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Royal Mail Group Ltd
Directors’ Report

The Directors present the Annual Report and Financial Statements of Royal Mait Group Ltd {'the Company?} These financial
statements relate to the 52 weeks ended 25 March 2012 (2011 52 weeks ended 27 March 2011)

Prmapal activities

The Company continues to provide a nattanwide and mternational distribution service, principally of parcels, letters and other mail
and marketing mat!

Review of the business and future developments

UK Parcels, tnternational & Letters (UKPIL), the operating unit of the Company, comprises the actimvities of both Royal Mait and
Parcelforce Worldwide focusing on parcels, traditional letters and other mail and marketing mail

UKPIL processes and delivers letters and parcels m line with its unrque Universal Service Obligation It 15 also a leading provider of
collection and delivery services for express parcels through Parcelforce Worldwide providing both busimesses and consumers with
a full range of timed delvery options UKPIL 15 responsihle for the design and production of the UK's stamps and philatelic
products It 1s atso responsible for the processing of international mail under reciprocal arrangements with other overseas postal
administrations

Royal Mail delvered around 58 million items every working day last year Its domestic parcels busmess handled 585 million
parcels and Parcelforce Worldwide handled 66 millon parcels last year In total these businesses employ 151,156 people in the
UK

Royal Mail 15 the only provider of the UK's Universal Service for some of the lowest prices, yet highest service quality, in Europe It
provides a dally collection and delivery service at uniform and affordable prices Royal Mail also provides the socal and economic
glue i every single commurnity with its reach to over 29 million addresses

Royal Mail collects from nearty 126,000 collectron pomts and delivers to over 29 miliilon addresses [t works through the night i
a network of 57 operating mail centres, uses a fleet of nearly 39,300 vehicles and employs over 127,000 postmen and women n
1,356 operating delvery offices

Royal Mail achieved a 92 7 per cent First Class retail quality of service performance n 2011-12 At 93 0 per cent its First Class
retail quality of service target s one of the highest of all major EU countries With a 987 per cent performance, Royal Mail
exceeded the Second Class retail quality of Service target of 98 5 per cent.

Parcelforce Worldwide provides express parcel services to both businesses and consumers With global reach, it operates from
two hubs and 52 depots within the UK

Results and dividends

The profit after taxation for the year was £233m (2011 loss £392m) The Directors do not recommend a dvidend (2013 ml
dmidend) The movemnents in reserves are shown in note 23 to the financial statements

Revenue mcreased by £304 mition due to a 10 per cent improvement m parcel revenues driven by higher volumes and price
increases The letter price ncreases in Apnil and May 2011 have offset the volumes decrease in addressed letters of six per cent.
Modernising Royal Mail

Royal Mails modernisation programme Is one of the UK s biggest industrial transformation projects This work 15 having a positive
impact on safety and customer service UKPIL headline njury acoident frequency has reduced by around 40 per cent in the past
two years and reduced gross frontline hours of three per cent {2011 two per cent}

Before the current maodermisation programme started n 2006-07, most mail was hand-sorted - a slow and cumbersome
process

Early in 2012 we completed our automation programme for letters on time and below budget This involved the mstallation,
refurbishment and upgrading of over 900 highly efficient machines, including mteligent letter sorters processing up to 40,000
items per hour Nearly two thirds of this equipment consists of Compact Sequence Sorters, putting letters in the order which our
postmen and women deliver mail out on the streets of the UK

We have made significant progress in changing the way Royal Mail delivers Traditionally, postmen and women carried the full
mail weight on their shoulders and travelled on bicycles During the year, we continued to make greater use of safer high-
capacity trolleys, lightweight trolleys and two-person vans, reducing the risk of back mjury There are now more than 22 300
new trolleys and around 7,500 new vans n operation

And by the end of the year, we had also acquired an additional 10,600 Postal Digitat Assistants (PDA) These hand-held electronic
devices, i1ssued to post men and women during collection and detvery rounds, enable us to track mail at key pomts throughout
the pipeline

A market-led mitiative
Why 1s modernisation on this scale so mportant for customers external stakeholders and Royal Mail employees?

While tradtional ‘white letters’ have declined dramatically in numbers parcel volumes are mcreasing due to the growth in online
retaillimg This changmg mail mex mewvitably presents challenges Parcels require more space to process and transport and demand
mare customer mteraction in delivery Growth in parcels also provides opportunities, and modernisation 1s enabling us to provide
more customer-focused solutions
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But, we have not let any of this actvity distract us from our ongomg obligations By the end of the year, we had succeeded in
creatmg an infrastructure of fully-meodernised letter processing and exceeded our regulator's fourth quarter First Class retail
delivery target - having narrowly missed the target for the full year during a period of substantial change

The modernisation programme we are implementing 15 affecting the working lives of mare than 127,000 frontine colleagues m
UKPIL. We understand that change is not always easy to accept. particularly when it means working m different ways and
keeping different hours And as we becomne a smaller workforce better suited to changimg market conditions, voluntary
redundancies will mean the departure of many colleagues

To help those leaving as a result of this process, we have a comprehensive programme in place This involves help n finding new
work through job searching skills and career advice as well as prowision of financial advice Throughout the modernisation
process we are committed to treating Royal Mail people with the dignity they deserve

Fewer, more productive facilities
By the end of the year Royat Maill had fewer, but more productive facilities As with everythmg to do with our modermsation
programme, this reflected changes in market demand

In 2021-12 we closed four mail centres Hemel Hempstead Stevenage Southend and Watford Subject to consultation, we also
announced plans to shut Derby, Lewcester and Worcester and intiated review processes for Cambridge, Gloucester and
Shrewsbury Modernising Royal Mail does not always mean closures Where appropriate, and to best serve our customers, we
are also upgrading and opening new mail centres

We have completed the first phase of the £32 million investment programme at Mount Pleasant - our biggest mail centre in
London This ncluded the installation of four new Inteligent Letter Sorting Machines (iLSMs) Each can process over 40,000
items per hour To get the most out of these machines, we provided 96 Mount Pleasant employees with three days of
comprehensive training

Royal Mall also opened the Medway Mail Centre m Kent and Home Counties North Mail Centre in Hemel Hempstead These
flagship facilities represent major mvestment m our processing units with state-of-the-art machinery and modern working
environments

In new and existing faciities the embedding of our World Class Mail programme is revolutionising the way we work.

Developed m-house and based on leading global practice and expert advice, World Class Mail 1s a comprehenswve system for
improving safety, customer service, quality and productivity

By the end of the year, 45 mail centres had launched World Class Mail continuous mprovement of performance - almost four
times as many as there were two years ago

Following an independent external audit, the progress made this year by teams at Leeds and Norwich Mail Centres was
recognised with Bronze awards They jon previous Bronze-winning colleagues in Belfast, Cardiff and Gatwick All five mail
centres are now working towards Silver status

Royal Mail achieved a great deal in 2011-12 We plan to do even more
In 2012-13 we are spreading the implementation of new defvery methods and associated equipment to more delivery offices
By 2016-17 we wll have closed around half of our mail centres, with high productmity in place at the remaming sites

Modermisation is a key way ta ensure that Royal Mail's core business - based on the Unwersal Service - 15 placed on a sound
secure and sustamnable footmg This is already having a positive impact on our customers and our employees’ working lives

Modemisation milestones since the programme began:
. Installed 574 sequencing machmnes,

. Introduced 64 Inteligent Letter Sorting Machines which can sort over 40 000 letters an hour, at nearly twice the speed of
older machines,

. Upgraded and extended 225 Integrated Mail Processing machmes

. Achieved sequencing of 75 per cent of the mail

. Closed 16 mai centres since the modermisation began In 2011-12 we closed four mail centres announced the closure of a
further three and began consultation on the closure of three more, and

. Completed delivery revision in 448 delivery offices
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Our people

Royal Mail Group Ltd employs over 151 000 people m the UK through UKPIL As part of our effort to improve efficiency and
competitiveness, durmg the year we regretfully reduced our UK warkforce by 4,000 people - a large proportion of whom were
Thanagers

Our maugural annual employee engagement survey took place in Spring 2012, achieving a score of 56 per cent.

The survey will form the foundation of a specific engagement KP| far years to come We will publish the results annually to chart
how our peaple are feeling about the Company, its leadership and strategic direction

A benchmark survey. conducted by Ipsos MORI in Autumn of 2011, provided mitial findings that enabled us to take mmediate
action

We learned that employees want to know more about our orgamisation’s strategy their role m #t and what customers think of
Royal Mail. We reacted and undertook a programme of activity to improve this There were plenty of encouragmg outcomes Over
three quarters of people understand the need for change within Royal Mall Two thirds of people feel their line manager treats
them fairly and with respect and well over half are proud to work for Royal Mail,

Safety: an enduring priority

As Royal Mail changes one thing remains constant our commitment to the safety of our people We are pleased to report a 22
per cent reduction m RIDDORs (Reporting of Injuries, Diseases & Dangerous Occurrences Regulations) to 14 3 accidents per
1,000 employees during the year, compared to 18 3 accidents per 1,000 people in the previous year Efficiency gams in Royal
Mail operations are actually helping to mprove our safety performance

The World Class Mail programme 1s producing some encouraging results significantly reducing our accident rate One of the
programme’s ten work areas Is safety We have found that when people are given the right tme and tools to do their jobs, they
work more safely

Safety on the roads 1s essential Royal Mail and Parcelforce Worldwide now have nearly 39,000 vehicies delivering the length and
breadth of the UK It 1s our obligation to ensure that all of them are in the best road condition and under the control of people
with professienal drvmg skitls Our Zero Accidents Programme (ZAP) focuses on speafic road safety risks Primary trainng
inciudes pre-use vehicles checks, followed by three hours of in-cab tution with a qualified mstructor targeting the man causes
of collisians experienced by our drivers

These efforts are succeeding, with signrficantly reduced road traffic collision rates in the past year Among our younger drivers,
collisions are down 52 per cent during the year Such progress notwithstanding it 1s with deep regret Royal Mail Group recorded
seven road deaths associated with our operations m 2011-12, four of which were third-party fatalities

Developing skills for a changing business

As Royal Mail 1s modernising, so are the skills of our people We are achieving this through extensive developrnent programmes
imtemnally, as well as through a policy of recrutment to help young people and the long-term unemployed to get mto
employment. In 2011-12, we mvested a total of £11 2 mitlion n traming and skills development We have also spent £1 9 million
on outplacement programmes for employees taking redundancy

Royal Mail's apprenticeship programme has been one of our most encouragmg trainmg endeavours It 1s open to current
employees as well as the wider community In 2011-12 we revived our engineering apprentice scheme, which 1s now running m
parallel with a similar programme for vehicle technicians Both lead to a Level 3 National Vocational Qualification (NVQ) within
three years More advanced apprenticeship training 15 helping to identify and shape Royal Mail's future leaders This programme
focuses on frontlne operational colleagues who show an aptitude for manageriat roles

To help get a better gender balance n Royal Mail, we have taken a proactive approach to developing women A new women s
network i1s now raising both skills and awareness throughout the Group Royal Mail's determination in this area prompted a 2011
Sitver rating m Business in the Community’s (BITC) widely-respected Opportunity Now benchmark exercrse

Our warldorce 15 also dverse m terms of race and ethnicity, reflecting the communities in which our people lve and work. The
proportion of black and ethnic minernities (BEM) employees stands at over 10 per cent. which s shightly above the proportion of
BEM citizens in the UK as a whole

Royal Mails approach to dwversity means that we work with several organisations to recruit in places where we have local
opportunittes  One of those organisations s Remploy, which helps people with disabilities and health conditions rejomn the
workplace

We are also mvolved with the Ready to Work programme, part of the Traming Foundation Since 2005 more than 450 people
have had Royal Mail work experience This year we agreed to take part m a HM Government mitiative to offer work experience
for up to 83 young people to spend four weeks working for us on a voluntary basis

We are additionally mvolved with BITC's Business Action on Homelessness, which supports people as they gam and sustan
employment.

All of these effarts nightly promote farness and opportunities for all m Royal Mail. But we never lose sight of our prime abjectwve,
which 1s ta rasse levels of customer service throughout the Company
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For instance in 2011-12 we wentified a need to equip staff in our enquiry offices with the right skills for what 15 a key customer-
facmg role As a result, we introduced a new NVQ-based traming scheme specifically targeted towards improving our
performance in this area

At Royal Mail, learning s supported by the activities of our Learn Centres There are 100 of these throughout the nation

At our Glasgow Mail Centre, for example all 1,100 employees have access tc lifelong learning opportunities in the warkplace
Since 2009, 482 postmen and women have taken part in over 50 courses covering a wide range of topics

During a recent wisit to the facility, First Minister of Scotland Alex Salmond acknowledged the importance of the scheme

Improving career management

With such a huge workforce, it 1s critical that Royal Mail has the right people management system Our new end-to-end
integrated People System Management Programme (PSP) went tve dunng the reporting year Now we are better able to
manage employees’ careers from recruitment to departure and so significantly enhance working Uife at Royal Mail

More than 50 per cent of our workforce used PSP in 2011-12 Our aimn 1s to have everyone on the system by August 2012

PSP won the Gold Award m SAPs 2011 UK Quality Awards in the New Business Application Implementation category PSP 15
part of a wider effort to simplify working life at Royal Mail Having accumulated over 200 human resources policies over tme, m
the past year we reviewed and simplfied this portfolio

Today, we are concentrating on 39 core people policy areas, with revised policies and procedures in place that are easier to
understand and implement for employees and managers allke We have accomplished all of this with the cooperation of our
unions, CWU and Unite

Pension Plans

Royal Mail Group Ltd s the sponsoring employer for the Royal Mail Pension Plan (RMPP)} and the Royal Mail Senior Executives
Pension Plan (RMSEPP) (both defined benefit schemes albeit on a career average). and for the Royal Mail Defined Contribution
Plan (RMDCP) (defined contrnibution scheme) At the balance sheet date, based on assets, the RMPP 1s one of the largest penston
schemes in the UK

The assets and liabilities of the defimed benefit plans, as measured under accounting standards, are reported as a net pension
deficit m the Company's balance sheet at 25 March 2012

Bath defined benefit schemes are now closed to new members New employees are offered membership of the RMOCP

On 1 April 2012 - after the grantmg of State Aid by the European Commission on 21 March 2012 ~ almost ali of the pension
labiitres and pension assets of the mam pension scheme RMPP, built up until 31 March 2012 were transferred to HM
Government On this date the RMPP was also sectionalised, with Royal Mail Group Ltd and Post Dffice Limited each responsible
for thewr own sections in future This arrangement left the RMPP fully funded on an actuarial basis in respect of historic liabilities
at that date

Government, Regulation and Legislation
The announcement by Ofcom of a new regulatory framework on 27 March 2012 has signfficantly increased Royal Maits
commercial freedom Direct pnice controls now affect 10 per cent of Royal Mail revenues

The past twelve months have marked an important transitional phase for the Company One of the most ssgnificant achievements
this year has been the successful passage through Parliament of the Postal Services Act 2011, which receved Royal Assent in
June 2011 We are very grateful to both the Department of Business Innovation and Skills (B1S) and m particular the then
Parliamentary Under-Secretary of State for Postal Affairs, Edward Davey. for their role m the successful passing of this important
legislation

The Postat Services Act 2011

The Postal Services Act 2011 (The Act), which receved Royal Assent on 13 June 2011, provided the framework for regulatory
reform The Act’s provisions came into force on 1 October 2011 This was when the old license-based regime was replaced by a
General Authorisation regirme with Regulatory conditions

The new law allows for a regulatory framework n which Royal Mail can compete in a lUberalised market and to respond and
adapt to structural decline in our core business revenues Importantly, the Act safeguards the ‘one-price-goes anywhere’ six-
day-a-week Universal Service

The Act comprises three pillars:

¢ Regulatory reform,

« A solution to Royal Mail Group s historic pension deficit, and

+ Restructuring of R'oyal Mail Group, providing a framewaork that allows for private capital investment

Two of the three key measures of the Act have already been mplemented
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The legislation allowed for a change i regulator and regulatory approach In addition, on 1 April 2012 after the reporting date,
atmost all of the pension Labilities and pension assets of the Royal Mail Pension Plan (RMPP} were transferred to HM
Government, following State aid approval

Preparation for the third measure - securing private nvestment for Royal Mait - 15 underway Post Office Lmited formally
separated from Royal Mail Group on 1 Apnil 2012 It will remam publicly owned Royal Mail Group and Post Office Limited signed
a long-term commerciai agreement in January 2012 This secures the excellent existing relationship with Royal Mail's man retait
partner - a benefit to both businesses and the customers we serve

The regulatory provisions of the Act respond directly to the significant financral challenge faced by Royal Mail m providing the
Unwersal Service The provisions mclude three very clear protections to the Universal Service within the Act

« Ofcom’s primary duty 1s to protect the provision of the Unwersal Service. which only Royal Mail 1s currently in a position to
provide

+ Ofcom must have regard for the need for the Universal Service Provider to earn a “reasonable commercial rate of return”,
and

¢ Ofcom has the power to /mpose conditions on anyone who seeks to enter the mails market to provide end-to-end
competition where necessary to safeguard the provisien of the universal service

Regulatory developments this year

Implementation of the reforms mandated by the Act has led to substantral change to both the nature and extent of postal
services Tegulation The responsibility for regulating the postal sector transferred from Postcomm to Ofcom This reflects the
changing position of post It 1s no longer a discrete sector, but one of several options open to consumers withm the wider
communications market.

We have worked with Ofcom to help put in place a major new approach to regulation The direction taken is reassuring for the
financial secunity of the six-day-a-week, one price goes anywhere Universal Service The reforms will allow Royal Mail's Universal
Service Obligation to make a reasonable commercal rate of retum This was a supplementary duty placed on Ofcom under the
Postal Services Act 2011

Ofcom has lghtened Roya! Mail's regulatory load This includes ex-ante regulation of pricing, which Ofcon has scaled back to
cover standard second class letters, second class large letters and {m future} standard parcels up to 2kg, intended to act as
safeguard products We will also have to comply with an ex-ante price control set to meet the requirements for a margm
differential between retail and wholesale services Removal of other price caps has allowed us to start the process of rebalancing
our prices and redesigning our product portfolio to better meet the needs of customers These processes will also enable Royal
Mail to cover all of its costs and earn a reasonable commeraial rate of return

Ofcomn has also revised another regulatory requirement that previously hindered Royal Mall's performance the regulatory
obligation which established a guaranteed price differential for competing mail carriers From 2005, Royal Marl was obliged to
process and deliver mail collected by our rivals This requirement. known as Downstream Access (DSA) was subject to strict price
controis Nearly 48 per cent of the letters posted within the UK that we handle are now DSA mall While we are happy to do this,
regulated access has cost Royal Mail hundreds of millions of pounds in recent years The removal of an explicit price advantage to
other players provides a more level playing field Our competitors retan regulatory safeguards for access to the network through
the margm control condition

Summary of developments:

» May 2010 Postcomm launched a set of consultations on changes for 2011 which resulted in a number of mcremental
changes to narrow price controls and started the process of reforming the regulatory framework,

s August 2011 bulk mail products were remaoved from the Universal Service,

o October 2011 and January 2012 Ofcom launched a set of consultations, which resulted m a substantially different regutatory
framework,

o August 2031 bulk mai products were removed from the Unversal Service,
» Novemnber 2011 start of delivery to neighbour trial, and

e March 2012 Ofcom set new regulatory framework

Next steps
Operating in a deregulated environment

Royal Mail welcomes Ofcom's acknowledgement that there are now strong commercial Incentives to treat our customers farly,
that we understand therr needs, and that we must offer services that customers want to buy at the nght price Royal Mad 15
focused on reorienting the busmess to place customers at the heart of everything we do
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The new regulatory regime gives real incentives to innovate |t provides the ability to respond to our customers’ needs m a much
more commercial way in terms of speed and price, whilst continumg to provide safeguards for users of the Universal Service

Further regulatory change

The reform of the regulatory framewaork over the past year represents a major step forward for the future sustainability of the
Unwersal Service

However regulatory reform will contmue as Ofcom seeks to more closely match regulatory requirements to a dynamic postal
market Ofcom will be conducting a “Review of User Needs™ as required by the Pastal Services Act 2011 which will conclude by
March 2013 CGfcom will also be canducting a number of further consultatians on the regulatory framework.

Royal Mail will address a number of areas where we believe that further regulatory change in necessary This includes the
framework around Access contracts and the process through which both mandated and non-mandated access services are
provided

Ofcom will continue to closely scrutinise the postal services market, and our own performance, in order to ensure the new
regulatory framework 1s correctly balanced to deliver a safe and sustainable Universal Service We will work closely with Ofcom to
help achieve a better understanding of the rapidly changing marketplace and our ptace within it.

Political and charitable contributions
During the year, the Company made charrtable contributions amounting to £5m (2011 €2m) No political contributions were
made in the year {2011 Cnil)

Research and development
Research and development expendrture durimg the year amounted to Eril (2011 Enil)

Policy on the payment of supphers

The Company's policy 1s to use its purchasing power fairly Payment terms are agreed m advance for all major contracts For
lower value transactions, the standard payment terms, printed on the purchase order apply [t s Company policy to abide with
the agreed terms The Company has sought to comply with the Department for Business Innovation & Skills {BIS) Better
Payment Practice Code

The number of days’ purchases m creditors at the batance sheet date was 20 (2011 16 days)

Land and buildings

The net book value of the Company’s land and buildings, based upon a historic cost accounting policy and excluding fit-out, 15
£8m (2011 £20m) In the opinien of the Directors, the aggregate market value of the Company's land and bulldings exceeds this
net book value by £26m (2011 £15m)

Directors and their interests
The following have served as Directors of the Company during the year ended 25 March 2012 and up to the date of approval of
these financial statements

Appointed Resigned
Donald Brydon (Chairman)
Moya Greene
Matthew Lester
Mark Higson
David Currie 1 April 2012
Nick Horler 1 April 2012
Cath Keers 1 April 2012
Paul Murray 1 Apnil 2012
Orna Ni-Chionna 1 April 2012
Les Owen 1 April 2012
David Smuth 13 June 2011

No Director has a beneficial mterest in the share capital of the Company
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Audit information

The Directors confirm that, so far as they are aware, there 15 no relevant audit information of which the audrtor 1s unaware and
that each Director has taken all reasonable steps to make themselves aware of any relevant audit information and to establish
that the auditor 1s aware of that information

Qualifying third party sndemnity provisions for Directors

A partial qualfying third party imdemnity provision {as defined m section 234 of the Companies Act 2006) was and remamns m
force for the benefit of all the Directors of Royal Mail Group Ltd and former Directors who held office durmg the year The
mndemnity 15 granted under article 129 of the Articles of Association of the Company's immediate parent company, Royal Mail
Holdings plc The mdemnity ts partial in that it does not allow the Company to cover the costs of an unsuccessful defence of a
third party claim

Key Performance Indicators
In 2011-12 we intreduced management assessment agamst a Corporate Balanced Scorecard featurmg four quadrants

« People

«  Customer,

s  Perfarmance, and
*  Fmangal

Monthly updates agamnst Scorecard criteria are now helping to drive responsiveness, accountability and alignment for all our
managers throughout the UK This system 1s also ensuring that Royal Mail rewards those managers performances and
behaviours that will advance our key strategies

Principal business risks

Changes in Customer Preferences

Customer behaviours are constantly evoling and competition 1s mcreasing Consequently, there is a risk that our product
offerings and revenue diversification imtiatves, and the customer experience we provide, may not meet changing custorner
needs In addition, price increases could trigger significant volumes of physical maid bypassing Royal Marl, downtrading to lower
revenue products and acceleration in e-substitution

Economic Environment

Historically, there has been a correlation between the state of the UK economy and the level of mail volumes There 1s a nisk that
the continuation of flat or adverse economic conditions could impact our ahility to stay profitable, either by reducng volumes or
by encouraging down trading to lower revenue products Our price rises though necessary, exacerbate this risk. Additionally, we
have significant Eurcpean operations and current uncertainty and economic weakness m the Eurozonme could impact these
businesses

Preparing for attracting external capital

We need to be in a position to implement the provisions of the Postal Services Act 2011, including reaching a sufficient state of
readmess to attract private capital overseeing an efficient separation of Post Office Limited from the rest of the Group and
delivering an effective pension solution As a recipient of State Aid. HM Government must submit to the European Commuission
annual reports about progress with our restructuring

Business Modernisation

We are undergoing a significant, extensve modernisation programme to wmprove our equipment and techmical and IT
nfrastructure and operating models The success of the business strategy relies on successful extraction of benefits from the
programme whilst mamtaming key business outcomes such as guality of service levels

Risks inherent in the Postal Industry

The postal industry has specific characteristics that bring particular operational and commercial risks Operations are at risk of
disruption by, for example, adverse weather, industrial action, operational change, terronism {either as a target or a condtut), or
fatlure of critical suppliers

In addition to the changing regulatory regime In the postal sector, there 1s a risk of non-compliance with a wide range of legal
and regulatory requirements, such as procurement and competition law, and financial services and data security regulations

Financial risk management objectives and policies

The Company's principal financial mstruments. other than dervatves, comprise short-term deposits, money market lguidity
mvestments, Government gilt edged securities, loans, finance leases and hre purchase contracts and cash The main purposes of
these financial instruments are to raise finance and manage the liquidity needs of the business operations The Company has
vartous other financial instruments such as trade debtors and trade creditors, which arise directly from operations
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The Company enters into derivative transactions, which create dervative assets and labilities principally commadity price swaps
and forward currency contracts The purpose 15 to manage the commodity and currency risks arismg from the Company's
operations

It 1s and has been throughout the year under review the Company s policy that no specutative trading m financial instruments
shall be undertaken

The mamn risks arsing from the Companys financial mstruments are mterest rate risk, lquidity risk, foreign currency nisk,
commodity price nisk and credit risk. The Board reviews and agrees policies for managing each of these risks and they are
summarised below

Interest rate risk
The Company's exposure to market nisk for changes i interest rates relates to the Company's loans and borrowings and
interest-bearing financial assets

The Company's policy s to manage its net interest expense using an appropriate mix of fixed and vanable rate financal
instruments No external hedging of interest rate nsk 1s undertaken

Foreign currency risk

The Company s exposed to foreign curvency risk due to, tradmg with overseas postal operators for carrying UK mail abroad and
delvering foreign origin mail m the UK, and various sales and purchase contracts denommated n foreign currency These risks
are mitigated by hedging programmes managed by Group Treasury Where possible exposures are netted internally and any
remaming exposure 15 hedged using a combmation of external spot and forward contracts Hedgmg will not nermally be
considered for exposures of less than £1m and hedging 1s normally confined to 80% of the forecast exposure where forecast cash
flows are highly probable

Commodity price risk

The Company 15 exposed to fuel price risk ansing from operating one of the largest vehicle fleets in Europe, and a jet fuel price
risk ansing from the purchasing of arr freight serwices The Group's fue! risk management strategy atms to reduce uncertamty
created by the movements m the il and foreign currency markets The strategy uses over-the-counter dervative products {in
both USS commodity price and USS/Sterling exchange rate) to manage these exposures, mainly on a combmed basis

In addition, the Company Is exposed to the commodity price nisk of purchasmg electricity and gas The Group’s risk management
strategy aimns to reduce uncertamty created by the movements in the electricity and gas markets These exposures are managed
by locking mnto fixed rate price contracts with suppliers and using over-the-counter dervative products to manage these
exposures

Credit risk

The Company considers that a farr and equitable credit policy 1s in operation for alt its account customers The level of credit
granted 15 based on a customer s nisk profile assessed by an independent credit referencing agent The credit policy 1s applied
rigidly within the regulated products area so as to ensure that Royal Mail 1s not m breach of compliance legislation Assessment of
credit for the non-regulated products is based on commercial factors, which are commensurate with the Company’s appetite for
risk

The Company has a dedicated credit management team, which sets and monitors credit mits and takes corrective action as and
when appropriate Credit controls in place have imited the level of bad debt incurred to 0 3% (2011 0 1%) of turnover

With respect to credit risk arising from other financial assets of the Company which comprise cash, cash equivalent investments,
avallable for sale financial assets, held to maturity fmancial assets, held for trading financial assets, loans and recewables financial
assets and certam derivative instruments, the Company invests/trades only with high quality financial mstitutions The Company's
expasure to credit nisk arises from default of the counterparty, with a maximum exposure equa! to the carrymg amount of these
instruments

Liguidity risk

The Company's primary abjective 1s to ensure that it has sufficient funds available to meet its financial obligations as they fall due
This 15 achieved by aligning short-term mvestments and borrowng facilities with forecast cash flows Typtcal short-term
mvestments include money market funds, time deposits with approved counterparties, UK Government gilts and Treasury bills
Borrowing faciliies are regularly reviewed to ensure continuity of funding

Legacy share scheme

The scheme {origmally termed ‘CollzagueShare’) introduced m 2007-08, 1s a five-year scheme spanning the accounting years from

April 2007 to March 2012 and comprnises both a share’ plan and a related stakeholder dnidend throughout the life of the scheme

The costs of the scheme are included in the ncome statement as an exceptional tem throughout the Ufe of the scheme and
corresponding habilties are mcluded withm payables ar provisions as appropriate




Royal Mail Group Ltd

Directors’ Report {continued)

Corporate Responsibility

Royal Mail 1s committed to carrying out 1its actvities m a socially responstble manner m respect of the environment, employees,
customers and local commumities Further details of our Corporate Responsibility {CR) actvities will be available m our 2012 CR
Report, when it s published

Disabled employees

The Company's policy 15 to give full consideration to applications far employment from disabted persons Employees who become
disabled whilst employed recewe full support through the provision of traming and speciat equipment to facilitate continued
employment where practicable The Company provides traming, career development and promotion to disabled employees
wherever appropriate

Going concern

At March 2011 and September 2011 the Royal Mail Holdmgs plc year end and interim accounts respectively contamed a specific
note on going concern, highlighting that the Directors continued to rely on either the granting of State Ad by the European
Commussion to the Government to take on almost all of the tustorical pension liabilities and pension assets of the mam pension
scheme, Royal Mall Pension Plan (RMPP) or that if State Aid was not granted. the Government would contmue to provide
alternative financing arrangements which would allow Royal Mail Group Ltd to pay its habilities as they fell due

In light of

. the post balance sheet event with respect to pensions as described in note 27,

. the return to profitability of the UKPIL businesses,

. the Company's return to cash generation,

. the recent price increases in April 2012 and

. a formal review by Directors of cash headroom forecasts mcluding a “pessimistic but realstic™ downside scenario, which
confirmed there 15 sufficient cash headroom so the Company can meet its habilities as they fall due

the Directors have concluded that the Company Is a going concern and that 1t 1s appropriate to prepare the financial statements
on this basis

Auditor
The auditor 1s deemed to be reappomted under section 487 (2) of the Companies Act 2006

By Order of the Board

-

Jon Millidge
Secretary
London

27 June 2012
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Royal Mail Group Ltd

Statement of Directors’ responsibilities in respect of the financial statements

The Directors are responsible for preparing the Directors Repaort and the finanaal statements in accordance with applicabte law
and regulations Company law requires the Directars to prepare financial statements for each financral year Under that law the
Directors have elected to prepare the financial staternents in accordance with United Kingdom Generally Accepted Accounting
Practice (United Kingdom Accounting Standards and applicable law) The financial statements are required by law to give a true
and fair view of the state of affars of the Company and of the profit or loss of the Company for that period In preparing those
financial statements, the Directors are required to

+ select surtable accounting policies and apply them consistently,

+ make judgements and estimates that are reasonable and prudent,

s state whether applicable UK Accounting Standards have been followed, subject to any matenal departures disclosed
and explained i the financial statements and

» prepare the financial statements an the going concern basis unless it 1s mappropriate to presume that the Company
will centinue n business

The Directors are responstble for keeping proper accounting records that disclose with reasonable accuracy, at any time, the
financial position of the Company and enable them to ensure that the financal statements comply with the Compamies Act
2006 They are also responsible for safeguarding the assets of the Company and hence for talang reasonable steps for the
prevention and detection of fraud and other irregularities

%’L %/atthew Lester
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Royal Mail Group Ltd

Independent Auditor’s Report to the members of Royal Mail Group Ltd

We have audited the finanaal statements of Royal Mail Group Ltd {the Company’) for the year ended 25 March 2012 which
compnise the profit and loss account, statement of total recognised gams and losses reconcbiation of movements in
shareholder s funds, balance sheet and the related notes 1 to 28 The financial reporting framework that has been apphed in
thewr preparation 1s applicable law and United Kingdom Accounting Standards {United Kingdom Generally Accepted Accounting
Practice}

This report 15 made solely to the Company's members as a body in accordance with Chapter 3 of Part 16 of the Companies Act
2006 Our audit work has been undertaken so that we might state to the Company’s members those matters we are required to
state to them in an auditor’s report and for no gther purpose To the fullest extent permitted by law, we do not accept or assume
responsibibty to anyone other than the Company and the Companys members as a body for our audit work, for this report or
for the opinions we have formed

Respective responsibilities of directors and auditor

As explaimed more fully m the Directors Responsibiliies Statement set out on page 11 the Directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view Qur responsibility 1s to audit
and express an opimion on the financial statements in accordance with applicable taw and International Standards on Auditing
(UK and Ireland) Those standards require us to comply with the Auditing Practices Boards Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit mvolves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from matenal misstatement, whether caused by fraud or error This includes an
assessment of whether the accounting polices are appropriate to the Companys arcumstances and have been consistently
applied and adequately disclosed the reasonableness of significant accounting estimates made by the Directors and the overall
presentation of the financial statements In addition, we read all the financial and non-financial mformation n the Directors
Report to identify matenal mconsistencies with the audited financial statements If we become aware of any apparent matenal
musstatements or inconsistencies we consider the implications for our report

Opinion on financial statements
In our opinion the financial statements

o give a true and far view of the state of the Companys affairs as at 25 March 2012 and of its profit for the year then ended
e have been properly prepared m accordance with United Kingdom Generally Accepted Accounting Practice and

« have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescnbed by the Companies Act 2006
In our opiruon the nformation given i the Directors Report for the financial year for which the finanoal statements are
prepared 1s consistent with the financiat statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you If n
our opinion

» adequate accounting records have not been kept or returns adequate for our audit have not been received from branches not
visited by us, or

« the financal statements are not in agreement with the accounting records and returns, or
» certam disclosures of Directors’ remuneration specified by law are not made, or

« we have not receved all the mformation and explanations we require for our audit.

E.,.MA?«& \/ ccf?

Richard Wilson (Senior statutory auditor)
for and on behalf of Ernst & Young LLP,
Statutory Auditor

London

27 June 2012
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Royal Mail Group Ltd

Profit and loss account
for the year ended 25 March 2012 and 27 March 2011

2012 2011
Notes £m £m
Continuing operations
Turnover 2 7,167 6 863
Staff costs 3 (4,451) (4.554)
Other operating costs 4 {2,524) {2.306)
Operating profit before exceptional items 192 3
Modernisation costs ~ aperating exceptional items [ (229) {192}
Operating loss after modernisation costs before other operating exceptional items (37) (189}
Other operating exceptional items 5 (38) {53)
Operating loss (75) {242)
Profit on dispesal of property, ptant and equipment 111 47
Profit/{loss) before financing and taxation 36 (195}
Income from mvestments 7 287 95
Net interest payable 8 {108) {88)
Net pension interest 21 24 (155)
Profit/(loss) before taxation 239 (343)
Taxatron charge 9 (6) {49)
Profit/(loss) for the financial year from continuing operations 23 233 (392)
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Royal Mail Group Ltd

Statement of total recognised gains and losses
for the year ended 25 March 2012 and 27 March 2011

2012 2011
Notes £m £Em
Profit/(loss) for the financial year 233 (392
Actuarial gams on defined benefit schemes 21 1,436 3184
Taxation on items taken directly to reserves 9 8 (4)
{Losses)/gans on cash flow hedges deferred mtc reserves {4) 24
Gans on cash flow hedges released from reserves to profit for the financial year (15) {7)
Gains on cash flow hedges released from reserves to the carrying amount of non-
financial assets {3) (3)
Gams on financial assets released from reserves to profit for the financial year - ()
Gains on financial asset Investments 14 3
Total recognised gains for the finandal year 1,669 2,799

There 15 no statement of historical cost profits and losses as the financial statements are produced under the historic cost
accountmg convention

Reconciliation of movements in shareholder's funds
for the year ended 25 March 2012 and 27 March 2011

2012 2011

Notes £m £m
Openmg shareholder’s deficit 23 (4,597} (7.394)
Total recogrised gains for the financial year (see above) 1,669 2,799
Closing shareholder’s deficit (2,928) (4,597)
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Royal Mail Group Ltd

Balance sheet
at 25 March 2012 and 27 March 2011

2012 2011
Notes £m Em
Fixed assets
Intangible assets {software) 10 125 122
Tangible assets 11 1,069 1079
Investments i subsidiaries and associate i2 1,005 544
Fmancial assets - pension escrow investments 13 149 87
Fimancial assets - investments 16 - bt
Total fixed assets 2,347 1,876
Current assets
Stocks 27 29
Debtors - recevable withm one year 14 801 673
Debtors - recevable beyond one year 14 - 461
Financial assets - derivatives receivable withn one year 36
Financial assets - derivatives recevable beyond one year 2 6
Financial assets - investments 15 332 220
Cash at bank and n hand 55 24
1,226 1,449
Current habilities
Creditors ~ amounts falling due within one year 17 {1,794) (1,704)
Financal habilities - dervatives {4) {3)
Net current liabilities (572) {258)
Total assets less current habilities 1,775 1618
Creditors - amounts falling due after more than one year 18 {251) (300}
Financial labitities - derivatives (1) -
Financiat liabilities - mnterest bearing loans and borrowings 19 (1,522) (1477)
Provisions for liabilities and charges 20 (213) {253)
Retirement benefit obligation 21 (2,716) (4 185)
Net liabilities (2,928) (4,597)
Capital and reserves
Called up share capital 22 - -
Share premum 23 3,784 3784
Profit and loss account 23 {6,742) (8411)
Hedging Reserve 23 8 22
Financial Assets Reserve 23 22 8
Shareholder’s deficit (2,928) (4 597)

The financial statements on pages 13 to 37 were approved by the Board of Directors nnﬂ June 2012 and signed on its

behalf by

Moya Grej%
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Royal Mail Group Ltd
Notes to the financial statements

1 Accounting policies
The following accounting policies apply throughout Rayal Mail Group Ltd {the Company)

Financial year
The financial year ends on the last Sunday m March and, accordmgly, these financial statements are made up to the 52 weeks
ended 25 March 2012 (52 weeks ended 27 March 2011)

Basis of preparation

The financial statements on pages 13 to 37 have been prepared m accordance with apphcable UK Accounting Standards and
law, mcluding the requirements of the Companies Act 2006 Unless otherwise stated m the accountmg policies below, the
financial statements have heen prepared under the historic cost accounting convention

The financial statements present mformation about the Company as an indmdual undertaking and not as a Group The
Company has taken advantage of section 400 of the Companies Act 2006 not to prepare Group fimancial statements on the
grounds that its ultimate parent undertaking makes its Group financial statements publicly available

No new UK Accounting Standards, which affect the presentation of these financial statements, have been issued

The Company has taken advantage of the exemption conferred by FRS 29 not to disclose financial instrument information as
the Company 15 a wholly-owned subsidiary of a company which has presented such disclosures in its Group financial
statements

No cash flow statement has been presented as the Company 1s a wholly-owned subsidiary of a company which has presented a
consolidated cash flow statement within its Group financial statements

Royal Malil Group Ltd is exposed to the risk of beng fined by its mdustry Regulator and of being required to pay compensation
to certain customers, as a result of faling to meet operational targets set by the Regulator i its icence The amount of such
fines and compensation will be determined by the Regulator after further representations from the Company and no further
mformation is being disclosed on the grounds that it can be expected to prejudice the outcome of that process

Going concern

At March 2011 and September 2011 the Royal Mail Holdings plc year end and interim accounts respectively contamed a specific
note on geing concern, hightighting that the Directors continued to rely on either the granting of State Aid by the European
Comrmission to the Government to take on almost all of the historical pension babiies and pension assets of the mam pension
scheme, Royal Mail Pension Plan (RMPP), or that if State Awd was not granted, the Government would continue to provide
alternatwe fmancimg arrangements which would allow Royal Mail Group Ltd to pay its habilities as they fell due

In ght of

. the post balance sheet event with respect to pensions as described in note 27,
) the return to profitability of the UKPIL businesses,

. the Company s return to cash generation,

. the recent price increases m April 2012, and

. a formal review by Directors of cash headroom forecasts, mcludmg a “pessimistic aut realistic™ downside scenario, which
confirmed there 15 sufficient cash headroam so the Company can meet 1ts habilities as they fall due

the Dhrectors have concluded that the Company 1s @ gomg concern and that it 1s appropriate to prepare the financial statements
on this basis

Changes in accounting policy
The accounting palicies are consistent with those of the previous financial year

interbusiness trading

The Company operates through business units that make use of the services of other companies withm the Group m order to
take advantage of Group synergtes, having regard to the mutual dependencies that exist. The interbusiness charges recognise
these dependencies and are reached through negotiation between the respective businesses

Turmover

Account revenue 1s derved from specific contracts and recognised when delvery of the item 15 complete Prepad revenue
mamnly relating to stamp and meter income 1s recognised when the sale 1s made adjusted to reflect a value of stamp and meter
credits held but not used by the customer

Legacy share scheme

The scheme {origmally termed ‘ColleagueShare’) mtroduced m 2007-08, 1s a five-year scheme spanning the accounting years
from April 2007 to March 2012 and compnses both a ‘share’ plan and a related stakeholder dividend throughout the fe of the
scheme

The costs of the scheme are mcluded m the mcome statement as an exceptional item throughout the Ife of the scheme and are
mncluded withm payables or provisions as appropriate




Royal Mail Group Ltd

1. Accounting policies {continued)

Intangible fixed assets

Intangible assets acquired separately or developed internally are iitially recogrised at cost and are reviewed for imparrment
An mmpawment loss s recognised m the profit and loss account for the amount by which the carrying value of the asset exceeds
Its recoverable amount, which is the higher of an asset’s net realisable value and its value n use

Amortisation of intangible assets with finite lives 1s charged annually to the profit and loss account on a straght-line basis as
follows

Software 1 to 6 years

Tangible fixed assets
Tangible fixed assets are recognsed at cost, including attributable costs m bringing the asset mto working conditicn for its
mtended use

Bepreciation of tangible fixed assets 1s provided on a straight-Ime basis by reference to net book value and to the remaming
useful economic lives of assets and therr estimated residual values The lives assigned to major categones of tangible fixed
assets are as follows

Range of asset lives

Land and bulldings

Freeho!d land Not depreciated

Freehold buildings Up to 50 years

Leasehold buldings The shorter of the period of the lease 50 years or the estmated remainmg useful life
Plant and machinery 3-15years
Motor vehicles and trailers 2-12 years
Fixtures and equipment 2 -15 years

Impairment reviews

Unless otherwise disclosed m these accounting policies, fixed assets are reviewed for imparment ff events or changes in
crcumstances indicate that the carrying value may be impaired The Company assesses at each reporting date whether such
indications exist. Where appropriate, an impairment loss 1s recognised n the profit and loss account for the amount by which
the carrying value of the asset (or cash generating unit) exceeds its recoverable amount, which 1s the higher of an asset’s net
realisable value and its value 1n use

Leases

Fmance leases, where substantially all the rnisks and rewards madental to ownership of the leased tem have passed to the
Company, are capitalised at the inception of the lease with a corresponding bability recogmised as the present value of the
mimmum lease payments Lease payments are apportioned between the finance charges and capital element of the lease
lability to achieve a constant rate of interest on the remaining balance of the liability Capitalised leased assets are depreciated
over the shorter of the estimated usefu! Life of the asset and the lease term

Leases where substantially all the risks and rewards of ownership of the asset are retamed by the lessor, are classified as
operating teases and rentals are charged to the profit and loss account over the lease term

Investments in subsidiaries and associate
Investments in subsidiaries and associate within the Company's financial statements are stated at cost less any accumulated
impairment losses

Stocks
Stacks, which include uniforms, fuel printing and stationery, stamps, mailbags and engmeering spares are carried at the lower
of cost and net realisable value after adjusting for obsolete or slow-moving stock.
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Royal Mail Group Ltd

1. Accounting policies {continued)

Deferred tax

Deferred tax i1s generally provided in full on timing differences at the balance sheet date, at rates expected to apply when the
tax Lability (or asset) crystallises based on substantively enacted tax rates and law Timmg differences arise from the inclusion
of tems of ncome and expenditure In taxation computations m perods different from those in which they are included n the
financial statements

Deferred tax is not recogrised n the following instances

- on gamns on disposal of fixed assets where, on the basis of avallable evidence, it 1s more likely than not that the taxable gan
will be rolled over into replacement assets and charged to tax only when there 15 a commitment to dispose of those
replacement assets,

- on unremitted earnings of subsidiaries and associate where there 15 no commitment to remit those earnings and

- deferred tax assets are recognised only to the extent that the Directors consider that it 1s more likely than not that there will
be suitable taxable profits from which the future reversal of the underlying timing differences can be deducted

Deferred tax assets and labiliies are not discounted Deferred tax 1s charged or credited directly to reserves if it relates to
tems that are credited or charged directly to reserves Otherwise it ts recognised in the profit and loss account

Pensions and other post-retirement benefits
Membership of cccupational pension schemes 15 open to most permanent UK employees of the Company All members of
defined benefit schemes are contracted out of the earmngs-related part of the State pension schermne

The pension plans’ assets of the defined henefit schemes are measured at far value Liabilties are measured on an actuanial
basis using the projected unit credit method and discounted at a rate equivalent to the current rate of return on high quality
corporate bond of eguivalent currency and term The resulting defined benefit asset or liability 15 presented separately on the
face of the balance sheet. Full actuarial valuations are carried out at mtervals not normally exceeding three years as determmed
by the Trustees and, with appropriate updates and accounting adjustments at each balance sheet date, form the basis of the
deficit disclosed

For defined benefit schemes, the amounts charged to operating profit are the current service costs and any gans and losses
arising from settlements, curtailments and past service costs The net difference between the interest costs and the expected
return on plan assets 1s recogrused as net pensions mterest in the profit and loss account. Actuarial gains and losses are
recogmised immediately i the statement of total recognised gains and losses (STRGL) Any deferred tax movement associated
with the actuaral gans and losses is also recognised in the STRGL

For defined contribution schemes, the Company's contributions are charged to operating profit, as part of staff costs, in the
period to which the contributions relate

Research and development

Expenditure on research and development 1s written off in the year n which 1t 15 incurred

Foreign currencies

The functional and presentational currency of the Company s sterling (£)

Transactions in foreign currencies are intially recorded in the functional currency by applying the spot exchange rate ruling at
the date of the transaction Monetary assets and labilittes denominated in foreign currencies are retranslated at the functional
currency rate of exchange ruling at the balance sheet date Curvently hedge accountmg 1s not claimed for any monetary assets
and liabiities Al differences are therefore taken to the profit and i0ss account.

Non-monetary items that are measured m terms of historical cost in a foreign currency are translated using the exchange
rates as at the dates of the mitial transactions

Debtors
Debtors are recognised and carried at origmal mveice amount less an aliowance for any non-collectable amounts An estimate
for doubtfu! debts 1s made when collection of the full amount is no longer probable Bad debts are written off when dentified

Financial instruments

Fmancial assets within the scope of FRS 26 ‘Financial Instruments Measurement’ are classified as, financial assets at fair value
through the profit and loss account (held for trading) hetd to maturity mvestments loans and recervables or available for sale
financiat assets, as appropriate Financial liabilities within the scope of FRS 26 are classified as either financial babilities at far
value thraugh the profit and loss account or financal liabilities measured at amortised cost.

The Company determines the classification of its financial snstruments at inthial recognition and re-evaluates this designation at
each financal year end When financial mstruments are recognised mitially, they are measured at far value, being the
transaction price plus, i the case of financial instruments not at ‘far value through the profit and loss account’, any directly
attributable transactional costs

The subsequent measurement of financial mstruments depends on their classification as follows
Financial assets at fan value through the profit and loss account (held for trading/

Financial assets are classified as held for trading If they are acquired for sale m the short term Derwvatives are also classified as
held for trading unless they are designated as hedging instruments Assets are carried in the balance sheet at far value with
gams or losses recognised in the profit and loss account.
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Royal Mail Group Ltd

1, Accounting policies {continued)

Loans and recenables

Non-dervative financial assets with fixed or determmable payments that are not quoted on an active market. do not qualify as
trading assets and have not been deswgnated as either fair value through the profit and loss account’ or available for sale Such
assets are carried at amortised cost using the effective interest rate method if the time value of money s significant Gams and
losses are recogrused in the profit and loss account when the loans and recewvables are derecognised or impaired, as well as
through the amortisation process

Avariable for sale financial assets

‘Available for sale financial assets’ are non-dervative financial assets that are designated as such or are not classified in any of
the three preceding categories After initial recognition, mterest 15 taken to the profit and loss account using the effective
interest rate method and the assets are measured at far value with gams or losses bemg recogrised as a separate component
of reserves until the investment 1s derecognised or until the mvestment 1s deemed to be impaired at which trme the cumulative
gam or loss previously reported in reserves Is included in the profit and loss account

Financal liabilties at fair value through the profit and loss account fheld for trading)

Derwatives liabilities are cassified as held for trading unless they are designated as hedging nstruments They are carried n
the halance sheet at fair value with gams or losses recognised m the profit and loss account

Financial liabilities measured at amortised cost

All non-derwvative financial llabilies are classified as financial liabilities measured at amortised cost Non-derivative financial
habilities are mitially recognised at the fair value of the consideration recewved, less directly attributable 1ssue costs After initial
recognition, nen-derwative financial babilties are subsequently measured at amortised cost using the effective mterest method
Gamns and losses are recognised m the profit and loss account when the Uabilities are derecognised or 1mparred as well as
through the amortisation process

Fimancial assets - pension escrow investments {fixed assets)

Financral assets - pension escrow investments comprise, short-term deposits with banks, conventional gilt edged secursties,
index-linked gilt edged securrties and Treasury bills

Short-term deposits with banks {pension escrow investments) are classified as loans and recewvables financial instruments
Conventional gilt edged securities, mdex-inked gilt edged securities and Treasury bills are ctassified as avarlable for sale
financial mstruments on the basis that they are quoted mvestments that are not held for trading and may be disposed of prior
to maturity

Financial assets - investments (current assets)

Financial assets - other mvestments comprise, money market funds and short term deposits with Government, local
government or banks They are classified as loans and recevables financial nstruments

Financial liabilities - interest-bearing loans and borrowings

All loans and horrowings are classified as financial iabilities measured at amortised cost Berrowmg costs are recognised as an
expense when incurred

Financial liabilities - abligations under finance lease and hire purchase contracts

All obligations under fmance lease and hire purchase contracts are classified as finanoal Uabilittes measured at amortised cost

Dervative financial mstruments

The Company uses dernvative mstruments such as foreign currency contracts in order to manage the nisk profile of any
underlying risk exposure of the Company m line with the Groups treasury management polcies Such derwvatve financial
mstruments are mipally stated at far vatue

For the purpose of hedge accounting, hedges are classified as cash flow hedges where they hedge exposure to variabiity m
cash flows that 15 either attributable to a particular nisk associated with a recognised asset or habilty ar a highly probable
forecasted transaction

In relation to cash flow hedges to hedge the foreign exchange or commaodity price risk of firm commitments that meet the
conditions for hedge accounting, the portton of the gam or loss on the hedgmg mstrument that 1s determined to relate to an
effective hedge 15 recognised directly in reserves and the ineffective portion 1s recogrised i the profit and loss account.

When the hedged firm commitment results in the recognition of a non-financial asset or non-financial liability, then at the time
the asset or bability 1s recogrused. the associated gams or losses that had previously been recognised in reserves are mcluded in
the initial measurement of the acquisition cost ar other carrying amount of the asset or lability For all other cash
flow hedges, the gains or losses that are recogmsed m reserves are transferred to the profit and loss account in the same year
m which the hedged firm commitment affects the net profit/loss, for example when the future sale actually occurs
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1. Accounting policies {continued)
Derivative finanaal imstruments {continued}

For deratives that do not qualify for hedge accounting any gamns or losses arising from changes m farr value are taken directly
to the profit and loss account in the period

Hedge accounting 15 discontineed when the hedging instrument expires or 1s sold, terminated or exercised, or no longer
qualifies for hedge accounting At that point in time, any cumulative gain or loss on the hedging instrument recognised in
reserves 15 kept i reserves until the forecast transaction occurs If a hedged transaction 1s no longer expected to occur the net
cumulative gam or loss recogrised n veserves Is transferred to the profit and loss account for the year

Fair value measurement of financial instruments

The far value of quoted investments 1s determined by reference to bid prices at the close of business on the balance sheet
date Where there 1s no actve market, far value 1s determined using valuation techniques These include using recent arm's
length market transactions, reference to the cument market value of another nstrument which 1s substantially the same and
discounted cash flow analysis and pricing models Specifically, in the absence of quoted market prices derivatives are valued by
using quoted forward prices for the undertymg commodity/currency and discounted using quoted mterest rates {both as at the
close of busmness on the balance sheet date)

Derecognition of finanoal instruments
A financial asset or lability 15 derecognised when the contract that gives nise to it 1s settled, sold cancelled or expires

Financial guarantee contracts and contingent Liabilities
Financial guarantee contracts are mitiatly measured at far value and subsequently at the higher of amounts under FRS 12 or
the amounts mitially recognised less, when appropriate cumulative amortisation

Contingent Labilities are not disclosed if the possibility of losses occurring 1s considered to be remote

Government grants
Government grants related to assets are recognised separately as deferred ncome that 15 amortised over the useful life of the
asset,

2. Tumover

Turmover, all from continuing operations, comprises the value of services provided excluding VAT, from the Company’s principal
area of activity of providing a nationwide and international distribution service for mails and parcels The Company operates
wholly within the United Kingdom

3. Staff costs

2012 2011

£m £fm

Wages and salartes 3,698 3771

Social secunity costs 278 280

Pension costs (note 21) 390 425

Temporary resource 85 78

Total 4,451 4,554

Staff numbers, calculated on a headcount basis and including part-time employees were

Period end employees Average employees

2012 2011 2012 2011

UK Letters & Parcels and Internationat 151,156 155181 152,514 157,317

Counter Services 7,798 7,782 7,734 8 066

Total employees 158,954 162,963 160,248 165,383

Up unul 1 April 2012 employees who performed Counter Services within Post Office Limited were employed by the Company but
were seconded to Post Office Limited, 2 wholly owned substdiary of the Company On 1 April 2012, Post Office Limited transferred
frorn the ownership of Royal Mail Group Ltd to Royal Mail Holdings plc the Company’s parent company
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4, Other operating costs

2012 2011
£m £m

Operating profit before exceptional items 15 stated after charging
Depreciation and amortisation 250 232
Depreciation of owned tangible fixed assets 171 159
Depreciation of tangible fixed assets under finance lease and hire purchase contracts 50 44
Amortisation of Intangible assets (software) 29 29
Operating lease charges 116 117
Land and bulldings 95 91
Vehicles and equipment 21 26
Regulatory body costs 11 13
Postcomm 6 10
Ofcom 2 -
Consumer Focus 3 3

Audttor's remuneration amounted to £302,000 (2011 £302000) for the audit of the statutory financial statements Audttor’s
remuneration relating to other services supplied to the Company was £746,000 (2011 £401530) This mcludes £365,000
pursuant to legislation £78 000 tax and £303,000 ather

5. Operating exceptional items

2012 2011
£m £m
Modernisation costs:
Legacy share scheme - notional shares - 101
- Business Transformation (57) {31)
Modermsation bonus - frontline costs (30) -
Restructuring costs
Provision for restructuring - redundancy costs (77) (224)
Provision for restructuring - property provision charge (note 20) (5) (18)
Restructuring - other exceptional costs (60) {8)
Impairment of property, plant and equipment - {12)
Total modernisation tosts {229) {192)
Other non-modernisation operating exceptional costs:
Proviston for restructuring - potential industrial diseases claims (note 20) {10) (30)
Imparment of intangible assets (note 10) (3) -
Impairment of investment in associate (note 12) - {8)
Other exceptignal costs {25) {15)
Total other operatmg exceptional costs {38) {53)
Total operating exceptional items (267) {245)

The £57m charge (2011 £31m) mamly represents payments linked to the achievement of key modermisation milestones as
part of the pay deal with the Communication Workers Union

A one-off modernisation bonus of £30m (2011 £ni) has been charged to recognise the progress on frontime efficiency

Of the £142m (2011 £250m) restructurmng costs £77m (2011 £224m) relates to a provision for redundancy costs and £5m
{2011 £18m) mamly m respect of onerous property lease costs The remammg £60m (2011 £8m) prmcipally relates to excess
travel expenses and one-off project costs in support of the modernisation of the busmess

21




Royal Mail Group Ltd
5. Operating exceptional items (continued)

There 1s no current year imparment charge linked to modernisation The prior year charge related to the write-off of plant and
equipment £10m and bulding fit-out £2m as a result of Busmess Transformation

Materal costs of litigation requiring separate disclosure due to size and madence amounted to £10m (2011 £30m) and relate
to the costs of potential Industnal diseases claims

Impairments m other exceptional costs comprise a charge to write down intangible assets of £3m {2011 £nil) and £rul {2011
£8m) for impawment of mvestment m associate {Quadrant Catermg Limited)

Cther exceptional costs of £25m (2011 £15m) were charged n the year mamly for specfic costs relating to the Postal Services
Bill the State Aid process and the transfer of RMPP pension liabilities and pension assets to HM Government on 1 April 2012

& Directors’ emoluments

The Directors of the Company are also Directors of the holding company and fellow subsidiaries The directors receved total
remuneration for the year of £3 2m (2011 £2 4m), all of which was paid by the holdmg company The directors do not believe
that 1t 1s practicable to apportion this amount between their setvices as directors of the company and their services as directors
of the holding and fellow subsidiary companies

Further details of Directors remuneration can be found in the Royal Mail Holdings plc Group financial statements

7. Income from investments

The £287m (2011 £95m) income from Investments comprises dividends of £167m (2011 £86m) from Royal Mail Estates
Limited £96m (2011 nil} from Royal Mail Enterprises Limited, £19m {2011 £2m)} from Romec Limnited, £4m {2011 £6m)
Quadrant Catermg Limited and £1m {2011 £1m) from NDC 2000 Limited

8. Net interest payable

2012 2011
£Em £m

Interest recewable on investments

Interest recewable from Group entrties

Other miscellaneous mterest recewvable - 12
Interest payable on loans {91) (80)
Interest payable to Group entities (s) {5)
Unwinding of discount relating to Legacy share scheme - {6}
Other miscellaneous interest payable {18) {19)
Total (108} {88)
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9. Taxation
{a) Taxation {gams)/losses recogmsed in the year
2012 2011
£m £m
Taxation charge/{credit) in the profit and loss account.
Corporation tax charge for year (1) -
Tax over provided n previous years (1) (1)
Current tax (see table below) (2) (1)
Deferred tax
Origination and reversal of timing differences 8 50
] 49
Taxatton charge on items taken to reserves:
2012 2011
£m £m
Current tax - -
Deferred tax
Origination and reversal of timing differences (8) 4
(8) 4
Total taxation {gams)/losses recognised in the year:
Current tax (2) 1
Deferred tax - 54
(2) 53

{b) Factors affecting the current tax {credit)/charge on profit on ordinary activities

The tax assessed for the year differs from the standard rate of corporation tax in the UK of 26% (2011 28%} The differences are
explamed below

2012 2011
£m £m
Profit/{loss) on ardinary actvities before tax 239 {343}
Profit/{loss) on ordmary activities multiplied by the standard rate of corporation
tax i the UK of 26% (2011 28%) 62 (96)
Deferred relief for asset depreciation and impairment a8 55
Expenditure disaliowabie for tax {18) [8)
Accelerated relief for pension contributions* (60} (30)
Provisions deductible when incurred (2) 36
Share scheme amounts deductible when mncurred - (28}
Adjustment in respect of prior period (1) (1)
Effect of group relief surrenders to other compantes 52 39
Dvidend not taxable (75) (26)
Deferred relef for mterest payable - 11
Hedging brought into profit and loss account in advance of tax effect - 1
Losses carrted forward - 46
Total current tax {credit)/charge (see table above) (2) (1)

*Pension contributions qualify for tax relief in the year in which they are paid Penstons contributtons paid in the year exceeded
charges to the profit and loss account.
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9 Taxation {continued)

{c} Factors that may affect future tax charges

The Company has £178m (2011 £172m) of unrecognised deferred tax assets relating to tax losses that are available for offset
against future trading profits The Company also has £632m {2011 £1.133m) of unrecogmised deferred tax assets relating to
pensions, £331m {2011 £306m) relatmg to deferred capital aflowances and £42m (2011 £67m) relating to other timing
differences

Finance Act 2011 reduced the mam rate of corporation tax to 25% with effect from 1 April 2012 The effect of this change on
unrecogrised deferred tax 1s reflected m these accounts In March 2012 the Chancellor of the Exchequer announced that the
mam rate of corporation tax will be 24% for the year commencing 1 April 2012 and that there will be successive annual
reductions until the rate reaches 22% with effect from 1 April 2014 However, in accordance with accounting standards the effect
of these rate reductions on deferred tax balances has not been reflected in these accounts due to the relevant legislation not
having been substantively enacted at the balance sheet date A reduction to 22% would, based on losses and temporary
differences at 25 March 2012, reduce the Company's unrecognised deferved tax assets by £142m

The Company has rolled over capital gains, the tax effect of which totals £3m {2011 £3m) It 1s expected that gams on assets sold
in the year will be offset agamst group capital losses or rolled over i due course

The Cormpany has access to group capital losses carried forward, the tax effect of which 1s approxmately £5m (2011 £15m)

(d) Net deferred tax asset

2012 2011
£m £m
Deferred capital allowances - 8
Hedgmng - (8)
Losses - -
Total {within Debtors - recevable beyond one year (note 14)} - -
The movement on the deferred tax asset 15 shown below
Total
£m £m
At 28 March 2011 -
Deferred tax charge m profit and loss account {see note 9 {a)) (8)
Deferred tax crecit on items taken to reserves (see note 9 (a) 8

Total deferred tax charge recognised {see nate 9 {a)) -

At 25 March 2012 -
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10, Intangible assets

2012 2011
£m £m
Cost
At 28 March 2011 and 29 March 2010 207 164
Additions as 59
Disposals {s) (16)
At 25 March 2012 and 27 March 2011 238 207
Amortisation and impairment
At 28 March 2011 and 29 March 2010 85 72
Amortisation 29 29
Iempawment 3 -
Disposals (4} (16)
At 25 March 2012 and 27 March 2011 113 85
Net book value
At 25 March 2012 and 27 March 2011 125 122
At 28 March 2011 and 29 March 2010 122 92
The above intangible assets relate to software
11. Tangible fixed assets
Land and Buildings
Fixtures
Long Short Motor  Plant and and
Freehold leasehold leasehold  vehicles machinery equipment Total
£m £m £m £m £m £m £m
Cost
At 28 March 2011 361 77 580 392 1034 219 2,663
Reclassification (33) - 32 - 1 - -
Additions 104 1 30 25 104 17 281
Disposals - external (48) (1) {8) (13) (57) (1) {128)
Legal entity transfer (29} - {1] - - - (30)
At 25 March 2012 356 77 633 404 1,082 235 2,786
Depreciation
At 28 March 2011 197 61 357 198 633 138 1,584
Reclassifications (9 - 9 - - - -
Depreciation 23 3 45 50 71 29 221
Disposals - external 9} (1) (8) (12} (57) {1) (88)
At 25 March 2012 202 63 403 236 647 166 1,717
Net book value
At 25 March 2012 153 14 230 168 435 69 1,069
At 28 March 2011 164 16 223 194 401 81 1079

Depreciation rates are disclosed withm accounting polices (note 1} No depreciation s provided on freehold tand, which
represents £4m (2011 £1m) of the total cost of properttes The net book value of the Company’s land and bulldings mcludes
£389m (2011 £383m) n respect of bullding fit-out. The net book value of the Company's tangible fixed assets held under hire
purchase contracts and finance leases amount to £319m (2011 £244m) During the year depreciation of £50m (2011 €44m)
was charged in respect of the Companys tangible fixed assets held under finance leases

The legal entity transfer amounts relate to net property transfers in from its relevant substdiaries
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11. Tangible fixed assets {continued)

On 24 March 2011 an agreement was implemented to substitute £102m penston escrow fimancial investments with mortgages
agamnst certam property assets owned by the Company and by uts subsidiary Royal Mail Estates Limited Subsequently, during the
year, one of the properties, Rathbone Place was sold and the mortgage agamnst that property was replaced with cash in the pension
escrow The carrying value of the remaining property assets of £2m 15 mcluded within the £153m freehold land and buildings total
above The fair value of these property assets, based on a residual cashflow analysis*, exceeds their carrymg value by £21m Durmg
April 2012 after the pension solution with Government was effected, these mortgages, pledged as secunty (o the RMPP Trustee,
were released

*A reswdual cashffow analysis determines a price that could be paid for the property gnven the expected as if complete’ value of the
proposed development and the total cost of the proposed development alflowing for market level profit margins and having due
regard to the known characteristics of the property and the mherent risk mvolved in its develppment

12. Investments in subsidiartes and associate

Subsidiaries Associate Total
£m £m fm

Cost
At 28 March 2011 1,066 26 1,092
Addition 460 - 460
At 25 March 2012 1,526 26 1,552
Impairment
At 28 March 2011 540 8 548
At 25 March 2012 540 8 548
Net book value
At 25 March 2012 986 18 1,004
At 28 March 2011 526 18 544

Details of the Company's principal investments in subsidiaries and assoctate are provided i note 26

13, Financial assets - pension escrow investments

On 23 March 2007, Royat Mail Holdings plc and Royal Mail Group Ltd estabhshed £1bn of mvestments m escrow These
investments are held as security to the Royal Mail Pension Plan in support of the 38 year deficit recovery period from March
2009 At 25 March 2012, Rayal Matl Holdings plc had £1 234m (2011 £1,074m) of financial assets in the pension escrow
and Royal Mad Group Ltd had £149m (2011 £87m) of financial assets plus mortgages an certam Group properties Charges
over these assets have been registered Further details on the Royat Mail Pension Plan, are contamed in note 21

14, Debtors

2012 2011
£m £m
Receivable within one year:
Trade debtors 530 591
Prepayments and accrued mcome 259 67
Interest 1 -
Amounts owed by subsidiaries 11 15
Total 801 673
2011 2011
fm £m
Receivable beyond one year.
Amounts owed by subsidiaries - 461
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15. Current financial assets - investments

2012 2011

£m £m

Money market funds 271 98

Short-term deposits - Government/local government 1 30

Short-term deposits - bank 60 92

Total 332 220
16 Non-current financial assets - investments

2012 2011

£m £m

Bank deposits - 44

The £44m bank deposits in 2011 were pledged as collateral to a counterparty bank which had provided a letter of credit in

support of a lease credtor obligation

17. Creditors - amounts falling due within one year

2012 2011
£fm £m
Trade creditors and accruals 759 729
Advanced customer payments 292 241
Social security T4 69
Obligations under finance leases {note 25) 86 61
Amounts due to subsidiaries 530 548
Capital creditors 47 44
Other 6 12
Total 1,794 1 704
18 Creditors - amounts falling due after more than one year
2012 2011
£m £m
Obligations under finance teases (note 25) 212 166
Amounts due to subsidiarnes 13 109
Other 26 25
Total 251 300
19. Financial fiabilities - interest bearing loans and borrowings
2012 2011
£m £m
Amounts falling due in
More than 2 years but not more than 5 years 600 600
More than 5 years 922 877
Total 1,522 1,477
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19 Financial liabilittes - interest bearmg loans and borrowings (continued)
Analysis of loans and facilities

2012 Facility 2011 Faoiity
Faolity end date Faclity end date

£m fm Security
Royal Mail Group Ltd 00 2014 900 2014 Fxed charges over Royal Mail Holdings plc’s shares
senior debt facility in Roya! Mail Group Ltd and Royat Mail Group Ltd's

shares in Roya! Mail Estates Limited Floating
charges over all assets of Royal Mail Holdings ple,
Royal Mail Group Ltd and Royal Mail Estates Limited
excluding certain Group praoperties over which
mortgages of £60m (2011 £102m] are held as
secunity to the Royal Mai Pension Plan

Royal Mail Group Ltd 422 * 377 None

Shareholder loan facility

Royal Mail Group Ltd 500 2021-2025 500 2021-2025 Fixed charges over Royal Mail Group Ltd's loans to
other drawn down loans General Logistics Systems B V, Royal Mail Group
Ltd s loans to subsidiaries of General Logistics
Systems B V and Royal Mail Investments Limited s
shares in General Logistics Systems BV Floating
charge over non regulated assets of Royal Mail Group
Lid

1,822 1,777

*Loan facilities are repayable on the later of March 2016 and the release of the pension escrow mvestment,
The £400m (2011 £600m) drawn down agamst the semor debt facility 15 at an average mterest rate of 2 2% (2011 3 0%)
The related facility has a maturity date of 2014

The shareholder loan was drawn down during 2009 and 1s at an average interest rate of 12% and has a matunity date of
2016 The shareholder loan mcreased by £45m (2011 £40m) as a result of accrued interest added to the loan

The £500m other drawn down loan s at an average fixed interest rate of 5 8% {2011 5 8%} and has an average maturity
date of 2023 {2011 2023)

The undrawn committed facilities, in respect of which all conditions precedent had been met at the balance sheet date,
expire as follows

2012 2011

£m £m

Expirmg in one year or less - -
Expiring i more than one year but not more than two years 300 -
Expiring i more than two years - 300
Total 300 300

The Royal Mail Group Ltd drawn down loans become repayable immediately on the occurrence of an event of default under
the loan agreements These events of default include non-payment, insolvency and breach of covenant relating to interest
and total indebtedness It 1s not anticipated that the Company 1s at risk of breaching any of these obligations
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20. Provisions for liabilities and charges

Charged/ Charged/
(released) in (released)
At 28 operating Discount in other Utslised At 25
March exceptional rate operating non- Utilised March
2011 items adjustment costs cash cash 2012
£m £m £m £m £m £m £m
Total 253 2 2 30 (30} (134) 213

The provisions mclude amounts relatmg to redundancres of £87m (2011 £156m), potential industral diseases claims of £3%m
(2011 £30m) legacy share scheme of £mil (2011 £2m) with the balance of £87m (2011 £65m) for estimated exposures
resulting from legal claims incurred m the normal course of husiness, onerous property contracts and decommissioning

The amounts charged i other operating costs principally relate to onerous property contracts and estimated exposures
resulting from legal claims Details of amounts charged as operating exceptional items are contained m note 5

The cash utiisation of £134m {2011 £129m) includes £119m (2011 £109m) of spend relating to exceptional rationalisation
£2m for legacy share scheme leavers (2011 £4m) and £13m {2011 £16m) relating to other costs The non-cash utlised
amount of £30m (2011 £33m) principally relates to transfers fram provisions to current payables for amounts due to the
pension scheme for redundancies with early retirement. There are no deferred redundancy settlements in the current year
(2011 £13m}

The majonty of prowisions are expected to be utiised m 2012-13, with the remamder within two to three years except £4m of
onerous property contracts expected to be utilised within 3 to 5 years, and a further £10m expected to be utilised over a period
greater than 5 years

The provision for potential industrial diseases claims of £39m 1s expected to be utiised over a period greater than 5
years, except for £3m expected to be spent m the next financial year

21, Pensions

On 1 Apnil 2012 after the reporting end date almost all of the pension liabilities and pension assets of the Royal Mail Penston
Plan (RMPP) were transferred to HM Government.

The disclosures in this note relate to the year ending 25 March 2012 and show how the value of assets and liabilities have
been calculated at the balance sheet date

The Company participates in pension schemes as detailed below

Sctheme Ehgibility Type

Royal Mail Pension Plan (RMPP) UK employees Defined benefit
Royal Mail Senior Executive Pension Plan (RMSEPP) UK sentor executives Defined benefit
Royal Mait Defined Contribution Plan (RMDCP} UK employees Defined contribution
Various other small-scale schemes operated by overseas Overseas subsidiary

subsidiaries employees Defined contribution

All references to the Group in this note refer to the combined totals of the defined benefit plans disclosed i Royal Mail
Holdmgs plc Group financial statements of which 93% 1s attnibutable to the Company

Further disclosures and information m relation to the defined benefit schemes, mcluding the computation of the Company’s
share of the deficit, are contained in the Directars’ Report accompanymg these financial statements and in note 9 of the
Roya! Mail Holdings plc Group financial statements

Defined contribution

A charge for the defined contribution plan of £13m (2011 £8m) was recognised in operating profit hefore exceptional tems
withm the profit and toss account The Company contributions to these schemes was £11m (2011 £8m) A new defined
contribution plan (RMDCP) was launched m April 2009 New recruits joming from 31 March 2008 are able to begm paying
contributions to the new plan after they have worked for the Company for a year
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21 Pensions {continued)

Defined Benefit
Both RMPP and RMSEPP are funded by the payment of contributions to separate trustee admmustered funds RMPP
mcludes sections A, B and C each with different terms and conditions

»  Section A 1s for members (or beneficiaries of members) who joned before 1 December 1971,

s Section B 15 for members {or beneficiaries of members) who jomed on or after 1 December 1971 and before 1
Apnl 1987 or to members of Section A who chose to receve Section B benefits,

s  Section C 15 for members {or beneficiaries of members) who jomed on or after 1 Apnl 1987 and before 1 April
2008

A series of changes to RMPP and RMSEPP began to take effect on 1 April 2008 The changes encompass
s the Plans closed to new members from 31 March 2008
» all pensions and benefits earned before 1 Apnl 2008 are still inked to final salary at the time of retirement,

e from 1 April 2008, defined benefits building up for employee members of the Plan are earned on a career salary
basis,

+« employees can contimue to take their pension on reaching 60 but the normal retirement age will increase to 65
for benefits earned from 1 Apnil 2010, and

+  from 1 April 2010 it 1s possible to draw pension earmned before the change to normal retirement age from 55, and
continue working while still contributing to the Pension Plan unti the maximum level of benefits has been
reached

Payment of £380m (2011 £402m) was made by the Company during the year m respect of regular future service
contributions, nearly all relating to RMPP The regular future service contributions for RMPP, expressed as a percentage of
pensionable pay, remamed at 17 1% (2011 17 1%), effective from April 2010 This rate 1s not expected to change matenally
during 2012-13 For RMSEPP, these contributions have remained at 35 9% (2011 35 9%) effective from April 2010

Payment of £8m (2011 £278m) was made by the Company during the year to fund the defict n the plans, with Enil
relating to RMPP (2011 £272m) Deficit recovery payments were agreed for RMPP over the 38 years from the date of the
fatest full actuarial valuation at March 2009 Following the State Aid clearance granted on 21 March 2012 and the
subsequent transfer of almost all of the pension habilities and pension assets to HM Government on 1 Apnil 2012, no RMPP
deficit payment was made during the year For RMSEPP deficit recovery payments will be £10m per annum less regular
future service contributions from 1 Aprd 2012 to 31 January 2024

A current lizbility of £4m (2011 £10m) has been recognised for payments to the pension plans relating to redundancy
(note 17} During the year, payments of £36m (2011 £29m} relating to redundancy were made

The following disclosures relate to the gainsflosses and deficit in the plans recognised for RMPP and RMSEPP defined benefit

plans i the financial statements of the Company

a) Major assumptions

The size of the pension deficit, which 1s large in the context of the Company and its finances, 1s materally sensitive to the
assumnptions adopted Small changes in these assumptions could have a sigruficant impact on the deficit and overall profit
and loss charge The major assumptions were

At 25 March 2012 At 27 March 2011

% pa % pa
Rate of increase m salaries* 43 45
Rate cf pension increases - RMPP sections A/B 23 28
Rate of pension increases - RMPP section C 33 35
Rate of pension increases - RMSEPP all members 33 35
Rate of increase for deferred pensions - RMSEPP members not
transferred from Section A or B of RMPP 33 35
Rate of increase for deferred pensions - all members 23 28
Discount rate 581 55
Inflation assurnption 33 35
Expected average rate of return on assets 59 65

* The rate of mcrease i salaries for 2012-13 reflects the Business Transformation 2010 and Beyond agreement From 2013-14 the rate of

mcrease in salanes assumption 15 RPH+ 1%

in June 2010, the Government announced that it was mtending to change the inflation measure used to determme statutory
minimum indexation in deferment and in payment from RPI to CPl from Apnit 2011 Where relevant, the inflation assumption
has changed from RPI to CPI
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21 Pensions (continued)

The above assumptions refate to both defined benefit plans with the exception of the expected average rate of retum on assets
which s computed for the combined assets of the plans The expected average rate of return on assets 1s a weighted average
of the long-term expected rate of return of each principal asset class {see section b}

Mortality

The mortality assumptions for the larger plan are based on the latest Self Administered Penston Scheme (SAPS) mortality
tables with appropriate scaling factors (106% for male pensioners and 101% for female pensioners) For future improvements
the assumptions allow for mediumn cohort’ projections with a 1 25% floor These are detailled below

Average expected life expectancy from age 60 2012 2011

For a current 60 year old male RMPP member 26 26 years
For a current 60 year old female RMPP member 29 29 years
For a current 40 year old male RMPP member 29 29 years
For a current 40 year old female RMPP member 32 32 years

b) Plans’ assets and expected rates of returmn

The assets in the plan and the expected rates of return for the Group were

At 25 March 2012 Long-term expected rate of
Market value return
2012 2011 2012 2011
£m £m % pa % pa
Equities 3,385 4 268 7.7 82
Baonds 25,610 21,409 57 62
Property 1,417 15%0 68 65
Other assets 333 418 3.4 42
Fair value of plans’ assets for the Group 30,745 27685
Present value of plans” babilites for the Group (33,667} (32,186}
Deficit m Plans for the Group {2,922) (4.501)
Deficit n Plans for the Company {at approximately 93%) {2,716) (4 185)

There is no element of the above present value of Labilities that arises from plans that are wholly unfunded

c) Movement in plans’ assets and liabilities
Changes m the present value of the defined benefit pension obligations are analysed as follows

2012 2011
Liabilities £m £fm
Share of liabilities In plans at beginning of peried for the Company (29,927) (31.480)
Current service cost (379) (417}
Curtaillment costs* (31) (33)
Interest payable {1,627) (1.749)
Employee contributions (134) (141)
Actuanal {loss)/gam (recognised in STRGL) (302} 2747
Benefits paid 1,093 1,146
Share of liabilities in plans at end of period for the Company {31,307) (29,927)

*The curtailment costs in the profit and loss account are recogmised on a consistent basis with the associated compensation
costs Estimates of both are included, for example, in any redundancy provisions raised The curtailment costs abave represent
the costs associated with those people paid compensation m respect of redundancy durmg the accounting period Such
payments may occur in an accounting period subseqguent to the recognition of costs m the profit and loss account
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21. Pensions {continued)

Changes m the farr value of the plans’ assets are analysed as follows

2012 2011
Assets £m £m
Share of assets in plans at beginning of period for the Company 25,742 24003
Company contributions paid 424 709
Movement m company contributions accrued {(5) 4
Employee contributions i34 141
Interest recevable 1,651 1,594
Actuarial gam {recognised m STRGL) 1,738 437
Benefits paid (1,093} (1,146}
Share of assets in plans at end of period for the Company 28,591 25742

d) History of experience gains and losses

The cumulatve amount of actuanial gains and losses recognised smce transition to FRS 17 at 29 March 2004 1n the statement
of total recognised gams and losses 1s £430m gam {2011 a loss of £2,006m)

2012 2011 2010 2009 2008
£m £m £m £m £m
Fair vatue of assets for the Group 30,745 27,685 25,814 20,071 23923
Present value of hiabilities for the Group (33,667} (32.186) {33,855) (26 847) {26,846)
Deficit in schemes for the Group (2,922) (4,501) (8041) (6,776) (2,923}
Deficit in the schemes for the Company (at approximately
93%) {2,716) {4 185) {7.477) (6 301) {2,718)
Experience adjustment on assets for the Company* 1,738 437 4156 (5097 (1.235)
Experience adjustment on labilities for the Company™ {5) {7) 626 (9) (157)

* Expenience adjustments for the Group pro-rated for the share of actuarial gainsf{losses) recognised in the STRGL for the

Company In that year

2012 2011 2010 2009 2008
% % % % %

Experience ad)justment on assets as a ¥ of plans’ assets
for the Company 6.1 17 173 (27 3) {56)
Experience adjustment on habilities as a % of plans’
liabilities for the Company 0.0 00 20 00 06
Defict in the plans’ as a ¥ of scheme habilities for the
Company 8.7 140 238 252 109
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21. Pensions (continued)

e) Recognised charges

An analysis of the separate components of the amounts recognised in the performance statements of the Company 15 as

follows
2012 2011
£Em £m

Analysis of amounts recognised in the profit and loss account
Analysis of amounts charged to operating profit before exceptional items-
Current service gost 379 417
Total charge to operating profit before exceptional items 379 417
Analysis of amounts charged to operating exceptional items-
Loss due to curtailments {(withm proviston for restructuring charge - note 20) 15 45
Total charge to operating profit 394 462
Analysis of amounts charged/{credited) to net pensions interest:
Interest on plans’ habilites for the Group 1,749 1881
Expected return on plans’ assets for the Group (1,775) {(1,714)
Net pensions interest for the Group (26) 167
Share of net pensions interest for the Company (at approximately 93%) (24) 155
Total charge to profit and loss account before deduction for tax 370 617
Analysis of amounts recognised in the statement of comprehensive income (S0CI) in
the Group financial statements
Actual return on plans’ assets for the Group 3,644 2184
Less expected return on plans’ assets for the Group {1,775) (1,714)
Actuarial gains on assets for the Group (all experience adjustments) 1,869 470
Experience adjustments on habiities for the Group {5) (8)
Effects of changes in actuarial assumptions on llabilities for the Group {320) 2.962
Actuarial (losses)/gans on habilities for the Group {325) 2.954
Total actuarial gains recognised in SOCI for the Group 1,544 3.424
Share of actuarial gains recognised in STRGL for the Company
{at approximately 93%) 1,436 3184
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22. Called up share capitat

2012 2011
£000 £000
Authorised
Ordinary shares of £1 each 100 100
Total 100 100
Altotted and fully paid
Ordinary shares of £1 each 50 50
Total 50 50
23, Reserves
Financial
Share Retained Hedging Assets 2012 2011
premium  earnings  Reserve Reserve Total Total
£m £m £m £m £m £m
Balance at 28 March 2011 and 29 March 2010 3,784 {8,411) 22 8 (4,597) (7396)
Profit/{loss) for the financial year - 233 - - 233 (392)
Actuarial gams on defined benefit schemes - 1436 - - 1,436 3184
Taxation on items taken directly to reserves - - 8 - 8 (4)
{Losses)/gains on cash flow hedges deferred mto
reserves - - {4) - (4} 24
Gams on cash flow hedges released from reserves
to profit for the financial year - - (15) - (15) (7
Gans on cash flow hedges released from reserves
to the carrymg amount of non-financial assets - - 3) - (3) (3)
Gams on financial assets released from reserves to
profit for the financiat year - - - - - (&)
Gains on financial asset investments deferred mto
reserves - - - 14 14 3
Total recognised gains/(losses) for the
financial year - 1,669 {14) 14 1,669 2.799
At 25 March 2012 and 27 March 2011 3,784 (6,742) 8 22 (2,928) (4.597)

Hedging Reserve

The Hedging Reserve 1s used to record gans and losses arising from cash flow hedges since 28 March 2005

Financiat Assets Reserve
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24 Commitments

Capital commitments contracted for but not provided in the financial statements amount to £77m (2011 £135m)

Operating lease commitments - Company as {essee

The Company Is comrmmutted to the following minimum lease payments during the next twelve months under non-cancellable

operating leases

Vehicles and

Land and buitdings equipment IT equipment
2012 2011 2012 20121 2012 2011
£m £m £m £m £m £&m
For leases which exprre
Within one year 5 6 - -
Between one and five years 110 115 1 10 16
Beyond five years 70 69 - - 3 -
Total 185 190 4 7 13 16
25, Obligations under finance leases
2012 2011
Present Present
value of value of
mimimum minimum
Minimum lease Mimimurm lease
payments payments Payments  payments
£m £m £m £m
Within one year 96 86 71 61
Between one and five years 208 193 160 148
Beyond five years 20 19 18 18
Total minimum lease payments 324 298 249 227
Less amounts representing finance charges {26) - {22) -
Present value of minimum lease payments 298 298 227 227

The Company has finance lease contracts for vehicles and property The leases have no terms for renewal, purchase options or
escalation clauses and there are no restrictions concerning dvidends, borrowings or additional leases Vehicle leases have a
term of between 2 and 7 years, depending on the class of vehicle, with the average term being 2 years Property leases have a
term of between 1 and 15 years with the average term being 10 years The term of the plant and equipment leases range

from 5 to 8 years with the average being 5 years

The aggregate finance charges allocated for the period in respect of finance leases was £15m (2011 £19m)
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24 Related party information

Royal Mart Holdings plc 1s the ulimate parent company of the Company, Rayal Matt Group Ltd Investments i subsidiaries and
associate (note 12} comprise principally of the following mvestments hetd directly by the Company

Country of incorporation % Holding Principal activities
Subsidiaries
Post Office Limited UK 100 Counter services
Royal Mail investments Limited UK 100 Holding company
Royal Matl Estates Limited UK 100 Property company
Romec Limited ) UK 51 Facilizes management
Associate
Quadrant Catermg Limited UK 51 Catering services

All the above subsidiaries and associate have a year end date of the last Sunday n March with the exception of Quadrant
Catering Limited which has a 30 September year end date and Romec Limited which has a 31 March year end date

The primcipal subsidiary that s not an investment held directly by the Company is General Logistics Systems BV - a halding
company incorporated in the Netheriands which has mvestments in other operational companies based m Europe Royal Mail
Investments Limited has a 100% holding n General Logistics Systems B V

All shareholdings are equity shares

Related party transactions

The Company has taken advantage of one of the exemptions conferred by FRS 8 ‘Related Party Disclosures, wherehy certain
details regardmg transactions with 100% owned subsidiaries within the same Group do not have to be disclosed where Group
financial statements are publicly available

During the year the Company entered ito transactions which included administration and mvestment services recharged to the
Group’s Pension Plan by Royal Maill Pensions Trustees Limited The Company also entered into transactions with other entities
within the same Group but which are less than 100% owned The transactions were m the ordinary course of business The
transactions entered into and the balances outstandinig at the financial year end were as follows

Amounts
owed from Amounts
Purchases/ related owed to related
Sales/recharges recharges from party including party induding
to related party related party outstanding loans outstanding loans
2012 2011 2012 2011 2012 2011 2012 2011
£m fm £m £m £m £m £m £m
Royat Mail Pension Plan 9 g - - - - - -
Romec Limited 3 4 141 133 - - 7 19
G3 Worldwide Mail NV {Spring) - - ) 6 4 3 - i
Quadrant Catering Limited - - 35 34 - - 3 3
NDC 2000 Limited - - 10 10 - - 3 2

The sales to and purchases from related parties are made at normal market prices Balances outstanding at the year end are
unsecured, interest free and settiement 1s made by cash

The Company trades with numerous Govemment bodies on an arm’s length basis Transactions with these entities are not
disclosed owing to the significant volume of transactions that are conducted

The Company also has certain loan facilitres with Government (note 19)

27. Post balance sheet events

On 1 April 2012 - after the granting of State Aidd by the European Commission to the Gavernment on 21 March 2012 - almost all
of the pension babilities and pension assets of the mam pension scheme, RMPP, buslt up until 31 March 2012, were transferred
to HM Government, On this date the RMPP was also sectionalised with Royal Mail Group Ltd and Post Office Limited each
responsible for their own sections in future This arrangement left the RMPP fully funded on an actuarial basis i respect of
historic lrabilities at that date

Royal Mail Holdings plc continues to hald £21 2bn of mvestments which previously were held in pension escrow and which will not
be transferred to Royal Mail Group Ltd or Post Office Limited The £149m of investments which were previously held in pension
escrow In Royal Mail Group Ltd were made avarable to the Company on 1 Apnil 2012
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27. Post balance sheet events {cantinued)

On 1 Apnl 2012 Post Office Limited transferred from under the ownership of the Company to become a directly owned
subsidiary of the Companys parent company, Royal Mail Holdings plc At that date the majonty of Royal Mall Holdings ple
Directors hecame Dwectors of Royal Mall Group Ltd Alice Perkms and Donald Brydon are the only Directors of Royal Mail
Holdings plc at 1 Apnt 2012

At the end of March 2013, certain unused tax losses deriving from past pension contributions will be extmguished i accordance
with regulations made under the Postal Services Act 2011

28. immediate and ultimate parent company
At 25 March 2012, the Directors regarded Royal Mail Holdings plc as the immediate and ultimate parent company The results of the

Company form part of the Royal Mail Holdings plc Group fimancial statements which are available from that company’s website
www royalmailgroup com or from the Company Secretary, 100 Victoria Embankment, Londan EC4Y OHQ
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