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Summary

Postal services are a fundamental part of modern commercial and
social life, providing communications between individuals, businesses,
organisations and government. In 2003, over 20bn postal items were
mailed by customers, generating mail revenues for Royal Mail of over
£6bn.

In accordance with its statutory duties, Postcomm’s vision for the
market is “a range of reliable, innovative and efficient postal services,
including the universal postal service, valued by customers, and
delivered through a competitive market”. To help achieve its vision,
and in accordance with Section 5 of the Postal Services Act 2000 (the
Act), this document consults on Postcomm’s proposals to introduce a
Code of Practice (“the Code”) containing procedures for managing
common operational issues. Postcomm aims to introduce this Code as
part of its preparations for full market opening, scheduled for 1st
January 2006. The Draft Postal Common Operational Procedures Code

isincluded at Annex A.

Postcomm believes that the current arrangements, or lack thereof, for
managing common operational issues will rapidly become
unsustainable as more operators enter the market and, if allowed to
continue could, to an extent, undermine the value of the postal service
for users. Robust procedures for managing common operational issues
provide an important safety net for senders and receivers of mail. To
be an effective safety net Postcomm believes that compliance with
the Code must be a requirement of every licence. Postcomm believes

that promulgation of the Code is consistent with its statutory duties.

In addition to protecting the interests of postal users, Postcomm firmly

believes that effective common operational procedures also provide
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protection to new entrants who may be in an unequal negotiating
position. Licence based procedures also provide some security to
Royal Mail, the owner of key infrastructure and the universal service
provider — and therefore the main recipient of misdirected mail and

customer services enquiries.

The Code is a framework setting out the minimum ‘duty of care’ that
licensees must provide to other licensees. It is this ‘duty of care’ that
underpins the procedures set out in the Code. Licensees must apply
the procedures or alternative arrangements which are at least equal to
the standards set by the procedures. For example Royal Mail’s current
Access Agreements include arrangements for managing
misposted/forwarded, gone-away, unwanted and misdelivered mail,

which meet or exceed the standards set by the Code.

The common operational issues that this document and the Code

pertain to are:
e Reposted mail (includes ‘gone away’, forwarded and return to
sender mail)
e Misposted mail
e Miscollected mail
e Misdirected customer services enquiries
e Identification of malil

These issues are introduced in more detail in Chapter 2. Consideration
is also given to where and to what extent the issues apply. For
example some of the issues are very different in scale and significance
and some issues are more applicable to some types of mail than
others. Reposted mail is believed to be the most significant both in

terms of individual items affected and the cost of managing the issue.
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Identification of the carrier of mail is fundamental to the effective

management of all the other operational issues.

Given the nature of the Code and the implications for users and new
entrants, Postcomm believes that it (Postcomm) properly has a role in
developing and managing the Code. It does however believe that all
licensees must take responsibility for ensuring the Code evolves to meet

the changing needs of the market.

The operational procedures detailed in the Code are the product of
workshops and  discussions with licensees, benchmarking
(internationally and within the UK) and analysis of key processes. The
aim of this work is to define effective, efficient and fair procedures that
are ‘fit for purpose’, given the scale of each issue. They take into
account the requirement for a minimum ‘duty of care’ balanced with
the operational needs of the affected licensees. A key principle is that
mail and customer services enquiries received by the incorrect
licensee are identified as soon as possible and ‘repatriated’ to the

intended licensee.

Postcomm addresses the key issue of pricing for particular ‘services’
related to the identification and repatriation of mail or customer
service enquiries by assessing the scale of each issue in turn. This
enables a ‘sense check’ to be applied before expending time and
resource developing pricing proposals for issues that are likely to occur

rarely or where licensees are able to agree prices themselves.

The result of this approach has been for Postcomm to propose prices
for defined services, in relation to services provided by Royal Mail to
other licensees. The key service for which Postcomm proposes a price
is the ‘extraction service’ whereby ‘misposted’ and ‘reposted’ mall
(“misdirected mail”) is extracted from Royal Mail’s system for

repatriation with the intended licensee responsible for the mail.
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In order to take the Code from a stand-alone document to a binding
licence condition, a modification to the existing and the proposed new
licence is required. Postcomm envisages that the licence modification

will require licensees to:

e comply with the Code, and

e sign a framework agreement (giving the Code contractual

effect between licensees)

The document takes account of responses to Postcomm’s recent
consultations on the “revised market opening timetable” and the
“licensing framework in a fully opened market”, as they relate to
proposals for a code of practice for managing common operational
issues. Full response to the points raised will be made in the licensing

framework proposals document.

The document touches on other issues relevant to the effective and
efficient management of common operational issues. Specifically,
Postcomm sets out its thinking in relation to the future sharing of
information gathered by Royal Mail for the purpose of redirecting maiil;
and to Postcomm’s forthcoming work in this area. The section also
touches on other practical industry issues common to all licensees that
might be better addressed through voluntary industry standards or

codes of practice.

Responses to this consultation document are requested by 17 June
2005. Postcomm will hold workshops on the consultation document
during the consultation period and proposes to finalise the Code of
Practice in the summer of 2005. Following Code of Practice finalisation
Postcomm will propose a modification to licences requiring
compliance with the Code. A draft licence modification is presented in

Annex C.

Postal Services Commission iv March 2005



CONTENTS

SUIMIMIBUTY <.ttt ettt n e enenens 1
1 INTFOAUCTION. ... 3
2  The ‘common operational ISSUES .............uuuuuiuiimiiiiiiiiiiiiiiiieaees 8
2= o3 (e | £ ] U] o T 1SRRI 8
The issues and their CAUSES ..o 9
The relative scale and significance of the issues............cccceeeennn. 15
Other common INAUSTIY ISSUES .........veiieiiiiiieee e 16
3 SCcopPE Of the COUE......uueiii e 17
Rationale for a ‘code of practiCe’.......ccccccovviiiiiiiiiiie e, 17
Why is the scope of the Code not immediately clear?............... 21
Mail outside the licensed area carried by licensed operators... 21
Non-licensed OPEratOrS..........cccoviciiiiiiieee e 25
Downstream ACCESS Mall.........cccuuviiiiiiiiiiiiiiiee e 27
4  Common operational ProCedUIES ..........oouuuuueiiiiee e e e e eeeeanns 29
Relevance and scale of the common operational issues .......... 29
Experience in other CoOUNtres...........uueeviiiiiiiiiieeee e 30
Procedures for handling reposted mail..........ccccceeviiieiiiiiiiieeeens 30
Procedures for handling misposted mail............ccccccceeeeiiiiiiiinennn. 34
Procedures for handling miscollected mail .................cc.ocoennnnne. 37
Geographic segmentation — Mail Centres.........ccccccvvvvvvvvvveeieennnn. 38
1= Y o =PSSO PRERRR 40
Procedures for managing misdirected customer services
LY Lo 11 1T =TSR 41
COode 1N I ...cceiiii i 43
5 Prices for mandated SEerviCes ........ccccccovviiiiiiiiiiiiiiiiieeeeeeeeeeeeeee 51
1] (e [¥]ox 1 0] o HR PP PPRR 51
SEerviCes reqUINNG @ PrICE......uuuiiiiiee e iiiiiiiieeeea e e ereeeee e e e e e e eaees 51
Legal and regulatory context governing pricing............cccceeeeeuee. 52
PriCING PrINCIPIES...cce e ettt 54
Initial calculations for the prices of the mandated services....... 62
NEXE STES ..ttt e e e e e e e e e eeee 71
6 Governance of the Code.........iiiiiiiiiiiiiiiiiiiiiiieeeeeeee 72
1] e [¥]ex i 0] o HA RPN 72
Why are governance arrangements Necessary? ........ccccccceeeeeeenns 72
Code as contract and associated enforcement issues.............. 73
Code adminiStratioN ...........ooiciiiie i 76

Postal Services Commission 1 March 2005



C O COMMUIEE ... e 76

(@00 (I ox (=] =1 VSRS 79
Changestothe Code ... 81
Should the Code be reviewed? ..., 89
Summary of POStCOmMM’S PropPoSalS .........cevvveeiviiiiiiiiiiieieee e 90
7 Draft Code.....cooooeeeeeeeeeeeee 93
Background to the Code..........cooiiiiiiiiiiiiie e 93
Section A — Organisation of the Code and Definitions................ 95
Section B — Parties and participation ...........ccccccoevvcvvviiieeeeeeeeeseenns 95
Section C — Code Committee and Code Secretary.................... 96
Section D — Changesto the Code .........cccccceiiiiiiiiiiiiiiicieee 97
SECHON E — GENEIAL...c..cco it 99
Section F - Common Operational Procedures ..........ccc.ccceeeuuneee. 99
8 LICENCE TOIMNS ...t e e e e e 103
Licence obligation ...........coooiiiiiiiiiiiec e 103
Changing lICENCES...........cuuiieeie e 105
Code enfOrCeMENT..........coiiiiiiiiie e 105
COde OWNEISNIP coeiiiiii i 105
(@00 (=2 U] 7= 1[0 o PR 106
9 Other MALEIS...ceiiiiiiiiiiiiiieiiieiieee ettt e e eeeeeeeeeeees 108
Redirection of Mail..........ccuvuiiiiiiiii e 108
Voluntary standards............ccceeeiiiiiiieiiii e 111
(€] [0 15171 Y2 113
A. Draft Postal Common Operational Procedures Code..................... 116
B. Draft framework agreement ..........cccuuvviiiiiiiiiiiiiiiiis 171
C. Draft ICENCE tEIMIS.....cceiiiii e 177
D. Enforcement POLICY........ooouuiiiiiii e 180

Postal Services Commission 2 March 2005



11

1.2

1.3

14

15

Introduction

What is Postcomm?

Postcomm’s universal service duty is to act in a manner which it
considers is best calculated to ensure the provision of a “universal
postal service”. The universal postal service consists of the delivery and
collection of mail (not exceeding 20 kilograms in weight) at least once
every working day and the provision of a registered postal service, all
at affordable prices that are geographically uniform throughout the

UK.

Subject to this, Postcomm is also charged with furthering the interests of
users of postal services, wherever appropriate, by promoting effective
competition between postal operators. In doing so, Postcomm must
have regard to the interests of those who are disabled or chronically
sick, are of pensionable age, are on low incomes and who reside in

rural areas.

Subject to both the duties above, Postcomm has a further duty to
exercise its functions in a manner which it considers is best calculated

to promote efficiency and economy on the part of postal operators.

Finally, in performing all its functions, Postcomm must have regard to
the need to ensure that licensees are able to finance the activities

authorised or required by their licences.

Postcomm believes that its proposals for introducing a Code are both
consistent with its statutory duties and necessary for the fulfiment of

those duties.
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Background

Postcomm has been working with existing licensees, including Royal
Mail, to identify the key common operational issues and develop
suitable procedures for dealing with them. During this time Postcomm
has held a series of licensee workshops in addition to individual

discussions with licensees and other stakeholders, including Postwatch.

In its September 2004 consultation document® Postcomm publicly
proposed the development of an industry Code of Practice to establish
minimum standards to manage common operational issues. It
provided greater detail on the likely nature of the Code of Practice in
its November 2004 consultation document? and sought comments from
the public. These responses have been taken into account in
formulating the current proposals. A full response to the points raised in
the consultation will be made in the licensing framework proposals

document.

Postcomm’s recent decision to bring forward full market opening has
added impetus to what was already considered a key project for

Postcomm.

Purpose of this work

In accordance with its statutory duties, Postcomm’s vision for the
market is “a range of reliable, innovative and efficient postal services,
including the universal postal service, valued by customers, and
delivered through a competitive market”. To help achieve its vision of
a competitive postal market (and one where the interests of postal
users are furthered) Postcomm is working to develop procedures for
managing the practical operational issues that will arise in a multi-

operator industry.

! Revised Market Opening Timetable: Proposals for consultation September 2004 see WwWw.psc.gov.uk.
? Licences under the Postal Services Act 2000: Licensing framework in a fully open market; a consultation document

see WwWw.psc.gov.uk.
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Purpose of this document

This document sets out Postcomm’s proposals for an industry code of
practice for common operational procedures and the process for
implementing this Code. The document seeks views from stakeholders
on the Code, its content and implementation. The document touches
on the related issue of mail redirections and access to the information
necessary to provide a mail redirection service. Postcomm sets out its
preliminary thinking on this issue but notes that this will be the subject of

a separate consultation in the spring of 2005.

It does not deal with Mail Integrity or Postcomm’s proposed new

licensing framework, which are the subject of separate consultations.’

Note that all Postcomm publications referred to in this document are

available on its website www.psc.gov.uk or hard copies can be

requested from Belinda Thomas whose contact details are provided

below.

Structure of this document

The document is designed to allow the reader to firstly understand the
common operational issues, then to present Postcomm’s thinking in
relation to the issues, their implications, and how they are best
addressed. Postcomm’s proposed procedures and framework for

managing the issues follow. The document is structured as follows:

e Chapter 2 introduces the operational issues and considers their

scale and implications.

e Chapter 3 defines the scope of the Code and its application.

% A Revised Market Opening Timetable. Proposals for Consultation: September 2004, and Licences under the Postal
Services Act 2000: Licensing framework in a fully open market; a consultation document. Protecting the Integrity of
Mail — A Code of Practice: March 2005. See www.psc.gov.uk.
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e Chapters 4 and 5 set out the proposed procedures for managing
the operational issues and the prices that may be charged for

the provision of services in relation to the proposed procedures.

e Chapter 6 addresses governance related issues and puts forward

proposals for the governance of the Code.

e Chapter 7 outlines the background to the drafting of the

proposed Code and explains some general principles.

e Chapter 8 sets out the licence obligations pertaining to the
Code, Code enforcement and Code ownership. It also sets out
when the Code would commence and its duration and
describes how Postcomm’s proposed licence term changes
would be effected given the current licensing framework

consultation.

e Chapter 9 covers related issues such as mail redirections.

Questions relating to specific issues are set out in text boxes within each
chapter; Postcomm also welcomes views on broader issues. A glossary

is included in the document to aid consultees.

Next steps and implementation

Postcomm anticipates that at the conclusion of the current
consultation exercise the Code will be finalised and published by
Postcomm. After publication of the Code, Postcomm will consult on
any modification to existing licences (in accordance with the

consultation process for licence modification set out in the Act).

Postcomm proposes the Code will take effect from 1 January 2006.
Prior to the introduction of the Code, Postcomm envisages there will be
some practical issues that licensees will need to address. Postcomm

encourages licensees to take any necessary steps, as soon as possible
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after the Code is finalised, to ensure arrangements are in place for 1

January 2006.

How to respond

Responses should reach Postcomm by 17 June 2005. They can be sent

by post, electronically or by fax. Contact details are as follows:

Belinda Thomas

Licensing team,

Postcomm

6 Hercules Road

London

SE1 7DB

Fax: 020 7593 2142

E-mail: belinda.thomas@psc.qgov.uk

If you would like to discuss any points raised by this consultation
document please contact Jeremy Cain (020 7593 2159) or Ros Poulson

(020 7593 2119) by telephone or e-mail (Jeremy.Cain@psc.gov.uk or

Ros.Poulson@psc.gov.uk).

Confidentiality of responses

Postcomm wishes to make public the responses it receives to this
consultation document. If you do not want all or part of your response
to this document to be read by anyone outside Postcomm, please
ensure that your response clearly indicates which parts are
confidential. If you are happy for the substance of your contribution to
be made public but do not want the name of the individual who
signed it or organisation that submitted it to be revealed, please
indicate this by adding “name of organisation/sender not to be
published”.

Postal Services Commission 7 March 2005



2.1

2.2

The ‘common operational issues’

This chapter introduces the key common operational issues and looks
at the causes of the issues. It sets out the background and, where
appropriate, touches on previous UK experience and lessons from

abroad.

Background

A consequence of introducing competition in any industry is a higher
degree of complexity; at a practical level in the postal industry this
relates to the (unintended) operational cross-over between different,
competing, postal networks. The by-product of the operational cross-
over is a number of operational issues; common to some, or all
licensees. The physical nature of the postal industry, as opposed to
other forms of communication, means misposted or reposted mail
items — potentially thousands of them every day - have to be dealt
with quickly and efficiently. This requires an effective and efficient set
of procedures for dealing with the common operational issues. Figure
2.1 presents the common operational issues that are outlined in more

detail below.

Figure 2.1: Common operational issues
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Reposted mail:
Forwarded mail
Gone Away mail
Misdelivered mail
Unwanted mail

Misdirected mail

Misposted mail

Miscollected mail

Misdirected calls

Some of the common operational issues are occurring now, and in
some cases have been for a long time in those areas of the postal
market where competition already exists — for example with items
which are not subject to licensing. As the volume of mail carried
through competing postal networks grows so will the scale of the
operational issues. Postcomm’s view is that this growth in the scale and
impact of the operational issues requires more robust and formal

procedures to manage them.

Postcomm has worked and continues to work with Royal Malil, the other
licensees and other stakeholders to define the existing and expected
common operational issues, and to develop procedures to manage
these common operational issues, using experience from the UK and
overseas as appropriate; these procedures are introduced in Chapter

4.

The issues and their causes

The issues identified to date relate mainly to identifying, extracting and

‘repatriating’ mail that has entered the incorrect postal network and
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not the network of the licensee who was responsible for the mail. Most
of the issues identified have some link to each other and many are very
similar in cause or solution. The issues can be (and are in certain
circumstances) grouped but have been broken down in this chapter to
enable a clear description of the issue, the likely occurrence and, in

Chapter 4, the procedures proposed to manage them.

Reposted mail

‘Reposted mail’ is the term used to describe mail that has been
delivered by a licensee but then ‘reposted’ into the incorrect network
by the recipient of the item. The recipient could be re-posting the item

for several reasons, for example because the maill is:

e Forwarded: affixing the new address of the addressee where the

addressee has changed address;

e Gone away:. where the addressee no longer resides at that

address;

e Unwanted: where the addressee does not wish to receive the

mail item;

e Misdelivered: where the item is correctly addressed but has been

delivered to the incorrect address.

These categories of ‘reposted’ mail are grouped together because
they all relate to mail that has been delivered by a licensee but, for
some reason, has re-entered the postal system. Virtually all reposted
mail from social users will be posted into a Royal Mail post box, as
recipients currently have no means of accessing another licensee’s
network. Reposted mail from business users will either be returned to
the correct licensee (if they use that particular licensee) or be re-
posted via a street posting box (or a business collection) into Royal
Mail’s network. There is a small possibility that reposted mail from

businesses will be posted into a third network i.e. neither Royal Mail’s
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nor the intended licensee’s; the probability of this occurring is, in
Postcomm’s view, sufficiently small so as not to require special
arrangements or procedures. Should this arise Postcomm anticipates
that the defined procedures for managing misposted mail (see below)

will be applied.

Reposted mail is likely to be the most significant of all the operational
issues. This is because, in terms of volume, it is estimated to represent
between 1.0% and 3.0% of all mail delivered through competing end to
end (E2E) networks. The proportion of mail handled by Royal Mail that
is reposted is lower than this, partly due to the wider profile of mail that
Royal Mail has and partly due to Royal Mail’s control of and access to
information gathered to redirect mail. This issue is likely to affect malil
delivered by Royal Mail’s competitors (through parallel E2E networks). It
is considered unlikely to result in mail delivered by Royal Mail (including
downstream access mail) or other licensees being reposted into other

licensees’ networks.

For illustrative purposes we include figure 2.2 that depicts how mail
carried by an E2E licensee (other than Royal Mall) is reposted into the
incorrect network (usually Royal Mail’s) by the recipient of the item.
Postcomm’s proposed procedures for extracting and repatriating

reposted mail with the correct licensee are outlined in Chapter 4.

* Source: Frontier Economics-PLCWW research. A report will be published shortly after this document.
® Chapter 9 refers to Postcomm’s intention to allow for access to this information by other licensees.
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Figure 2.2: Reposted mail pipeline diagram
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Misposted mail

Misposted mail is mail that has been posted into the incorrect network,
usually by the posting customer — for example by placing the item in
the wrong mail bag, or, for an item intended for a licensee other than
Royal Mail, by placing it in a Royal Mail post box. It is expected that
this will be an issue affecting a very small proportion of mail — though
one that is important and difficult to deal with in isolation. Misposting is
more likely to occur with business users than social users, as business
users are those most likely to use other service providers. This problem is

likely to affect all licensees to some extent.

Miscollected mail

Miscollected mail is mail that has been collected by the incorrect
licensee where the mail is clearly marked as being intended for
another licensee. This problem will relate mainly to the collection of
bags, or other containers, rather than individual items. It is expected
that miscollection of mail will be a relatively minor problem affecting
only a very small proportion of mail. The issue will only affect mail
consignments that are being collected and customers who have
posting arrangements with more than one licensee. Miscollected mail
is ‘live’ mail that has not yet been delivered by the licensee responsible
for that mail. This, and the fact that the miscollecting licensee is at fault,
not the sender or the licensee responsible for that mail, makes resolving
the issue where it occurs urgent and high priority. This problem is likely

to affect all licensees proportionately.

Misdirected customer service enquiries

Misdirected customer service enquiries are queries or complaints made
by the receiving customer (it is expected posting customers will
contact the correct licensee) to the incorrect licensee. It is thought, at

least in the short to medium term, that many receiving customers may,
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through a lack of awareness, continue to contact Royal Mall in the first
instance with postal related queries or complaints. It is possible that
some enquiries will also be received by other licensees, however

Postcomm believes the majority will be made to Royal Mail.

Identification of mail

Without adequate identification of which licensee has carried a letter it
is very difficult to address effectively even the most fundamental
operational issue - returning a misdirected letter to the correct
licensee. There is no requirement on licensees in the Act or the licence
as it currently stands to indicate on letters that they have been

involved in its conveyance.

Despite it not being a requirement, most licensees do apply their brand
or particular operational information to assist with the processing and
delivery of the item, or as a marketing tool. Royal Mail in particular
focuses much attention in this area, using a variety of “indicia” to
indicate that it has been involved in the conveyance of a postal
packet and that payment has been made. Identification of the
originating postal operator for international mail is standard
convention, primarily to enable biling and the efficient return of any

undeliverable mail.

As competition for letter mail develops, the ability to recognise quickly
and efficiently which licensee has carried a letter becomes more
important. Without adequate identification of the correct licensee the
operational issues described above are extremely difficult and costly to

manage effectively, if at all. This issue is relevant to all licensees.
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The relative scale and significance of the issues

A variety of factors contribute to the occurrence of these common
issues, some of which can be managed more effectively than others.
The relevance of particular issues to particular licensees (or more
specifically the mail they carry) varies. Table 2.1 below highlights the
applicability by licensee, or mail type and indicates the comparative
likelihood of occurrence. “OLO” in the table is “other licensed

operator” i.e. not Royal Malil.

Table 2.1: Whether issues impact on particular licensees and to what
degree

Who is affected and to what degree? (Y = yes or N/A = no,
VH = very high, H = high, M = medium, L = low, VL = very low)
Issue
OLO (E2E) in|RM in OLO | OLO in | Access in
RM* (any)* OLO* RM*
Misposted mail Y/L Y/L Y/ VL Y/L
Miscollected mail | Y /L Y/L Y/ VL Y/L
Reposted mail Y/H N/A N/A N/A
Misdirected v/L N/A N/A N/A
enquiries
Identification Y/H Y/H Y/H Y/H

*Intended for one licensee, received by the other. Source: Postcomm analysis

Table 2.1 is useful in highlighting the comparative likelihood of
particular issues affecting particular types of mail handled by licensees.
In addition, it is also useful to bear in mind how certain issues with a
comparatively low frequency of occurrence, for example misdirected
customer service enquiries, have a disproportionate level of
importance because of the direct impact on customer satisfaction
and perception of the postal service. In this example Postcomm

believes that maintaining and building customer confidence in the
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postal market is important and that managing misdirected customer

service enquiries is key to this.

Other common industry issues

2.18 Postcomm has restricted the scope of the consideration of common
operational issues to those that would appear to be fundamental to
the interests of postal users and/or to the development of effective
competition. This does not rule out expansion of the Code to include
other common issues at a later date. Postcomm welcomes the views
of consultees on whether there are additional issues that the Code

should cover.
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Scope of the Code

This chapter sets out Postcomm’s view on what the scope of the Code
should be; both in relation to who should be covered by the Code and

what mail carried by those covered by the Code should be included.

Rationale for a ‘code of practice’

In recognising the need for a set of procedures for managing common
operational issues, Postcomm also recognises the need for a framework
within which to house them. Without such a framework there is a real
risk of conflict and confusion between the different, but related,
procedures and their management. One option Postcomm
considered was to incorporate the procedures within the licence, but it
was thought this might make the licence unwieldy. It may also restrict
the abilty to modify the procedures and effect contractual

arrangements in relation to the procedures.

The preferred option, which received broad agreement from
respondents to the licensing framework consultation, is to house the
procedures within a ‘code of practice’.® This option is attractive for
several reasons. Firstly, it allows for more flexibility in modifying the Code
(i.e. the change mechanism is simpler than that required for a licence
modification), which allows minor and non contentious changes to be
made more quickly. Secondly, housing the procedures in a Code
enables a contractual element that might not otherwise be possible —
i.e. to allow parties to settle commercial disputes without the need for
regulatory intervention.’ Finally there are precedents in other

comparable network industries such as rail and gas for managing

® For example, see the Mail Competition Forum, Royal Mail, UK Mail responses to the licensing framework
consultation at www.psc.gov.uk.
" Covered in more detail in Chapter 6.
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common issues using codes of practice. For these reasons Postcomm
proposes a code of practice for managing common operational

procedures.

Postcomm is aware that licensees and other stakeholders have
differing views as to whether the Code should be licence-based, and
therefore mandatory, or voluntary. Examples of responses to this

matter in the licensing framework consultation are presented below.

UK Mall states that a Code of Practice on Common Operational Issues
is required but should set mandatory minimum/default procedures, not
absolute requirements. Operators should be encouraged to reach bi-
or multi-lateral agreements that ensure customers benefit from at least

the minimum/default procedures.®

TPG states that rather than Postcomm manage and impose a code of
practice, it should be left to operators to sort out. Only if this is
impossible, should there be any form of binding Postcomm intervention

... and for Royal Mail alone.®

Royal Mail states it has serious reservations about any such code being
mandatory.” Royal Mail sees the code of practice covering standards
and principles, agreed by postal operators, and which all postal
operators including non-licensed operators are committed to observe.
Royal Mail does not believe the code should cover the detailed
operational procedures for interaction between postal operators and
states that these operational details should be governed by the
principles and standards in the Code but the optimum means of
interaction between any two postal operators will vary, being

dependent on the precise nature of the two operators’ individual

® UK Mail response to licensing framework consultation.
° TPG response to licensing framework consultation.
10 Royal Mail response to licensing framework consultation.
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operating procedures. Agreement about how their two particular sets
of operational procedures should interact is, therefore, best left to the

postal operators involved.*

In responding to these points Postcomm observes that the problems
that are addressed by the Code already exist in the market and yet, as
far as Postcomm is aware, no satisfactory arrangements have been put
in place to deal with them. As the market opens fully to competition, it
is likely that there will be an increase in the number of licensees and
that the market share of those licensees will increase. The problems
that already exist can only get worse as time passes, and if not
addressed will lead to a deterioration in the service provided by the
postal industry to its customers, and so a loss of confidence in that
industry and in mail as a communication medium. Postcomm takes
the view that it is important if customers are to retain confidence, that
they know that their misdirected and miscollected mail will be handled
by all licensees in a manner that ensures it can be swiftly and efficiently
returned to the appropriate licensee and dealt with in accordance
with the sender’s instructions. Experience to date has shown that this

has not been achieved under voluntary arrangements.

Postcomm has considered whether it would be possible to establish a
Code, but for it to be a voluntary Code and not one with which
compliance is required under the licence. Although a voluntary code
has some advantages, principally the flexibility it provides licensees,
Postcomm’s view is that this would not meet its statutory duties. Under
section 5(1) of the Act, Postcomm has to exercise its functions in the
manner it thinks is best calculated to further the interests of postal users.
Postcomm’s view is that a voluntary Code would not meet this

requirement. A licensee opting not to comply with the Code could, for

™ Royal Mail response to licensing framework consultation.
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example, hold on to the mail originally carried by another licensee for
some time before returning it, or it could deliver the mail and surcharge
the recipient. Postcomm’s view is that neither of these outcomes is
desirable and that it is important that both the sending and receiving
customer knows that their mail will be dealt with swiftly and that there
will not be undue expense incurred by any party. Postcomm also notes
that its duty in section 5(1) of the Act requires it, wherever appropriate,
to promote effective competition between postal operators. The lack
of arrangements in place at the moment could, Postcomm believes,
be a barrier to the development of effective competition. Senders of
mail are only likely to use a competitor to Royal Mail when they have
assurance that their mail, if it is misdirected or miscollected, will be
handled swiftly and efficiently. Postcomm’s view is that this can only
be achieved by requiring all licensees to handle misdirected and
miscollected mail in a manner that meets the minimum standards set
out in the Code. For these reasons Postcomm’s view is that adherence
to the Code should be a licence requirement. Finally Postcomm has
also considered its duty to promote efficiency on the part of licensees.
Its view is that a minimum standard enables efficiency and avoids a
situation where every licensee has to enter into separate negotiations

with Royal Mall.

Postcomm is aware of the risks of establishing a mandatory code that is
‘too rigid’. In recognition of this fact it has developed a Code that sets
minimum standards. Minimum standards provide a safety net for both
licensees and postal users, while at the same time providing licensees

with flexibility in how they meet Code standards.

() Do consultees agree that adherence to the standards established
by the Code should be a licence condition?
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Why is the scope of the Code not immediately clear?

Postcomm believes that it is important to consider the scope of the
Code because it is not immediately clear what this should be. Its
starting point was that the Code should cover mail in the licensed area
(i.e. that which weighs less than 350g and costs less than £1) which was
found in the network of another licensee. It then began to question
whether such mail could easily be distinguished from mail which fell
outside the licensed area, whether it was only the mail of licensees
operating an end to end service which would be in another licensee’s
network, and whether this was a problem confined only to licensees.
Its views on each of these issues are set out below, together with

proposals on, or options for, how these could be dealt with.

(i) Do consultees agree that all licensed area mail should be
covered by the Code?

Mail outside the licensed area carried by licensed operators

Postcomm first considered the mail to which the Code should apply in
the context of section 13(1) of the Act which provides that a licence
may include such provisions as the Commission considers appropriate
and that a provision need not relate to anything authorised by the
licence. Postcomm noted that many licensees sought a licence in
order to build on an existing business or infrastructure which carried
mail which was outside the licensed area. Most licensees were
therefore carrying mail which fell both inside and outside the licensed
area. Postcomm also notes that the licensed area is defined by
reference to the weight of an item (350g or more) and the price that is

paid for its carriage (E1 or more). In addition, it notes that ‘letter’ is
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defined in section 125 of the Act, and that there are exemptions to the
licensing requirements set out in section 7 of the Act. Taking all these
factors together, Postcomm concluded that it was not reasonable to
expect a licensee, or a customer, in all instances to be able to
determine whether a particular piece of mail fell into the licensed area.
For example, an item weighing 350g may not be immediately
distinguishable from an item weighing 355g. Even if it can be
distinguished, it may not be clear from external inspection of the item
what it contains, for example, it may contain brokers’ research which is
exempt under section 7(2)(o) of the Act. In addition, Royal Mail has
indicated that mail weighing more than 350g is a large source of

misdirected mail that ends up in its network.

Discussions with licensees indicate there is general consensus that it is
not straightforward to immediately identify what mail is within the
licensed area and so, in practical terms, it is likely that at least some
mail beyond the licensed area will need to be handled in accordance

with the Code. Postcomm has considered the following options:

» All mail carried by licensees outside the licensed area would fall

within the Code;

» All mail carried by licensees outside the licensed area would fall
within the Code, subject to exclusions for particularly heavy or

large items which require special handling; or

e licensees have the choice of including mail they carry outside
the licensed area, that meets weight and packet dimension
caps, within the Code. Under this option licensees would be
required to distinguish between mail outside the licensed area
that falls within and outside the Code. Postcomm believes this

can be achieved by licensees only applying a ‘Code identifier’
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to mail that it wishes to be handled in accordance with the
Code.»

Postcomm’s view is that it is reasonable that some, but not all, mail
beyond the licensed area should be handled in accordance with the
Code. Postcomm’s view is that including all mail carried by licensees
outside the licensed area within the Code would place an
unreasonable burden on licensees for two reasons. First, licensees
would be required to comply with the Code for certain mail items that
are highly unlikely to enter another licensee’s network in error (e.g.
express and tracked mail). Second, licensees would be able to include
heavy and large items within the Code, placing unreasonable

requirements on licensees receiving such mail in error.

Postcomm proposes that licensees have a choice of including malil
they carry outside the licensed area within the Code, subject to weight
and packet dimension caps. Further to the concerns of some
licensees, Postcomm also proposes that licensees cannot choose to
include mail with hazardous or restricted materials within the Code.*
Postcomm’s view is that licensees should not be required to handle this
mail in the same way as mail subject to the Code. Where hazardous or
restricted materials are carried within the licensed area, then
Postcomm proposes that if such mail ends up in the network of another
licensee, then that licensee should be able, in addition to the relevant
charge, to recover reasonable costs associated with the handling of

this material.

The ‘Code Identifier*” would be used to distinguish between licensees’
mail outside the licensed area that falls within and outside the Code.

Licensees would be required to apply a Code identifier to all licensed

2 The Code identifier is described in Chapter 4.
' Hazardous or restricted materials are defined in the Code (see Annex A)
* See Chapter 4

Postal Services Commission 23 March 2005



3.17

3.18

3.19

area mail they carry. Licensees who incorrectly label heavy and large

mail items with a Code identifier would be in breach of the Code.

Postcomm proposes that the caps which should apply are those which
are included in the Access Agreements. The caps are necessary as
Royal Mail may not use the Code Identifier. If it does not, then clarity
needs to be provided for OLOs who may not be able to distinguish mail
within the licensed area from that outside it, and so will not know how
to handle the mail. Postcomm proposes to adopt these particular
caps as it understands that this is the upper limit of Royal Mail’s
definition of a ‘packet’ and this seems a sensible limit to use in this
context. The cap is therefore set at a packet which is no larger than
460mm by 610mm (or if a tubular packet, the length plus twice the
diameter does not exceed 1040mm with a maximum length of 900mm)
and no heavier than 2kg. Postcomm welcomes the views of

consultees on whether these are appropriate levels.

As outlined in Chapter 2 the amount of mail carried by Royal Mail and
finding its way into other licensees’ networks is likely to be much smaller
than for other licensees. Postcomm is therefore consulting on
exempting Royal Mail from the Code Identifier requirement. Postcomm
proposes that, unless Royal Mail applies a Code Identifier to its mail, all
mail carried by Royal Malil, subject to weight and packet dimension
caps, falls within the Code. This is because it is not straightforward for
licensees to identify what mail carried by Royal Mail is within the

licensed area.

If there is doubt about whether a postal item falls within or outside the
Code, Postcomm expects licensees would handle mail in accordance

with the Code.

(i) Do consultees agree that practical reasons dictate that at least
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some mail beyond the licensed area be covered by the Code?

(iv) Do consultees agree that licensees should be able to ‘optin’ to
the Code for the mail they carry outside the licensed area
(subject to weight and packet dimension caps)?

(v) Do consultees agree with Postcomm’s proposed weight and
packet dimension caps? If not, please suggest alternative caps
and the rationale for proposing these.

(vi) Do consultees agree that all mail carried by Royal Mail, subject to

weight and packet dimension caps, should be subject to the
Code?

Non-licensed operators

It is clear to Postcomm that the issue of misdirected mail is not one
which is confined to licensees. There are many operators who carry
solely items which fall outside the licensed area or are exempt from
licensing and so would not ordinarily be within the scope of this Code.
Postcomm recognises that the issue of misdirected mail belonging to
non-licensed operators is one which Royal Mail, in particular, faces on
a daily basis, and it has therefore considered whether this could be
addressed. In doing so, Postcomm is mindful of the limits of its powers in
this area as its ability to require accession to the Code can only be

exercised through a licence condition.

Postcomm has therefore considered whether it would be possible to
establish arrangements whereby a non-licensed operator could
accede to the Code. It has been advised that this would be possible
only if the Code also has the force of a contract and non-licensed
operators sign an accession agreement (see Chapter 8). In such an
instance, although Postcomm would not have the ability to enforce

non-licensed operator compliance with the terms of the Code through
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a licence condition, compliance could be enforced by the other

operators.

Discussions with licensees indicate that there are some advantages in
allowing non-licensed operators to accede to the Code, although
Postcomm recognises the concerns that licensees have expressed
about Postcomm’s lack of enforcement powers and the reliance on
solely contractual arrangements. Royal Mail currently handles some
misdirected mail from non-licensed operators and all licensees are
likely to have some degree of interaction with non-licensed operators.
The advantage to licensees of including non-licensed operators within
the Code is to provide clarity around procedures for non-licensed
operators handling their misdirected mail. Equally, non-licensed
operators would benefit in terms of clear procedures for handling
misdirected mail belonging to them which has ended up in licensees’

networks.

Postcomm’s approach to the Code to date has been to focus on
getting arrangements up and running for licensees before looking at
extending the scope to non-licensed operators. It is clear that
Postcomm cannot require non-licensed operators to accede to the
Code. In this situation Code compliance can only be enforced by the
other operators through contract. Examples of options available for

non-licensed operators in relation to the Code include:

e excluding non-licensed operators from acceding to the Code
when it is first introduced but considering non-licensed operator

accession to the Code in the future;

- allowing licensees to negotiate Code accession with non-

licensed operators on a voluntary basis; or

Postal Services Commission 26 March 2005



3.24

3.25

3.26

3.27

e requiring licensees to offer non-licensed operators the option of

acceding to the Code.

Postcomm does not have a firm view on this matter and welcomes
consultees’ views. It has not provided drafting in the Code to cover

this but an appropriate mechanism could be readily introduced.

Downstream Access Malil

The main focus of the Code is mail which ends up in another licensee’s
(usually Royal Mail’s) network either accidentally (by misposting) or
through reposting. This is only an issue for mail carried by E2E operators
as there are arrangements under the access agreements already in
place between Royal Mail and various licensees which deal with
returned mail. The access agreements also provide for the handling of
misdirected customer services enquiries. There is, however, one area
which cannot be addressed by the access agreements; where malil
intended for handling under an access agreement ends up in the

network of another licensee (other than Royal Malil).

It could be said that this is likely to be a rare occurrence and does not
warrant making the access licensees comply with the Code only for
this reason. Alternatively, the view could be taken that all licensees
should be required to comply with the Code to the extent that the
matters covered by it are not covered by access agreements or, in
due course, an Access Code. This second option is consistent with

Postcomm’s view of the Code as a safety net for the postal industry.

Postcomm proposes that all mail within the licensed area, including
access mail (to the extent that it is not already covered by access

arrangements), be covered by the Code.
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Summary of Postcomm’s proposals
3.28 Postcomm’s proposal for the scope of the Code can be summarised
as:
e The Code would apply to postal items within the licensed area,;

e Licensees would have a choice of including mail they carry
outside the licensed area within the Code, subject to weight and

packet dimension caps and mail contents;

e Al mail carried by Royal Malil, subject to weight and packet

dimension caps would be covered by the Code; and

e Access mail, subject to weight and packet dimension caps

would be covered by the Code.

Postcomm welcomes consultees’ views on its proposals.
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Common operational procedures

Common operational procedures are the procedures, or solutions,
proposed in the Code for managing the operational issues introduced
in Chapter 2. This chapter recaps on the issues, sets out Postcomm’s
thinking in relation to each issue and Postcomm’s proposal for

managing the issues.

Relevance and scale of the common operational issues

Understanding what mail might be affected by particular issues, the
likelihood of occurrence and the impact each may have helps
solutions to be developed that are ‘fit for purpose’ and proportionate

to the problem.

Table 2.1 in Chapter 2 (reproduced below) introduced the relevance
of the issues to mail delivered through different channels (Royal Mail /
alternative E2E / downstream access) and gave an indication of the

impact of the issues on each channel.

Table 4.1: Whether issues impact on particular licensees and to what
degree

Who is affected and to what degree? (Y = yes or N/A = no,
VH = very high, H = high, M = medium, L = low, VL = very low)
Issue
OLO (E2E) in|RM in OLO | OLO in | Access in
RM* (any)* OLO* RM*
Misposted mail Y/L Y/L Y/ VL Y/L
Miscollected mail | Y /L Y/L Y/ VL Y/L
Reposted mail Y/H N/A N/A N/A
Misdirected v/L N/A N/A N/A
enquiries
Identification Y/H Y/H Y/H Y/H
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*Intended for one licensee, received by the other. Source: Postcomm analysis

This table may be useful to the reader as a reference for the sections
below where Postcomm’s thinking and its proposals for dealing with
particular issues are set out. Prior to this, other countries’ relevant

experience in handling misdirected mail is briefly outlined.

Experience in other countries

Misdirected mail is not an issue unique to the UK postal market. It is an
issue that is faced by operators in all competitive postal markets.
Sweden and New Zealand are countries with fully liberalised postal
markets. They have developed distinct arrangements for handling

misdirected maiil.

In Sweden, Posten (the incumbent postal operator) handles reposted
mail in the following way. If the malil is forwarded or misdelivered
Posten delivers it to the correct address. If the mail is ‘return to sender’
or ‘gone away’, Posten delivers mail to the sender. Posten receives
payment equivalent to the public tariff for the service it provides (this is
calculated through a proportionate allocation across operators, based

on market share).

In New Zealand, legislation requires registered operators either to
deliver misdirected mail or to return it to the operator that the mail is
intended for. Operators interchange their misdirected mail regionally

on a free and reciprocal basis.*

Procedures for handling reposted maill

‘Reposted mail’ is mail that has been reposted into Royal Mail’s system

(normally through a public posting box but possibly via a Post Office

*® Industry dynamics, differing from those in the UK, are conducive to this solution.
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counter or business collection), by the recipient — who is not usually the
addressee (as reposted mail is mainly ‘gone away’, ‘forwarded’,
‘misdelivered’ and ‘return to sender’ mail). Reposted mail relates to
other licensed operators’ (OLO) E2E mail that enters Royal Mail’s
network; it is very unlikely to relate to mail carried by Royal Mail,

downstream access mail or OLO mail entering other OLO networks.

Reposted mail accounts for the majority of misdirected mail — and as

much as 3% of all mail.»

The issue of identifying and extracting reposted mail from Royal Mail’s
network, and repatriating this mail with the intended licensee is, by
scale and volume, the most significant of all the issues. For this reason
much effort has been expended on identifying the most efficient and
effective process for extracting reposted mail from Royal Mail’s
network. This work is also useful when considering the most efficient

procedure for repatriating misposted mail.

Postcomm’s starting point was to look at the existing arrangements and
potential benchmarks within Royal Mail’s existing portfolio of services. It
became apparent very quickly that the arrangements in place for
managing reposted mail are, in Postcomm’s view, not effective or
efficient nor in the interests of postal users or effective competition. This
is because Royal Mail tends to deal with this mail by delivering it and
surcharging the recipient. Postcomm believes this is inefficient
because it means that mail is being carried through Royal Malil’s
network where it is not necessary to do so; it also imposes a cost on the
receiving customer which the sending customer has no control over,
and it may not enable OLOs to fulfil the terms of their contracts with

sending customers. In addition, where mail does not have an address

'8 Source: Frontier Economics-PLCWW research. A report will be published shortly after this document.
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for delivery, Postcomm understands that Royal Mail’s practice has
been to take this mail to its Returned Letters Branch in Belfast where it is
handled in accordance with Royal Mail’s practices for mail which it has
carried. In some cases this may be ‘live’ mail and so delays are
incurred in dealing with this. Where it is not live mail, it may again
interfere with an OLO’s ability to fulfil the terms of its contract with the

customer.

Alternatives exist within Royal Mail’s existing portfolio of services. In
particular, response services, or ‘Freepost’, allows for misposted mail to
be returned to a central point for delivery to, or collection by, the
intended licensee. At a practical level there are constraints on this
being employed as a lasting solution in a market with an increasing
number of operators — in particular the requirement for all mail carried
by other licensees to carry a ‘Freepost return address’. Financially the
cost of this service, which mirrors the first and second class public tariff
plus a half penny administration charge, is very high for licensees;
particularly those with a moderate to high level of misdirected mail. In
addition, the Freepost option is not efficient for licensees as, in addition
to the charge for the service, there is also the cost of forwarding the
returned mail to the correct address or returning it to the sender;
effectively duplicating the sorting, transportation and delivery service
provided by Royal Mail under the Freepost service. Postcomm
understands that the majority of licensees do not feel that using the
originating customer’s address as the Freepost response address is

feasible in the long term.

Taking into account Royal Mail’s operational requirements, the
concerns expressed by OLOs about existing arrangements and
effective practices overseas, Postcomm proposes that Royal Malil
extracts reposted mail from its network as soon as reasonably

practicable after acceptance. In practice, this requires mail to be
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extracted at the ‘outward mail centre’ stage in the mail handling
process, after collection but before outward primary sorting or
transportation. Isolating reposted mail early in the process minimises
unnecessary handling, delay and cost and enables reposted mail to

be repatriated with the intended licensee quickly and efficiently.

To ensure that mail is not unduly delayed and that Royal Mail is not
inconvenienced in having to store OLO mail, Postcomm proposes that,
except where alternative arrangements are already in place, Royal
Mail notifies the intended licensee, before 12pm on the day following
acceptance of the item, that it is in possession of reposted mail. Such
alternative arrangements might be that the licensee visits the mail
centre regularly and is able to collect the reposted mail at the same
time. In such cases there would be no need for Royal Mail to advise a
licensee that there was mail to be collected. Postcomm proposes that
the intended licensee should collect reposted mail (or otherwise
arrange for the return of reposted mail) within 48 hours of notification
and that Royal Mail should be entitled to recover its reasonable costs
involved in collecting, extracting and handing over reposted mail.

These costs are covered further in Chapter 5.

Postcomm proposes that Royal Mail should, on request from the
intended licensee, arrange to return the reposted mail to the intended
licensee using a service which can reasonably be expected to result in
the return of the mail within the stipulated timeframe. Its view is that
Royal Mail should be entitled to recover its reasonable costs associated

with doing so.

If the intended licensee fails to collect the reposted mail from Royal
Mail on the appropriate day and has not made alternative
arrangements with Royal Mail, then Postcomm proposes that Royal

Mail should arrange for the reposted mail to be returned, using an
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overnight delivery service, to the intended licensee and should be
entitled to recover its reasonable costs associated with doing so.
Postcomm notes that overnight delivery services are likely to be more
expensive services and so this will serve as an incentive for the licensee

to act in accordance with the requirements set out in the Code.

(vii) Do consultees agree with the proposed procedures for handling
reposted mail?

Procedures for handling misposted mail

‘Misposted mail’ is mail that has been posted into the wrong network
(through a posting box or by putting mail into the incorrect mail bag),
primarily by the originating (posting) customer; misposted mail affects
all licensees. It is however most likely to relate to OLO mail that is
misposted into Royal Mail’s network or Royal Mail mail that is misposted
into OLO networks; it is less likely to relate to mail that is misposted

between OLO networks.

Because misposted mail is still ‘live’ (meaning that it has entered the
wrong network prior to transmission and delivery) extraction and
repatriation of misposted mail should be a priority. In Postcomm’s view,
the burden on the receiving licensee is reduced slightly because
ultimate responsibility for the ‘misposting’ rests with the sending
customer. The need to repatriate misposted mail urgently needs to be
balanced with the cost of urgent repatriation. The posting customer or
the intended recipient licensee may be prepared to wait until the next
day, for example, rather than collect the mail on the day of misposting
if there is a significant additional cost associated with such urgent

repatriation.

Postcomm notes that it may not always be possible to distinguish

misposted mail from mail that has been reposted. This is because not
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all licensees can be expected to put any mark on a letter to show that
it has been through their network. A reposted letter may therefore
appear as it if has not been posted and so could appear to be a
misposted letter. Postcomm would expect there to be several
misposted letters together in a licensee’s network since it is likely to be
a bag of mail, but it recognises that this will not always be the case, or

that a licensee will be in a position to recognise this.

Postcomm therefore proposes that the standard for dealing with
misposted mail should be the same as that for reposted mail i.e. that
licensees receiving misposted mail notify the intended licensee before
12pm on the day following acceptance of the item that they are in
possession of misposted mail. The intended licensee should collect (or
otherwise arrange for the return of) misposted mail from the receiving
licensee within 48 hours of notification. The receiving licensee should
then, on request from the intended licensee, arrange to return the
misposted mail to the intended licensee using a service which can
reasonably be expected to result in the return of the mail within the
stipulated timeframe. In Postcomm’s view, the receiving licensee
should be entitled to recover its reasonable costs associated with

doing so.

Should the intended licensee fail to collect the misposted mail from the
receiving licensee, Postcomm proposes that the receiving licensee
should arrange for the misposted mail to be returned, using an
overnight delivery service, to the intended licensee and should be

entitled to recover its reasonable costs associated with doing so.

Where a customer uses the incorrect sack or container and that mail is
collected incorrectly, though innocently, by the incorrect licensee then
that mail should be classified as misposted mail — not miscollected mail

— for the purposes of extraction, return and charging. Postcomm is
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aware that where mis-posting of mail occurs, it is likely to be in large
quantities, for example a sack of mail, and licensees have suggested

that an alternative cost structure should apply to such mail.

Postcomm does not propose to set up such an alternative structure. It
has taken into account the fact that Royal Mail or another receiving
licensee may not immediately be aware that it has received mail that
is not intended for it, and so the mail may enter the licensee’s mall
handling equipment and be mixed in with other mail. Postcomm’s
view is also that it is right that licensees should have an obligation to
educate their customers about the requirements pertaining to the
handling of mail, otherwise the problem will persist. Postcomm believes
that as competition develops in the market, customers will in any case
become more accustomed to using a range of licensees and that the

issue of misposting may diminish over time.

Postcomm also recognises that licensees may not always be able to
immediately identify the intended licensee when mail is misposted. This
is because if envelopes are not pre-printed, then misposted mail may
not carry any means of identifying the intended licensee. In such
circumstances, Postcomm proposes that the receiving licensee use all
reasonable endeavours to identify either the sending customer or the
intended licensee and return the mail to one of them, charging the
intended licensee. Postcomm notes that there may be documentation
in a mailbag which enables identification of either the sending
customer or the licensee. Where a licensee is not able to identify either
the customer or the intended licensee, then Postcomm proposes that
the licensee deliver the mail and recover its costs for doing so by
whatever means are available to it, for example by charging the
recipient. It recognises that this is not a perfect solution and welcomes

suggestions from consultees on alternatives.
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Since the proposed means of handling misposted and reposted maill
are the same, these are collectively referred to as misdirected mail in

the remainder of this chapter.

(viii) Do consultees agree with the proposed procedures for handling
misdirected mail?

(ix) Do consultees have any suggestions for handling unidentifiable
misdirected mail?

Procedures for handling miscollected mail

‘Miscollected mail’ is mail that has been collected in error by a
licensee. It is most likely to occur more where licensees are collecting
large consignments of mail and inadvertently collect mail belonging to

another licensee. Thisis an issue likely to affect all licensees.

Because miscollected mail is still ‘live’ (meaning that it has entered the
wrong network prior to transmission and delivery) extraction and
repatriation of miscollected mail is a priority. The urgency of
repatriation is mitigated in no way by error on the part of the
originating customer who should not suffer either financial or service
penalty for an error on the part of the miscollecting licensee.
Miscollection of mail is likely to relate to a small proportion of mail
overall; it should never relate to single mail items, rather is likely to relate

to a sack, or other container, load (or more).

Postcomm proposes that the ‘miscollecting licensee’ deliver the
miscollected mail to the intended licensee or the originating customer
as soon as reasonably practicable. In Postcomm’s view, the
miscollecting licensee should not be entitled to recover any of the
costs associated with the miscollection or return of miscollected mail,

from the originating customer or the intended licensee.
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(xX) Do consultees agree with the proposed procedures for handling
miscollected mail?

Geographic segmentation — Mail Centres

Postcomm believes that most licensees are unlikely to be operating on
a national basis. This necessitates arrangements for the return of
misdirected mail on a sub-national or local level Postcomm
anticipates that in areas where a licensee has delivery operations,
some form of regular exchange of misdirected mail will evolve with

Royal Mail (and potentially amongst other licensees).

Postcomm proposes that these areas be defined as Royal Mail’s 69
mail centres. These may change from time to time as Royal Mail’s
network of mail centres changes. Postcomm’s view is that it is not the
postcode of a letter that is important in deciding collection
arrangements, but the mail centre where misdirected mail is found.
Depending on the arrangement each licensee has with Royal Malil,

each mail centre will be defined as:

e Regular exchange centre: Mail centres where a licensee has a
regular, scheduled arrangement to exchange misdirected malil

with Royal Mail.

e Variable exchange centre: Mail centres where a licensee has no
scheduled arrangement but wishes to be notified when

misdirected maill is identified.

e Non-exchange centre: Mail centres where a licensee has no
operations or wishes any misdirected mail to be returned to it by

default.

Until notified otherwise by licensees, Postcomm proposes that Royal
Mail should treat all mail centres as “non-exchange centres”.

Licensees should maintain a record of the areas in which they have
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arrangements in place with other licensees for the return of misdirected
mail. A table including details of the current Royal Mail Mail Centres is

annexed to the Code.

Once a licensee has notified Royal Mail of how it would like its
misdirected mail handled at each Royal Mail Mail Centre (i.e. treated
as a regular, variable or non-exchange centre), Postcomm proposes
Royal Mail be provided 20 working days to establish the necessary
arrangements. During this period Postcomm proposes that Royal Mail
should treat all mail centres as “non-exchange centres”. If Royal Mail is
able to put in place necessary arrangements earlier than 20 working
days, then, by agreement, these can commence with immediate

effect.

Postcomm also proposes that licensees be able to agree similar local
geographically based arrangements for the exchange of misdirected
mail with each other. It proposes that the same standards apply to

these arrangements as apply to those with Royal Mail.

Postcomm recognises that there need to be some arrangements in
place to manage the times at which licensees collect misdirected mail
from Mail Centres. It has taken the Access Agreements that Royal Mail
has concluded with various licensees for this, since the issues are similar.
It therefore proposes that licensees should collect misdirected mail
from mail centres between 8.30am and 12.00pm from Monday to
Friday. Each licensee should notify Royal Mail of the time, within a
given window, during this period that it will collect its misdirected mail.
Postcomm suggests that this window should be no more than 60

minutes, but it welcomes consultees’ views on this.

(xi) Do consultees agree with Postcomm’s proposal for geographic
segmentation?
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(xii) Do consultees agree that there should be agreed time periods

during which licensees can collect misdirected mail? Is 60 minutes
appropriate?

Services

Postcomm proposes that three ‘services’ be defined for the

identification, exchange and repatriation of misdirected mail. For ease

of reference Postcomm has named these services, the:

Extraction Service: whereby Royal Mail or the receiving licensee
identifies, extracts and holds for collection misdirected mail in a

‘regular’ or ‘variable exchange centre’.

Return Service: whereby the intended licensee requests Royal
Mail or the receiving licensee to return misdirected mail (either
on a one off basis or as the default arrangement for a ‘variable’
or ‘non-exchange centre’). There are two variants of the return
service, the ‘standard’ return service and the ‘fast’ return service;
these are equivalent to the 1st and 2nd class services i.e.

overnight and 3 day delivery standards.

Default Return Service: whereby Royal Mail or the receiving
licensee arranges for the return of misdirected mail in the event
of a failure on the part of the intended licensee to collect, or
arrange for the return of, such mail within the stipulated
timeframe. The ‘default return service’ may apply in a ‘regular’

or ‘variable exchange centre’.

Prices for the three ‘services’ are set out in Chapter 5.

(xiii) Postcomm welcomes consultees’ views on the proposed services

for handling misdirected mail?
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Procedures for managing misdirected customer services enquiries

‘Misdirected customer services enquiries’ are customer services
enquiries placed by the receiving customer to the incorrect licensee;
this is an issue likely to affect all licensees though Royal Mall is likely to
receive a proportionately higher amount than other licensees. This
issue occurs when a receiving customer has a query or complaint that

relates to the processing and delivery of an item they have received.

Research commissioned by Postcomm¥ suggests that misdirected
customer services enquiries relate to a relatively small proportion of all
mail related queries. They relate for example to delivery related
problems (damage, redirection failure etc) but not to other key
complaint sources such as lost or delayed (not yet received) mail. This
is because the customer, who must be expecting to receive the
delayed or lost item and will therefore know the sender, can be
expected to contact the sender in the first instance to establish
whether the item has been posted. The sender will either take on the

problem or will tell the customer who the item was posted with.

Because misdirected customer services enquiries relate by definition to
a situation where a receiving customer is confused or concerned
about the service they have, it is important that they are not further
inconvenienced by problems with the interface between different
licensees. Maintaining a quality experience for users, or at least

minimising their inconvenience is a key objective of the Code.

Postcomm proposes that the receiving licensee identifies as soon as

practically possible the misdirected customer services enquiry, by

' See Metaskil's report “Recommendations for handling misdirected customer services calls” www.psc.gov.uk
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asking early in the call for the caller to establish certain facts from the
appearance of the postal item. The ‘Code Identifier’ that Postcomm
proposes should be applied to every item subject to the Code
delivered by a licensee (see next section). It will enable the receiving
licensee to establish who the intended licensee is. Postcomm proposes
that the receiving licensee will then politely and cordially advise the
caller that they are unable to help and then provide the contact
telephone number for the intended licensee. A similar process should
be put in place to ensure that queries or complaints made by email,
fax or letter are redirected as quickly and efficiently as possible with the

minimum level of inconvenience to the customer.

In the event that a customer does contact a licensee about an item
which has not been received, then Postcomm’s view is that the
licensee cannot reasonably be expected to determine whether it is in
fact the carrier of that item and has no option but to refer the caller to
the sender. Postcomm notes that concern has been expressed by
licensees about the arrangements that a sender has in place to deal
with such enquiries, but Postcomm’s view is that no licensee should be
expected to handle customer enquiries when they are not in a position
to determine whether the customer is calling about their service or that

of another licensee.
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(xiv) Do consultees agree with the proposed procedures for managing
misdirected customer services enquiries?

Code Identifier

The procedures for managing misposted, miscollected and reposted
mail, as well as misdirected customer services enquiries, are all reliant
on the ability of the receiving licensee to identify who the intended
licensee is. Most current licensees display some operational, biling or
promotional information on mail they carry — usually constituting part of
the indicia (typically located in the top right corner of the envelope).
There is however no requirement in the Act, or the current licences, to

do so.

It is anticipated that full market opening will result in a greater number
of licensees — impacting on the scale of the common operational
issues and therefore the need to identify efficiently and effectively
which licensee a particular item is intended for. Postcomm’s view is

that the Code Identifier should have a dual purpose in identifying:

e mail as being subject to the Code; and,
 which licensee the mail is intended for.

The issue of what mail should be subject to the Code has already been
covered in Chapter 3 above. Postcomm proposes that the Code
Identifier is used to signal which mail is covered by the Code, therefore
enabling licensees to distinguish this mail both from other mail carried

by that licensee and from mail carried by non-licensed operators.

Postcomm began by looking at whether the Code Identifier could

simply consist of the name or brand of the licensee. While maintaining
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the view that a brand is useful generally*, Postcomm concluded that
this may not be sufficient to enable identification of the item as being
subject to the Code or even to identifying quickly and efficiently who
the intended licensee is. As the market develops and the number of
entrants grows there could be a lengthy list of identifiers that receiving
licensees would have to look through to establish who a particular item
is intended for, and therefore, how it should be handled. This suggests
that a unique identifier indicating that an item is subject to the Code is

needed in addition to a simple ‘quick reference’ licensee identifier.

The ability to identify who the intended licensee is and whether the
maill is subject to the Code is necessary as all the issues covered by the
Code may arise in relation to this mail. Where the risk / probability of
misdirected mail is high the identifier becomes all the more critical. The
mail most at risk of becoming misdirected, often through no fault of the
licensee or their customer, is that which is delivered through an E2E
network other than Royal Mail’s. In order for the misdirected mail to be
identified, extracted and returned to the intended licensee it must be

identifiable.

Royal Mail has a range of indicia (including stamps, meter impressions,
and PPI’s) already in use which are clearly recognisable as being Royal
Mail products and familiar to all licensees. This, combined with the
smaller scale of issues for mail carried by Royal Mail because of the
lack of public access points for OLOs (see Chapter 2), suggests that the
costs to Royal Mail of changing all its indicia to include a Code
Identifier are likely to be disproportionate to the scale of the problem.
However, this situation may change over time as competition in the UK

postal market develops.

'8 postcomm expects that licensees will, in most cases, wish to ‘brand’ mail that they carry in addition to the Code
Identifier however does not believe it is necessary or appropriate to require this.

Postal Services Commission 44 March 2005



4.48

4.49

4.50

451

In relation to mail handled as part of downstream access agreements
with Royal Mail, Postcomm believes the volume of access mail in the
networks of licensees other than Royal Mall is likely to be very low.
Postcomm is aware that the existing mechanism for identifying access
mail, through the licensee indicia and Royal Mall indicia, is such that

little confusion should arise even if access mail were misposted.

Postcomm proposes that all mail carried by OLOs which is subject to
the Code” should carry a “Code Identifier”. In relation to Royal Mall, it

proposes two options:

e exempt Royal Mail from this requirement (although Royal Malil

could choose to apply the Code Identifier); or

 exempt Royal Mail from this requirement where its mail subject to
the Code is clearly identifiable as belonging to Royal Malil
through, for example, bearing a Royal Mail stamp or text); if this
mail is not clearly identifiable, then require Royal Mail to apply

the Code Identifier.

Postcomm is concerned to ensure that any costs on Royal Mail are not
disproportionate to the problems likely to be encountered with its mail,
but it is also concerned to ensure that OLOs are not disadvantaged in
comparison to Royal Mail as they will have to incur the expense of
having a Code Identifier. Postcomm therefore welcomes the views of
consultees on the two options it has proposed for dealing with the

Code Identifier in relation to Royal Mail.

Postcomm proposes that where downstream access mail is clearly
identifiable as such and carries, in accordance with the Royal Mail
Access Agreement, a licensee’s Access Indicator (identifying the

originating licensee or customer) and the Royal Mail Indicator, then the

¥ Refer to Chapter 3 “Scope of the Code”.
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same options as set out in paragraph 4.49 above in respect of Royal
Mail should apply to access licensees. As with Royal Mail, and for the
same reasons, this means that all mail carried by access licensees up to
the caps set in paragraph 3.17 above should be treated in

accordance with the Code.
Postcomm proposes that the Code Identifier should:

e Dbe printed, stamped or affixed to every “Code Letter” as soon as
practicably possible after acceptance of the letter except
where it has been printed, stamped or affixed prior to

acceptance of the letter,

e be located above and to the right of the recipient’s address (see

Figure 4.1),

e be applied in accordance with the size and quality
specifications set out in the Code Identifier annex to the Code,

and

e be used only in accordance with the “Code Identifier licence”.
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Figure 4.1: Location of the Code Identifier

~-. Code Identifier Area (above and to
-.-7 the right of the address)

Address

In making its proposals for a Code Identifier, Postcomm is aware that
this may lead to operational difficulties and additional costs for
licensees. However, its view is that the Code Identifier is crucial to the
effective operation of all the procedures proposed in the Code and
Postcomm has therefore concluded that this is an unavoidable

requirement.

Postcomm proposes that all licensees should be allocated a unique
Code Identifier and should be required by the Code to comply with
certain terms and conditions pertaining to its use. The Code Identifier
should be visually recognisable but unobtrusive and of such a nature
that it can be easily applied. Postcomm proposes to design a Code
Identifier which can be subject to copyright law so that it can protect
against unauthorised use. Postcomm proposes to work with licensees,
ensuring practical and marketing factors are taken into account, over

the coming weeks to develop the Code Identifier. Licensees will be
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granted a copyright licence by Postcomm which will allow them to use

the Code Identifier and so comply with the terms of the Code.

(xv) Do consultees agree that in order for the misdirected mail to be
identified, extracted and returned to the intended licensee it must
be identifiable?

(xvi) Do consultees agree with Postcomm’s proposal that all mail
carried by OLOs which is subject to the Code should carry a
“Code Identifier”?

(xvii) Do consultees have a view on whether mail carried by Royal Mail
and access licensees which is subject to the Code should carry a
Code Identifier?

Summary of Postcomm'’s proposals

Postcomm’s proposals for the common operational procedures in the

Code can be summarrised as:

Procedures for handling misdirected mail

e Postcomm proposes that the Code require a licensee to extract
misdirected mail from its network as soon as reasonably
practicable after acceptance. In practice, this is likely to require
the mail to be extracted at the first stage at which mail is

handled after collection/receipt;

e Postcomm proposes that the Code require the licensee to notify
the intended licensee, before 12pm on the day following
acceptance of the item (unless arrangements are in place for a
regular collection without notification) that it is in possession of
misdirected mail and should be entitled to recover its reasonable

costs associated with returning it;

e Postcomm proposes the Code require the intended licensee to
collect misdirected mail (or otherwise arrange for the return of

misdirected mail) within 48 hours of notification;
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« If the intended licensee fails to collect the misdirected mail on
the appropriate day, and no alternative arrangements are in
place, Postcomm proposes that the Code require the licensee to
arrange for the reposted mail to be returned, using an overnight
delivery service, to the intended licensee and that the licensee
should be entitled to recover its reasonable costs associated with

doing so.
Procedures for handling miscollected mail

e Postcomm proposes the Code require the ‘miscollecting
licensee’ to deliver the miscollected mail to the intended
licensee or the originating customer as soon as practicably
possible. The miscollecting licensee should not be entitled to
recover any of the costs associated with the miscollection or
return of miscollected mail, from the originating customer or the

intended licensee.
Geographic segmentation

e Postcomm proposes to use Royal Mail’s mail centres as the
geographic locations in managing the operational procedures

that involve Royal Malil.

e Postcomm proposes that OLOs should be able to agree similar

arrangements between themselves.
Procedures for managing misdirected customer services enquiries

e Postcomm proposes the Code require the call handler to
establish as early as possible during the call whether the
complaint concerns another licensed postal operator; and if it
becomes apparent that the call concerns another licensee then
the caller should be provided with a telephone number for the

correctly identified licensee.
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Code Identifier

e Postcomm proposes that all mail carried by OLOs which is
subject to the Code® should carry a “Code Identifier”. In relation

to Royal Mall, it proposes two options:

e exempt Royal Mail and access licensees from this requirement

(though allow them the option to apply the Code Identifier); or

e exempt Royal Mail and access licensees from this requirement
where its mail subject to the Code is clearly identifiable as
belonging to Royal Mail or an access licensee; if this mail is not
clearly identifiable, require Royal Mail or an access licensee to

apply the Code Identifier.

Postcomm welcomes consultees’ views on its proposals.

? Refer to Chapter 3 “Scope of the Code”.
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5.1

5.2

5.3

5.4

Prices for mandated services

Introduction
This chapter sets out:

 the mandated services for misdirection that require a price;
e the legal and regulatory context governing prices;
e Postcomm’s pricing principles for the mandatory services;

e initial calculations for the prices that Royal Mail should charge;

and

e next steps.
Services requiring a price

Postcomm proposes three services for managing misdirected mail.
Misdirected mail comprises mail that is “reposted” and “misposted”.

Chapter 4 sets out detailed descriptions of these services.

Given its universal access network of pillar boxes, Postcomm expects
Royal Mail to handle most, if not all, reposted mail. However, all

potential licensees might be required to handle misposted mail.
For convenience, Postcomm has titled the three mandated services:

e “Extraction service.” Royal Mail or the receiving licensee
identifies, extracts and holds for collection, misposted or

reposted malill;

e “Return service.” The intended licensee requests Royal Mail or
the receiving licensee to return the misposted or reposted maiil;

and
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e “Default return service.” Royal Mail arranges for the return of
misposted or reposted mail in the event of a failure on the part of
the intended licensee to collect, or arrange for the return of,

such mail within a stipulated timeframe.

Postcomm Dbelieves that the operational processes for returning
reposted mail are essentially the same as those for misposted items.
Postcomm therefore proposes that the three mandated services are

employed for both reposted and misposted mail.

Postcomm expects the majority of misdirected mail will be subject to
the extraction service. This has led Postcomm to focus most of its efforts

on determining a price for this service.

Postcomm’s work with Royal Mail on identifying the activities
associated with misdirected mail has identified the following costs:

e collection from post boxes and other access points;

e segregation of misdirected mail from other mail;

e sorting and counting of misdirected mail;

* Dbiling of other licensees; and

« handover of misdirected mail to other licensees at the outward

mail centre.

Royal Mail provided costs for each of these activities to enable

Postcomm to calculate a price for the extraction service.

Legal and regulatory context governing pricing

In considering prices for the mandatory services, Postcomm has to
have regard for the relevant legal and regulatory framework. This
includes the European Postal Directive, the Postal Services Act 2000,

Royal Malil’s licence and the provisions of general competition law.
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e The European Postal Directive is designed to set a framework for

member states to introduce competition into postal services,
whilst protecting the universal service. A geographic uniform
tariff is permitted but not required. Article 12 of the directive
requires that prices must be geared to costs, and that tariffs must

be transparent and non-discriminatory.

e The Postal Services Act 2000 places a hierarchy of duties upon

Postcomm, which must be considered when setting prices.
These include ensuring the provision of an affordable universal
service, furthering users’ interests through the promotion of
competition, and promoting efficiency and economy on the
part of licensees. Postcomm must also have regard to the need

for licensees to finance their licensed activities.

e Royal Mail’s licence contains provisions (in Condition 11) that

prevent anti-competitive behaviour, for example, by setting

prices that are predatory, unduly discriminatory or excessive.

e General competition law should also be considered a relevant

factor when setting prices, in particular the Competition Act 1998
and the Enterprise Act 2002. For example, these prevent anti-

competitive agreements and the abuse of a dominant position.

It will be for licensees to assure themselves that any deviations from the
prices and service quality standards set out in this document are
consistent with the provisions of Condition 11 and general competition

law.
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Pricing principles

Classification of costs

The legal framework places a strong emphasis on the need for prices to

be related to the cost of providing the service. A key issue is therefore

what costs should be included and how they should be calculated.

For any service provided by Royal Mail, costs can be categorised as

depicted in Figure 5.1, where:

A and B = Incremental costs. These are new operational
activities that arise as a direct result of Royal Mail having to
provide the new service, e.g. storage of misdirected items
pending collection from another licensee. These costs would be

avoided if the new service was not provided,;

C and D = Attributable costs. These are existing Royal Malil
operational (pipeline) activities which are used by the new
service. For example, for misdirected mail, they include the costs
of collection. These costs would be partially avoided if the new

service was not provided,

E and F = Non-attributable costs. These are existing Royal Mall
operational (pipeline) activities that are not used by the new
service. For example, for misdirected mail, they include the costs
of delivery. These costs would not be avoided if the new service

was not provided,

G = Joint costs. These are costs that are genuine overheads that
cannot be causally attributed to any operational (pipeline)
activity, product or service. For example, a joint cost might be
certain headquarter costs such as the HR department. These
costs would not be avoided if the new service was not provided;

and
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e H = Profit. This represents an appropriate return to the capital
providers of the business, reflecting the risk of the activity. An
appropriate return is required to ensure that necessary capital is

injected and retained in the business.
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Figure 5.1: Classification of costs

Profit (H)
(G)
Joint costs
® (F)
Non-attributable Non-attributable
fixed costs variable costs
© (D)
Attributable Attributable
fixed costs variable costs
(A) (B)
Incremental Incremental
fixed costs variable costs

5.13 These costs can be further split into a fixed and variable element. Fixed
costs are those that remain constant with varying volume of the
activity. Variable costs are those that vary directly with volume. The
time dimension is important to this distinction. Costs tend to be more
variable the longer the time period considered, as a greater share of

costs can be avoided.

5.14  Although other regulators and regulated companies have sometimes
used different terminology to describe these costs categories,
Postcomm believes that the distinctions it has explained above are
broadly accepted as the appropriate classification for costing issues,

particularly in regulated sectors.
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Postcomm’s general approach to pricing mandated services

Postcomm set out its general pricing principles for services that Royal

Mail was required to provide in its consultation documents on UK Mail’s

determination request for a downstream access price. Postcomm’s

price calculations were characterised by the following approach:

Price floor - the minimum costs Postcomm said Royal Mail should
recover were the avoidable costs of handling the specified
services. This translates into A + B + D. Below this level, Royal Malil
would incur costs that would not be recovered in the price
charged and therefore need to be recovered from other
customers. This is the level below which it would not be
economically rational to provide the service because the costs
avoided if the service was not provided would exceed the
associated revenue. In addition, Postcomm concluded that it
was appropriate for Royal Mail to recover a share* of the fixed

attributable costs “C”#;

Joint _cost recovery — Postcomm also concluded that it was

reasonable to expect a product or service Royal Malil is being
mandated to provide, to make a contribution to joint costs “G”.
This is because it would be unreasonable to place the burden of
recovering joint costs on only a subset of customers (e.g. public

stamp customers);

2 proportionate to the share of D consistent with the fact that the activities used by the proposed mandated services
are also used by existing services.

2 A hypothetical price ceiling could be stand alone costs (SAC). These are the costs that would be incurred if a
business were built solely to provide the service in question. However, this would imply that the price of misdirected
mail ought to include the full costs of Royal Mail's established network, which for this service would clearly be
inappropriate.
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e Mark-up rule — Postcomm used an “equi-proportional mark up”

(EPMU) basis to calculate a service’s reasonable contribution to
joint costs. This means that joint costs are allocated between
attributable costs and non-attributable costs according to their
relative value. This translates to attributable costs picking up a
share of joint costs equal to (C+D)/(C+D+E+F) in Figure 1.1
above, with this share of costs then being allocated between
products in the same way as attributable fixed costs “C”=. An
EPMU basis provides a fair distribution of joint costs amongst

products and customers*; and

e Profit - Postcomm accepted that it was reasonable for Royal
Mail to recover an element of profit “H”. This reflects the fact
that Royal Mail should be incentivised to provide the service as
otherwise it could use its resources for more productive purposes.
This should be in line with the assumptions underpinning the price
control. This was approximated as a 6% margin on costs in the

final year of the control, 2005/6.*

Postcomm believes this framework is a robust approach to pricing
mandated services. Similar approaches have been adopted by other
regulators in pricing determinations (e.g. Ofgem and Ofcom) and

accepted by the Competition Commission.

2 might be argued that the appropriate share of joint costs should include incremental costs as well as attributable
and non-attributable costs, i.e. that attributable costs should pick up a share of joint costs equal to
(C+D)/(A+B+C+D+E+F) and that incremental costs should pick up a share equal to (A+B)/(A+B+C+D+E+F). This
was not done in the case of downstream access, although as incremental costs were small compared with
attributable and non-attributable costs, the calculations would not have been materially affected.

* |t is not, however, the only basis for joint cost recovery. For example, an alternative approach which emphasises
efficiency rather than equity is Ramsey pricing, i.e. attributing joint costs inversely to the elasticity of demand for
products. Under this approach customers with the most limited range of competitive options, and therefore the lowest
elasticity of demand, would pay the largest share of joint costs. The underlying analysis of efficiency supporting
Ramsey pricing can be criticised for not reflecting the dynamic effects of competition when assessing efficiency.
Postcomm considers that Ramsey pricing, at its most extreme, is very unlikely to be appropriate for a company with a
strong monopoly position in the early stages of a developing competitive market.

% p72 of Review of Royal Mail Group plc’s Price and Service Quality Regulation, February 2003, Postcomm.
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However, each service must be considered on its merits and a view

taken on whether there are any factors that would cause Postcomm to

deviate from these principles.

Specific factors relevant to the mandated services

There are several reasons that have been identified, by some licensees,

as reasons for departing from Postcomm’s general approach to pricing

described above, in particular by not apportioning any joint costs to

the service. These reasons include:

volume uncertainty. There is a high level of uncertainty about

the level of mail volumes for the mandated services. This makes
any calculation of joint cost apportionment subject to a degree
of error. It has been argued that rather than spend time and
resources trying to reduce this uncertainty through further
research, consultation and analysis, there is a *“strategic
imperative” to ensure workable arrangements are in place to
support full market opening on 1 January 2006. In addition
Postcomm and industry stakeholders expect the volume of

misdirected mail to be low ;

double-counting joint costs. As this service will not come into

effect until 1 January 2006, and is still, in part, being defined, it
has not yet been included in Postcomm’s calculations for the
allowed revenue under the new price control arrangements,
which are due to come into effect from 1 April 2006. As an
efficient level of joint costs will be taken into account in setting
that allowed revenue, any contribution the new mandated
services make to these costs would essentially amount to double
counting unless an adjustment was made to the price control;

and
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nature of the service. The mandated services could be viewed

as distinct from other commercial products. Misdirected mail
services relate to repatriating mail that has incorrectly entered
Royal Mail’s network, for which Royal Mail has received no
revenue. Although in any competitive postal market, some
misdirected items will occur (as a result of people moving homes
or customer databases being imperfect), they are essentially the
result of errors. Unlike downstream access, this activity does not
involve licensees deliberately injecting mail into Royal Mail’s

network.

There are additional arguments that tend to point in the other

direction, in terms of including a “reasonable” proportion of joint costs

in the prices charged. These include:

incentives for efficiency. A low price might not encourage

licensees to do all they can to reduce the incidence of
misdirected mail, e.g. by encouraging their customers to have

up-to-date and “clean” databases of contact details; and

Royal Mail’s opportunity cost. In deploying its resources to

provide the mandated services, Royal Mall is foregoing their use

for alternative activities which could yield a greater contribution.

Although Postcomm recognises the arguments put forward by those

seeking to exclude joint costs from the pricing calculations, it does not

believe these arguments are so strong as to warrant a departure from

the principles for mandated services established for downstream

access.

Although volume uncertainty creates problems for the apportionment

of joint costs, the resulting degree of error is unlikely to be significant,

and the risk could be mitigated if the prices were reviewed after, say, a

year in light of practical experience. The next price control (that is due
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to come into effect from 1 April 2006) could, in principle, be adjusted to
take into account these new services to avoid the double counting of
joint costs. Postcomm believes that here, as in access, a mandated
service is more likely to succeed and be reliable if Royal Mail has an

incentive to provide it.

5.22  This means that in the context of Figure 5.1, the following costs will be
included: A+B+C+D+G+H (G being calculated on an EPMU basis, H
being estimated as a 6% margin on costs). E+F will be excluded from

the cost calculations.

(xviii) Do consultees agree with Postcomm’s approach to the
principles it should adopt in establishing prices for the mandated
services? In particular, do consultees agree that the specific
factors relevant to the mandated services are not sufficiently
strong to depart from the principles that Postcomm adopted in
setting downstream access prices?
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5.24

5.25

5.26

5.27

Initial calculations for the prices of the mandated services

Initial calculations for the extraction service

Postcomm asked Royal Mail for costs relating to the handling of

misdirected maiil.

Royal Malil said that the costs were about 45 pence per item. 90% of
this related to new activities that would need to be undertaken to

facilitate the repatriation of misdirected mail (A+B in Figure 5.1).

Concerned that this estimate was over twice the price of a standard
second class stamp (which takes account of the costs of all network
activities for mail collected from public collection points), Postcomm
engaged consultants Frontier Economics and PLCWW to advise it on
an appropriate price for the handling of misdirected mail. A
provisional report prepared by Frontier-PLCWW will be published shortly

after this document.

Frontier-PLCWW produced revised estimates of incremental costs (A+B

in Figure 5.1) and variable attributable costs (D in Figure 5.1).

Frontier-PLCWW reviewed the assumptions made by Royal Mail for both
the external and the internal drivers of the costs of misdirected maiil.
External drivers refer to factors that affect the environment within which
Royal Mail operates and are not directly controllable by Royal Malil in
relation to the cost of handling misdirected mail. Such factors include
the number of Other Licensed Operators (OLOs), the volume of end-to-
end mail handled by those operators, and the proportion of OLOs' malill
that enters Royal Mail's network as misdirected mail. Internal drivers
refer to factors that are controlled by Royal Mail and include the

process design and the cost of each activity within the process.
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5.29

5.30

Frontier-PLCWW examined three possible scenarios of the expected
level of competition: low, medium and high. These correspond to a
low, medium and high level of misdirected mail. Projections of the
expected level of the external cost drivers under each scenario were
then developed. By combining these projections with PLCWW
estimates about the internal cost drivers, Frontier-PLCWW estimated the
unit cost of misdirected mail as ranging between 5.45 pence/item in
the high competition scenario, to 6.99 pence/item in the medium

scenario and 11.81 pence/item in the low scenario.

Postcomm has used the medium scenario estimates as a basis to
calculate the appropriate mark-up to reflect its pricing principles set
out above. In particular, it has made an adjustment to an appropriate
proportion of fixed attributable costs (C in Figure 5.1), joint costs (G in
Figure 5.1), and profit (H in Figure 5.1). This uplift adds approximately 3
pence to the price of the medium scenario calculated for misdirected
mail by Frontier-PLCWW.

Postcomm’s initial proposed price for misdirected mail items is set out in

table 5.1 below.
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Table 5.1: Initial calculation of a price for the misdirected mail service

Cost Activity Status of | Fixed cost Variable costs | Unit cost
activity pence per pence per pence per

item item item
(A) C)

Sorting and Incremental 0.2** 1.8** 2.0*

counting

Biling and Incremental 2.4* - 2.4*

handover

Total (A+B) 4.4

Cost Activity Status of | Fixed cost Variable costs | Unit cost

activity pence per pence per pence per

item item item
©) (D)

Collection Existing 1.2** 0.3* 1.5%*

Segregation of Existing 0.2** 2.1%* 2.3

misdirected mail

Total C+D 3.8

EPMU for joint 1.2

costs (G) @

Total A+B+C+D+G 9.4

Allowance for 0.6

profit (H) @

Total 10.0

A+B+C+D+G+H

Notes:
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5.31

5.32

5.33

* calculated by Postcomm based on Frontier Economics analysis. The total of
these four figures is 7.0p, which corresponds with the medium scenatrio in
Frontier’s report.

** derived by Postcomm.
(1) Assumes 24% of costs are joint for existing activities only.

(2) Assumes a profit allowance of 6% on costs.

Postcomm would like to stress that this analysis is provisional. It has
concerns about the robustness of some of the data and cost
information provided by Royal Mail. Postcomm intends to undertake
further analysis and due diligence during the consultation period. As
Postcomm develops more confidence in its pricing calculations, it will
issue an open industry letter setting out the calculations. These will also
be discussed at the industry workshops that will discuss and seek to

agree common operational procedures.

(xix) Postcomm welcomes views on its provisional calculation of the
initial price for misdirected mail. Postcomm would especially
welcome comments on how it can improve its analysis as it
develops it throughout the consultation period.

Pricing structure

As discussed above, there is a high degree of uncertainty about the
volume of misdirected mail. Aside from the apportionment of joint
costs, this creates a further problem in the calculation of the
appropriate pence per item for the fixed cost elements. This problem is
only significant if a high incidence of the costs involved in providing the

mandated services are invariant to volume.

Postcomm’s analysis suggests that around 50% of total costs of
providing the proposed mandated services can be regarded as fixed.
This assumes a volume of around 5 million items of misdirected mail per

year.
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5.35

5.36

5.37

5.38

If volumes are greater than expected, Royal Mail will over-recover fixed
costs. The converse is true if volumes turn out to be less than expected.
Given the uncertainty about future volumes, this creates a risk for Royal

Mail, in that it could lead to unanticipated gains or losses.

A potential way to mitigate this risk is to have a two part charging
system instead of a fixed price per unit. This would take the form of a
fixed charge per item handled and a charge per contact. Under this
approach, licensees will be charged based on the volume of

misdirected mail and every time they collect mail from Royal Maiil.

Postcomm believes that pricing structures designed to mitigate risk
may have merit. However, given the expected volume is likely to be
small in the first year of operation, Postcomm believes a strong case
can also be made for keeping the pricing structure simple with a single

per unit charge.

The structure of pricing is an issue Postcomm intends to research further

as it develops its pricing proposals throughout the consultation period.

(xx) Postcomm welcomes consultees’ views on the appropriate pricing
structure for misdirected mail. Postcomm would especially
welcome views on the balance between volume risks and
simplicity of charging.

Prices for the return service

Postcomm’s expectation is that only a small amount of misdirected
mail will be subject to the return service. This option may be attractive
for returning mail that ends up in a Royal Mail mail centre away from
the normal operating area of the other licensee. It may also be
attractive for licensees with small volumes of misdirected mail, as it

avoids the collection costs from the Royal Mail mail centre. Postcomm
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5.39

5.40

541

5.42

5.43

has proposed a standard and a ‘fast’ return service® — the difference

being that the malil is returned by first or second class post.

Postcomm proposes to price this service on the basis of the price of the

extraction service. In addition, the price should include:

» the cost of notification (communications cost plus time); and

e a second class tariff (for the standard service) and a first class
tariff for the ‘fast’ service for the consolidated volume of

misdirected maiil.

The price for the service at Non-Exchange centres” (mail centres where
a licensee has no operations or wishes for any misdirected mail to be
returned to it by default) would be the same as that for this return

service but without the cost associated with notification.

As for the extraction service, this approach is provisional. Postcomm
will undertake further work on the costs involved during the

consultation period.

(xxi) Postcomm welcomes views on its provisional calculation of the
initial price for the return service.

Prices for the default return service

Postcomm’s expectation is that only a very small amount of
misdirected mail will be subject to the default return service as it takes

the longest to return mail and is the highest cost.

Postcomm proposes to price this service on the basis of the price of the
extraction service (excluding the contact costs). In addition, the price

should include:

% See chapter 4
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5.44

5.45

» the cost of notification (communications cost plus time); and

e the first class tariff for the consolidated volume of misdirected

maiil.

As for the extraction service, this approach is provisional. Postcomm
will undertake further work on the costs involved during the
consultation period. It will also consider whether there are other costs
which are appropriate for this service, given the additional handling

which may be necessary.

(xxii) Postcomm welcomes views on its provisional calculation of the
initial price for the default return service.

Exchange centres and misdirected mail services

Figure 5.2 presents the relationship between the exchange centres

outlined in Chapter 4 and the three misdirected mail services.

Figure 5.2: Exchange centres and misdirected mail services

% See chapter 4
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5.47

5.48

ES

No DRS
Yes Notification cost +

ES

Yes .
Intended Licensee
Intended Li collects mail "
. . ntended Licensee Notification cost +
Licensee notifies
VEC intended Licensee agrees to collect No DRS
misdirected mail

Notification cost +
No RS

NEC M RS

REC =regular exchange centre; VEC = variable exchange centre; NEC = non
exchange centre; ES = extraction service; RS = return service; DRS = default
return service.

Given the uncertainties about future volumes, Postcomm believes that
it is prudent for it to review the pricing regime for misdirected mail after
its first full year of operation. This is to ensure it is meeting its objectives,
and in particular is furthering customers’ interests through the

promotion of effective competition.

Postcomm proposes that the price should adjust over time to reflect
the average price changes brought in by the new price control from 1

April 2006.

Postcomm would also expect to review its pricing regime for
misdirected mail should other licensees start to develop public
collection points and therefore expose their networks to misdirected

maiil.
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5.49

5.50

5.51

5.52

(xxiii)Postcomm welcomes views on its proposal to review the pricing
regime after its first full year of operation. Postcomm would in
particular welcome views on whether this is too short a period and
whether a longer period would be more appropriate.

What the price does not cover

Postcomm understands that if a price is set for a service for other
licensees to extract mail after it has been posted into Royal Mail’s
network at public access points, some might view this as setting a price

foru pstream access.

Postcomm wishes to make it clear that this is not its intention in
establishing a price for misdirected mail. Postcomm does not expect
Royal Mail to offer the mandated services to licensees in order to
enable licensees to take advantage of these services by establishing

business models that rely on upstream access.

Miscollected mail and misdirected mail enquiries

Postcomm anticipates that all licensees may sometimes collect, in
error, some mail intended for another licensee. Postcomm proposes to
require licensees to return such mail as soon as practicable. Postcomm
does not propose that the licensee should receive compensation for

this activity.

Postcomm also anticipates that some licensees will receive enquiries
about mail that is not conveyed by them. Postcomm engaged
consultants Metaskil to research a variety of customer service related
issues. Metaskil’s research® indicates that misdirected customer service

enquiries currently comprise only a very small proportion of Royal Mail’s
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and other licensees’ total customer service enquiries and, based on
Metaskil estimates, this is unlikely to change dramatically with full
market opening. Postcomm does not propose that licensees should
receive revenue for this activity. This activity is normal commercial

activity in a multi-operator environment.

(xxiv) Postcomm welcomes views on its proposals for miscollected
and misdirected mail enquiries.

Next steps

As discussed above, Postcomm intends to refine its approach and
calculations for the costs and price of handling misdirected mail. It will
inform stakeholders of developments through the issue of an open
industry letter. Postcomm expects to hold at least one workshop on

pricing during the consultation period for this document.

% See Metaskil's report “Recommendations for handling misdirected customer services calls” www.psc.gov.uk
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6.1

6.2

Governance of the Code

Introduction
This chapter considers:

e whether the Code should have a “contractual” dimension
reflecting its inter-operational nature together with some associated
enforcement issues;

e arrangements relating to the day-to-day administration of the
Code; and

e procedures for changing the Code (i.e. the change mechanism)

Why are governance arrangements necessary?

This Code is a standard Code, which Postcomm proposes would apply
to all licensees. Its focus is about how licensees will work together in a
multi-operator postal market. Postcomm has no wish to establish
unnecessary arrangements, but the Code by its very nature means that
there will be a requirement for licensees to work together on matters
pertaining to the Code once it is in place. Postcomm has therefore
considered how this can best be handled. It is aware that there are
Codes in other industries, established for similar reasons, and it has
therefore not sought to re-invent the wheel but has looked at what
precedents are available and how it can make best use of these.
Postcomm is very aware that these arrangements may appear
complex and over-bureaucratic in a market which is not used to the
need for such arrangements. It has sought, however, to strike a
balance between the need for a degree of certainty and prescription
(particularly given the contractual dimension of the Code discussed
below) on the one hand and a workable and flexible set of

arrangements on the other.
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6.3

6.4

6.5

Code as contract and associated enforcement issues

Postcomm’s position is that compliance with the Code should be a
licence condition (see paragraphs 3.2 to 3.10). This would provide a
mechanism for Postcomm to enforce compliance with the Code. In
considering how it would enforce the Code, Postcomm has looked at
whether it is right for it to be the enforcing authority in all cases. It is
clear that Postcomm cannot abrogate responsibility for ensuring
compliance with the licence. However, where a licensee fails to
comply with the terms of the Code, Postcomm’s view is that there are
two options for addressing this: a solely regulatory arrangement or a

blend of regulatory and contractual arrangements.

Solely regulatory enforcement arrangement

Many of the compliance issues which arise when the Code is in
operation are likely to be disputes which might arise in any commercial
arrangement and which are not peculiar to the postal industry. They
are likely to be of a day to day commercial or operational nature, such
as the non-payment of an invoice. It would clearly not be usual for
such disputes to be referred to a regulator, and indeed in many
industries there would be no regulator to refer such disputes to. A solely
regulatory enforcement arrangement for such issues might not always

be appropriate or efficient.

Regulatory and contractual enforcement arrangement

Although the Code is established by the licence, it is also possible to
make the Code a contractual arrangement between the licensees.
This can be achieved by the licence requiring that licensees sign up to
the Code under a framework agreement. A framework agreement
can be a relatively simple document which licensees sign, under which

they agree to be contractually bound by the Code. Such agreements
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6.6

6.7

6.8

are used in other regulated industries and a draft framework

agreement is included in Annex B.

Contractual arrangements would ensure that, for example, in the
event of non-payment of an invoice, a licensee would be able to take
direct action against another licensee and not have to rely on referring
the matter to Postcomm to take enforcement action. Such direct

action might be by means of the courts or arbitration.

The fact that the Code also has the force of a contract would not
preclude Postcomm from taking enforcement action under the
licence. Postcomm would, however, expect that in the event of a
simple commercial dispute, licensees would resolve this between
themselves, without recourse to Postcomm. Postcomm notes,
however, that it could be argued that such an arrangement creates
“double jeopardy” for licensees. This arises because failure on the part
of a licensee to comply with the Code might lead to enforcement
action by Postcomm and legal action by another licensee.
Postcomm’s view is that this concern can be addressed by publishing
an enforcement policy which sets out when Postcomm would expect
to take enforcement action and when it would expect licensees to
resolve issues themselves. A draft enforcement policy is included in

Annex D. Postcomm welcomes the views of consultees on this draft

policy.

Postcomm’s view is that a combined approach of regulatory and
contractual arrangements offers the better option. This enables
licensees to take direct action in appropriate cases, such as in securing
payment of a debt, without recourse to Postcomm, but also allows
Postcomm to take enforcement action under the Act where

appropriate. This combined approach is used in other industries where
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6.10

there is a similar commercial interest and regulatory compliance

overlap.

It should be recognised that one consequence of bestowing on the
Code a contractual dimension is the need for a document which has

the degree of legal certainty expected in a contract.

Resolution of disputes

Given that Postcomm’s view is that there should be contractual
arrangements, it has considered how the commercial disputes which
will inevitably arise under these arrangements can best be dealt with.
The establishment of industry specific arbitration arrangements would
provide a mechanism for dispute resolution, and this is used in some
other regulated industries. Disputes are usually referred to a standing
tribunal comprised of people who understand how the industry works
and which is kept in place for when it is needed. There will obviously
be costs attached to such an arrangement which raises the issue of
who should meet those costs. There is no such body already in place in
the postal industry, as far as Postcomm is aware, so a tribunal would
have to be established from scratch. Such a tribunal would need to
work in accordance with a clear set of procedural arrangements.
Postcomm’s view is that the issues likely to arise under the Code are not
such as to warrant an industry bespoke arbitration process or the costs
and bureaucracy associated with any such process; the usual means
available to commercial organisations (including possibly non-industry
specific commercial arbitration) to resolve disputes provide all that is

required.

(xxv) Do consultees agree that a combined approach of regulatory
and contractual arrangements offers the better option?

(xxvi) What views do consultees have on the draft enforcement
policy?
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6.12

6.13

6.14

6.15

(xxvii) Do consultees agree that the issues likely to arise under the Code
are not such as to warrant an industry bespoke arbitration
process or the costs and bureaucracy associated with any such
process?

Code administration

Postcomm’s view is that to function effectively day to day, the Code
requires the establishment of specific administrative arrangements. It
suggests that this might best be achieved by the establishment of a
Code Committee and supporting Code Secretary. Postcomm sees the
functions of the Code Committee and Code Secretary as dealing with
accession to the Code, expulsion and withdrawal from it, and assessing
proposed changes to the Code. (The change mechanism is

considered in detail below in paragraph 6.27 onwards).

The Code Committee would have a number of responsibilities
including ensuring that the Code was given effect without undue
discrimination between the Code parties. It is also considered that the
Committee,would provide a useful forum for licensees to meet and

discuss issues pertaining to the operation of the Code.

A Code Secretary would be required to support the Committee, for
example in arranging meetings, circulating papers and preparing

reports for Postcomm.

These arrangements are widely used in other regulated industries.

Code Committee

Postcomm has given some consideration to what the membership of a
Code Committee might be but it welcomes the views of consultees on

this. It wishes to ensure that composition of the committee is as
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representative as possible of the interests of the different categories of

operator. Its views are that:

* Royal Mail as the universal service provider and owner of the
only current collection network to which the general public has
access should have greater representation on any standing

committee;

e EZ2E licensees should have greater representation on a standing
committee than access licensees as most of the common

operational procedures issues do not affect access licensees;

e Postcomm and Postwatch (and other parties, such as trade
associations or representative bodies nominated from time to
time by Postcomm) would be entitled to attend meetings but
would not have representation on the Committee as the
Committee’s business would largely be concerned with
operational matters. Postcomm, Postwatch and any nominated
third party would not have voting rights in respect of any

meeting they were to attend,

e There should be a cap on the number of licensees on any
standing committee to ensure the committee is of a

manageable size and can function effectively.

6.16 This has led Postcomm to propose the Code Committee comprise up
to 10 members (with the facility for expansion to 12) constituted as

follows:

e Up to 2 representatives of Royal Mail;

 Up to 3 representatives from National E2E operators (those who

operate in 35 or more of Royal Mail postcode areas);

e Up to 2 representatives from Local E2E operators (those who

operate in 34 or less of Royal Mail postcode areas);
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6.17

6.18

6.19

e Up to 2 representatives from National Access operators; and
* 1representative from Local Access operators.

Postcomm also proposes the Code Committee would be able to
appoint up to two additional representatives if it resolved that there
was any class or category of licensee whose interests were not

reflected in the composition of Code Committee membership.
Postcomm welcomes the views of licensees on this proposal.

A Code Committee could be seen to be an unnecessary layer of
administration and Postcomm appreciates that licensees may view an
arrangement without a Code Committee as an ostensibly “simpler”
alternative. However, in Postcomm’s view a Committee would provide
some significant benefits. It would afford a degree of devolution to
Licensees to manage and administer arrangements which by their very
nature are in their common interests to maintain. It is scalable and
would, it is anticipated, evolve as the market matures into a
meaningful forum for debate amongst operators. It would also serve as
a useful vehicle for dealing with practical Code related issues. The cap
on the number of licensees on the Code Committee would mean, at
any given time, that not every licensee would have a seat on the
committee. While Postcomm recognises that this may be a cause for
some concern for licensees in a developing market, the draft Code
requires that any representative on the Committee must act impartially
and without undue regard to the interests of the licensee he represents
and any party associated with that licensee. Also, it is perhaps worth
underlining that under the Code Committee change option discussed
below, all Licensees would be consulted by the Committee on any

proposal for change submitted to it.
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6.21

6.22

6.23

Code Secretary

Postcomm proposes that the Code Secretary would be responsible for
administrative tasks such as calling meetings, circulating papers,
recording meetings etc and managing accession to and withdrawal
from the Code. Postcomm has considered various options for
providing the Code Secretary function, including that it could be

provided by Royal Mail, another licensee, Postwatch or Postcomm.

The draft Code provides delegated authority to the Code Secretary to
sign accession agreements on behalf of all parties to the Code. In
practice, this means that the process for a new licensee acceding to
the Code would require a single signature from the Code Secretary.
This is considered a more efficient and scalable approach than

requiring all of the parties to have to sign individually.

If a Code Committee is established, the Committee would decide
who is the Code Secretary (after the expiry of Royal Mail’s initial tenure
of that role, as discussed in more detail below). Alternatively, if no
Code Committee is established, Postcomm proposes it would decide

who is the Code Secretary at that stage.

Postcomm is aware from informal discussions with licensees, that there
is widespread support for Postcomm performing the Secretary role.
Postcomm however, has concerns that performance of this role might
(or might appear) to undermine its impartiality in the change approval
process and might appear to be affording it the ability to exercise
undue influence over proposals for change. It may also not represent
a workable solution in terms of, for example, accession: if a non-party
to the Code performed the Secretary role then a new licensee would

need to obtain signatures from every party to the Code to accede to

Postal Services Commission 79 March 2005
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6.25

6.26

the Code. As Postcomm is proposing the Code be a licence condition

this requirement may present an entry barrier to the postal market.

Postcomm therefore proposes that a licensee should provide the
Secretary function. Postcomm’s view is that this should initially be Royal
Mail. It has taken this view because it appears to it that Royal Mail has
the requisite infrastructure and resource to perform such a role.
Postcomm recognises that licensees may not wish to see Royal Mail or
another licensee carrying out such a role on a permanent basis so
another option would be for the function to rotate between licensees,
perhaps on a biennial basis. This would clearly introduce another level
of complication, however it may be viewed by licensees as preferable
to other options. Postcomm does not have a firm view on whether
Royal Mail should carry out such a role on a permanent basis or
whether the secretariat function should rotate between licensees.

Postcomm welcomes consultees’ views on this.

Postcomm has also considered whether an independent third party
might act as Secretary but it has concluded that this is not a
particularly attractive option as Postcomm would have no clear means
under the Code to ensure that the third party properly performed its

functions.

Postcomm has given some consideration to the costs associated with
the Secretary role. If a licensee performs the Secretary role, Postcomm
proposes a mechanism whereby the costs reasonably incurred by that
licensee in performing that role be taken into account when the
licensee pays its annual licence fee to Postcomm. This would ensure
that the costs borne by all licensees would be in proportion to their
market share. If Postcomm or Postwatch were to carry out the role then
the costs would be met from the running costs of either body. Since

these running costs are funded from licensees’ fees, the costs would
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6.28

again be borne by licensees according to their market share, which, in

Postcomm’s view, is a fair basis.

(xxviii) Do consultees agree that there should be a Code Committee?

(xxix) What views do consultees have on the composition of that
Committee?

(xxx) Do consultees agree that there should be a Code Secretary?

(xxxi) Do consultees agree that the Code Secretary should be a
licensee? And that this should be Royal Malil initially? Should the
role rotate between licensees?

(xxxii) Do consultees agree that the reasonable costs of a licensee
taking on the role of Secretary should be met by other licensees
through the licence fee mechanism?

(xxxiii) Do consultees agree that if Postcomm or Postwatch perform
the secretariat role the costs would be met from licence fees?

Changes to the Code

Competition in the postal market is in its infancy and the arrangements
proposed under this Code are as yet untested. Postcomm believes
that an effective change mechanism is therefore essential for the
efficient functioning of the Code as it expects amendments to the
Code over time as conditions in the postal market change. Postcomm
proposes to specify the Code objectives which any requests for
change must be designed to promote. The Code objectives are
included in the draft licence and are covered further in Chapter 8

below.

Who can propose a change to the Code?

Postcomm has considered whether the formulation in Condition 9 of
Royal Mail’s licence, which provides that ‘any person’ can propose a
change to the Access Code, should be used here. This would enable,

for example, a customer or a trade association to suggest a change if
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they thought that the provisions of the Code did not meet their
requirements. Such a provision would require arrangements to be put
in place to make people aware of the existence of the Code
Committee or Secretary and what they had to do to have their
changes considered. Postcomm’s view is that allowing *any person to
make a change’ may be too wide a formulation which could result in
change proposals that abuse resources and over-complicate the issue.
Its starting point is therefore that any party to the Code must be able to
propose a change. Above this, Postcomm proposes that Postwatch,
as the consumer representative, should be able to propose changes
and that Postcomm should have the ability to nominate a third party,
for example a trade association, who may propose changes. This third
party would be required to make a case to Postcomm on why it should
have such a role. This could be done on a case by case basis, or could
be a one-off agreement that a body have such a right. Postcomm
would take a view on the appropriateness of that third party to
propose a change, but not on the change that it was proposing; that
would be handled under the change arrangements in place in the
Code (covered below). Postcomm does not propose that it should
have the ability unilaterally to effect a change to the Code other than
in respect of pricing. This has already been covered in chapter 5.
Postcomm welcomes consultees’ views on its proposals for who can

propose a change.

(xxxiv) Do consultees agree that allowing *any person to make a
change’ to the Code is too wide a formulation?

(xxxv) Do consultees agree that any party to the Code must be able
to propose a change to the Code?

(xxxvi) Do consultees agree that Postwatch should be able to propose
a change to the Code?

(xxxvii) Do consultees agree Postcomm should have the ability to

Postal Services Commission 82 March 2005




6.29

6.30

nominate a third party, for example a trade association, who may
propose changes?

(xxxviii) Do consultees agree Postcomm should not have the ability
unilaterally to impose a change to the Code other than in respect
of the pricing review?

Postcomm has considered how changes to the Code might be made.
Its aim is to establish flexible arrangements which enable changes to
be made quickly where this is appropriate, for example for operational
reasons, but also to allow for full public consultation where the
proposed change warrants such an approach. In formulating its views
it has taken account of the Code change arrangements in place in
other regulated industries. Postcomm’s view is that there are five

options for the change mechanism:

a) All changes are referred to Postcomm without prior scrutiny with
Postcomm consulting on the change (“Postcomm consults”),

b) All changes are referred to Postcomm for approval but are
subject to prior review and consultation by the Code Committee
(“review by Committee”),

c) Allchanges are considered by the Code Committee and those
which are approved by a requisite majority are referred to
Postcomm for approval (“majority view of Committee”),

d) Some minor technical changes can be agreed by the Code
Committee (or Code Parties) without reference to Postcomm, but
all other changes are referred to Postcomm for approval through
one of the options above (“minor technical changes made by
Committee”), or

e) No changes are referred to Postcomm but the Code is managed
by the Code Committee/Code Parties (“Committee
management”).

Postcomm does not think that option (e - Committee management) is

acceptable as it gives Postcomm no means of ensuring that the Code
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that it has put in place (and compliance with which will be a licence
obligation) will meet its statutory duties on an ongoing basis. Given
that Postcomm’s statutory duties are key both in the reasoning behind
the establishment of the Code, and in the contents of it, its view is that
it cannot propose a change mechanism that leaves it in the position of
being unable to meet these duties. Ruling out this option means that
Postcomm has a role in all the remaining options identified in agreeing
changes to the Code. It then becomes a question of how far this role

should extend.

Postcomm does not think, at least in the early days of operation, that it
is in a position to determine what changes can be categorised as
‘minor technical’ in order for option (d) — minor technical changes
made by Committee - to work. This Code is putting in place
arrangements which will be new to both Postcomm and the licensees.
Judging where to draw the line to set the limits on those changes
which can be made without reference to Postcomm will not be simple
in such circumstances. However, Postcomm would not rule out this
option for the future as this position may change over time as it, and
the licensees, gain experience of the Code in operation. Greater
devolution to the parties to the Code may then be both appropriate
and more easily defined. Moving to this option over time would mean

that a Code Committee would have to be in place.

Rejection of these options leaves options (a) — Postcomm consults, (b) —
review by Committee and (c) - majority view of Committee. Option
(a) envisages all changes being submitted by the change initiator to
Postcomm, which would be required to consult with licensees and
other stakeholders. Options (b) and (c) envisage changes being
submitted to Postcomm once they have been reviewed by the Code
Committee. These options mean that requests are referred to

Postcomm for it to make its decision on whether to approve a change
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after the change has been through some form of ‘sense filter’.
Postcomm can thus benefit from, and will be bound to take account
of, the views of licensees and other affected parties in considering

whether a change should be made to the Code.

What is the best form of ‘sense filter’?

Options (b) - review by Committee and (c) - majority view of

Committee, both require the Code Committee to be in place.

Under option (b), Postcomm proposes that all requests for change
would be referred to it with the Committee reporting on the proposed
change following assessment and consultation with all Code Parties.
Production of this report would be co-ordinated by the Code

Secretary.

Under option (c),only those changes approved by a requisite majority
would be referred to Postcomm. This option requires the establishment
of voting arrangements, and raises the issue of whether such
arrangements should be founded on a simple majority basis, or
whether some form of weighting should be applied. Postcomm
suggests that Royal Mail should perhaps have greater weight attached
to its vote, or even the right of veto on changes, to ensure that
changes could not be proposed which would jeopardise its ability to
provide the universal service. Postcomm’s view is that the exercise of
any such right of veto by Royal Mail would be subject to review by
Postcomm to ensure that it was being applied only in those
circumstances where there was a genuine threat to the provision of

the universal service.

Postcomm is concerned that option (c) might be a bar to changes
being offered up to it for approval. Postcomm encourages changes to

the Code when these are well-formed and further the achievement of
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the Code objectives and it does not wish to establish a mechanism
which might hinder such changes. It thinks there is a risk of this as the
establishment of a “democratic process” could lead to coalitions and
tactical voting which could distort the process. It therefore does not
recommend setting up a change mechanism which relies on majority
voting. This leaves options (a) — Postcomm consults and (b) — review by

Committee.

Both these options mean that more requests for change have to be
reviewed by Postcomm than with other options, but they do ensure
that Postcomm is in a position to take into account the views of all
parties. Under option (a), Postcomm would be required to consult with
all relevant stakeholders (who would include, as a minimum, Code
parties and Postwatch) following receipt of a proposed change. It
would do this as soon as reasonably practicable. Postcomm would
consider the responses and take a view on whether the change should

be approved.

Under option (b) - review by Committee, Postcomm would require all
requests for change to be considered as soon as reasonably
practicable by the Committee, or a sub-group of it. All changes would
be referred to Postcomm, following consultation with licensees and
other nominated bodies. The report submitted would include the views
of the members of the standing committee and all parties to the Code,
together with those of any other bodies, such as Postwatch, whom the

committee had consulted.

Postcomm recognises from its discussions with licensees that option (a)
is likely to be their favoured option. Its view is that this option could
work, although it will inevitably place a resource burden on Postcomm

and may not prove an efficient and scalable solution, particularly as
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the market matures and the number of licensees increases over time. It

would also deny the benefits of a Code Committee described above.

Postcomm does not have a firm view on the best form of ‘sense filter’
and welcomes consultees’ view on this matter. The draft Code at
Annex A sets out how both options (a) - Postcomm consults and (b) -

review by Committee, would be put in place.

(xxxix) Do consultees agree that Option (c),the Code Committee with
voting arrangements, is not the best ‘sense filter’?

(xI) Do consultees prefer Option (a)- Postcomm consults or Option (b)
- review by Committee, as a ‘sense filter’?

How should changes to the Code be effected?

The proposals made so far require Postcomm to approve any change
that is made to the Code. The following paragraphs relate to how a
change would be effected once changes had been submitted to
Postcomm under options (a) - Postcomm consults and (b) - review by
Committee. Postcomm proposes that it should only be able to
approve or reject the change in the form put to it, rather than having
the right to modify the change before approving it. This ensures that
Postcomm is not in the position of substituting its judgement for that of
the change initiator, the licensees or any other affected party on how
the change might be framed. This binary approval function would still
allow Postcomm to refer proposed changes back to the change

initiator for reconsideration.

Postcomm’s proposal that the Code should not be included in the
licence itself but be contained in a separate document, compliance
with which is required under the licence, means that there is no
statutory mechanism in place for dealing with any changes to the

Code as there would be if it was a licence condition. Postcomm has
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considered whether it should treat changes to the Code as if they were
licence changes. This would mean that there would be consultation
lasting a minimum of 28 days on any change to the Code which
Postcomm proposed to approve. Postcomm’s view is that under
option (b) - review by committee, it is unnecessary to do this as
significant consultation on the proposed change would already have
been undertaken. This, combined with Postcomm’s proposed right to
nominate a third party to be consulted about a change, means that
Postcomm can ensure that the views of stakeholders have been taken
into account before a change is offered for approval. It is difficult to
see what would be gained by routinely having an additional round of
consultation as, in Postcomm’s view, there are unlikely to be others in
addition to those already consulted who would wish to have their

views heard.

In respect of option (a) - Postcomm consults, Postcomm would be
more likely to adopt an equivalent approach to that taken in respect
of a licence change and undertake consultation, although the remit of
the consultation may differ depending on the nature of the change
and any need to make a change urgently. Consultation with at least
licensees and Postwatch would be necessary in this case in order for
Postcomm to be able to reach an informed decision on whether or not
to approve the proposed change as, of course, no prior assessment of
or consultation on the proposed change would have been

undertaken.

Postcomm is also concerned to ensure that the change mechanism
established under whichever option enables changes which may be of
a relatively technical or minor nature and/or need to be implemented
urgently to be made without the delays imposed by a consultation

process.
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In any case, however, Postcomm does not wish to be in a position
where there is someone who has relevant views that should be taken
into account who does not have the opportunity to comment. It
therefore proposes to establish an arrangement which reserves the
right to Postcomm to consult at its discretion where it believes an issue
is of wide relevance, but it would not be required to do so. It would be
open to the initiator of a change, in proposing that change to request,
with its justification for doing so, that a public consultation be held on

the change.

Postcomm does not have a firm view on this issue and welcomes
consultees views. In particular it would appreciate comments on how
it can ensure that all relevant views are taken into account, noting the
need for speed of consideration. Postcomm notes that if it does not
approve a Code change, then an aggrieved party might have

recourse via judicial review.

(xli) Do consultees agree Postcomm should have a binary approval
function; that is it should only be able to approve or reject the
change in the form put to it, rather than having the right to modify
the change before approving it?

(xli) Do consultees agree Postcomm should, prior to making its final
decision on requests for change, reserve the right to publicly
consult at its discretion where it believes an issue is of wide
relevance?

Should the Code be reviewed?

The inclusion of the change mechanism in the Code should ensure that
necessary changes to the Code are made on an ongoing basis. This
has the effect of reducing the need for a Code review. However,
Postcomm’s view is that if a change mechanism is introduced that
does not involve a Code Committee, then there may be a case for

having a Code review. This is because this approach does pose
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scalability concerns as the number of licensees increases over time. A
review would focus on the best change mechanism structure going
forward, including consulting on the merits of introducing a Code
Committee. If Option (a) - Postcomm consults, is adopted, Postcomm’s
view is that the Code should be reviewed two to three years after

introduction. Postcomm anticipates that it would carry out the review.

The Code Committee approach does not involve scalability concerns
as the number of Committee members is capped. Postcomm does not
envisage a need for a Code review under this approach, but

welcomes consultees views on this matter.

Postcomm does propose that in any event there is a review of the
price for the extraction of misdirected mail, but this is considered in

Chapter 5 above.

(xliif) Under Option (a) - Postcomm consults, do consultees agree the
Code should be reviewed two to three years after introduction?

(xliv) Do consultees have a view on whether the Code should be
reviewed under Option (b) - review by Committee?

Summary of Postcomm’s proposals

Postcomm’s proposals for governance arrangements in the Code can
be summarised as:
Code as contract and enforcement and dispute resolution

e A combined approach of regulatory and contractual

arrangements offers the better option;

e The issues likely to arise under the Code are not such as to

warrant an industry bespoke arbitration process;

Postal Services Commission 90 March 2005




Code administration
e Establishment of a Code Committee;

e Establishment of a Code Secretary, with the role performed by a
licensee. This should initially be Royal Mail, but responsibility could

rotate between licensees;
Change mechanism

e Two options for making changes to the Code are proposed (i.e.

the change mechanism). These include:

e Option (a): All changes are proposed to Postcomm who would
be required to co-ordinate a consultation with licensees (and
potentially other stakeholders) prior to considering the change,

or

e Option (b): All changes are referred to Postcomm but are subject

to prior review and consultation by the Code Committee first.

e Any party to the Code should be able to propose a change.
Postwatch should be able to propose changes and Postcomm
should have the ability to nominate a third party, for example a
trade association, who may propose changes. Postcomm would
carefully consider the appropriateness of any third party to
propose a change Postcomm would not have the ability
unilaterally to impose a change, other than in relation to a

pricing review.

e Postcomm should have a binary approval function; that is it
should only be able to approve or reject the change in the form
put to it, rather than having the right to modify the change

before approving it.

e Under option (a) - Postcomm consults, the Code should be

reviewed two to three years after introduction; Postcomm would
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undertake the review. Postcomm does not envisage a need for
a Code review under option (b) - review by Committee, other

than the pricing review.
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Draft Code

This chapter outlines the background to the drafting of the proposed
Code, explains some general principles and offers a high level

commentary on the Code.

Background to the Code

A draft of the proposed Code is attached at Annex A. Postcomm
welcomes the views of consultees on this draft. Postcomm notes that
because it has proposed that the Code should be both a regulatory
and a contractual document, the Code has to provide the degree of

certainty and detail expected in a contract.

The Code is structured such that its overall interpretation is governed by
achievement of the Code objectives which are set out in the draft
licence. The Code begins by establishing some governing principles

covering:

e The obligation on the Code Parties to act in good faith
- Standards of conduct

e Use of information.

The draft Code requires that all parties, in exercising their rights and
complying with their obligations under the Code, do so in good faith.
Postcomm’s view is, for example, if a licensee were to knowingly treat
miscollected mail as misposted mail and so seek to charge for it, it
would not be acting in good faith and might be considered to be in

breach of the Code.
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The draft Code also requires that in the course of their dealings with
other Code parties and in complying with their obligations under the
Code, Code parties act with efficiency and economy and behave in a
timely and fitting manner, as could be expected of an experienced
licensee. In Postcomm’s view this means, for example, that in
contacting a licensee to advise that another licensee has mail for it,
that it does so as soon as it is able to do so, and in the most efficient

manner.

Finally, the draft Code addresses concerns which have been raised by
licensees about the use of information. Postcomm recognises that in
complying with the Code, licensees will obtain information about the
business of other licensees. The draft Code therefore requires that a
licensee should not use information obtained in this way to secure
commercial advantage. The wording in the draft Code is based on
that used in Condition 10 of Royal Mail’s licence, pertaining to
information that Royal Mail gains about people operating under
access agreements. Postcomm’s view is that this Code obligation
should be enforced by it as regulator rather than enforcement
between parties to the Code. This approach is reflected in the draft

enforcement policy at Annex D.

Postcomm has included the following explanations of each section of
the Code as an aid to consultees. The draft Code is structured as

follows:

e Section A sets out rules of interpretation and definitions which
apply generaly to the Code and imposes some general

obligations;

e Section B identifies the parties to the Code and explains how
parties accede to the Code and may withdraw or be expelled

from the Code;
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e Section C establishes a Code Committee and Code Secretary
responsible for administering aspects of the Code and sets out

associated constitutional arrangements;

e Section D describes the procedures for changes being made to
the Code (with alternative arrangements depending upon

whether a Code Committee is or is not adopted);

e Section E specifies some of the general provisions which will
apply and clarifies the relationship of the Code with other

arrangements which Licensed Operators may have; and
e Section F contains the operational provisions.

Annexed to Section B of the Code is the proposed accession

agreement which new parties to the Code will be required to sign.

Annexes to Section F include details in respect of the Code identifier
(to be applied to mailing items subject to the Code), details of Royal

Mail regions, and the Code charges.

Section A — Organisation of the Code and Definitions

Section A sets out rules of interpretation and definitions which apply
generally to the Code. It makes it clear that nothing in the Code
should be interpreted or construed as in any way compromising the
Code Objectives. It also includes general obligations relating to acting
in good faith, the standard of conduct expected of Code parties and
the use of information acquired by Code parties through operation of

the Code.

Section B - Parties and participation

Section B identifies the Code Parties (i.e. licensees obliged to comply

with the Code).
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It also sets out the arrangements for admission of new Code Parties. In
summary, these provide for the Code Secretary to administer
accession with the applicant Code party being required to provide the
Code Secretary with certain information and paperwork. A template
of the accession agreement which an applicant Code party will need
to sign is provided. The Code Secretary is given authority to sign this
agreement on behalf of all existing Code parties. This obviates the
need for each Code party itself to sign the accession agreement

whenever one is called for.

Section B also provides a mechanism under which a Code party may
withdraw from the Code in certain circumstances, subject to that
Code party no longer being required to be a party to the Code under

a condition of its licence.

There is also provision for the expulsion of a Code party from the Code,

subject to Postcomm approval.

Section C - Code Committee and Code Secretary

Section C establishes a Code Committee and a Code Secretary to

administer the Code.

The Code Committee comprises up to 10 members (with the facility for
expansion to 12) drawn from various categories of Licensed Operator.
There are detailed provisions relating to the appointment of Code

Committee members, their term of office and their removal from office.

The duties of Code Committee members are also specified. These

include acting impatrtially.

There are detailed provisions relating to meetings of the Code
Committee, including an explanation of how frequently meetings

should be held and the notice required to be given of any meetings.
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Voting at a Code Committee meeting is by simple majority. The
chairman has a casting vote in cases of deadlock. Resolutions may be
made in writing without the need for a meeting, or meetings may be
conducted by telephone or video conference. There are also
provisions relating to the convention of urgent Code Committee

meetings.

Postcomm, Postwatch and any third party nominated by Postcomm
may attend Code Committee meetings but are not entitled to vote at

those meetings.

Section C also provides for a Code Secretary to carry out a secretariat
function in support of the proceedings of the Code Committee and
generally to undertake a number of functions in respect of the Code,

including, for example, managing the accession process.

Royal Mail is to be the Code Secretary initially (until January 2008).

After that time, Royal Mail or another Code party may take on the role.

The Code Secretary is entitled to recover from Postcomm any

reasonable costs reasonably incurred in carrying out its functions.

Section D — Changes to the Code

Section D explains the process for changes being made to the Code.

Any change to the Code must be approved by Postcomm.

Changes in all cases are effected through Postcomm issuing a notice
detailing the changes to the Code which it has approved. The Code
Secretary is required to supply revised versions of the Code

incorporating the relevant changes to all relevant parties.

A proposal to change the Code may be made by:
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e any Code party;
e Postwatch; or
e any other body designated by Postcomm.

Anyone proposing a change to the Code must provide certain
information and material, including reasonable particulars of the
proposed change, an explanation of the reasons for the change, the
reasons why the proposer of the change believes that the proposed
change would better facilitate achievement of the Code Objectives
as compared with the then current version of the Code, and the
proposed drafting modifications to the Code required to give effect to

the proposed change.

Under the Code Committee option, once notified of a change, the
Code Committee may either decide to assess the change itself or
delegate that assessment to a working party. This may be particularly
appropriate for changes of a technical or operational nature better
assessed by individuals with the relevant expertise. In either case,
Code parties must be consulted on the proposed change. Following
assessment and consultation, the Code Committee submits a report to
Postcomm. This report should include reasonable particulars of the
proposed change, the reasons why the change would better facilitate
achievement of the Code Objectives as compared with the then
current version of the Code, a summary of the consultation findings,
and the drafting required to give effect to the proposed change.
(Provisions are also included which allow for urgent changes to be

made to the Code, where necessary.)

If the Code Committee option is not pursued, change proposals would
be submitted direct to Postcomm with the proponent of the change
being required to provide certain details and information similar to that

required under the Code Committee process.

Postal Services Commission 98 March 2005



7.29

7.30

7.31

7.32

7.33

7.34

7.35

In either case, Postcomm may approve or reject the proposed

change.

Section E — General

Section E sets out general provisions relating to the Code.

These include an explanation of the relationship of the Code with other
arrangements. The Code is intended to set minimum standards such
that if licensees conclude arrangements relating to common
operational procedures which are better than those provided for in the
Code and are consistent with the Code Objectives, those
arrangements may apply. Equally, to the extent that matters covered
in the Code are addressed in an access agreement or Access Code,

the provisions of the access agreement or Access Code will apply.

Section E also sets limits on the liabilities of the Code Parties, including,

for example, excluding liability for loss of profits or revenue.

Disputes may be settled through arbitration or mediation, although
specific provision is made for parties to recover unpaid Code charges

through any appropriate legal means.

Section E also covers issues such as confidentiality, the rights of third

parties, and notices.

Section F - Common Operational Procedures

Code Identifier

Code Parties are required to mark relevant mailing items within the
Code with the requisite Code identifier. Special arrangements may

apply in relation to Royal Mail and Access Operators.
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The Code identifier must be marked in the top right hand corner of the
mailing item and Annex 1 to Section F provides an illustration of the
mark, together with other details as to its application and details of

each Code party's unique Code identifier.

Voluntary application of the Code

A Code party may choose to extend application of the Code to
mailing items outside the Licensed Area but within certain physical and
other parameters. If a Code party wishes to do this, it must apply its
Code identifier to the relevant items. Once the Code party has
chosen to extend the application of the Code in this way, the mailing

items in question will then be subject to the Code in all respects.

Designation of Royal Mail Centres

Parties to the Code may nominate to Royal Mail which of Royal Malil's
mail centres will constitute Regular, Variable or Non-Exchange Centres.
If a Code party makes no such nomination, then all of the relevant
Royal Mail Centres will constitute Non-Exchange Centres for that party.
Provision is also made for Royal Mail to change the list of mail centres
and for Code parties to change their designations in response, if

necessary.

A party may only nominate a Regular Exchange Centre if it visits the
relevant Royal Mail mail centre at least every other working day and
there are provisions covering the times at which a party may attend

the relevant mail centre.

Operator Centres

Similar provisions to those in relation to Royal Mail Centres allow for
parties (including Royal Mail where it is an Intended Operator) to agree

as between themselves geographical locations for the purposes of
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designating those locations as Regular, Variable or Non-Exchange

Centres.

Identification of Relevant Code Letters

Code parties must use all reasonable endeavours to identify and
extract miscollected and misdirected mailing items from their systems

as soon as reasonably practicable.

Repatriation — Regular Exchange Centres

Where misdirected Code letters are identified in a Regular Exchange

Centre, they must be made available for collection within 48 hours.

Detailed provisions cover the physical handback of misdirected mail,

vehicle access and associated security measures.

Repatriation — Variable Exchange Centres

Where misdirected Code letters are discovered in a Variable Exchange
Centre, the Intended Operator has a choice either to collect those
letters or to have them returned standard class (i.e. effectively on an
equivalent time frame to Royal Mail's second class retail service) or fast

class (i.e. effectively equivalent to Royal Mail's first class retail service).
Repatriation - Non-Exchange Centres

For misdirected Code letters identified in these locations, letters are
returned on a standard class basis.

Miscollected Code Letters

Miscollected Code letters (i.e. those collected in error by the wrong
Licensed Operator) must be returned as soon as reasonably
practicable to the correct Licensed Operator or the customer from

whom they were erroneously collected.
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Misposted Code Letters and Prohibited Material

Misposted letters (i.e. those not yet delivered but which have entered
the wrong licensee’'s postal facilities through customer error) the correct
licensee of which is unclear, are subject to special procedures. There
are also provisions dealing with the handling of mail containing

restricted or prohibited material.

Health and Safety

Provision is made for Licensed Operators to respect each other's health

and safety policies when collecting mail.

Charges and Payment Terms

The charges which are liable to be paid for services provided under the
Code are detailed in Annex 3 to Section F. In broad terms, these
comprise different charges relating to the nature of the service
provided. The principal services relate to making Code letters
available for collection, notifying a Licensed Operator that letters need
to be collected and making those letters available for collection,
returning letters to the correct Licensed Operator in a number of ways,
and for dealing with misposted letters where the identity of the correct
Licensed Operator or originating customer is not clear and with letters

containing restricted or prohibited material.

Information and Reporting

Section F also provides for certain information to be provided on an
annual basis to Postcomm.

Customer Services

Finally, Section F provides for how complaints or other enquiries in

relation to Code letters should be handled.

Postal Services Commission 102 March 2005



8.1

8.2

8.3

Licence terms

This chapter outlines Postcomm’s views on the licence obligations
pertaining to the Code, Code enforcement and Code ownership. It
also sets out Postcomm’s views on when the Code would commence
and its duration and describes how Postcomm’s proposed licence term
changes would be effected given the current licensing framework

consultation.

Licence obligation

Draft licence terms are included at Annex C. Postcomm welcomes the

views of licensees on these.

Postcomm’s position is that adherence to the standards established by
the Code should be subject to a licence condition (see chapter 3 for
Postcomm’s reasoning). The obligation to comply with the Code
would be included in the standard licence and also in Royal Mail’s
licence. Postcomm’s view is that the terms of compliance with the
Code should be expressed as an absolute obligation. This is consistent
with obligations under other licences in other regulated industries, for
example the rail and electricity industries. Its view is that where there is
a need to provide flexibility then this is best done in the terms of the
Code itself. In its consultation on the licensing framework, Postcomm
proposed that the licence terms should be based on an all reasonable
endeavours obligation to comply with the Code. It has revised this
view because its thinking has developed as more work has been done
on the terms of the Code, and it has concluded that such an
obligation may not be appropriate in all areas. For example,
Postcomm’s view is that the obligation to include the Code Identifier

on mail should be an absolute requirement as it underpins the rest of
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the Code, whereas the obligation to collect mail at a specified time
each day might give a licensee a little more flexibility to allow for traffic

delays etc.

The draft licence terms begin by setting out the Code objectives.
These govern how changes proposed to the Code will be viewed. The

proposed objectives are:

(a) the furtherance of the interests of users of postal services;
(b) ensuring that miscollected and misdirected postal packets are:
() delivered to the intended user; or
(i) otherwise handled
in either case in an efficient, economic and timely manner; and
(c) so far asis consistent with sub-paragraphs (a) and (b), the
promotion of effective competition between licensed postal

operators.

The licence then requires that the licensee remains a party to the Code
— this therefore requires the establishment of the contractual interface
through the framework agreement (and subsequent accession
agreements as new licensees join up) — and requires that the licensee

comply with the terms of the Code.

The licence establishes how changes to the Code should be effected
when a review has taken place. It does not cover the general change
mechanism as this is included in the Code, as set out in chapter 7
above. This provides that Postcomm must consult on any changes
made as a result of a formal review of the Code and sets out how
Postcomm must publicise the review and effect any changes to the
Code as a result of the review process. This is modelled on the licence

modification process set out in the Act.
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8.7

8.8

8.9

8.10

Finally the licence provides for a review of the price for handling
misdirected mail, setting out how such a review should be conducted

and any resulting changes effected.

Changing licences

Postcomm has consulted on its licensing framework. In that
consultation it said it would be discussing with licensees how any
resulting changes might be made to existing licences. In relation to the
proposals for the licence terms implementing the Code, Postcomm
proposes that these be included in any new standard licence. It also
proposes that a modification be made to existing licences in
accordance with the modification provisions set out in the Act. The

modification would be proposed as soon as the Code was finalised.

Code enforcement

A failure to comply with the Code will constitute a breach of the
licence. Postcomm would expect to deal with a breach of the licence
in relation to the Code in accordance with the provisions of the Act
and its statement on financial penalties®*. Postcomm believes this
approach involves no changes to the current enforcement policy and
is well known to licensees. Postcomm would, however, have regard to
the provisions of the draft enforcement policy attached at Annex D to
determine whether the issue was contractual or regulatory and so

whether it should be taking action.

Code ownership

In other industries it is usual for codes to be ‘owned’ by one party. For

example, in the rail industry, Network Rail/RSSB is obliged under its

% Financial penalties. A Decision Document and Statement of Policy. February 2002

Postal Services Commission 105 March 2005
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8.12

network licence to prepare and administer (as well as comply with) a
railway group standards code, and train operating companies under
their licences are obliged to comply with the code. This ownership role
is usually played by the infrastructure provider which is not in
competition with the other licensees. In the context of the postal
industry there is effectively a series of parallel infrastructure providers
and, given the subject matter of the Code, Postcomm’s view is that it
would be inappropriate to single out one licensee as Code ‘owner’.
Postcomm therefore proposes that the Code is jointly “owned” and

that the licence obligations are therefore the same in each licence.

Code duration

Postcomm’s view is that the Code should come into effect on 1
January 2006 and each licensee would be required to subscribe to the
Code for so long as it was subject to a licence condition requiring this.
Postcomm would propose the licence modification as soon as the
Code was finalised with an effective date of 1 January 2006. This would
make the future obligations clear to licensees and give them a period
in which to put in place the systems necessary to ensure that they

would be able to comply on 1 January 2006.

(xlv) Do consultees have any comments on the draft licence terms?

(xlvi) Do consultees agree that the Code is jointly “owned” by all
licensees and that the licence obligations are the same in each
licence?

(xlvii) Do consultees agree the Code should commence in January
2006 and remain in place for the period that the licence is in
effect?

Summary of Postcomm’s proposals

Postcomm’s proposal for licence terms can be summarised as:
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e Adherence to the standards established by the Code should be

by licence condition;

e Maodifications would be proposed to licences as soon as the

terms of the Code were finalised;

e Code enforcement would be in accordance with the relevant
provisions of the Act and Postcomm’s policy on financial

penalties;
e The Code would be jointly "owned” by all licensees; and

e The Code would commence on 1 January 2006 and have the

same duration as the operator’s licence.
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9.1

9.2

Other matters

Redirection of mail

Background

Postcomm is currently assessing the practicalities of providing for
controlled access by OLOs to redirection information held by Royal
Mail. Postcomm plans to issue a consultation on this subject in the
spring of 2005 but, in advance of this consultation, has set out below its
preliminary views in relation to what it considers to be a necessary and
logical step in opening the market to competition. It already
highlighted that it was looking at the redirection of mail in its

consultation on the licensing framework.

Royal Mail provides a mail redirection service which is used by 1.3
million households and businesses annually; there are around 800,000
(3% of UK addresses) live redirections at any point in time. To provide
the redirection service Royal Mail collects addresses and other
information from mail recipients (households and businesses) who are
relocating and uses the information to redirect mail to the recipients’
new addresses. Postcomm views the database that Royal Mail holds
as being a fundamental part of the infrastructure of the postal market.
If other licensees do not have access to this database, then receivers
of mail will receive a lesser service than they do at present as they will
have no assurance that mail which is carried by an E2E service
provided by a licensee other than Royal Mail will reach it at its new
address. Clearly the occupants of the receiver’s old address may
forward that mail to them, in which case it will be dealt with in
accordance with the misdirected mail procedures set out in Chapter 4.
However, there can be no guarantee that any subsequent occupant

of an address will redirect that mail. Competitors will also be at a
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9.3

9.4

9.5

9.6

significant competitive disadvantage to Royal Mail as their service

offering will not include this vital element of the postal service.

Duplicating redirection services appears neither efficient nor in the
interests of users of postal services. For this reason, combined with
evidence from other deregulated postal markets, Postcomm’s

preliminary view is that duplication is an inferior solution.

Postcomm’s preliminary views

Postcomm believes controlled access to redirection by licensees
providing a delivery service is in keeping with its statutory duties for
several reasons. Firstly, Postcomm has a duty to further the interests of
users of postal services. Its view is that it would not be doing so if a
receiving customer did not have assurance that its mail would be
redirected should the sender of its mail use an E2E licensee other than
Royal Mail. Secondly, in exercising its functions in furthering the interests
of postal users, Postcomm has a duty to promote effective competition
between postal operators. While Royal Mail controls and has sole
access to redirection information, new entrants to the market will be at

a distinct competitive disadvantage to Royal Mail.

Postcomm also has a duty to promote efficiency and economy on the
part of postal operators. Its view is that it would be inefficient to
introduce multiple redirection services. Licensees would each be
providing similar services rather than sharing a pooled resource of
information. If business and social users were required to register
redirection details with (and pay) a number of licensees individually in
order to ensure their mail was redirected this could also be said not to

further their interests.

Finally, minimising the amount of misdirected mail is of paramount

importance to both new entrants and to the industry generally. Precise
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9.8

9.9

statistics are unknown by Postcomm but it can reasonably be
presumed that at least some mail for around 3% of all UK addresses will
be ‘misdirected’ if licensees do not have access to redirection
information. In addition to the consequences for customers of not
receiving mail that should be redirected to their new address, this has
significant implications for the efficiency, and therefore the
competitiveness, of mail as a communication medium. Postcomm has
therefore concluded that there should be an information sharing

arrangement.

Postcomm recognises that the technical and legal issues must be
carefully managed in order to allow the secure and controlled sharing
of redirection information. It is currently examining the practicalities of
access to the redirection information held by Royal Mail and the
controls that would need to exist to prevent accidental or intentional
misuse or disclosure of this information. The provisions of the Data

Protection Act 1998 are central to these considerations.

Postcomm has outlined above its view that, in keeping with its statutory
duty to further the interests of the users of postal services, recipients of
mail need to have assurance that in putting in place a redirection
arrangement, the recipients will receive all mail that needs to be
redirected regardless of which licensee carries that mail. Postcomm’s
preliminary thinking is that there should be a licence requirement on
Royal Mail to provide licensees providing an E2E service with the
redirection information necessary to redirect mail that they deliver.
These licensees should be obliged to hold and manage that
redirection information in accordance with a protocol that takes

account of the provisions of the Data Protection Act.

Postcomm has also considered whether the redirecting of mail should

be voluntarily carried out by licensees. Its view is that the redirection of
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9.11

9.12

mail should not be voluntary, but that any licensee providing an E2E
service should have an obligation to redirect mail. It has taken this
view in the context of its statutory duty to further the interests of
consumers. A household or business taking out a redirection with Royal
Mail will expect that any mail being delivered to it will be redirected. It
will not expect that the redirection of its mail will depend on whether a
licensee decides to offer that service or not. Since the recipients of
mail have no control over which licensee the sender of its mail chooses
to use, it cannot ensure that its mail is only delivered by a licensee
which has chosen to provide a redirection service. Postcomm expects
that licensees will, in any event, wish to provide a redirection service as
the senders of mail will wish to ensure that mail is delivered to its

intended recipient.

Finally, in order to protect the integrity of the mail redirection service,
Postcomm proposes that there should be a licence requirement that

no alternative redirection services are offered publicly.

Voluntary standards

During discussions with licensees prior to consultation, Postcomm was
made aware of certain areas where general industry standards could
be valuable. For example harmonisation of package dimensions and
materials, addressing standards, the promotion of return addresses and

other similar industry wide issues.

Postcomm believes that there is value to the industry in establishing
industry standards and even voluntary codes of practice to promote
‘best-practice’. It does not however believe that these standards
should be included within the Code. This is because Postcomm’s
position is that adherence to the standards established by the Code

should be a licence condition, and although these issues are
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important, Postcomm’s view is that they are not critical for postal users
or for effective competition between postal operators and therefore

do not warrant inclusion within a licence-based code of practice.

9.13 Postcomm is supportive of efforts to improve the functioning of the

postal market and is willing to help facilitate discussion in this area.
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Glossary

Term

Code Identifier

Default Return

Service

Extraction

Service

Forwarded mall

Gone away

Intended

licensee

Definition

a device, issued by Postcomm, identifying (i) mail
as being covered by the Code and (i) each

licensee; Postcomm licences use of the image.

where Royal Mail or the receiving licensee
arranges for the return of misdirected mail in the
event of a failure on the part of the intended
licensee to collect, or arrange for the return of,
such mail within the stipulated timeframe. The
‘default return service’ may apply in a ‘regular’ or

‘variable exchange centre’.

where Royal Mail or the receiving licensee
identifies, extracts and holds for collection
misdirected mail in a ‘regular’ or ‘variable

exchange centre’.

where mail delivered to one address is ‘forwarded’

to another address by re-posting the item.

where the addressee no longer resides at that
address and the new occupier crosses out the

address and re-posts the item.

the licensee which is responsible for the
conveyance of the letters, in accordance with an
agreement between that licensee and the

sending customer.
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Licensed Area

Local Access

Operator

Local End-to-End

Operator

Mail Centres

Miscollected mail

Misdirected mail

Misposted mail

National Access

Operator

National End-to-

End Operator

Non Exchange

Centre

items weighing 350g or less and costing £1 or less
to deliver are within the Licensed Area. The term
‘Letter’ is defined in section 125 of the Postal
Services Act 2000. Some services which fall within
the licensed area but which are exempted from
the licensing obligation are set out in section 7 of

the Act.

an access operator that operates in less than 35

Royal Mail mail centre areas.

an end-to-end operator that operates in less than

35 Royal Mail mail centre areas.

Royal Mail’s 69 mail centres which will be used as

places where misdirected mail is exchanged.

mail that is clearly labelled for one licensee but

has been collected in error by another licensee.
includes miscollected mail and misposted mail.

mail that has been posted into the incorrect

network, usually by the posting customer.

an access operator that operators in more than 35

Royal Mail mail centre areas.

an end-to-end operator that operators in more

than 35 Royal Mail mail centre areas.

a mail centre where a licensee has no

arrangements in place for the return of

misdirected mail, or, wishes for any such mail to be
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Non-Licensed

Area

Return Service

Regular

Exchange Centre

Variable

Exchange Centre

returned via the ‘Return Service’.

mail which weighs more than 350g or costs more
than £1.

where the intended licensee requests Royal Mail or
the receiving licensee to return misdirected mail
(either on a one-off basis or as the default
arrangement for a ‘variable’ or ‘non-exchange

centre’).

a mail centre where a licensee has a regular,
scheduled arrangement to exchange misdirected

maiil.

a mail centre where a licensee has no scheduled
arrangement but wishes to be notified when

misdirected mail is identified.
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A. Draft Postal Common Operational Procedures
Code

The Code establishes the standards for the Common Operational
Procedures and the governance arrangements for the Code. This

annex includes a draft of the Code.
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Postal Services

Postcomm

Postwatch

Prohibited Code Letters

Proposer

Public Holiday

Regular Exchange Centre

Regular Exchange Slot

Regular Exchange Window

Related Person

Relevant Code Letters

Return Manifest

Royal Mail

Royal Mail Access Agreement

Royal Mail Centres

Royal Mail Regions

Sender

has the meaning ascribed to it in the Act;

means the Commission for Postal Services
established pursuant to section 1 of the Act;

means the Consumer Council for Postal Services
established under section 2 of the Act;

means any Postal Packet (including parcels) which
contains items and/or material prohibited or restricted
by the Scheme;

means the person that proposed a Change to the
Code pursuant to paragraph 4.1.7 of Section D;

has the meaning ascribed to it in the Act;

means a Royal Mail Centre or Operator Centre, as
the case may be, which the relevant Code Party will
attend at least every other Working Day;

has the meaning ascribed to it in paragraph 6.2.12 of
Section F;

has the meaning ascribed to it in paragraph 6.2.11 of
Section F;

means, in relation to an individual, any member of his
immediate family, his employer (and any former
employer of his within the previous 12 months), any
partner with whom he is in partnership and any
company or Affiliate of a company in which he or any
member of his immediate family controls more than
20% of the voting rights in respect of the shares in the
company;

means Miscollected Code Letters or Misdirected
Code Letters, as the case may be;

has the meaning ascribed to it in paragraph 6.4.14 of
Section F;

means Royal Mail Group plc registered in England
and Wales with company number 4138203 and
having its registered office at 148 Old Street London
EC1V 9HQ;

means an agreement between Royal Mail and a
Licensed Operator entered into pursuant to Condition
9 of Royal Mail's Licence which permits access to
Royal Mail's Postal Facilities;

means the Royal Mail mail centres set out in Annex 2
to Section F (as amended from time to time);

means those areas known as Inward Postcode Areas
as set out in Annex 2 to Section F (as amended from
time to time);

has the meaning ascribed to it in the Act;
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1.3

1.3.1

1.3.2

Scheme

Standard Payment Terms

Urgent Change Proposal

Users

Variable Exchange Centre

Voluntary Code Letter

Withdrawal Date

Withdrawal Notice

Withdrawing Party

Working Day

General Obligations

Good Faith

means the Successor Postal Services Company
Inland Letter Post Scheme 2001 made pursuant to
section 89 of the Act;

means in respect of a Code Party, that Code Party's
standard terms as to payment of invoices or charges
(including the frequency with which invoices may be
rendered, the period of time in which an invoice must
be paid, and any interest which may be charged in
respect of late payment) which it offers its customers;

means a Change Proposal recommended to be
treated urgently by the Proposer pursuant to
paragraph 4.1.16 of Section D;

has the meaning ascribed to it in the Act;

means a Royal Mail Centre or Operator Centre, as
the case may be, in respect of which the relevant
Code Party wishes to receive notification in
accordance with paragraph 6.4.4 of Section F;

means any Postal Packet (other than a Prohibited
Code Letter) which is not a Code Letter for the
purposes of paragraph (b) of the definition of Code
Letter but which is no larger than 460mm by 610mm
by 460mm (or, if a tubular Postal Packet, the length
plus twice the diameter does not exceed 1040mm
with a maximum length of 900mm), and no heavier
than 2kg;

has the meaning ascribed to it in paragraph 2.6.2 of
Section B;

has the meaning ascribed to it in paragraph 2.6.1 of
Section B;

has the meaning ascribed to it in paragraph 2.6.1 of
Section B;

means any day which is not a Saturday, Sunday or
Public Holiday.

The Code Parties shall, in exercising their respective rights and complying with their respective
obligations under this Code, at all times act in good faith.

Standard of Conduct

Without prejudice to all other obligations of the Code Parties under this Code, each Code
Party shall, in its dealings with other Code Parties for the purpose of, and in the course of,
performance of its obligations under the Code, act with due efficiency and economy and in a
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ANNEX TO SECTION B

Form of Accession Agreement®

THIS ACCESSION AGREEMENT is made on [e] between:

(1)

(2)

[Insert name of person authorised under the Code to sign the Accession Agreement on behalf
of the Code Parties on its own behalf and on behalf of all the other parties to the Framework
Agreement] (the Authorised Person); and

[Insert name of person wishing to be admitted to the Code] (the Code Party Applicant) whose
[principal][registered] office is at [insert details, including company registration number, where
relevant]

WHEREAS:

(A)

(B)

By the framework agreement dated [e] made between the Original Parties named therein and
as now in force between those Original Parties and any other parties (collectively, the Code
Parties) to have acceded to the Code by virtue of any Accession Agreement entered into
before the date of this Accession Agreement (the Framework Agreement), the Code Parties
agreed to give effect to and be bound by the Code.

The Code Party Applicant has complied with the requirements of the Code as to accession
and wishes to be admitted as a Code Party.

In consideration of the rights and obligations contained in the Code IT IS HEREBY AGREED as

follows:

1

In this Accession Agreement, words and expressions defined in or for the purposes of the
Framework Agreement and not otherwise defined in this Accession Agreement shall have the
meanings ascribed to them under the Framework Agreement.

The Authorised Person (acting on its own behalf and on behalf of each of the other Code
Parties) hereby admits the Code Party Applicant as an additional Code Party under the
Framework Agreement with effect from the date of this Accession Agreement on the terms and
conditions hereof.

The Code Party Applicant hereby accepts its admission as a Code Party and undertakes with
the Authorised Person (acting on its own behalf and on behalf of each of the other Code
Parties) to perform and to be bound by the Framework Agreement as a Code Party as from
the date hereof.

For all purposes in connection with the Framework Agreement the Code Party Applicant shall
as from the date hereof be treated as if it had been a signatory to the Framework Agreement
from the date hereof, and as if this Accession Agreement were part of the Framework
Agreement from the date hereof, and the rights and obligations of the Code Parties shall be
construed accordingly.

This Accession Agreement and the Framework Agreement shall be read and construed as one
document and references (in or pursuant to the Framework Agreement) to the Framework
Agreement (howsoever expressed) should be read and construed as references to the
Framework Agreement and this Accession Agreement.

This Accession Agreement may be executed in counterparts.

A separate Framework Agreement intended to bind the original Licensed Operators (the Original Parties) as
parties to the Code annexed to the Consultation Document dated 18 March 2005.
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7 This Accession Agreement shall be governed by and construed in accordance with the laws of
England and Wales and the parties hereby submit to the exclusive jurisdiction of the courts of
England and Wales.

IN WITNESS whereof the parties hereto have executed this Accession Agreement the day and year
first above written

[Add details as necessary]
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3

SECTION C — CODE COMMITTEE* AND CODE SECRETARY

Explanatory Notes

A

B

3.1

3.1.1

Section C establishes a Code Committee and a Code Secretary to administer the Code.

The Code Committee comprises up to 10 members (with the facility for expansion to 12)
drawn from various categories of Licensed Operator. There are detailed provisions relating to
the appointment of Code Committee members, their term of office and their removal from
office.

The duties of Code Committee members are also specified. These include acting impatrtially.

There are detailed provisions relating to meetings of the Code Committee, including an
explanation of how frequently meetings should be held and the notice required to be given of
any meetings. Voting at a Code Committee meeting is by simple majority. The chairman has
a casting vote in cases of deadlock. Resolutions may be made in writing without the need for
a meeting, or meetings may be conducted by telephone or video conference. There are also
provisions relating to the convention of urgent Code Committee meetings.

Postcomm, Postwatch, and any third party nominated by Postcomm may attend Code
Committee meetings but are not entitled to vote at those meetings.

Section C also provides for a Code Secretary to carry out a secretariat function in support of
the proceedings of the Code Committee and generally to undertake a number of functions in
respect of the Code, including, for example, managing the accession process.

Royal Mail is to be the Code Secretary initially (until January 2008). After that time, Royal Malil
or another Code Party may take on the role.

The Code Secretary is entitled to recover from Postcomm any reasonable costs reasonably
incurred in carrying out its functions.

This Explanatory Note does not form part of the Code.
Code Committee

There is hereby established a committee to be known as the Code Committee which shall be
constituted in accordance with the provisions of this Section C.

The Code Committee shall comprise the following members:

(a) not more than two persons appointed by Royal Mail in accordance with paragraph
3.2.1;
(b) not more than three persons appointed by National End-to-End Operators in

accordance with paragraph 3.2.2;

(c) not more than two persons appointed by Local End-to-End Operators in accordance
with paragraph 3.2.3;

(d) not more than two persons appointed by National Access Operators in accordance
with paragraph 3.2.4; and

*The parts of this Section of the Code relating to the Code Committee (and the associated definitions) will only be
required if the option of a Code Committee is adopted — see paragraphs 6.15-6.25 of the Consultation Document
dated 18 March 2005. The Code Secretary will be required in any event, although its functions will differ
depending on whether a Code Committee is or is not established.
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3.2

3.21

3.2.2

3.2.3

3.24

3.2.5

3.2.6

3.3

3.3.1

(e) not more than one person appointed by Local Access Operators in accordance with
paragraph 3.2.5.

In this Section C:

(a) references to a person shall, unless the context otherwise requires, be construed as
references to an individual; and

(b) references to appointing a person as a Code Committee Member include replacing or
(subject to paragraph 3.3.5) reappointing such person upon ceasing to hold office in
accordance with paragraph 3.3.3.

Appointment of Code Committee Members

Royal Mail may appoint up two persons as Code Committee Members to be its
representatives (such appointment being carried out by any selection mechanism chosen by
Royal Mail as it sees fit), by giving notice of such appointments to the Code Secretary.

National End-to-End Operators may appoint up to three persons as Code Committee
Members to be their representatives (such appointments being carried out by any selection
mechanism chosen by the National End-to-End Operators as they see fit) by giving notice of
such appointments to the Code Secretary.

Local End-to-End Operators may appoint up to two persons as Code Committee Members to
be their representatives (such appointments being carried out by any selection mechanism
chosen by the Local End-to-End Operators as they see fit) by giving notice of such
appointments to the Code Secretary.

National Access Operators may appoint up to two persons as Code Committee Members to be
their representatives (such appointments being carried out by any selection mechanism
chosen by the National Access Operators as they see fit) by giving notice of such
appointments to the Code Secretary.

Local Access Operators may appoint one person as a Code Committee Member to be their
representative (such appointment being carried out by any selection mechanism chosen by
the Local Access Operators as they see fit) by giving notice of such appointment to the Code
Secretary.

If the Code Committee resolves that there is any class or category of Licensed Operator
whose interests are not reflected in the composition of Code Committee Members for the time
being appointed, but whose interests ought to be so reflected and would be so reflected if
particular persons were appointed, then the Code Committee may appoint up to two such
additional persons as Code Committee Members by giving notice of such appointments to the
Code Secretary.

Term of office, and removal from office, of Code Committee Members

Subject to paragraph 3.4.2, a person appointed or re-appointed by a notice under paragraph
3.2 shall be appointed as a Code Committee Member with effect from:

(a) the day following the next retirement day (as defined in paragraph 3.3.2), or

(b) if earlier, the date with effect from which an existing Code Committee Member ceases
to hold office pursuant to paragraph 3.3.3(b), 3.3.3(c) or 3.3.3(d), or

(c) where at the time at which the notice is given the office of a Code Committee Member
is vacant, the later of the date specified in the notice and the date when the notice is
given.
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3.3.2 The term of office of a Code Committee Member shall be a period expiring on the next
retirement day (a retirement day being 31 December in every second year following the year
2005) following his appointment provided that a Code Committee Member whose term of
office has expired or is to expire shall be eligible for re-appointment.

3.3.3 A person shall cease to hold office as a Code Committee Member:

(a) upon expiry of his term of office, unless he is re-appointed;
(b) if
(i) he resigns his office by notice to the Code Secretary;
(i) he becomes bankrupt or makes any arrangement or composition with his

creditors generally;

(iii) he is or may be suffering from mental disorder and either he is admitted to
hospital in pursuance of an application under the Mental Health Act 1983 or an
order is made by a court having jurisdiction in matters concerning mental
disorder for his detention or for the appointment of a receiver, curator bonis or
other person with respect to his property or affairs;

(iv) he becomes prohibited by law from being a director of a company by operation
of the Company Directors Disqualification Act 1986;

(v) he dies;
(vi) he is convicted of an indictable offence;
(c) if he is removed from office in accordance with any provision of this paragraph 3; or
(d) if the Code Committee resolves (and Postcomm does not veto such resolution by
notice (other than by email) in writing to the Code Secretary) that he should cease to
hold office on grounds of his serious misconduct.

3.3.4 A Code Committee resolution under paragraph 3.3.3(d) shall, notwithstanding paragraphs
3.8.15 and 3.8.19, require the vote in favour of at least all Code Committee Members (other
than the Code Committee Member who is the subject of such resolution) less one Code
Committee Member and, for these purposes, an abstention shall count as a vote cast in favour
of the resolution.

3.3.5 A person shall not qualify for appointment as a Code Committee Member if at the time of the
proposed appointment he would be required by paragraph 3.3.3(b) to cease to hold that office.

3.3.6 The Code Secretary shall give prompt notice to all Code Committee Members, all Code
Parties and Postcomm of the appointment or re-appointment of any Code Committee Member
or of any Code Committee Member ceasing to hold office.

34 Duties of Code Committee Members

3.4.1 A person appointed as a Code Committee Member, when acting in that capacity shall:

(a) act impartially;

(b) ensure that the Code is given effect without undue discrimination between Code
Parties;

(c) not be representative of, and shall act without undue regard to, the particular interests
of:
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3.4.2

343

3.4.4

3.5

3.5.1

3.5.2

3.5.3

3.54

(i) the body or person or persons by whom he was appointed as a Code
Committee Member; and

(i) any Related Person from time to time.
A person shall not be appointed as a Code Committee Member unless he shall have first:

(a) confirmed in writing to the Code Secretary for the benefit of all Code Parties that he
agrees to act as a Code Committee Member in accordance with the Code and
acknowledges the requirements of paragraph 3.4.1 and 3.4.3; and

(b) where that person is employed, provided to the Code Secretary a letter from his
employer agreeing that he may act as Code Committee Member and that the
requirement in paragraph 3.4.1(c) shall prevail over his duties as an employee.

A Code Committee Member shall, at the time of appointment and upon any change in such
interests, disclose (in writing) to the Code Secretary any such interests (in relation to the
Code) as are referred to in paragraph 3.4.1(c).

Upon a change in employment of a Code Committee Member, he shall so notify the Code
Secretary and shall endeavour to obtain from his new employer and provide to the Code
Secretary a letter in the terms required in paragraph 3.4.2(b); and he shall be removed from
office if he does not do so within a period of 60 days after such change in employment.

Alternates

Code Committee Members shall use reasonable endeavours to make themselves available to
conduct the business of the Code Committee; but where the Code Secretary (on the
application of the Code Committee Member) accepts that particular circumstances warrant
such appointment, a Code Committee Member may appoint a person (whether or not a Code
Committee Member) to be his alternate, and may remove a person so appointed as alternate,
by giving notice of such appointment or removal to the Code Secretary.

The appointment or removal by a Code Committee Member of an alternate shall be effective
with effect from the later of the time specified in such notice and the time when such notice is
given.

The Code Secretary shall promptly notify all Code Committee Members of the appointment or
removal by any Code Committee Member of any alternate.

Where a Code Committee Member has appointed an alternate:
(a) the alternate shall be entitled:

(i) unless the appointing Code Committee Member shall otherwise notify the
Code Secretary, to receive notices of Code Committee Meetings;

(i) to attend, speak and vote at any Code Committee Meeting at which the Code
Committee Member by whom he was appointed is not present, and at such
Code Committee Meeting to exercise and discharge all of the functions, duties
and powers of such Code Committee Member;

(b) the alternate shall cast one vote for each Code Committee Member by whom he was
appointed, in addition (where he is a Code Committee Member himself) to his own
vote;

(c) the provisions of paragraph 3.8 shall apply as if he were a Code Committee Member

in relation to any Code Committee Meeting which he attends.

3.5.5 A person appointed as alternate shall automatically cease to be an alternate:
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3.5.6

3.6

3.6.1

3.6.2

3.6.3

3.6.4

3.7

3.71

3.7.2

3.7.3

(a) if the appointing Code Committee Member ceases to be a Code Committee Member;
(b) if any of the circumstances in paragraph 3.3.3(b) applies in relation to such a person;

(c) if the Code Committee resolves, in accordance with the provisions mutatis mutandis of
paragraph 3.3.3(d), that such person should cease to be an alternate.

A reference in the Code to a Code Committee Member shall, unless the context otherwise
requires, include his duly appointed alternate.

Representatives of Postcomm and Postwatch and Invitees

A representative of Postcomm and/or Postwatch shall be entitled to attend and speak at any
Code Committee Meeting, but such representative shall not be entitled to vote at any Code
Committee Meeting and shall not be a Code Committee Member.

[Other potentially interested bodies, such as trade associations] shall be entitled to appoint an
individual to act as an observer at Code Committee Meetings (and any observer so appointed
shall not be entitled to participate in the business of the Code Committee Meeting).]5

Any Code Committee Meeting shall be open to attendance by a representative of any Code
Party or any Nominated Third Party and any person so attending such Code Committee
Meeting may speak if invited to do so by the chairman of the Code Committee Meeting, but
shall not vote at the Code Committee Meeting.

Paragraph 3.6.3 shall not apply to Code Committee Meetings held by telephone conference or
similar means in accordance with paragraph 3.8.21 and shall not operate to prevent a
resolution being passed in accordance with paragraph 3.8.20.

Powers and Functions of Code Committee

The Code Committee shall have the powers, functions and responsibilities provided in this
Code.

Without prejudice to paragraph 3.7.1, the powers, functions and responsibilities of the Code
Committee shall include the following:

(a) implementing or supervising the implementation of the procedures for changing the
Code in Section D;

(b) taking steps to ensure that the Code is given effect in accordance with its terms, and
(but only where expressly so provided in the Code) taking steps to ensure compliance
by Code Parties with the provisions of the Code;

(c) providing or arranging for the provision of reports and other information to Postcomm
in accordance with the further provisions of the Code; and

(d) considering whether Code Parties should be expelled from the Code pursuant to
paragraph 2.7.1.

The Code Committee may do anything necessary for or reasonably incidental to the discharge
of the functions and responsibilities assigned to it in the Code.

®See paragraph 6.15 of the Consultation Document dated 18 March 2005.
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3.8

3.8.1

3.8.2

3.8.3

3.84

3.8.5

3.8.6

3.8.7

Proceedings of the Code Committee
Frequency

Code Committee Meetings shall be held at regular intervals and (subject to paragraph 3.8.2) at
least every 6 months at such time and such place as the Code Committee shall decide.

A regular Code Committee Meeting may be cancelled if:

(a) the Code Secretary determines that there is no business for the Code Committee to
conduct;
(b) the Code Secretary notifies all Code Committee Members not less than 5 Working

Days before the date for which the Code Committee Meeting is or is to be convened,
of the proposal to cancel the Code Committee Meeting; and

(c) by the time 3 Working Days before the date for which the Code Committee Meeting is
or is to be convened, no Code Committee Member has notified the Code Secretary
that he objects to such cancellation.

If at the request of a Code Committee Member the Code Secretary wishes to hold a special
Code Committee Meeting (in addition to the regular Code Committee Meeting under
paragraph 3.8.1):

(a) the Code Committee Member shall inform the Code Secretary of the matters to be
discussed at the Code Committee Meeting; and

(b) the Code Secretary shall promptly convene such a meeting for a Working Day as soon
as reasonably practicable but not less than 5 Working Days after such request.

Notice

Any Code Committee Meeting shall be convened by the Code Secretary by notice to each
Code Committee Member:

(a) setting out the date, time and place of the Code Committee Meeting and (unless the
Code Committee has otherwise decided) given at least 5 Working Days before the
date of the Code Committee Meeting; and

(b) accompanied by an agenda of the matters for consideration at the Code Committee
Meeting and any supporting papers available to the Code Secretary at the time the
notice is given (and the Code Secretary shall circulate to Code Committee Members
any late papers as and when they are received by him).

The Code Secretary shall send a copy of the notice convening the Code Committee Meeting,
and the agenda and papers accompanying the notice (and any late papers) to the following
persons at the same time at which notice is given to Code Committee Members:

(a) each Code Party; and

(b) any alternate of any Code Committee Member entitled to receive the same pursuant to
paragraph 3.5.4(a)(i).

Any Code Committee Member may notify matters for consideration at a Code Committee
Meeting, in addition to those notified by the Code Secretary under paragraph 3.8.4, by notice
to all Code Committee Members and persons entitled to receive notice under paragraph 3.8.5,
not less than 3 Working Days before the date of the Code Committee Meeting.

The proceedings of a Code Committee Meeting shall not be invalidated by the accidental
omission to give or send notice of the Code Committee Meeting or a copy thereof or any of the
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3.8.8

3.8.9

3.8.10

3.8.11

3.8.12

3.8.13

3.8.14

3.8.15

3.8.16

accompanying agenda or papers to, or any failure to receive the same by, any person entitled
to receive such notice, copy, agenda or paper.

With the consent of all Code Committee Members (whether obtained before, at or after any
such Code Committee Meeting) the requirements of this paragraph 3.8 as to the manner in
and notice on which a Code Committee Meeting is convened may be waived or modified
provided that no Code Committee Meeting shall be held unless notice of the Code Committee
Meeting and its agenda has been sent to the persons entitled to receive the same under
paragraph 3.8.5 at least 24 hours before the time of the Code Committee Meeting.

Subject to paragraph 3.8.10, no matter shall be resolved at a Code Committee Meeting unless
such matter was included in the agenda accompanying the Code Secretary’s notice under
paragraph 3.8.4 or was notified in accordance with paragraph 3.8.6.

Where:

(a) any other matter (not contained in the agenda or so notified) is put before a Code
Committee Meeting; and

(b) in the opinion of the Code Committee it is necessary (in view of the urgency of the
matter) that the Code Committee resolves upon such matter at the meeting

the Code Committee may so resolve upon such matter, and the Code Committee shall also
determine at such Code Committee Meeting whether the decision of the Code Committee in
relation to such matter should stand until the next following Code Committee Meeting, in which
case (at such next following Code Committee Meeting) the decision shall be reviewed and
confirmed or (but not with effect earlier than that Code Committee Meeting, and only so far as
the consequences of such revocation do not make implementation of the Code or compliance
with it by the Code Parties impracticable) revoked.

Proceedings at Code Committee Meetings

Subject as expressly provided in the Code, the Code Committee may regulate the conduct of
and adjourn and reconvene its Code Committee Meetings as it sees fit.

Code Committee Members present at any Code Committee Meeting shall elect the chairman
of the Code Committee Meeting to preside over it, and in the case of an equality of votes the
chairman shall have a second or casting vote.

As soon as practicable after each Code Committee Meeting, the Code Secretary shall prepare
and send to Code Committee Members the minutes of such Code Committee Meeting, which
shall be approved (or amended and approved) at the next Code Committee Meeting after they
were so sent.

Quorum
No business shall be transacted at any Code Committee Meeting unless a quorum is present.

Subject to paragraph 3.8.16, a quorum shall be such number of Code Committee Members
present in person or by their alternates as constitute more than 75% of all Code Committee
Members.

If within 30 minutes after the time for which a Code Committee Meeting has been convened a
quorum is not present (and provided the Code Secretary has not been notified by absent Code
Committee Members that they have been delayed and are expected to arrive within a
reasonable time):

(a) the same Code Committee Meeting shall be adjourned to the same day in the
following week at the same time;
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3.8.17

3.8.18

3.8.19

3.8.20

3.8.21

3.9

3.9.1

(b) the Code Secretary shall give notice of the adjourned Code Committee Meeting as far
as practicable in accordance with paragraphs 3.8.4 and 3.8.5;

(c) at the adjourned Code Committee Meeting, if there is not a quorum present within 30
minutes after the time for which the Code Committee Meeting was convened, those
present shall be a quorum.

Voting

At any Code Committee Meeting any matter to be decided shall be put to a vote of Code
Committee Members upon the request of the chairman of the Code Committee Meeting or of
any Code Committee Member.

Subject to paragraph 3.8.12 in deciding any matter at any meeting of the Code Committee
each Code Committee Member shall cast one vote.

Except as otherwise expressly provided in this Code, any matter to be decided at any Code
Committee Meeting shall be decided by simple majority of the votes cast at the Code
Committee Meeting (and an abstention shall not be counted as a cast vote).

Written Resolutions

A resolution in writing signed by or on behalf of all of the Code Committee Members entitled to
vote in respect of the matter the subject of the resolution shall be valid and effectual as if it had
been passed at a duly convened and quorate Code Committee Meeting; and such resolution
may consist of several instruments in like form signed by or on behalf of one or more Code
Committee Members.

Code Committee Meetings By Telephone

Where the Code Secretary considers it appropriate, a Code Committee Meeting may be validly
held by telephone conference call (or other similar means) and any decision taken at such a
Code Committee Meeting shall be validly taken provided that:

(a) the provisions of this paragraph 3 have otherwise been complied with; and

(b) such decision does not, subject to paragraph 3.9.1, relate to Change Business.
Urgent Code Committee Meetings

Urgent Change Proposals

Notwithstanding anything to the contrary in the preceding provisions of this paragraph 3, in
relation to any Change Business involving an Urgent Change Proposal:

(a) the Code Secretary shall determine the time by which a decision of the Code
Committee is required in relation to such matter, having regard to the degree of
urgency in all the circumstances, and references in this paragraph 3.9.1 to the time
available shall mean the time available, based on any such determination of the Code
Secretary;

(b) the Code Secretary shall convene a Code Committee Meeting (which may be held by
telephone conference call, as appropriate) in such manner and on such notice as the
Code Secretary considers appropriate, and such that, where practicable within the
time available, as many Code Committee Members as possible may attend,;

(c) each Code Committee Member shall be deemed to have consented, for the purposes
of paragraph 3.8.8, to the convening of such Code Committee Meeting in the manner
and on the notice determined by the Code Secretary;
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3.9.2

3.10

3.10.1

(d) paragraph 3.8.9 shall not apply to any urgent Code Committee Meeting held under this
paragraph 3.9.1;

(e) where:

(i) it becomes apparent, in seeking to convene a Code Committee Meeting within
the time available, that a quorum will not be present; or

(i) it transpires that the Code Committee Meeting is not quorate and it is not
possible to rearrange such Code Committee Meeting within the time available,

the Code Secretary shall use reasonable endeavours to contact each Code
Committee Member individually in order to ascertain such Code Committee Member's
vote and (subject to paragraph (f)) any matter to be decided shall be decided by a
majority of those Code Committee Members who so cast a vote;

(f) where the Code Secretary is unable to contact at least 5 Code Committee Members
within the time available, the Code Secretary may decide the matter (in consultation
with those Code Committee Members contacted) provided that the Code Secretary
shall include details in the relevant Change Report of the steps taken to contact other
Code Committee Members first.

Other Business

Notwithstanding anything to the contrary in the preceding provisions of this paragraph 3, if any
matter (not being Change Business) arises which, in the Code Secretary's opinion, is of a
sufficiently urgent nature as to require a decision of the Code Committee earlier than may be
possible under paragraph 3.8.8:

(a) the Code Secretary shall determine the time by which a decision of the Code
Committee is required in relation to such matter, having regard to the degree of
urgency in all the circumstances, and references in this paragraph 3.9.2 to the time
available shall mean the time available, based on any such determination of the Code
Secretary;

(b) the Code Secretary shall convene a Code Committee Meeting (which may be held by
telephone conference call, as appropriate) in such manner and on such notice (but in
any event not less than 1 hour's notice) as the Code Secretary considers appropriate,
and such that, where practicable within the time available, as many Code Committee
Members as possible may attend;

(c) each Code Committee Member shall be deemed to have consented, for the purposes
of paragraph 3.8.8, to the convening of such Code Committee Meeting in the manner
and on the notice determined by the Code Secretary.

Code Secretary

There shall be a secretary in relation to the Code (the Code Secretary) which shall:

(a) be the secretariat of, and shall provide all administrative and other services reasonably
necessary for, Code Committee Meetings and the proceedings generally of the Code

Committee; and

(b) have the powers, functions and responsibilities set out in the Code.

3.10.2 The Code Secretary shall from the Code Start Date until 1 January 2008 be Royal Mail.
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3.10.3 From 1 January 2008, the Code Secretary shall be such Code Party (including Royal Mail) as
[the Code Committee shall resolve to appoint as Code Secretary] [Postcomm may determine]6
from time to time.

3.10.4 The Code Secretary shall be entitled to recover from Postcomm any reasonable costs
reasonably incurred in carrying out the role of Code Secretary.

% If there is no Code Committee.
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4.1

4.1.1

SECTION D — CHANGES TO THE CODE
Explanatory Notes

Section D explains the process for changes being made to the Code. Any change to the Code
must be approved by Postcomm.

Changes in all cases are effected through Postcomm issuing a notice detailing the changes to
the Code which it has approved. The Code Secretary is required to supply revised versions of
the Code incorporating the relevant changes to all relevant parties.

A proposal to change the Code may be made by:
any Code Party;
Postwatch; or
any other body designated by Postcomm.

Anyone proposing a change to the Code, must provide certain information and material,
including reasonable particulars of the proposed change, an explanation of the reasons for the
change, the reasons why the proposer of the change believes that the proposed change would
better facilitate achievement of the Code Objectives as compared with the then current version
of the Code, and the proposed drafting modifications to the Code required to give effect to the
proposed change.

[Once notified of a change, the Code Committee may either decide to assess the change itself
or delegate that assessment to a working party. This may be particularly appropriate for
changes of a technical or operational nature better assessed by individuals with the relevant
expertise. In either case, all Code Parties must be consulted on the proposed change.
Following assessment and consultation, the Code Committee submits a report to Postcomm.
This report should include reasonable particulars of the proposed change, the reasons why the
change would better facilitate achievement of the Code Objectives as compared with the then
current version of the Code, a summary of the consultation findings, and the drafting required
to give effect to the proposed change. (Provisions are also included which allow for urgent
changes to be made to the Code, where necessary.)]’

[Change proposals are to be submitted direct to Postcomm with the proposer of the change
being required to provide certain details and information.]?

Postcomm may approve or reject the proposed change.
This Explanatory Note does not form part of the Code.
Changes to the Code

General

The Code may be changed from time to time in accordance with the provisions of this
Section D.

Effecting changes

Upon service of a notice (other than by email) signed by Postcomm to the Code Secretary (a
Change Notice):

Part A Option.
Part B Option.
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(a) the Code shall be changed in accordance with the terms of the Change Notice; and
(b) the Code Secretary shall forthwith copy such Change Notice to:

(i) each Code Party;

(i) Postwatch;

(iii) each Code Committee Member; and

(iv) any Nominated Third Party.

4.1.3 A Change to the Code shall take effect from the time and date specified in the Change Notice.

4.1.4 The Code Secretary shall, as soon as reasonably practicable following service of a Change
Notice, supply to each of the persons referred to in paragraph 4.1.2(b) a revised version of this
Code incorporating the relevant changes.

4.1.5 If the Code Secretary is informed by Postcomm that Postcomm does not intend to consent to a
Change following the submission of a LChange Report pursuant to paragraph 4.1.14] [Change
Proposal pursuant to paragraph 4.1.8]°, the Code Secretary shall notify each of the persons
referred to in paragraph 4.1.2(b) accordingly.

4.1.6 A Change made pursuant to and in accordance with paragraph 4.1.2 shall not be impaired or
invalidated in any way by any failure to comply with or give effect to the succeeding provisions
of this paragraph 4.1.

PART A: CODE COMMITTEE OPTION"

Change Proposals

4.1.7 A proposal to change the Code (a Change Proposal) may be made by any of the following
(the Proposer):

(a) a Code Party;
(b) Postwatch; or

(c) such other bodies representative of interested third parties as may be designated in
writing for this purpose by Postcomm from time to time (a Nominated Third Party).

4.1.8 A Change Proposal shall be submitted in writing to the Code Secretary and shall contain the
following information in relation to such Change Proposal:

(a) the name of the Proposer;

(b) reasonable particulars of the Change Proposal;

(c) supporting explanation in reasonable detail of the reasons for the Change Proposal;
and

(d) the reasons why the Proposer believes that the Change Proposal would better

facilitate achievement of the Code Objectives as compared with the then current
version of the Code.

9 Depending whether or not the Code Committee option is adopted.
1% Part A contains the proposed change mechanism if the Code Committee option is adopted — see paragraphs
6.15-6.25 of the Consultation Document dated 18 March 2005.
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4.1.9 The Change Proposal shall be considered at the next Code Committee Meeting called in
accordance with paragraph 3.8.4 of Section C except where such Change Proposal is an
Urgent Change Proposal in which case an Urgent Code Committee Meeting shall be
convened in accordance with paragraph 3.9.1 of Section C.

4.1.10 The Code Committee shall resolve either to:
(a) appoint a Change Group to consider and assess the Change Proposal; or
(b) consider and assess the Change Proposal itself.
Change Group

4.1.11 If the Code Committee makes a resolution in accordance with paragraph 4.1.10(a), the Code
Committee shall establish a Change Group consisting of at least 3 Code Committee Members
to consider the Change Proposal and shall set out the timetable that the Change Group should

follow.

4.1.12 The Change Group shall:

(a) consider and assess the Change Proposal,
(b) consult the Code Parties on the Change Proposal; and
(c) report to the Code Committee the results of such consideration, assessment and

consultation.
Code Committee assessing etc. Change Proposals

4.1.13 If the Code Committee makes a resolution in accordance with paragraph 4.1.10(b), the Code
Committee shall:

(a) consider and assess the Change Proposal; and
(b) consult the Code Parties on the Change Proposal.
Change Reports
4.1.14 Following completion of the procedures in paragraph 4.1.12, 4.1.13 or 4.1.23, as the case may
be, the Code Committee shall submit a written report (a Change Report) to Postcomm in
relation to the Change Proposal.
4.1.15 The Change Report shall include:
(a) reasonable particulars of the Change Proposal;
(b) the proposed text to modify the Code in order to give effect to the Change Proposal;
(c) a supporting explanation in reasonable detail of the reasons for the Change Proposal;
(d) an assessment in reasonable detail of whether the Change Proposal would better
facilitate achievement of the Code Objectives as compared with the then current
version of the Code;
(e) reasonable details of the consultation carried out in accordance with paragraph
4.1.12(b) or 4.1.13(b), as the case may be, including a summary of the results of that

consultation; and

() any other information or material which Postcomm may request.
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4.1.16

4.1.17

4.1.18

4.1.19

4.1.20

41.21

Urgent Change Proposals

If any Proposer recommends to the Code Secretary that a proposal should be treated as an
Urgent Change Proposal the Code Secretary shall endeavour to obtain the views of the Code
Committee as to:

(a) whether such proposal should be treated as an Urgent Change Proposal in
accordance with this paragraph 4.1.16; and

(b) if so, the procedure and timetable to be followed in respect of such Urgent Change
Proposal.

If, in accordance with and as set out in paragraph 3.9.1 of Section C;

(a) the Code Committee agrees that such proposal should be treated as an Urgent
Change Proposal; or

(b) where the Code Secretary was unable to contact sufficient Code Committee Members
in accordance with paragraph 3.9.1(f) of Section C, the Code Secretary considers that
such proposal should be treated as an Urgent Change Proposal,

the Code Secretary shall forthwith consult Postcomm as to whether such Change Proposal
should be treated as an Urgent Change Proposal and, if so, as to the procedure and timetable
which should apply in respect thereof.

The Code Committee shall:

(a) not treat any Change Proposal as an Urgent Change Proposal except with the prior
consent of Postcomm;

(b) comply with the procedure and timetable in respect of any Urgent Change Proposal
approved by Postcomm; and

(c) comply with any instruction of Postcomm issued in respect of any of the matters on
which Postcomm is consulted pursuant to paragraph 4.1.17,

For the purposes of this paragraph 4.1, the procedure and timetable in respect of an Urgent
Change Proposal may (with the approval of Postcomm pursuant to paragraph 4.1.18) deviate
from all or part of the Change Procedures or follow any other procedure or timetable approved
by Postcomm.

The Change Report in respect of an Urgent Change Proposal shall include a statement as to
why the Code Committee or the Code Secretary (as the case may be) believes that such
Change Proposal should be treated as an Urgent Change Proposal and the extent to which
the procedure followed deviated from the Change Procedures.

Where an Urgent Change Proposal results in a Change being made in accordance with
paragraph 4.1.1, the Code Committee may or (where it appears to the Code Committee that
there is a reasonable level of support for a review amongst Code Parties) shall, following such
Change:

(a) submit the Change to review by a Change Group on terms specified by the Code
Committee; or

(b) review the Change itself
in order to consider whether any alternative Change could, as compared with the Change

made, better facilitate achievement of the Code Objectives in respect of the subject matter of
such Change.
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4.1.22

4.1.23

4.1.24

4.1.25

417

418

For the purposes of paragraph 4.1.21, the provisions of paragraph 4.1.11 and 4.1.12 shall
apply mutatis mutandis to the establishment of a Change Group charged with undertaking a
review pursuant to paragraph 4.1.21.

Where pursuant to paragraph 4.1.21 it is considered that an alternative Change would better
facilitate the achievement of the Code Objectives, the Code Committee shall submit a Change
Report to Postcomm in accordance with paragraph 4.1.14 as if such alternative Change were
a Change Proposal.

Each Code Party, each Code Committee Member and the Code Secretary shall take all
reasonable steps to ensure that an Urgent Change Proposal is considered, evaluated and
(subject to the approval of Postcomm) implemented as soon as reasonably practicable, having
regard to the urgency of the matter and, for the avoidance of doubt, an Urgent Change
Proposal may (subject to the approval of Postcomm) result in a Change being made on the
day on which such Change Proposal is submitted.

Code Secretary

The Code Secretary shall keep comprehensive records of all Change Proposals setting out the
current status and progress of each Change Proposal with the objective of assisting the Code
Committee in ensuring an efficient and effective change procedure.

PART B: POSTCOMM OPTION*

Change Proposals

A proposal to change the Code (a Change Proposal) may be made by any of the following
(the Proposer):

(a) a Code Party;
(b) Postwatch; or

(c) such other bodies representative of interested third parties as may be designated in
writing for this purpose by Postcomm from time to time (a Nominated Third Party).

A Change Proposal shall be submitted in writing to Postcomm and shall contain the following
information in relation to such Change Proposal:

(d) the name of the Proposer;

(e) reasonable particulars of the Change Proposal;

() the proposed text to modify the Code in order to give effect to the Change Proposal;

(9) supporting explanation in reasonable detail of the reasons for the Change Proposal;

(h) the reasons why the Proposer believes that the Change Proposal would better
facilitate achievement of the Code Objectives as compared with the then current

version of the Code; and

(i) any other information or material which Postcomm may request.

" Part B contains the proposed change mechanism if the option for Postcomm acting as Code Secretary were
adopted — see paragraphs 6.22-6.25 of the Consultation Document dated 18 March 2005.
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5

SECTION E — GENERAL

Explanatory Notes

A

B

51

52

5.2.1

522

5.3

5.3.1

5.3.2

Section E sets out general provisions relating to the Code.

These include an explanation of the relationship of the Code with other arrangements. The
Code is intended to set minimum standards such that if Licensed Operators conclude
arrangements relating to common operational procedures which are better than those
provided for in the Code and are consistent with the Code Objectives, those arrangements
may apply instead. Equally, to the extent that matters covered in the Code are addressed in
an access agreement or Access Code, the provisions of the access agreement or Access
Code will apply.

Section E also sets limits on the liabilities of the Code Parties, including, for example,
excluding liability for loss of profits or revenue.

Disputes may be settled through arbitration or mediation, although specific provision is made
for parties to recover unpaid Code charges through any appropriate legal means.

Section E also covers issues such as confidentiality, the rights of third parties, and notices.
This Explanatory Note does not form part of the Code.

Relationship with other arrangements

This Code shall apply so far as not inconsistent with the terms and conditions of:

(a) any Access Agreement or Royal Mail Access Agreement to which the relevant Code
Party is party;

(b) any Access Code;

(c) any arrangements between Code Parties relating to the subject matter of this Code
provided that those arrangements:

(i) could reasonably be regarded as no worse than the provisions of this Code;
and
(ii) are consistent with the Code Objectives.

Commencement and term

The Code shall come into force and take effect on and from the Code Start Date.

The Code shall have no fixed duration.

Confidentiality

Except as permitted by paragraph 5.3.2, any Confidential Information shall be treated as
confidential by Code Parties and any Confidential Information shall not at any time be
disclosed to any third party without the prior written consent of the Code Party whose

Confidential Information it is.

Any Code Party shall be entitled in good faith to divulge any Confidential Information without
the approval of the Code Party whose Confidential Information it is:

(a) to Postcomm;
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54

5.4.1

5.4.2

543

55

5.5.1

55.2

5.5.3

(b) to Postwatch;
(c) to any Affiliate of such Code Party;

(d) to any officer, employee, agent or servant of the Code Party in question or of that
Code Party's Affiliate upon obtaining an undertaking of strict confidentiality from such
officer, employee, agent or servant;

(e) to any professional advisers or consultants of such Code Party or that Code Party's
Affiliate upon obtaining an undertaking of strict confidentiality from such advisers or
consultants;

() to the extent required by the Act, any Licence held by the Code Party in question, the
Financial Services and Markets Act 2000, any other applicable law, the rules of any
stock exchange or regulatory body or any written request of any taxation authority or
auditors of the relevant Code Party;

(9) to the extent that it has become available to the public other than as a result of any
breach of obligation of confidence; and

(h) to the extent ordered by any court or tribunal of competent jurisdiction.
Intellectual Property

Any Intellectual Property Rights arising from this Code shall vest in the Code Party responsible
for the creation of those rights. Where the Intellectual Property Rights have been created
jointly the Intellectual Property Rights shall vest in the creating Code Parties jointly.

Each Code Party shall inform the Code Secretary of all applications for trade marks, patents or
for registration of designs or any other acts regarding protection or exploitation in respect of all
Intellectual Property Rights made in the course of the performance of its obligations under the
Code or directly arising therefrom. Where other Code Parties have contributed to the creation
of such Intellectual Property Rights, consent shall be sought prior to any application or other
acts by the other Code Party and/or that Code Party shall be entitled to join in any such
applications or other acts.

Each Code Party undertakes (at its cost) to execute such further documents or perform such
further acts as the other Code Party may reasonably request to give effect to the provisions of
this paragraph 5.4 and hereby irrevocably appoints the other Code Party as its agent to
execute such documents and perform such acts on its behalf should it fail to do so within a
reasonable period following a request to do so from the other Code Party.

Liability and related issues

For the purposes of this paragraph 5.5, references to a Code Party include any of its officers,
employees or agents.

Save as otherwise expressly provided in the Code:

(a) the obligations of each Code Party are several;

(b) a Code Party shall not be responsible for the obligations or liabilities of any other Code
Party; and

(c) the failure of any Code Party to carry out all or any of its obligations under the Code

shall not relieve any other Code Party of all or any of its obligations under the Code.

The liability of one Code Party to another Code Party under this Code (including under the
indemnity in paragraph 6.5.3 of Section F) shall not include:
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5.5.4

5.5.5

5.5.6

5.5.7

5.6

5.6.1

5.6.2

5.6.3

5.6.4

(a) loss of profits or revenue;

(b) loss of business;

(c) loss of contracts;

(d) indirect, special, incidental or consequential loss or damage; and

(e) clsims of third parties for any of the matters referred to in sub-paragraphs (a) to (d)
above.

Nothing in this Code shall exclude or limit the liability of any Code Party for death or personal
injury resulting from the negligence of such Code Party.

Each Code Party acknowledges and agrees that each of the other Code Parties holds the
benefit of the provisions of this paragraph 5.5 for itself and as trustee and agent for its officers,
employees and agents.

Each provision of this paragraph 5.5 shall be construed as a separate and severable contract
term, and shall remain in force and effect and shall continue to bind the Code Parties even if a
Code Party ceases to be a Code Party or the Code is terminated.

Each Code Party acknowledges and agrees that the provisions of this paragraph 5.5 are fair
and reasonable.

Arbitration and Disputes
Negotiation

If a dispute arises out of or in connection with this Code, any Code Party may, by notice (other
than by email), require the other Code Party with whom it is in dispute to seek to resolve the
dispute by negotiation in good faith.

Arbitration

If the Code Parties fail to resolve any dispute under paragraph 5.6.1 within 28 days after the
notice referred to in paragraph 5.6.1, either Code Party may refer the dispute for determination
by arbitration pursuant to the Chartered Institute of Arbitrators Arbitration Rules (2000 Edition)
(as amended from time to time) and such dispute shall be determined by arbitration.

Notwithstanding paragraphs 5.6.1 and 5.6.2, if either Code Party considers that the matter to
be arbitrated requires urgent resolution, it shall:

(a) give notice (other than by email) to the other Code Party to that effect, with its
reasons, and require the matter to be discussed between at least one director (or
officer of similar status) of each Code Party; and

(b) if the relevant directors or officers have not met or have otherwise failed to resolve
such dispute within 48 hours of the notice given under paragraph 5.6.1, the Code
Party who gave such notice shall be entitled to refer the matter forthwith for
determination by arbitration and to apply to the arbitrator for rules of procedure which
will lead to urgent resolution of the matter.

Mediation
Notwithstanding paragraphs 5.6.1 to 5.6.3, Code Parties may agree to attempt to settle any

dispute arising out of or in connection with this Code by mediation in accordance with the
Centre for Dispute Resolution (CEDR) Model Mediation Procedure.
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5.6.5

5.6.6

5.7

5.71

5.7.2

5.8

5.8.1

5.8.2

5.8.3

Interim Relief

Nothing in this Code shall prevent a Code Party from applying to the court for interim relief
pending resolution of a dispute.

Debt Recovery
If a Code Party fails to pay Code Charges in accordance with the relevant Standard Payment

Terms, such unpaid Code Charges shall constitute a debt due and owing from the Code Party
which has failed to pay the Code Charges and:

(a) such debt shall be recoverable by any means available under the laws of England and
Wales; and
(b) paragraphs 5.6.2 to 5.6.4 shall not apply to any proceedings commenced under this

paragraph 5.6.6.
Third Parties

Subject to paragraph 5.7.2, nothing in this Code is intended to confer on any person any
benefit or any right to enforce any term of it which that person would not have had but for the
operation of the Contracts (Rights of Third Parties) Act 1999.

Postcomm, Postwatch and any Nominated Third Party shall have the right under the Contracts
(Rights of Third Parties) Act 1999 to enforce directly such rights as they have been granted
under this Code.

General
Notices

Save as otherwise expressly provided in the Code, any notice or other communication to be
given by one Code Party to another under or in connection with the matters contemplated by
the Code or the Framework Agreement shall be addressed to the recipient and sent to the
address, fax number or email address of the relevant Code Party provided under Section B.

Such notice or other communication shall be in writing and shall be delivered by hand or sent
by first class prepaid post or fax or email, as the case may be, and shall be deemed to have
been received:

(a) in the case of delivery by hand, when delivered;
(b) in the case of first class prepaid post, on the second day following the day of posting;
(c) in the case of fax (subject to confirmation of uninterrupted transmission by a

transmission report) where such transmission occurs before 5.00 pm, on the day of
and, in any other case, at 9.00 am on the day immediately following, transmission; or

(d) in the case of email upon sending, subject to receipt by the sender of a "delivered"
confirmation (provided that the sender shall not be required to produce a "read"
confirmation).

Assignment

A Code Party shall not assign and/or transfer and shall not purport to assign or transfer any of
its rights or obligations under the Code or the Framework Agreement.
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No Partnership or Agency

5.8.4 Nothing in this Code is or shall be deemed to constitute a partnership between any of the
Code Parties nor, except as may be expressly set out in it, constitute any Code Party the
agent of any other Code Party for any purpose.

Waiver

5.8.5 No delay by or omission of any Code Party [or the Code Committee] in exercising any right,
power, privilege or remedy under the Code or Framework Agreement shall operate to impair
such right, power, privilege or remedy or be construed as a waiver thereof.

Entire Agreement

5.8.6 The Code and the Framework Agreement contain or expressly refer to the entire agreement
between the Code Parties with respect to the subject matter thereof, and supersede all
previous agreements or understandings between the Code Parties with respect thereto; and
any warranty, condition or other term implied at law or by custom is (to the fullest extent
permitted by law) expressly excluded therefrom.

5.8.7 Each Code Party acknowledges that in entering into or acceding to the Framework Agreement
it does not rely on any representation, warranty or other understanding not expressly
contained in the Code.

Governing Law

5.8.8 The Code shall be governed by, and construed in all respects in accordance with, the laws of
England and Wales.
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SECTION F — COMMON OPERATIONAL PROCEDURES
Explanatory Notes

Code Parties are required to mark relevant mailing items within the Code with the requisite
Code Identifier. Special arrangements apply in relation to Royal Mail and Access Operators.

The Code Identifier must be marked in the top right hand corner of the mailing item and Annex
1 to Section F provides an illustration of the mark, together with other details as to its
application and details of each Code Party's unique Code Identifier.

A Code Party may choose to extend application of the Code to mailing items outside of the
Licensed Area but within certain physical and other parameters. If a Code Party wishes to do
this, it must apply its Code Identifier to the relevant items. Once the Code Party has chosen to
extend the application of the Code in this way, the mailing items in question will then be
subject to the Code in all respects.

Code Parties may nominate to Royal Mail which of Royal Mail's mail centres will constitute
Regular, Variable or Non-Exchange Centres. If a Code Party makes no such nomination, then
all of the relevant Royal Mail Centres will constitute Non-Exchange Centres for that party.
Provision is also made for Royal Mail to change the list of mail centres and for Code Parties to
change their designations in response, if necessary.

A party may only nominate a Regular Exchange Centre if it visits the relevant Royal Mail mail
centre at least every other working day and there are provisions covering the times at which a
party may attend the relevant mail centre.

Similar provisions to those in relation to Royal Mail Centres allow for parties (including Royal
Mail where it is an Intended Operator) to agree as between themselves geographical locations
for the purposes of designating those locations as Regular, Variable or Non-Exchange
Centres.

Code Parties must use all reasonable endeavours to identify and extract miscollected and
misdirected mailing items from their systems as soon as reasonably practicable.

Where misdirected Code letters are identified in a Regular Exchange Centre, they must be
made available for collection within 48 hours.

Detailed provisions cover the physical handback of misdirected mail, vehicle access and
associated security measures.

Where misdirected Code letters are identified in a Variable Exchange Centre, the Intended
Operator has a choice either to collect those letters or to have them returned standard class
(i.e. effectively on an equivalent time frame to Royal Mail's second class retail service) or fast
class (i.e. effectively equivalent to Royal Malil's first class retail service).

In Non-Exchange Centres where misdirected Code letters are identified these are returned on
a standard class basis.

Miscollected Code letters (i.e. those collected in error by the wrong Licensed Operator) must
be returned as soon as reasonably practicable to the correct Licensed Operator or the
customer from whom they were erroneously collected.

Misposted letters (i.e. those not yet delivered but which have entered the wrong Licensed
Operator's postal facilities through customer error) the correct Licensed Operator of which is
unclear, are subject to special procedures. There are also special provisions dealing with
items containing prohibited or restricted material.
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6.1

6.1.1

6.1.5

Provision is made for Licensed Operators to respect each other's health and safety policies
when collecting mail.

The charges which are liable to be paid for services provided under the Code are detailed in
Annex 3 to Section F. In broad terms, these comprise different charges relating to the nature
of the service provided. The principal services relate to making Code letters available for
collection, notifying a Licensed Operator that letters need to be collected and making those
letters available for collection, returning letters to the correct Licensed Operator in a number of
ways, and for dealing with misposted letters where the identity of the correct Licensed
Operator or originating customer is not clear and items containing prohibited or restricted
material.

Section F also provides for certain information to be provided on an annual basis to
Postcomm.

Finally, Section F provides for how complaints or other enquiries in relation to Code letters
should be handled.

This Explanatory Note does not form part of the Code.

Code Identifier and voluntary application of the Code

General

Subject to the other provisions of this paragraph 6.1, each Code Party shall:

(a) ensure that its relevant Code Identifier is clearly and legibly marked on each Code
Letter in respect of which it is the Intended Operator in accordance with the provisions
of Annex 1 to Section F;

(b) not mark its relevant Code Identifier on any Postal Packet (which for the purposes of
this paragraph 6.1.1 shall include parcels) in respect of which it is the Intended
Operator which is not a Code Letter.

Royal Mail

[Option A: Royal Mail shall not be required to comply with paragraph 6.1.1(a) but may at its

absolute discretion elect to apply its Code Identifier to Code Letters in respect of which it is the

Intended Operator. If Royal Mail makes any such election, it shall ensure that its Code

Identifier is clearly and legibly marked on the relevant Code Letters in accordance with the

provisions of Annex 1 to Section F.]

[Option B: Royal Mail shall be taken to have satisfied its obligations under paragraph 6.1.1(a)
if a Code Letter in respect of which Royal Mail is the Intended Operator bears:

(a) a Royal Mail postage stamp; or

(b) a mark or impression which includes the words "Royal Mail" or other reasonably
recognisable Royal Mail text or symbol.]

[Option B continued: In relation to all other Code Letters in respect of which Royal Mail is the
Intended Operator, Royal Mail shall ensure that those Code Letters are marked in accordance
with paragraph 6.1.1(a)].

Access Code Parties
[Option A: An Access Code Party shall not be required to comply with paragraph 6.1.1(a) but

may, at its absolute discretion, elect to apply the relevant Code Identifier to Code Letters. If an
Access Code Party makes any such election, it shall ensure that the relevant Code Identifier is
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6.1.7

6.1.10

6.2

6.2.1

6.2.2

6.2.3

6.2.4

clearly and legibly marked on the relevant Code Letters in accordance with the provisions of
Annex 1 to Section F.]

[Option B: An Access Code Party shall be taken to have satisfied its obligations under
paragraph 6.1.1(a) if a Code Letter in respect of which the Access Code Party is the Intended
Operator, is marked with that Access Code Party's Customer Access Indicator. ]

[Option B continued: In relation to all other Code Letters in respect of which an Access Code
Party is the Intended Operator, that Access Code Party shall ensure that those Code Letters
are marked in accordance with paragraph 6.1.1(a).]

Code Party Applicants

On becoming a Code Party in accordance with the provisions of Section B, a Code Party
Applicant shall be allocated an appropriate Code Identifier and the list of Code Identifiers shall
be updated by the Code Secretary pursuant to paragraph 2.2.3(d) of Section B.

Voluntary application of the Code

A Code Party [(other than Royal Mail and an Access Code Par’ty)]12 may elect to extend the
application of the Code to Voluntary Code Letters.

If a Code Party makes an election in accordance with paragraph 6.1.9, those Voluntary Code
Letters in respect of which the election is made:

(a) shall be marked with the relevant Code Identifier in accordance with paragraph
6.1.1(a); and

(b) shall be deemed to constitute for all purposes of this Code, Code Letters.
Designation of Centres

Royal Mail Centres

Subject to the other provisions of this paragraph 6.2, each Code Party shall be entitled to give

Royal Mail [20] Working Days' notice of those Royal Mail Centres which in respect of that
Code Party are to constitute, as the case may be:

(a) Regular Exchange Centres;
(b) Variable Exchange Centres; and
(c) Non-Exchange Centres.

Pending expiry of the notice period of [20] Working Days provided for in paragraph 6.2.1,
Royal Mail Centres in respect of the relevant notifying Code Party shall, unless otherwise
agreed, be deemed to constitute Non-Exchange Centres.

If a Code Party makes no notification in accordance with paragraph 6.2.1, that Code Party
shall be deemed to have notified Royal Mail that all of the Royal Mail Centres in respect of that
Code Party continue to constitute Non-Exchange Centres.

If a Code Party requires to change its designation of a Royal Mail Centre as a Regular
Exchange Centre, Variable Exchange Centre, or Non-Exchange Centre, as the case may be,
made pursuant to paragraph 6.2.1, it shall give Royal Mail [10] Working Days' notice of the
revised designation.

12 This text may or may not be required depending on which of Options A-B in paragraph 6.1 is adopted.
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6.2.5

6.2.6

6.2.7

6.2.8

6.2.9

6.2.10

6.2.11

6.2.12

6.2.13

6.2.14

6.2.15

If a Code Party gives notice pursuant to paragraph 6.2.1 or 6.2.4, it shall also notify the Code
Secretary of the relevant designations or revisions to designations, as the case may be.

Changes to Royal Mail Centres

If Royal Mail requires to change the list of Royal Mail Centres set out in Annex 2 to Section F,
Royal Mail shall give [20] Working Days' notice of the proposed changes to all Code Parties.

On receipt of any notice in accordance with paragraph 6.2.6, a Code Party shall be entitled to
notify Royal Mail of any changes to that Code Party's designation of a Royal Mail Centre as a
Regular Exchange Centre, Variable Exchange Centre, or Non-Exchange Centre, as the case
may be, made pursuant to paragraph 6.2.1, as a result of the notified changes to the Royal
Mail Centres and shall give Royal Mail [10] Working Days' notice of any revised designation.

If, in respect of any changed or new Royal Mail Centres notified in accordance with paragraph
6.2.6, a Code Party makes no notification in accordance with paragraph 6.2.7, that Code Party
shall be deemed to have notified Royal Mail that the changed or new Royal Mail Centres
constitute Non-Exchange Centres.

If Royal Mail gives notice pursuant to paragraph 6.2.6, it shall also notify the Code Secretary of
the relevant changes.

If a Code Party gives notice pursuant to paragraph 6.2.7, it shall also notify the Code
Secretary of the relevant designations or revisions to designations, as the case may be.

Regular Exchange Window and Slot for Royal Mail Centres

The hours between 08.30 and 12.00 on any Working Day shall (unless otherwise agreed)
constitute the Regular Exchange Window in respect of a Regular Exchange Centre.

The Regular Exchange Slot shall (unless otherwise agreed) be the period of [60 minutes]
within the Regular Exchange Window of which such period the Code Party shall give Royal
Mail [5] Working Days' notice.

If a Code Party requires to change the Regular Exchange Slot notified in accordance with
paragraph 6.2.12, it shall give Royal Mail [24 hours'] notice of the revised Regular Exchange
Slot and shall be entitled to use that revised Regular Exchange Slot without further notice. A
Code Party shall give Royal Mail [24 hours'] notice of each subsequent change to the Regular
Exchange Slot.

Operator Centres

A Code Party (including Royal Mail where Royal Mail may constitute an Intended Operator)
may agree with another Code Party geographical locations or regions (Operator Centres) for
the purposes of designating those locations or regions as between those Code Parties as
Regular Exchange Centres, Variable Exchange Centres or Non-Exchange Centres, as the
case may be.

A Code Party shall be entitled to notify another Code Party which Operator Centres as
between those Code Parties shall constitute, as the case may be:

(a) Regular Exchange Centres;
(b) Variable Exchange Centres; and
(c) Non-Exchange Centres.
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6.2.16

6.2.17

6.2.18

6.2.19

6.3

6.3.1

6.3.2

6.3.3

6.3.4

6.3.5

6.3.6

A Code Party may agree with another Code Party the period of time on any Working Day
which will constitute an Operator Regular Exchange Window and the period of time within
(or co-terminous with) the Operator Regular Exchange Window which will constitute the
Operator Regular Exchange Slot in each case in relation to any Regular Exchange Centres
notified in accordance with paragraph 6.2.15.

If a Code Party requires to change the Operator Regular Exchange Slot agreed in accordance
with paragraph 6.2.16, that Code Party shall give the other Code Party [24 hours'] notice of the
revised Operator Regulator Exchange Slot and shall be entitled to use that revised Operator
Regular Exchange Slot without further notice. A Code Party shall give the other Code Party
24 hours' notice of each subsequent Operator Regular Exchange Slot.

If the Code Parties are unable to agree:
(a) Operator Centres pursuant to paragraph 6.2.14; or

(b) Operator Regular Exchange Windows and Operator Regular Exchange Slots, as the
case may be, in accordance with paragraph 6.2.16

the provisions of paragraph 6.4.10 shall continue to apply and neither Code Party shall have
recourse to any form of dispute resolution pursuant to Section E in respect of that failure to
agree.

If Code Parties agree or notify, as the case may be, Operator Centres in accordance with
paragraph 6.2.14 or designations in accordance with paragraph 6.2.15, they shall notify the
Code Secretary of the agreed or notified Operator Centres or designations as the case may
be.

Identification of Relevant Code Letters

Each Code Party shall use all reasonable endeavours to identify Relevant Code Letters in
respect of which that Code Party is not the Intended Operator as soon as reasonably
practicable following those Relevant Code Letters entering that Code Party's Postal Facilities.

Where Relevant Code Letters enter the Postal Facilities of a Code Party in respect of which
that Code Party is not the Intended Operator, that Code Party for the purposes of this Code
shall constitute the Accepting Operator.

The Accepting Operator shall, where relevant, sort the Misdirected Code Letters to the
Intended Operator of the Misdirected Code Letters pending collection by or return to the
Intended Operator in accordance with paragraph 6.4.

Miscollected Code Letters identified in accordance with paragraph 6.3.1 shall be dealt with in
accordance with paragraphs 6.4.27 and 6.4.28.

Misposted Code Letters identified in accordance with paragraph 6.3.1 the Intended Operator
of which is not clear, shall be dealt with in accordance with paragraphs 6.4.29 to 6.4.32.

Prohibited Code Letters identified in accordance with paragraph 6.3.1 shall be dealt with in
accordance with paragraph 6.4.33.
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6.4

6.4.1

6.4.2

6.4.3

6.4.4

6.4.5

6.4.6

6.4.7

6.4.8

Repatriation of Relevant Code Letters
Regular Exchange Centres

In respect of Misdirected Code Letters identified pursuant to paragraph 6.3.1 in a Regular
Exchange Centre designated by the Intended Operator of those Misdirected Code Letters, the
Accepting Operator shall use all reasonable endeavours to make those Misdirected Code
Letters available for collection by the Intended Operator during the Regular Exchange Slot or
Operator Regular Exchange Slot, as the case may be, in respect of that Regular Exchange
Centre immediately following such identification.

If the Regular Exchange Slot or Operator Regular Exchange Slot, as the case may be, for the
purposes of paragraph 6.4.1 occurs less than [1 hour] after identification pursuant to
paragraph 6.3.1, the Accepting Operator may make the Misdirected Code Letters available for
collection by the Intended Operator in the immediately following Regular Exchange Slot or
Operator Regular Exchange Slot, as the case may be.

If the Intended Operator does not collect the Misdirected Code Letters made available for
collection at the Regular Exchange Centre, the Accepting Operator shall be entitled to return
those Misdirected Code Letters to the relevant Intended Operator in accordance with
paragraph 6.4.13.

Variable Exchange Centres

In respect of Misdirected Code Letters identified pursuant to paragraph 6.3.1 in a Variable
Exchange Centre designated as such by the Intended Operator of those Misdirected Code
Letters, the Accepting Operator shall notify (including by telephone) the Intended Operator of
the identification of those Misdirected Code Letters as soon as reasonably practicable and in
any event before 12 noon on the Working Day immediately following the day on which the
Misdirected Code Letters were identified.

The notice given in accordance with paragraph 6.4.4 should include details of the number of
Misdirected Code Letters or number of bags of Misdirected Code Letters, as the case may be.

On receipt of a notice pursuant to paragraph 6.4.4, the Intended Operator may:

(a) subject to paragraph 6.4.7, collect the Misdirected Code Letters from the relevant
Variable Exchange Centre; or

(b) notify (including by telephone) the Accepting Operator that the Misdirected Code
Letters should be returned in accordance with:

(i) paragraph 6.4.11; or
(i) paragraph 6.4.12.

If the Intended Operator elects to collect Misdirected Code Letters in accordance with
paragraph 6.4.6(a), it shall notify (including by telephone) the Accepting Operator of such
election and shall collect those Misdirected Code Letters within 48 hours of receiving the
notification in accordance with paragraph 6.4.4.

If the Intended Operator does not collect the Misdirected Code Letters made available for
collection at the Variable Exchange Centre (where the Intended Operator has notified its
election to collect in accordance with paragraph 6.4.7), the Accepting Operator shall be
entitled to return those Misdirected Code Letters to the relevant Intended Operator in
accordance with paragraph 6.4.13.
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6.4.9

6.4.10

6.4.11

6.4.12

6.4.13

6.4.14

6.4.15

6.4.16

Non-Exchange Centres

In respect of Misdirected Code Letters identified pursuant to paragraph 6.3.1 in a Non-
Exchange Centre, the Accepting Operator shall return the Misdirected Code Letters to the
Intended Operator in accordance with paragraph 6.4.11 as if the Intended Operator had made
an election in accordance with paragraph 6.4.6(b)(i).

No Operator Centres

In respect of Misdirected Code Letters identified pursuant to paragraph 6.3.1 where:

(a) no Regular Exchange Centre, Variable Exchange Centre or Non-Exchange Centre
has been notified in accordance with paragraph 6.2.15; or

(b) in respect of any notified Regular Exchange Centre an Operator Regular Exchange
Window or Operator Regular Exchange Slot has not been agreed,

the Accepting Operator shall return the Misdirected Code Letters to the Intended Operator in
accordance with paragraph 6.4.11 as if the Intended Operator had made an election in
accordance with paragraph 6.4.6(b)(i).

Standard Return Service

If an Intended Operator makes an election in accordance with paragraph 6.4.6(b)(i), the
Accepting Operator shall return the Misdirected Code Letters to the Intended Operator such
that those Misdirected Code Letters should be received by the Intended Operator within 72
hours of the Accepting Operator receiving notification in accordance with paragraph 6.4.6(b).
Fast Return Service

If the Intended Operator makes an election in accordance with paragraph 6.4.6(b)(ii), the
Accepting Operator shall return the Misdirected Code Letters to the Intended Operator such
that the Intended Operator should receive those Misdirected Code Letters within 48 hours of
the Accepting Operator receiving notification in accordance with paragraph 6.4.6(b).

Default Return Service

If paragraph 6.4.3 or paragraph 6.4.8 applies, the Accepting Operator shall return the
Misdirected Code Letters to the Intended Operator such that those Misdirected Code Letters
should be received by the Intended Operator within 24 hours of the time by which by the
Intended Operator should have collected such Misdirected Code Letters.

Hand back of Misdirected Code Letters

Where an Accepting Operator makes Misdirected Code Letters available for collection in
accordance with paragraph 6.4.3 or paragraph 6.4.8, the Accepting Operator shall provide to
the Intended Operator's driver (or other relevant personnel) a Return Manifest indicating, as
relevant:

(a) the number of Misdirected Code Letters being handed back;

(b) the number of bags of Misdirected Code Letters being handed back; and

(c) the location, date and time of hand back.

The Return Manifest may be in electronic form with a paper copy or print out.

The Intended Operator's driver (or other relevant personnel) shall be entitled to:
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6.4.17

6.4.18

6.4.19

6.4.20

6.4.21

6.4.22

6.4.23

6.4.24

6.4.25

6.4.26

(a) check the accuracy of the Return Manifest as to the information required to be
indicated on the Return Manifest pursuant to paragraphs 6.4.14, including a
reconciliation against the details notified in accordance with paragraph 6.4.5; and

(b) following any such check, make any corrections to the Return Manifest which are
reasonably necessary.

Following the procedure in paragraph 6.4.16, the Intended Operator's driver (or other relevant
personnel) and the Accepting Operator's relevant personnel shall sign the Return Manifest and
each retain a copy.

The Return Manifest signed in accordance with paragraph 6.4.17 shall constitute hand back of
the Misdirected Code Letters by the Accepting Operator to the Intended Operator.

Vehicle access at Regular or Variable Exchange Centres

An Intended Operator shall notify the Accepting Operator of the Pool of drivers from which the
Intended Operator will select drivers to make collections of Misdirected Code Letters and the
vehicle registrations of the vehicles which such drivers will use.

Subject to paragraph 6.4.21, the Intended Operator shall only be entitled to use drivers and
vehicles to make collections who or which, as the case may be, are selected from the Pool.

If a driver or vehicle in the Pool is unavailable for a reason beyond the Intended Operator's
control, including driver iliness, the Intended Operator shall be entitled to use a driver or
vehicle not selected from the Pool provided that the Intended Operator notifies the Accepting
Operator of the identity of that driver or vehicle registration of that vehicle, as the case may be,
at least 1 hour before that driver or vehicle arrives to collect the Misdirected Code Letters.

The Intended Operator shall ensure that its drivers:

(a) comply with the relevant queuing and other operating procedures of the Accepting
Operator; and

(b) load their vehicles in accordance with the reasonable requirements of the Accepting
Operator.

Security

In respect of all of the Intended Operator's drivers who are to collect Misdirected Code Letters,
the Intended Operator shall:

(a) undertake such security checks that a reasonable and prudent employer or contractor
would undertake in the circumstances; and

(b) issue identification badges (or other form of identification) which in either case
includes a photograph of the driver.

The Intended Operator shall procure that its drivers show to the Accepting Operator on
request the identification issued in accordance with paragraph 6.4.23(b).

The Intended Operator shall provide to the Accepting Operator details of an individual
(including name and telephone number) who may be contacted in any 24 hour period to
address security issues.

The Intended Operator shall co-operate with all reasonable requests by the Accepting
Operator in relation to security issues.
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6.4.27

6.4.28

6.4.29

6.4.30

6.4.31

6.4.32

Miscollected Code Letters

If an Accepting Operator identifies Miscollected Code Letters in accordance with paragraph
6.3.1, it shall deliver those Miscollected Code Letters to:

(a) the relevant Intended Operator's customer from whom the Code Letters were
miscollected; or

(b) the Intended Operator of the Miscollected Code Letters
in either case, as soon as reasonably practicable.

If an Accepting Operator elects to deliver Miscollected Code Letters to the relevant customer
in accordance with paragraph 6.4.27(a), it shall notify the Intended Operator as soon as
reasonably practicable that it collected the relevant Miscollected Code Letters and will deliver
(or has delivered) them to the relevant customer.

Misposted Code Letters where Intended Operator or Customer not clear

If an Accepting Operator identifies Misposted Code Letters in accordance with paragraph 6.3.1
the Intended Operator of which is not clear, it shall take all reasonable steps with a view to
identifying the relevant Intended Operator or customer.

If the Accepting Operator identifies the relevant Intended Operator in accordance with
paragraph 6.4.29, it shall:

(a) notify the Intended Operator that it has the relevant Misposted Code Letters;

(b) comply with the reasonable requests of the Intended Operator as to the return or
making available for collection of those Misposted Code Letters; and

(c) be entitled to charge the Intended Operator for the reasonable costs properly and
reasonably incurred by the Accepting Operator in identifying the Intended Operator
and returning or making available for collection, as the case may be, the relevant
Misposted Code Letters.

If the Accepting Operator identifies the relevant customer in accordance with paragraph
6.4.29, it shall:

(a) notify the customer that it has the relevant Misposted Code Letters;

(b) comply with the reasonable requests of the customer as to the return or making
available for collection of those Misposted Code Letters; and

(c) be entitled to charge the Intended Operator of the Misposted Code Letters, if known,
for the reasonable costs properly and reasonably incurred by the Accepting Operator
in identifying the customer and returning or making available for collection, as the case
may be, the relevant Misposted Code Letters.

If the Accepting Operator is unable to identify the relevant Intended Operator or customer in
accordance with paragraph 6.4.29, it shall:

(a) use all reasonable endeavours to deliver (or procure delivery of) the relevant
Misposted Code Letters to the relevant addressees; and

(b) if it subsequently identifies the Intended Operator, be entitled to charge the Intended
Operator for the reasonable costs properly and reasonably incurred by the Accepting
Operator in identifying the Intended Operator and delivering the relevant Misposted
Code Letters to the relevant addressees.
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6.4.33

6.5

6.5.1

6.5.2

6.5.3

6.5.4

Prohibited Code Letters

If an Accepting Operator identifies Prohibited Code Letters in accordance with paragraph
6.3.1, it shall:

(a) notify the relevant Intended Operator;

(b) comply with the reasonable requests of the relevant Intended Operator as to the return

or making available for collection of those Prohibited Code Letters or such other action
to be taken in respect of those Prohibited Code Letters; and

(c) be entitled to charge the Intended Operator for the reasonable costs properly and
reasonably incurred by the Accepting Operator in complying with sub-paragraphs (a)
and (b) of this paragraph 6.4.33.

Health and Safety
Adherence to policies

Each Intended Operator shall procure that its personnel and any contractors, agents or
franchisees comply with the applicable health and safety policies and reasonable requests
relating thereto of the Accepting Operator in relation to the collection of Misdirected Code
Letters at a relevant Regular Exchange Centre or Variable Exchange Centre, as the case may
be.

Each Code Party shall provide to every other Code Party that will collect Misdirected Code
Letters from that Code Party a copy of any health and safety policies with which that Code
Party expects those other Code Parties to comply in accordance with paragraph 6.5.1.

Indemnity

A Code Party shall indemnify another Code Party against any liability, loss or claim suffered or
incurred by that other Code Party as a result of any breach by the Code Party of paragraph
6.5.1.

If a Code Party wishes to make a claim under the indemnity in paragraph 6.5.3, it shall;

(a) notify the other Code Party of the relevant facts giving rise to that claim as soon as
reasonably practicable (and in any event within 180 days) of it first becoming aware of
those facts;

(b) consult with the other Code Party as to the ways in which the circumstances giving
rise to that claim and relevant losses connected with or arising from that claim may be
prevented, mitigated or restricted;

(c) take all reasonable steps to prevent, mitigate and restrict any and all of the same;

(d) where relevant, not make any admission of liability, agreement or compromise with
any person, body or authority in relation to the potential claim without the prior written
agreement of the other Code Party;

(e) where relevant, at all times disclose in writing to the other Code Party all information
and documents relating to the potential claim or the matters which will or are likely to
give rise to such claim and, if requested by the other Code Party, give the other Code
Party and its professional advisers reasonable access to its personnel as the case
may be and to any relevant premises, chattels, accounts and records within its power,
possession or control to enable the other Code Party and its professional advisers to
interview such personnel, and to examine such claim, premises, chattels, accounts,
documents and records and to take copies or photographs thereof at the other Code
Party's own expense; and
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() where relevant, take such action as the other Code Party may reasonably require
(including the appointment of solicitors approved by the other Code Party) to avoid,
resist, contest or compromise the potential claim or the matters which will or are likely
to give rise to such a claim provided the other Code Party shall consult with it prior to
taking any material decisions relating to such a claim and reimburse it for all
reasonable costs reasonably and properly incurred by it in taking such action required
by the other Code Party.

6.6 Charges and payment terms

6.6.1 The Intended Operator shall pay for the Code Services in accordance with the provisions set
out in Annex 3 to this Section F.

6.7 Information and reporting

Within three months of 31 March each year, each Code Party shall provide to Postcomm
details of:

(a) the total number of Misdirected Code Letters in respect of which that Code Party was
the Accepting Operator during the relevant year ending on 31 March; and

(b) where relevant, the total such number broken down by Intended Operator.
6.8 Customer services

6.8.1 If a Code Party receives a complaint or other enquiry in relation to a Code Letter of which that
Code Party is not the Intended Operator, that Code Party shall:

(a) explain to the complainant that the complainant should contact the Intended Operator;
and
(b) provide to the complainant the contact details of the Intended Operator notified in

accordance with paragraph 2.5.1 of Section B.

6.8.2 If a Code Party receives a complaint or enquiry in relation to a Code Letter in respect of which
the identity of the Intended Operator is not known, that Code Party shall only be required to
refer the complainant to the Sender of the Code Letter.
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ANNEX 1 TO SECTION F — CODE IDENTIFIER
Part 1 — Form and Location
Form of Code Identifier
1 [lllustration of relevant "mark".]
Location of the Code Identifier

2 The Code Identifier shall be marked in the upper right quarter of the Code Letter, above and to
the right of the address block.

3 By way of illustration only, the Code Identifier should appear in the Code Identifier Zone
depicted below:

Code Identifier Zone

Address Block

Part 2 - Register of Code Identifiers and Code Parties

[List of Code Identifiers allocated to Code Parties].
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ANNEX 2 TO SECTION F — ROYAL MAIL [AND OPERATOR] CENTRES

Part 1 — Royal Mail Centres

Name of Mail Centre

Name and address of Mail Centre

Inward Postcode Area(s)

Aberdeen Mail Centre, Wellington Circle, Altens,

Aberdeen Aberdeen, AB12 3TT AB, ZE
Belfast Mail Centre, Belfast Enterprise Way,

Belfast Mallusk, Newton Abbey BT36 4HQ BT
Birmingham Mail Centre, St Stephen's Street,

Birmingham Aston, Birmingham B6 4AA B
Bolton Mail Centre, Stonehill Road, Farnworth,

Bolton Bolton BL4 9XX. BL, WN
Bradford Mail Centre, 2 Forster Court, Bradford,

Bradford BD1 1AA BD, HD, HX
West of England Mail Centre, Gloucester Rd North,

Bristol (West of England) |Filton, Bristol, BS34 7ST BS, BA, TA

Cambridge Mail Centre, Clifton Rd, Cambridge, CB1

Cambridge 7QQ CB
Canterbury Mail Centre, Military Road, Canterbury,

Canterbury CT11AA CT
Cardiff Mail Centre, 220 Penarth Rd, Cardiff, CF11

Cardiff 8TA CF NP
Carlisle Mail Centre, 2 Junction Street, Carlisle CA1

Carlisle 1AA. CA DG
Chester Mail Centre, Jupiter Drive, Chester West

Chester Business Park, Chester CH1 4PA. CHLL
Coventry Mail Centre, 40 Bishop Street, Coventry,

Coventry CV11AA CcVv
Crewe Mail Centre, 2 Weston Road, Crewe CW1

Crewe B6AA. CW WA
Croydon Mail Centre, Beddington Farm Road,

Croydon Croydon, CR9 4AA CR, BR, SM
Darlington Mail Centre, 2 St Cuthberts Way,

Darlington Darlington, DL1 1AA DL DH
Dartford Mail Centre, 50 West Hill, Dartford, DA1

Dartford 1AA DA

Derby Derby Mail Centre, Midland Road, Derby DE1 1AA |DE, IM (Isle of Man)
Doncaster Mail Centre, Royal Mail House,

Doncaster Middlebank, Doncaster, DN4 5SL DN LN

Dorset Dorset Mail Centre, Witney Road, Poole, BH17 0AA |BH DT plus GY,JE
Exeter Mail Centre, Osprey Rd, Sowton Ind Est,

Exeter Exeter, EX2 7XX EXTQ
Edinburgh Mail Centre, 11 Cultins Road, Edinburgh,

Edinburgh EH11 4YY EH TD KY PH DD FK
Farnborough Mail Centre, 28 Invincible Rd.

Farnborough Farnborough, GU14 7XX GU
Gatwick Mail Centre, James Watt Way, Crawley,

Gatwick RH10 2GT RH BN
Glasgow Mail Centre, 20 Turner Road, Glasgow,

Glasgow G21 1AA G HS ML KA PA
Gloucester Mail Centre, Eastern Avenue,

Gloucester Gloucester, GL4 3AA GL
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Greenford Mail Centre, Greenford Green Business

Greenford Park , Green Park Way, Greenford UB6 0GG HA UB NW SL
Hemel Hempstead Mail Centre, Park Lane, Hemel

Hemel Hempstead Hempstead HP1 1AA HP1 - HP27
Hull Mail Centre, Royal Mail House, Malmo Rd, Hull,

Hull HU7 0AA HU
Inverness Mail Centre, 7 Storthers Lane, Inverness,

Inverness IV1 1AA. IV KW
Ipswich Mail Centre, Commercial Road, Ipswich IP1

Ipswich 1AA IP
Jubilee Mail Centre, Godfrey Way, Hounslow, TW4

Jubilee 5XX TW KT
Leeds Mail Centre, Leodis House, Leodis Way,

Leeds Leeds, LS10 1AZ LS WF HG
Leicester Mail Centre, Centurion Way, Meridian Bus

Leicester Park LE3 2LE LE
Liverpool Mail Centre, Copperas Hill, Liverpool, L3

Liverpool 1AA L GIR (Giro)
Mount Pleasant Mail Centre, Farringdon Road,

London Central London EC1A 9AA EC WC
London East Mail Centre, Twelvetrees Crescent,

London East Bromley by Bow, E3 3TT EN
London South Mail Centre, 53 Nine Elms Lane,

London South London, SW8 5BB SE SW
London West Mail Centre, 31 London Street,

London West London, W2 1AA \\
Maidstone Mail Centre,98 Sandling Road,

Maidstone Maidstone, ME14 1AA ME
Manchester Mail Centre, 77 Oldham Road ,

Manchester Manchester M4 5AA M
Milton Keynes Mail Centre, Dawson Rd, Bletchley,

Milton Keynes Milton Keynes MK1 1AA MK LU
Northampton Mail Centre, Unit 1 Ravens Way,

Northampton Northampton, NN3 9AA NN
Norwich Mail Centre, 13 - 17 Thorpe Road, Norwich

Norwich NR1 1AA NR
Nottingham Mail Centre, Padge Road, Beeston,

Nottingham Nottingham, NG9 2RR NG
Oldham Mail Centre, 21 Hamilton Street, Oldham

Oldham OL1 1AA. OL
Oxford Mail Centre, Alec Issigonis Way, Oxford Bus.

Oxford Park Nth. Oxford OX4 2ZZ OX
Peterborough Mail Centre, Papyrus Rd, Werrington,

Peterborough Peterborough, PE5 5PE PE
Plymouth Mail Centre, Breakwater Road, Plymouth,

Plymouth PL9 7 ALL PL AND TR12-27
Portsmouth Mail Centre, Slindon St. Portsmouth,

Portsmouth PO1 1AA PO
Preston Mail Centre, Pittman Way, Fulwood,

Preston Preston PR2 9GG. PR FY BB LA
Reading Mail Centre, 80 Caversham Rd. Reading

Reading RG1 1AA RG
Romford Mail Centre, Queen Elizabeth House,

Romford Sandgate Close ,Romford IG RM
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South East Anglia Mail Centre, Winsford Way,

Chelmsford (Seamac) Chelmsford CM2 5AA CM CO
Sheffield Mail Centre, First Post Hse, Brightside

Sheffield Lane, Sheffield, S9 2XX S
Shrewsbury Mail Centre, Castle Foregate,

Shrewsbury Shrewsbury SY1 1AA. SY LD TF
Southampton Mail Centre, Mitchell Way,

Southampton Southampton, SO18 2XX SO SP
Southend on Sea Mail Centre, 21 Short St,

Southend on Sea Southend on Sea, SS1 1AA SS

Stevenage Mail Centre, London Rd, Stevenage SG1

Stevenage 1AA SG
Stockport Mail Centre, Green Lane, Stockport, SK4

Stockport 2HQ. SK
Swansea Mail Centre, Siemens Close, Llansamlet,

Swansea Swansea, SA1 1AA SA
Swindon Mail Centre, Rowland Hill Close, Dorcan,

Swindon Swindon, SN3 5TQ SN
Teesside Mail Centre, 2 Cannon Park Way,

Teesside(Cleveland) Middlesbrough, TS1 1AA TS
Tonbridge Mail Centre, 20 Vale Rise, Tonbridge,

Tonbridge TN9 1AA TN

Truro Truro Mail Centre, Newham, Truro, TR1 1AA TR1-11 ONLY.
Tyneside Mail Centre, Lindisfarne House, Earlsway,

Tyneside(Newcastle) TVTE, Gateshead, NE11 0YY NE SR TD15
Watford Mail Centre, Ascot Road, Watford, WD1

Watford 727 AL EN WD

\Wolverhampton(NW North West Midlands Mail Centre, Sun Street,

Mids) Wolverhampton WV1 1AA DY WS WV ST
Worcester Mail Centre, Wainwright Road,

\Worcester Worcester, WR4 9WW WR HR

York York Mail Centre, 4 Leeman Road, York, YO26 4ZZ |YO

[Part 2 — Operator Centres]

[®]
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ANNEX 3 TO SECTION F - CODE CHARGES®®
General

The Accepting Operator shall make and the Intended Operator shall pay Code Charges
calculated in accordance with the following provisions of this Annex 3.

The Code Charges specified in this Annex 3 are expressed exclusive of VAT.

Payment of the Code Charges shall be made in accordance with the Standard Payment Terms
of the Accepting Operator.

Regular Exchange Centre — Extraction Charge
In respect of collections of Relevant Code Letters by an Intended Operator in accordance with

paragraph 6.4.1 of Section F, the Intended Operator shall pay an Extraction Charge calculated
in accordance with the following formula:

EC=MCLxP[+(FxC)]
where:

EC is the relevant Extraction Charge;

MCL is the number of Misdirected Code Letters collected by the relevant Intended Operator in
accordance with paragraph 6.4.1 of Section F;

P is [10] [possible differential price for contact option] pence;

[F is [contact price™]; and

C is the number of collections made by the Intended Operator].

Variable Exchange Centre — Extraction Charge

In respect of collections of Relevant Code Letters by an Intended Operator in accordance with

paragraph 6.4.7 of Section F, the Intended Operator shall pay an Extraction Charge calculated
in accordance with the following formula:

EC=MCLxP[+(FxC)+(NxT)]
where:

EC is the relevant Extraction Charge;

MCL is the number of Misdirected Code Letters collected by the relevant Intended Operator in
accordance with paragraph 6.4.7 of Section F;

P is [10] [differential price for contact option] pence;

[F is [contact price];

C is the number of collections made by the Intended Operator
N is [an amount in respect of notification costs]; and

T is the number of notices given.]

This Annex is illustrative only — for a consideration of pricing issues please see Chapter 5 of the
Consultation Document.

This and the possible differential charge for P relate to the two part charge for this service. This is
covered in chapter 5 of the Consultation Document.
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Variable Exchange Centre — Standard Return Charge

6 In respect of the return of Relevant Code Letters to an intended Operator in accordance with
paragraph 6.4.11 of Section F, the Intended Operator shall pay a Standard Return Charge
calculated in accordance with the following formula:
SRC=(MCLxP)+(NxT)+SC
where:

SRC is the Standard Return Charge;

MCL is the number of Misdirected Code Letters returned to the relevant Intended Operator in
accordance with paragraph 6.4.11 of Section F;

P is [10] pence;
N is [an amount in respect of notification costs];
T is the number of notices given; and

SC is an amount which equals the amount which would be payable if the relevant Misdirected
Code Letters were posted using Royal Mail's second class retail service (from time to time).

Variable Exchange Centre — Fast Return Charge

7 In respect of the return of Relevant Code Letters to an intended Operator in accordance with
paragraph 6.4.12 of Section F, the Intended Operator shall pay a Fast Return Charge
calculated in accordance with the following formula:
FRC=(MCLxP)+(NxT)+FC
where:

FRC is the Fast Return Charge;

MCL is the number of Misdirected Code Letters returned to the relevant Intended Operator in
accordance with paragraph 6.4.12 of Section F;

P is [10] pence;
N is [an amount in respect of notification costs];
T is the number of notices given; and

FC is an amount which equals the amount which would be payable if the relevant Misdirected
Code Letters were posted using Royal Mail's first class retail service (from time to time).

Regular Exchange Centre — Default Return Charge

8 In respect of the return of Relevant Code Letters to an intended Operator in accordance with
paragraphs 6.4.3 and 6.4.13 of Section F, the Intended Operator shall pay a Default Return
Charge calculated in accordance with the following formula:
DRC = (MCL x P) + FC

where:

DRC is the Default Return Charge;

Postal Services Commission 169 March 2005



MCL is the number of Misdirected Code Letters returned to the relevant Intended Operator in
accordance with paragraph 6.4.14 of Section F;

P is [10] pence; and

FC is an amount which equals the amount which would be payable if the relevant Misdirected
Code Letters were posted using Royal Mail's first class retail service (from time to time).

Variable Exchange Centre — Default Return Charge

9 In respect of the return of Relevant Code Letters to an intended Operator in accordance with
paragraphs 6.4.8 and 6.4.13 of Section F, the Intended Operator shall pay a Default Return
Charge calculated in accordance with the following formula:
DRC=(MCLxP)+(NxT)+FC
where:

DRC is the Default Return Charge;

MCL is the number of Misdirected Code Letters returned to the relevant Intended Operator in
accordance with paragraph [6.4.14] of Section;

P is [10] pence;
N is [an amount in respect of notification costs];
T is the number of notices given; and

FC is an amount which equals the amount which would be payable if the relevant Misdirected
Code Letters were posted using Royal Mail's first class retail service (from time to time).

Non-Exchange Centre — Standard Return Charge

10 In respect of the return of Relevant Code Letters to an intended Operator in accordance with
paragraph 6.4.9 of Section F, the Intended Operator shall pay a Standard Return Charge
calculated in accordance with the following formula:
SRC = (MCL xP) + SC
where:

SRC is the Standard Return Charge;

MCL is the number of Misdirected Code Letters returned to the relevant Intended Operator in
accordance with paragraph 6.4.9 of Section F;

P is [10] pence; and

SC is an amount which equals the amount which would be payable if the relevant Misdirected
Code Letters were posted using Royal Mail's second class retail service (from time to time).
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