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About ISBA

ISBA represents the interests of major UK advertisers in both the public and private sectors across
all areas of advertising and marketing communications. Around 400 companies comprise its
membership, spending over £10 billion on marketing communications annually.

ISBA members include five of the top ten advertisers by spend on direct mail, and our membership
accounted for approximately £450 million of direct mail spend during 2006, representing nearly a
third of the total spent in the UK (figures courtesy of Nielsen Media Research).

As noted in the proposal document ISBA responded to the initial consultation in February 2007, and
welcomes the opportunity to contribute at this final stage. The substance of our earlier views has
not altered significantly during this period; a copy of our original reply is available upon request. As
stated at that point, the specific interest of ISBA and its members applies primarily to the Bulk Malil
Scheme, retail arrangements do not have a significant impact upon the use of mail for marketing
communications. However the satisfaction of the end user with the service they receive does have a
bearing both on response and fulfilment. As ever the desire of ISBA and its members is for a postal
service that meets its quality of service promises, rendering the question of compensation largely
irrelevant.

Continuation of the bulk mail element of the compen sation scheme for delay

ISBA notes, and is encouraged by, the continued improvement in Royal Mail's reported quality of
service, as reflected in the amount of compensation paid since the scheme’s introduction. The
incentive the compensation scheme offers for Royal Mail to improve its service can be clearly seen
in the table reproduced from the consultation document:

ISBA would like to reinforce it's the view expressed in our earlier response that the mechanism of a
compensation scheme not only appears to deliver improved service, but recompenses customers
directly should service standards fall. Until Royal Mail's service levels are no longer a subject for
regulation this mechanism of incentivisation and recompense should not be discarded.



Postcomm’s proposal

“Postcomm considers that in a developing competitive market, for customers who use bulk
mail products, the disadvantages of continuing to regulate a compensation scheme outweigh
the advantages of having one. Postcomm can see no justification in continuing to regulate a
bulk compensation scheme after 31 March 2010. By that time the scheme will be 7 years old
in a market that has been fully liberalised for 4 years; it is very unlikely that it will still be
relevant to customers’ needs. Postcomm therefore proposes to remove the requirement on
Royal Mail to provide a bulk compensation scheme.”

ISBA appreciates Postcomm’s position that a compensation scheme could prove a “barrier to
competition” in that compensation payments may remove an incentive to switch suppliers. It is still
the experience of some ISBA members, however, that switching suppliers is simply not an option. It
is also the case that the compensation payments are recompense for service failure and an
incentive for Royal Mail to offer the service levels customers pay for. ISBA members have
consistently stated that they would prefer items delivered to the published standard, rather than
failure followed by compensation. It is unlikely that many companies would be persuaded to
consistently receive a service below the expected level because they would be compensated for it.

What are your views on Postcomm’s proposal to remov e a requirement for a bulk
compensation scheme for delay from Royal Mail’s lic ence?

In principle the idea of negotiating individual service terms within each contract is no different to
arrangements advertisers make with any other suppliers, and it would be a natural progression, in a
market were competition offers genuine alternatives to all of Royal mail’s services, for companies to
pursue this option. This should not of course be seen as a move to de-regulation of service
standards. Certain levels of service should be expected on an industry wide and it should be noted
that only the terms of compensation should be negotiable, rather than the general standard of
service. Once the postal operators are in a position to discuss this with their customers and agree
standards the mechanisms could be removed from the control of the regulator. Until this point it
should remain the concern of Postcomm to both ensure service levels are upheld and that
customers are recompensed should they fail.

Until it can be demonstrated that all bulk mail customers can operate freely in choosing postal
services, and that the industry has put in place mechanisms to replace those currently in the
purview of the regulator, the bulk mail scheme should not be removed from the Licence.

What are your views on the date at which the bulk m  ail compensation scheme should be
removed? (A phased approach to deregulation - 2009 or 20107)

Removing the scheme in April 2009, when taken in concert with the potential 2007-08 suspension
(and the possibility of a continuation into 2008-09), effectively means the almost immediate phasing
out of the scheme, effectively announcing its end within a year. There is no compelling reason to
remove the compensation scheme before the end of the current price control, least of all the
regulator’s resourcing difficulties:

“Postcomm has also taken into account the constraints on its own resources and those of the
industry at the end of 2009 and the beginning of 2010. A new price control is due to be
implemented on 1 April 2010.”

A genuinely customer focused solution to this perceived resourcing difficulty would be to delay the
removal of a scheme, rather than to end it early. Surely the work completed as part of the Price
Control discussions will give a better picture of both the postal market and the regulatory regime
going forward. A new scheme or schemes should be designed to fit this situation, rather than being
dispatched early as an inconvenience.

The present scheme should stand until 2010 when its relevance and a suitable successor can be
fully considered as part of the new Price Control arrangements.



Suspension of the bulk scheme in 2007-08

ISBA has already expressed its discomfort at the arbitrary decision to issue Royal Mail a “letter of
comfort” regarding industrial action during 2007-08. This decision seems at odds with Postcomm’s
stated position, repeated in this consultation document:

“6.33 Postcomm does not intend to change its policy regarding industrial action. Postcomm
considers industrial action to be within the control of Royal Mail management and would
expect Royal Mail to take steps to minimise any disruption and also to properly compensate
postal users whose services have been affected by any disruption. In cases of major
industrial action, Royal Mail can choose to seal post boxes so that no items can enter the
network.”

If industrial action is the result of improvement plans, or the result of poor labour relations, it is still in
Royal Mail's control and the effect on advertisers is the same. Those purchasing postal services are
being told that they will not receive the service they pay for during this period, but they will still have
to pay the same price for their services. It seems Royal Mail has been given “comfort” at the
expense of its customers’ discomfort. Continued disruption and poor service will encourage
customer to seek more reliable methods of communicating with their customers. Compensation
payments, over a short period of time while Royal Mail makes much needed improvements, may
convince customers that rearranging their communications strategy is not necessary. Suspending
compensation whilst discussing the complete removal of the scheme, and signaling that industrial
action will once again become a fact of life, will actively encourage advertisers to explore other
media solutions.

How should exclusions to the bulk compensation sche me be interpreted? Should the Court
of Appeal’'s interpretation stand for the remainder of the scheme or should the scheme be
redrafted?

The requirement to pay 80% of invoices within 30 days unnecessarily complicated the scheme. As
previously stated ISBA does not support the linking of compensation with debt recovery and agrees
fully with the Court of Appeal's judgement. Whilst customers in arrears should not qualify for
compensation the scheme as interpreted by Royal Mail seemed designed to encourage monthly
payment discipline, which is an issue separate to service standards. If payments are to be made
annually, the assessment of “bad debt” should be made on the same basis.

Entitlement to compensation

ISBA’s position remains that the recipient of bulk mail does suffer inconvenience from delay. For
example a case where they are prevented from responding to a time sensitive offer due to delayed
post the recipient should be able to seek recompense from the organization responsible for the
delay.

Conclusion

The success of the current scheme as an incentive to improve performance can be seen in the
rapid reduction in amount of compensation paid during its operation. The principle remains that it
would suit both Advertisers and Royal Mail to pay no compensation at all because minimum service
standards are regularly exceeded. It is clear that, despite improvements, this will not be the case,
and if customers do not receive the service they pay for they should be compensated.

ISBA is concerned that the hasty removal of this scheme will leave customers without sufficient
alternative suppliers or a satisfactory method of recompense from the dominant supplier in the
market. At the very least the scheme should remain intact until 2010 when a suitable mechanism
relating service quality and price, directly between the industry and customers, can be established.



Contacts for further comment & information

ISBA would be happy to provide further comment or information as required. Please contact me or
my colleague:

Bob Wootton Director of Media & Advertising bobw@isba.org.uk
Address 1b Portland Place, London W1B 1PN

Telephone +44/0 20 7291 9020

Fax +44/0 20 7291 9030

Yours sincerely

Alex Ricketts
Marketing Services Manager



