network,
CWU agreed with our proposal not to extend access regulation to include business reply
mail services.®® Royal Mail agreed that it would not be appropriate to extend access points
to Royal Mail’s network to include Outward Mail Centres, stating there is no evidence to
support this and that access competition remains strong, so there would be no benefit to
widening the access mandate to include this.? No other stakeholder responded on this
proposal.

Where stakeholders commented on the scope of the access requirement, their responses
focused on our proposal to:

a) notinclude small parcels within the scope of the mandate; and
b) not remove GLLs from the scope of the mandate.

On mandating small parcels, CWU stated this would risk investment in the postal network
and undermine the sustainability of the USO, while Royal Mail noted it risked damaging
end to end parcels competition. Royal Mail agreed with Ofcom’s assessment of
competition in the parcels sector, with the Advisory Committee for Scotland noting there is
significant competition already in parcels.?2! No other stakeholders commented on this
area.

On GLLs, Royal Mail explained that it disagreed with our proposal that they should remain
within the scope of the access mandate. Firstly, it noted that Royal Mail has well
established content controls to differentiate between paper-based large letters and
e-commerce large letters, that it can identify what the mailing contents are from where
the mail is sent from, and that the majority of GLLs carry goods, not paper-based mail.82
Secondly, it suggested that Ofcom needed to be more forward-looking on GLLs, and not
removing such unnecessary regulation risked impacting end-to-end (parcel) competition.823
Finally, Royal Mail argued that removing GLLs from the access mandate would not harm
access competition as it would still remain in Royal Mail’s commercial interests to continue
offering access to this service even if no longer required by Ofcom, and/or GLL users could
use alternative parcel carriers.8

818 NALC response to our December 2021 consultation, page 6; Quadient response to our December 2021 consultation,

page 5.

813 CWU response to our December 2021 consultation, paragraph 53.

820 Royal Mail response to our December 2021 consultation, paragraphs 3.5-3.7.

821 Royal Mail response to our December 2021 consultation, paragraphs 3.1-3.4; CWU response to our December 2021
consultation, paragraph 52; ACS response to our December 2021 consultation, page 9.

822 Royal Mail response to our December 2021 consultation, paragraphs 3.12-3.22.

823 Royal Mail response to our December 2021 consultation, paragraph 3.28.

824 Royal Mail response to our December 2021 consultation, paragraph 3.27.
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8.38 CWU also disagreed with our provisional view regarding GLLs, stating that they are treated
more like a parcel than a letter in Royal Mail’s network.8

8.39 Subsequent to our consultation closing, we received a further response from MCF (Mail
Competition Forum) on the issue of GLLs, whereby it argued that not all GLLs are fulfilment
or e-commerce items as Royal Mail claim, and that removing GLLs from the access
mandate could have wider detrimental consequences to other services access operators
provide. MCF also noted that, were GLLs to be removed from the access mandate, then the
terms and conditions offered would be severely in Royal Mail’s favour, and would be more
expensive given VAT would apply (as such items would no longer be VAT exempt if
removed from the access mandate).8

8.40 In the subsection below we set out our decisions on these matters. Our decision is that
access regulation should continue to require D+2 Letters and Large Letters and D+5 Letters
for the period of this review.8 In addition, for the reasons set out further below, we have
decided not to expand access regulation to small bulk parcels, nor to remove GLLs from the
scope of access regulation.

Our assessment
Scope of access

8.41 We continue to believe that it is important that Royal Mail is required to provide access to
third party operators for the supply of D+2 Letters and Large Letters and D+5 Letters, given
Royal Mail’s postal network is key to supporting access competition in the letters market,
and we believe that access remains important to promote competition. We therefore have
decided to maintain the requirement for Royal Mail to provide access to its network for
these services.

8.42 In addition, we have not seen sufficient evidence to justify mandating additional handover
points for access services. We remain of the view that, given the declining nature of the
letters market, we are not inclined to extend access regulation unless it appears necessary
to support access-based competition, promote efficiency and/or confer significant benefits
to postal users.

Small bulk parcels

8.43 The PSA 2011 allows Ofcom to impose a universal service provider access condition if it
appears to Ofcom that it is appropriate to do so for the purpose of promoting efficiency,

825 CWU response to our December 2021 consultation, paragraph 53.

826 MICF response (‘Changing the Access Mandate to remove General Large Letters’), pages 1-3.

827 |n our 2012 Statement we found that significant barriers to entry exist in developing a delivery network that
predominantly relate to Royal Mail’s economies of scope and scale advantages that were likely to limit the extent of end-
to-end competition. As we have already established above, we consider it unlikely that there will be an end-to-end letter
competitor to Royal Mail in the immediate future, and therefore, access operators will remain reliant on access to Royal
Mail’s postal network to supply retail bulk letter services to their customers.
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8.44

promoting effective competition and conferring significant benefits on the users of postal
services.®

To reach a view on whether this legal test might be satisfied by the extension of access
regulation to small bulk parcels, we consider below the extent of competition in the
provision of retail bulk small parcels. We then consider the impact that extending access
regulation to small bulk parcels could have, including on effective competition and on
postal users.

There is competition in the provision of retail bulk small parcels and this is improving over time

8.45

8.46

In our 2017 Statement, we recognised that Royal Mail was likely to have a competitive
advantage in the supply of small bulk parcels given its position as universal service provider
and its ability to deliver small parcels through the universal service network.8?° This has
resulted, to date, in Royal Mail being the largest provider of small bulk parcels in the UK.

However, as we discuss in Chapter 6, there is evidence of competition in small bulk (B2C)
parcels growing over time. This is evidenced by alternative parcel operators increasing
their presence in the small B2C parcel segment over the last five years and Royal Mail
losing share of small B2C parcels over this same period of time.

Extending access regulation to small bulk parcels carries the risk of harming parcels competition

8.47

For the reasons set out below, we are concerned that rather than promoting effective
competition, extending access regulation to small bulk parcels could actually be
detrimental to the growing competition we observe (and contrary to our regulatory
objectives set out in Chapter 2).

a) Small parcels account for a significant portion of the parcels market. Royal Mail
estimates that [3<]% of total parcel deliveries in the UK are small or lightweight®®, and
we consider that their importance is likely to grow over time with the growth of e-
commerce.

b) As set out above, end-to-end competition for smaller bulk parcels has been growing.
Although access competition could in theory result in increased competitive pressure
on Royal Mail in the retail part of the supply-chain, this only accounts for a fraction
[3<]83 of the price/value of the end-to-end parcel service. Therefore to the extent
access-based competition displaced end-to-end competition, the benefits are likely to
be smaller.

c¢) Extending access regulation to small bulk parcels could give access operators a
competitive advantage (relative to alternative parcel operators) for parcel customers

828 As noted in Annex 2, Ofcom’s power to impose a USPA condition is also subject to our duty to secure the provision of a
universal postal service, having regard to the need for that service to be financially sustainable and efficient.

829 2017 Statement, see paragraph 3.157.

830 Royal Mail response to our March 2021 CFI. Proportion of total parcel deliveries includes those parcels which have a
weight of 2k or less, or a size which means that items can be foot deliverable (i.e. letterboxable or non-letterboxable but
foot deliverable).

831 While access parcel charges are around [3<]p per item, the upstream parcel value is around [3<]p. Access operators
(various) and Royal Mail responses to Ofcom information requests, June-July 2021.
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who are exempt for VAT purposes.?32 This is because small bulk parcels mandation
would mean that VAT is not chargeable by Royal Mail to access operators on the
downstream charge for small parcels delivered by Royal Mail, hence the total charged
to these companies would be lower (all else equal).2 Although alternative parcel
operators could overcome this disadvantage by becoming access operators
themselves, this would have the downside of weakening end-to-end competition.

d) The effects of intervention may not be limited to small bulk parcels. Given that bulk
customers often send a mix of small and larger parcels?*, the intervention could have a
knock-on effect on the way that carriers compete for these types of customers.

8.48 In light of the above, our decision is that extending access regulation to small bulk parcels
would not satisfy the legal test for imposing a universal service provider access condition.

General Large Letters (GLLs)

8.49 GLLs are a Large Letter service offered by Royal Mail. Royal Mail currently solely provides
an untracked version of this mandated service.

8.50 Royal Mail introduced access GLLs in 2014 (alongside Business Large Letters and
Advertising Mail Large Letters) with the main purpose of enabling it to separate, more
efficiently, Large Letters which can be sorted using mechanical means from those which
require manual sortation, and thus achieve cost efficiencies in the processing of mail.
Unlike with Advertising Mail and Business Mail Large Letter services, access GLLs are
generally sorted by Royal Mail using manual processes.

8.51 Unlike with Advertising Mail and Business Mail Large Letter services, there is no
contractual prohibition on the carrying of goods in GLLs, and there is greater flexibility on
the type of packaging allowed.® While Business Large Letters and Advertising Mail Large
Letters both have strict specifications, GLLs are for anything which cannot be sent via these
specifications but still falls under the scope of the access mandate. As a result, GLLs
includes paper-based mail and ‘goods’ (i.e. items with an intrinsic value, such as e-
commerce items).

Our assessment

8.52 The existing mandated access services are specifically for Letters and Large Letters®3,
which are defined based on dimensions, rather than contents. This means that all

832 For example, banks and charities. This would not benefit those end customers who are able to claim back VAT on their
inputs.

833 VAT legislation is a matter for HM Revenue and Customs (HMRC) and Government, thus does not fall under Ofcom’s
remit.

834 In response to our statutory information request, Evri stated that [<]. Likewise, DPD indicated that [$<]. DHL explained
that [<]

835 Unlike Business Large Letters, GLLs can be sent with padded envelopes, cardboard and any other stiff or inflexible
packaging that cannot easily be manually folded.

836 With the exception of D+5 Access, where the scope of mandation includes standard letters only. This was because
Ofcom did not consider it appropriate to require the provision of a D+5 Large Letter service if, as we understand, it would
be a higher cost to deliver than the existing D+2 service: see paragraph 5.54 of Ofcom’s D+5 statement
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mandated access services can be used to deliver both paper-based mail and ‘goods’,
provided the items fit within the defined dimensions of the mandated access service.

8.53 The use of GLLs by access operators is currently small relative to other access services.
GLLs account for [3<] of total access volumes (including Letters and Large Letters), and
[<] of total access Large Letters volumes.®’ This number is also very small relative to total
domestic parcels in the UK ([$<]), and has been declining in recent years, falling from
[3<]% of total domestic parcels in the UK in 2017/18 to [3<]% in 2019/20.838

8.54 Royal Mail appears to be arguing that because we have identified developing competition
in small parcels as part of our rationale not to extend the scope of access regulation, it
follows that Large Letters — which are in its view being used to send goods — should also be
excluded. We disagree with this premise.

8.55 The purpose of our access regime is to promote competition, efficiency, and bring benefits
for end users, and GLLs are furthering this aim in relation to bulk letter services.

8.56 While we accept that some GLLs are used to carry e-commerce goods, we understand this
is not exclusively the case. In particular, contrary to Royal Mail’s view that a customer
“should only use the GLL product where it has to i.e. is sending ‘goods’”,% we understand
that there are several reasons why some customers use GLLs to send paper-based mail
(even if alternative Large Letter formats have a lower unit price). This includes paper-based
mail which does not meet standard packaging requirements8* or dimensions for
Advertising or Business Large Letters, to avoid surcharging risks and/or as the ‘default’
Access service for Large Letter size items.®! We also note that some bulk letter customers
will use GLLs to send physical items to their customers, but these are not necessarily ‘e-
commerce’ goods, but items such as bank card readers.?2 We see this type of use as
complementary to bulk letter mailings.

8.57 Since the December Consultation, we have obtained additional information using our
statutory information gathering powers regarding the use by bulk mail customers of
GLLs.8 This includes the types of customers that have sent GLLs over the past year, and
the proportion of their bulk mail volumes which has been sent as GLLs. This evidence is not
consistent with GLLs being used only for e-fulfilment and therefore supports our
understanding above. We believe, given the types of some of the customers using GLLs and
their usage of GLLs in comparison to their overall use of mandated access services, that a

837 Figures are based on information provided by Royal Mail in response to our CFl and Royal Mail’s regulatory accounts.
838 This is based on information provided by Royal Mail in response to our March CFI. This figure will be lower given that we
know that some GLLs are indeed used to serve bulk letter customers

839 Royal Mail response, paragraph 3.17.

840 For example, Royal Mail sets out guidance on what can and cannot be sent as a Business Large Letter, e.g. any form of
mail sent in stiff or inflexible packaging, plastic or card is not eligible https://www.royalmailwholesale.com/mint-
project/uploads/367408210.pdf

841 MCF response (additional response on GLLs), page 2.

842 Royal Mail and MCF both stated bank card readers as an example of GLLs. MCF response (additional response on GLLs),
page 3; Royal Mail response, paragraphs 3.16-3.17, 3.21, 3.24.

843 Ofcom information requests on GLLs to Whistl, UK Mail and The Delivery Group.
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number of GLL customers are likely to be sending GLLs for the reasons stated above. For
example, [3<].84

8.58 Moreover, the use of GLLs for these purposes now represents longstanding practice which
has shaped the business decisions of Royal Mail’s bulk mail competitors, as noted by MCF
in its response where it cites both the direct and indirect significant investments already
made, and that might be lost, if GLLs were to be removed from the access mandate.?*
[}(]_846

8.59 Given GLL is contributing to competition in bulk letters, we expect it to also be delivering
benefits to end users and promoting competition as a result.

8.60 Without access to mandated GLL, we would be concerned that the ability of access
operators to compete for bulk letter users could be impaired. We understand from access
operators that many bulk mail contracts require access operators to offer a one-stop shop
for all their mailings. One example is the Postal Goods, Services and Solutions Agreement
which specifies that all letter and larger letter services, specified by dimensions, are a
mandatory requirement for any postal operator bidding for government postal services.s¥
We also observe from the information we received on GLL use by bulk mail customers that
GLLs are bought alongside other Large Letters from the same access operator.

8.61 Therefore, if an access operator were to be unable to provide GLL (or on comparable
terms), it could affect its ability to win bulk mail contracts. This is because potentially
having to contract with multiple carriers in order to carry a small number of GLL items is
unlikely to be attractive to senders from a practical perspective (e.g. multiple collections),
and could be more costly. This could dampen access competition and adversely impact
sending customers, as they would need to either split their mailing volumes across
operators or move all their mailing volumes back to Royal Mail Retail to maintain a single
contract. This is of particular concern given that evidence suggests the current scope is
working well at promoting effective retail competition in bulk postal services.

8.62 Nonetheless, we also take the potential risk of distorting competition in parcel services
seriously, and would reach a different view if this risk were to be outweighing the benefits
of maintaining GLL in the access mandate. However, the risk of the mandated GLLs service
distorting competition for parcel services is currently low.

8.63 GLLs are most likely to have an impact on competition in the smaller size/weight segment
of the parcels market. However, as described in Chapter 6, we observe developing
competition in the end-to-end small/lightweight segment, e.g.:

844 This is supported by further evidence from [5<], who said it would estimate around [3<] of GLLs are fulfiiment items
within its client base. This still leaves [3<] of GLL items that are not fulfilment, noting that [3<] have [3<] Government
clients, [$<] hospital clients, [3<] council clients and [3<] Education clients sending GLLs much of which would not be
expected to be fulfilment items; [3<I] email to Ofcom, [3<].

845 MICF response (additional response on GLLs), page 3.

846 [3<1] email to Ofcom, [3<)].

847 Section 2, page 2, ‘Mandatory Requirement Services’, Postal Goods, Services and Solutions Agreement,
https://assets.crowncommercial.gov.uk/wp-content/uploads/RM6017 Framework Lot Specifications.zip
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8.64

8.65

a) We understand that other parcel operators have been growing their presence in the
small segment of the parcels market.

b) There are indications that Royal Mail has been losing share of retail small bulk parcels
(including letterboxable items) over the last five years.

c) We note that parcel operators have not raised concerns in response to our
consultation about GLLs being regulated and any harm that this has on competition.

d) Finally, as noted above, the volume of GLLs compared to the total volume of parcels is
small and has been declining in recent years.

This suggests that the presence of mandated GLLs is not currently impeding other parcel
carriers from competing for small bulk parcels to any material degree. As such, we do not
consider this risk to be sufficient to justify removing GLLs from the access mandate, given
the benefits it has for promoting competition, efficiency and user benefits described
above.

We recognise Royal Mail’s point that basing mandation on dimensions only is potentially a
“blunt” instrument, not least because the dividing line between bulk services which have
effective end-to-end competition and those which do not is likely to be blurry and could
change in the future. However, that does not mean that the right alternative to this is to
regulate based on content controls, as this could be equally blunt (e.g. as described above,
not all GLLs contain e-commerce goods, and competition in small parcels is developing on
the basis of operational capacity and capabilities rather than specifically the contents of
the parcel itself). Therefore we do not consider this reason justifies us changing the basis
for the access mandate in and of itself.

Our decision

8.66

8.67

8.68

8.69

We have decided not to change the requirement on Royal Mail to provide access at IMCs
to third party operators for the supply of D+2 Letters and Large Letters and D+5 Letters.

We have decided not to extend the access mandate to include small bulk parcels. There is
evidence indicating that competition in small bulk parcels has been growing over the last
five years, and extending access regulation to this type of parcels carries the risk of
weakening competition for these services (and other parcel services). This could reverse or
slow the positive trend in competition observed in the last few years, and hence would be
contrary to our regulatory objective of supporting effective competition for the benefit of
consumers.

We have decided it would not be appropriate to remove GLLs from the scope of access
regulation. We consider that that the ability of access operators to compete for bulk letter
users could be impaired, without access to a mandated GLL service. Moreover, we do not
have evidence to suggest that a mandated GLL service is (or is likely to) harm parcels
market competition in a material way, which might justify a different conclusion.

Nonetheless, we remain open to reassessing the scope of regulation at our next review if
we receive evidence that doing so furthers the purposes we have set out above.
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Access price regulation

Introduction

8.70

8.71

8.72

8.73

Our current approach to access price regulation is to provide Royal Mail with commercial
flexibility to manage the structural decline of letters and support the financial sustainability
of the universal service, subject to some important safeguards.

In our March 2012 Statement, we removed most price controls on Royal Mail, and moved
the focus of regulation from price controls to measures to prevent Royal Mail from
imposing a price squeeze to stifle retail competition in bulk letters. Royal Mail is also
required to ensure that its access charges are fair and reasonable.

As set out above, we believe that the current access framework is working well in
supporting retail competition in bulk letters. This is evidenced by the fact that access
operators have been growing their share of retail bulk letters, as set out above.

However, in this section we consider the following specific issues:

a) whether it would be appropriate for us to impose a price cap on Royal Mail’s access
charges;

b) whether our current margin squeeze control remains fit for purpose.

We have decided to not impose a price cap on Royal Mail’s access charges

Introduction

8.74

8.75

8.76

The PSA 2011 establishes that Ofcom may not impose a price cap on Royal Mail’s access

services unless it appears to us that Royal Mail might otherwise fix and maintain some or
all of its prices at an excessively high level with adverse consequences for users of postal
services.

Further, Ofcom’s ability to impose access and other regulatory conditions is subject to its
duty to secure the provision of a universal postal service and having regard to the need for
that service to be financially sustainable and efficient.

Our current approach to access price regulation is to allow Royal Mail to have commercial
flexibility to support the financial sustainability of the universal service, subject to a margin
squeeze control and an obligation to offer access prices which are fair and reasonable.

Our proposals

8.77

8.78

We proposed to maintain our current approach of allowing Royal Mail to have commercial
flexibility, as we believed that this flexibility will help Royal Mail ensure the longer term
financial sustainability of the USO more effectively.

Our proposal was based on our understanding of the motivations for Royal Mail’s recent
access pricing decisions. Our analysis provisionally concluded that Royal Mail has
considered the impact that its price increases may have on long-term revenue.
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Furthermore, we did not find evidence suggesting that Royal Mail is under-estimating the
impact of its pricing decisions on future volumes.

Consultation responses

8.79 Several stakeholders supported our proposals, with Royal Mail agreeing that a form of
price cap carried significant risk, and the Welsh Government agreeing that Royal Mail
needs to retain commercial freedom to determine access prices and avoid having a
detrimental effect on the universal service.?*

8.80 MCF and DX noted the current margin squeeze regulation had provided some protection
for access operators and prevented unfair competition from Royal Mail Retail,#*® but they
argued that given this applies only to Royal Mail’s Retail prices (not the prices access
operators face) and given the lack of competition to Royal Mail in last mile delivery, Ofcom
should consider a price control linked to CPI inflation and efficiency improvements.8°

8.81 Similarly, UK Mail expressed support for a price control on Royal Mail’s access prices to
control costs and efficiency, citing that Ofcom’s proposal of allowing commercial freedom
provides no checks or balances on Royal Mail and that Royal Mail’s prices increases could
lead businesses to exit the mail market and put pressure on the wider USO sustainability.2s!

8.82 Whistl expressed disappointment with our proposal, but supported the continued
monitoring of Royal Mail’s access prices.3

Our assessment

Our regulatory strategy is to allow commercial flexibility to support the financial sustainability of the
universal service

8.83 When we set up the current access regime in 2012, we considered the challenges posed by
the structural decline of letters and the threat this posed to the financial sustainability of
the universal service. We took the view that allowing Royal Mail commercial flexibility in
relation to the pricing of bulk letters, subject to a margin squeeze control and requirement
for access charges to be fair and reasonable, would allow Royal Mail the scope to address
these challenges, while promoting effective competition in retail bulk letters.

8.84 In Chapter 3, we set out our current assessment of the outlook for the financial
sustainability of the universal service. Royal Mail’s plans, if successfully executed, continue
to show an improving sustainability picture, with revenues growing and cost efficiencies
being made. However, Royal Mail’s efficiency performance during the last review period

848 Royal Mail response to our December 2021 consultation, paragraphs 3.30-3.33; CWU response to our December 2021
consultation, paragraph 53; NALC response to our December 2021 consultation, page 6; Quadient response to our
December 2021 consultation, page 5; ACS response to our December 2021 consultation, page 9; Welsh Government
response to our December 2021 consultation, page 5.

849 MICF response to our December 2021 consultation, page 17; DX response to our December 2021 consultation, page 17.
850 MICF response to our December 2021 consultation, page 18; DX response to our December 2021 consultation, page 18.
851 UK Mail response to our December 2021 consultation, pages 2-3.

852 Whistl response to our December 2021 consultation, page 8.
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8.85

8.86

8.87

8.88

has been concerning and it will need to improve on its historical efficiency performance to
meet the expectations set out in its plans.

While making progress with the efficiency challenges is a key factor, we consider that the
commercial flexibility afforded by the current access regime will help Royal Mail address
these sustainability challenges by allowing it to respond to changes in market conditions
more effectively.

We note that although we have given Royal Mail commercial flexibility to set access
charges, Royal Mail’s regulatory accounts suggest that it has not been setting access
charges at levels which are significantly above costs. As volumes decline Royal Mail’s unit
costs increase, so price increases need not imply higher or excessive profits. Royal Mail’s
regulatory accounts indicate that Royal Mail has been setting access charges below its fully
allocated costs in the last three years. Moreover, and as highlighted in Chapter 3, Royal
Mail’s performance in 2021/22, was below its own projections.

We note that some stakeholders argued that price controls on the absolute level of Royal
Mail’s prices (beyond the existing safeguard cap on Second Class USO services) would
create further incentives on Royal Mail to become more efficient. 83 Having considered
these arguments, we have decided imposing price controls would provide limited benefits
which are outweighed by material additional costs and risks at this point in time.

We recognise that imposing price controls would constrain Royal Mail’s ability to increase
prices (in lieu of efficiency gains).8* However, in practice, we think that imposing price
controls is likely to have limited additional benefits and potentially higher costs and risks in
this case. We discuss this in detail in Chapter 4. Related to the above, we note the point
made by MCF and DX, in calling for a tighter form of price control, that the margin squeeze
condition only applies to Royal Mail’s Retail prices, and not the prices access operators
face. However, the margin squeeze does provide some indirect constraint on access prices,
in that it requires a minimum margin between Royal Mail’s Wholesale and Retail prices,
and so Royal Mail cannot increase the former without also increasing the latter.

We would be concerned if Royal Mail sets access charges at levels which are detrimental to the

sustainability of the universal service, but our analysis suggests this is not currently the case

8.89

Notwithstanding the above, we would be concerned if the level at which Royal Mail sets its
access charges is detrimental to the financial sustainability of the universal service. This
could be the case, for example, if Royal Mail were to apply access price increases which
might boost revenues in the short term, but which have the effect of accelerating e-
substitution in a way that reduces Royal Mail’s revenue in the long-term.

853 Whistl response to our March 2021 CFl, page 8; DX, response to our December 2021 consultation, page 7; Mail Users
Association response to our December 2021 consultation, page 6; [<].

854 ACS response to our December 2021 consultation, page 4; Citizens Advice response to our December 2021 consultation,
page 19; DX response to our December 2021 consultation, page 6; Mail Competition Forum response to our December
2021 consultation, page 8; Mail Users’ Association response to our December 2021 consultation, page 6; Professional
Publishers Association response to our December 2021 consultation, page 4; Quadient response to our December 2021
consultation, page 2.
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8.90

8.91

8.92

8.93

In its response to our March CFI, Royal Mail suggested that its access pricing decisions have
been driven by both market dynamics and the fixed cost nature of its letters business.? It
explained that, when making its pricing decisions, it “actively considers market dynamics
including significant competition from e-substitution and the risk of tipping points” and its
“cost base®® and the need to have a market funded Universal Service”.?’

We have since sought to understand the motivations for Royal Mail’s recent access pricing
decisions and the extent to which Royal Mail does consider the impact of the scale of its
price increases on long-term volumes. To this end, we looked at Royal Mail’s internal
pricing documents informing its access pricing decisions in 2018, 2019, 2020 and 2021.
These are the years when Royal Mail applied large price increases. In addition, we assessed
the presence or otherwise of systematic underestimation of volume impacts in Royal Mail’s
own forecasts by comparing outturn volumes against Royal Mail forecasts at the time
when Royal Mail made its pricing decisions.

Our analysis suggests that Royal Mail has considered the impact that price increases may
have on long-term revenue when making access pricing decisions. In particular, Royal
Mail’s internal documents indicate that Royal Mail factors this impact into its pricing
decisions by way of considering the risk and reward balance offered by different pricing
options over a number of years [(3<)]. Moreover, we did not find that Royal Mail has
systematically underestimated the volume impact of its access price increases. Therefore
we believe that Royal Mail’s recent pricing decisions have been consistent with supporting
the financial sustainability of the universal service.

Annex 6 sets out our analysis and findings in more detail.

Our decision

8.94

8.95

We have decided not to impose a tighter form of price control on Royal Mail, but to
maintain our current approach of allowing Royal Mail to have commercial flexibility in
regard to pricing.

However, as we set out further below, we have decided to retain the regulatory safeguards
on Royal Mail of a margin squeeze control and an obligation to offer access prices which
are fair and reasonable, and we have decided to continue our monitoring programme of
changes to Royal Mail’s access prices.

We have decided to maintain the margin squeeze control on Royal Mail’s D+2
and D+5 retail services

Introduction

8.96

As set out above, to support access competition for bulk mail, the current access regime
imposes a margin squeeze control on a specified set of D+2 Letter and Large Letter services

855 Royal Mail response to our March 2021 CFl, paragraph 7.36.

856 [}(]

857 Royal Mail response to our March 2021 CFl, paragraph 7.36.
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and D+5 Letter services (and for any similar, successor retail services). This set includes pre-
sorted business and advertising mail services but excludes services such as publishing mail
and unsorted business mail.28

8.97 This control is implemented via a basket control (‘basket test’) and price point control
(‘contract test’):

a) the basket test requires Royal Mail to have a reasonable expectation?*® that, at the
time of setting new prices, the total upstream revenues of all services in the basket will
be equal to or greater than the total upstream costs of those services (such costs being
based on Royal Mail’s upstream FAC); 8¢ 86t gnd

b) the contract test requires Royal Mail to have a reasonable expectation that, at the time
of setting new prices (including the time of offering prices for each new individual
contract), the total upstream revenues of the relevant services in the contract are
equal to or greater than 50% of the total upstream costs of those services.2s?

8.98 As per our 2018 Statement on changes to the margin squeeze control®?, the calculation of
relevant upstream revenue in both tests needs to reflect the surchargess®* that an access
operator would face in similar circumstances. 6

Our proposals

8.99 We proposed to continue to impose a margin squeeze control on Royal Mail’s D+2 Letters
and Large Letters and D+5 Letters services, to continue to support access mail competition.

858 See, in particular, USPA Condition 6 for the full list of products which are covered by the control. Unsorted business mail
is not sorted prior to delivery to the Royal Mail network and Royal Mail does the sortation. Unsorted business mail was not
included in Postcomm’s headroom control as it was seen as low risk and predates the introduction of USPA 6 in 2012.
Publishing Mail access services were introduced in 2018. At the time we said we would monitor the market and would
consider including it in the margin squeeze basket if there was any evidence that Royal Mail was price squeezing access
operators. To date we have seen no evidence of this.

859 In our 2018 Statement on changes to our margin squeeze control, we stated that it is for Royal Mail to determine
whether the forecast available at the time of offering prices allows it to have a reasonable expectation it will comply with
the condition. When Royal Mail submits contract test submissions, we do check the data used is consistent with the ex-
ante forecast submitted. In its submissions to Ofcom, Royal Mail also includes actual revenue and cost information, so we
are able to review Royal Mail’s reasonable expectations on a backward-looking basis.

860 Where total upstream costs relate to the collection, sorting and conveying of mail to the point where downstream
services begin, less general overheads and including a rate of return.

861 Fully Allocated Costs (FAC) refers to the directly incurred costs in providing the service(s) in question, plus some
allocation of costs which are shared across multiple services. This cost allocation is done in such a way as to ensure that all
costs of the business are allocated to the services the firm produces.

862 |t should be noted that if products are offered at rate card prices, they are not included in the contract test, however
the volumes are included in the basket test.

863 Ofcom, 2018. Statement - Amendments to the Universal Service Provider Access Condition in relation to the

margin squeeze control

864 Examples of surcharges include those applied in instances where access operators do not meet the national volume
profile or the volume forecasts submitted as part of their access contract.

865 |n our 2018 Margin Squeeze Statement, we recognised that retail and access customers might have different mail
profiles and that, to the extent that surcharges are levied on access customers and it can be adequately evidenced by Royal
Mail that its own retail customers would not incur these surcharges as a result of legitimate operational

differences or differences in customer behaviours, these should be excluded from the margin squeeze tests.
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Moreover, we proposed not to change the products included in the margin squeeze
control, and to retain both the contract and basket margin squeeze tests.

Consultation responses

8.100

8.101

Royal Mail agreed that the margin squeeze test remains effective in facilitating
competition.2® However, it reiterated its view that the contract test should be changed
from the current proxy of 50% of FAC to LRIC? to better reflect upstream incremental
costs, noting this would further increase competition and more choice to access
operators.86®

Several stakeholders questioned Ofcom’s compliance monitoring of the margin squeeze
control. MCF and DX said it was not clear that Ofcom validates Royal Mail’s “reasonable
expectation” in meeting the tests set out in both the contract and basket tests. They noted
given the information asymmetry for industry versus Royal Mail, that Ofcom should do
checks and report on compliance with the margin squeeze control in relation to a sample
of contracts to increase market confidence in compliance with USPA 6.8 Whistl concurred
regarding the contract test, stating improvements could be made to monitoring the
contract test by retrospectively checking if the test has not been breached during the
contract, rather than just relying on a “reasonable expectation” that Royal Mail will not
breach the contract test at the start.?™

Our assessment

8.102

8.103

In this subsection we address the question of whether we should remove the contract test
or adjust its level.

Our view is that it is appropriate to retain the margin squeeze control, as currently defined.
We believe that the current margin squeeze control has been successful in supporting
access-based competition. As we note above, access competition remains strong with
access operators holding over 70% share of retail bulk mail volumes. We consider that the
contract test, together with the basket test, continue to provide regulatory certainty to
access operators that they will be able to compete against Royal Mail on a level playing
field, both at a market and contract-level, and this certainty is important for promoting and
protecting competition in retail bulk letter services. Furthermore, we have not been
presented with new evidence suggesting that the current level of the contract test is no
longer appropriate.

866 Royal Mail response to our December 2021 consultation, paragraphs 3.30-3.33.

867 Long Run Incremental Costs (LRIC) refers to the costs that are ‘incremental’ to, or directly incurred because of, the
service(s) in question. That is, all else being equal, what costs would the firm not incur if it provided all the services it
currently provides other than the service(s) in question. Under a LRIC cost standard, costs which are shared across multiple
services, such as general overheads, are not considered.

868 Royal Mail response to our December 2021 consultation, paragraphs 3.34-3.37.

869 DX response to our December 2021 consultation, page 17; MCF response to our December 2021 consultation, page 17.
870 Whistl response to our December 2021 consultation, page 8.
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We consider that it is appropriate to retain the contract test given the regulatory certainty it provides

to access operators

8.104

8.105

8.106

8.107

8.108

8.109

The main purpose of the margin squeeze control is to ensure that access operators are
able to compete with Royal Mail in the bulk letters market given Royal Mai’s position as a
vertically integrated operator, with control over its own retail prices, as well as wholesale
access charges (including surcharges). The current control achieves this through the basket
test and contract test, which we have described above.

While the basket test aims to ensure that access operators are able to earn a sufficient
margin for a specified set of products, the contract test seeks to prevent Royal Mail from
pricing individual contracts at such a low level that may be indicative of predatory pricing.

Information from our monitoring of the margin squeeze control suggests that Royal Mail
has considerable headroom in the basket test. [3<] in upstream profit.8”* This means that,
in the absence of the contract test, Royal Mail would be able to use this headroom to win
individual contracts at prices below its long run incremental costs (i.e. 50% FAC) and still
meet the basket test. As such we are concerned that removing the test could
restrict/prevent effective competition in the upstream market by access operators 872

In addition, the contract test ensures that Royal Mail reflects the surcharges that an access
operator would face in similar circumstances when bidding for a new contract. This is
because Royal Mail does not apply surcharges to itself, so the contract test provides a
safeguard for access operators against the risk of Royal Mail imposing a price squeeze on
individual contracts through the application of surcharges.

In our D+5 Statement, we pointed out that the contract test can also provide early
warnings of possible cross-subsidisation practices by Royal Mail between its D+2 and D+5
letter services.®’® This is because D+2 and D+5 services are part of the same regulated
basket, so even if Royal Mail passes the basket test, Royal Mail could still cross-subsidise
between the two services. Therefore, the contract test also ensures that access operators
are able to compete in both D+2 and D+5 letter services.

Therefore, for the reasons set out above, we believe that the contract test, together with
the basket test, provide regulatory certainty to access operators that they will be able to
compete with Royal Mail on a level playing field, and this is important for protecting and
promoting competition in retail bulk letter services. Thus, our decision is that it is
appropriate to retain the contract test for the period of this review.

871 Royal Mail’s Q4 2020-21 Margin Squeeze Model submitted to Ofcom on 24 June 2021. Total upstream revenues for bulk
retail products included in the margin squeeze control amounted to £[3<]m in 2020/21.

872 \We have conducted analysis to examine the extent to which Royal Mail could win individual contracts before breaching
the basket test for different levels of the contract test. To inform this analysis, we used both the current headroom level in
the test as well as the forecast headroom at the end of 2021/22. This suggests that Royal Mail could win contracts worth
[3<]in upstream revenue, which implies a potential overall contract value (upstream and downstream) of [$<] given that
upstream revenue accounts for a fraction of the overall value of bulk mail services.

873 See paragraph 5.75 of our D+5 Statement.
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We do not consider that further publication of information, or retrospective analysis, of margin

squeeze compliance is necessary

8.110

8.111

8.112

We have considered stakeholders’ suggestions that they would welcome information by
Ofcom on whether Royal Mail is complying with the margin squeeze control, and that
Ofcom should conduct more retrospective checks on the margin squeeze compliance.

When Royal Mail submits its quarterly margin squeeze submissions (including ex-ante
forecasts, ex-post actual results and contracts), we review the information provided, assess
the headroom on the control, review new contract changes and where appropriate ask
Royal Mail further questions.

If we considered that there were sufficient grounds to open an investigation into Royal
Mail’s compliance with the margin squeeze control (based on its quarterly submissions or
because of a dispute or complaint brought by a third party), this would be made public
through Ofcom’s Competition and Consumer Enforcement Bulletin.

We have decided to maintain the level of the contract test at 50% FAC

8.113

8.114

8.115

8.116

8.117

In our 2012 Statement, we said that we would ideally base the level of the contract test on
LRIC as this provides the correct signals for entry and investment in the market. We noted
however that no reliable LRIC data was available, so we looked at what might be an
appropriate proxy for LRIC. We looked at a range of evidence and 50% of FAC fell within
the middle of the range, so we set the level of the contract test at 50% FAC.

In our 2017 review, Royal Mail submitted evidence from its own LRIC modelling suggesting
that [3<]% FAC was a more appropriate level for the contract test. We reviewed Royal
Mail’s LRIC model and expressed concerns around its robustness and reliability, and
decided to keep the level of the contract test at 50% FAC.

Since our 2017 review, and as Royal Mail suggested in its response to our March CFl, we
have developed our own bottom-up cost model of Royal Mail’s postal network. We note
however that this model does not have the capability of estimating the upstream LRIC for
bulk letters. Therefore, we do not consider that this model can be used to inform the level
of the contract test.

We have previously engaged extensively with Royal Mail on its LRIC modelling

and concluded that there were a number of limitations with Royal Mail’s model structure,
methodology and transparency of the underlying data which meant that its LRIC estimates
were not suitable for our regulatory purposes (i.e. margin squeeze compliance).

We welcome further engagement again with Royal Mail, providing this feedback has been
taken on board and improvements made, and subject to Ofcom’s resource priorities.
However, given that Royal Mail has not presented new evidence on this point, and the
evidence currently available to us does not suggest that the current level of the contract
test is inappropriate, we have decided to maintain the level of the contract test at 50%
FAC.
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Regulation of non-price terms of access

8.118

8.119

Our current approach to the non-price terms of access has been to afford Royal Mail and
industry commercial flexibility in deciding the detailed and specific terms, with regulatory
backstops put in place to ensure access operators have appropriate protections.

We have recognised in the past that, while this less prescriptive approach to regulation of
non-price terms provides flexibility to Royal Mail and industry to set the terms of access, it
also reduces the risk of regulation inadvertently hindering the market from responding to
changing market conditions in an efficient and timely manner. This is particularly important
in the context of declining letter volumes.

Our Decision

8.120

8.121

8.122

We have decided to maintain our current approach and framework for non-price terms of
access. We have not seen evidence to suggest that our regulatory framework itself is not fit
for purpose or not effective, and we note that the retail bulk letters market continues to be
competitive. Given this, and the declining letter volume trends in the market, our view is
that more prescriptive, or interventionist regulation would be disproportionate.

While we have decided to continue to give Royal Mail and industry the commercial
flexibility to set the terms and conditions of access, there remain important safeguards,
such as the requirement that Royal Mail’s terms, conditions and charges be fair and
reasonable and that it not unduly discriminate, which are intended to address any
imbalance in negotiating power between Royal Mail and access operators. Should Royal
Mail seek to abuse its power, by introducing changes to terms and conditions that are
unfair or unreasonable, our view is that the existing requirements on Royal Mail under the
existing USPA condition can address any concerns around such conduct.

We set out our reasoning underpinning our view, stakeholder responses, and our decision,
in further detail in Annex 6.
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