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Minutes of the meet ing of |

held at 148 Old Street Lon ‘
Present:
Allan Leighton Chairman . '
David Burden Group Chief Information Officer
Adam Crozier Chief Executive
David Fish Non-Executive Director
Richard Handover Non-Executive Director
Sir Mike Hodgkinson Non-Executive Director
Tony McCarthy Group Director, People and Organi
John Neill Non-Executive Director
Baroness Prosser Non-Executive Director
Helen Weir Non-Executive Director
Bob Wigley Non-Executive Director

In attendance:
Jonathan Evans

Also present:
Rico Back
Frank Schinella
Martin Gafsen
Peter Corbett
lan Anderson
Michael Mire
Jon Millidge
Neil Henderson
Andrew Wilson
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Company Secretary

Chief Executive, GLS

Acting Group Finance Director .
Group Investment Director, for RMH06/09 2
Finance Director, Post Office Ltd, for RMH
Human Resources Director, POL, for RM}
McKinsey & Co, for RMH06/09 N
Employee Relations Director, for RMH06/10
Service Integrity Director, Royal Mail Letters, for RMF
Group Security Director, for RMH06/13 - 14 '

DIRECTORS

The Chairman welcomed Helen Weir to her first ¢
Board. The Board noted that Helen Weir had bee
a three-year term, beginning on 1 January 2006, ar
she be appointed to the Board's Audit and Risk Commif
effect from the same date:

the Board noted that the Secretary of State for Trade
Industry had givs given his consent to the appﬁmim&rfts o
Griffiths as MD Royal Mail Letters, and of Alan Cook
Office Ltd. The appointments would take effect on 6 Ff br
2006 and 1 March 2006 respectively; '

the Board noted that David Mills’ resignation as Director of tt
Company had taken effect on 31 December 2005.

MINUTES OF PREVIOUS MEETING RMH(05)12™

The minutes of the meeting held on 6 December 2005 w
approved and signed.
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MATTERS ARISING — RMH(06)01

The Board noted the status report;

Reed and Manpower contracts (RMH(05)213(h)) - Tahy o

McCarthy reported that these contracts had not been finalised
and that negotiations were continuing; ,

Wholesale Director (RMH(05)212(a)) - Adam Crozier reported
that he had now received legal advice about the appropriateness
of the Wholesale Director having a seat on the Letters Board.

He would be considering this advice over the next few days; ,

Avian ‘flu (RMH(05)212(f)) - David Burden expanded on his

report to the Board, explaining that a current major focus of
activity was on determining contingency plans for the response
to widespread absence of staff in delivery offices, particularly
delivery office managers. John Neill outlined some of the
approaches being taken in Unipart: David Burden accepted the
offer to pursue these with John Neill in more detail;

Pension Protection Fund levy (RMH(05 )216(b)) — John Neill felt
h

the Board should be doing more to press the authorities for
greater transparency about the formulae being proposed to
calculate the levy. They currently relied heavily on company
ratings provided by Dun and Bradstreet, the basis of which
appeared opaque and the results volatile: for RMG the levy could
vary by tens of millions of pounds. Frank Schinella undertook to
return to the Board with an update on the latest position, and a
proposal for any action the Board might take.

OTHER MINUTES

The Board noted the minutes of the meetings of

*» the Royal Mail Letters Board of 16 November 2005

* the GLS Supervisory Board of 8 November 2005

* the Audit and Risk Committee of 15 November 2005
¢ the PFWW Supervisory Board of 23 November 2005.

CHAIRMAN'’S BUSINESS

The Chairman had no business other than that covered
elsewhere on the agenda.

REPORTS FROM CHAIRS OF BOARD COMMITTEES

Nomination Committee: Richard Handover reported on the
proceedings of the Committee:

* the process for gaining the Government's approval to the
appointment and remuneration of Alan Cook had proved
tortuous. Part of the difficulty had stemmed from the
Company itself not following its own procedures fully, but
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 Worldwide Mail;
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were new to the subject and e .
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becoming essentially political issues, and should not be allowed
to complicate the funding of Royal Mail Letters. The Board
however recognised that even if POL could be ring-fenced to a
greater degree, there would continue to be sizeable cross-
business trading between POL and Royal Mail, on which POL
would be heavily reliant;

directors had varying views on whether Royal Mail needed to
have aspirations to be a worldwide, as opposed to a world class,
company. All directors wanted the Company to become world
class - indeed for many this had been the motivation for their
joining the Company — while others saw world class as inevitably
implying a worldwide presence. In practical terms, this issue
would have relevance to the decision to sell or retain GLS. The
Board had decided at its previous meeting not to pursue a sale
at this stage, but directors acknowledged that a sale may be a
necessary means of raising funds depending on Government's
intentions;

directors agreed that under any scenario, the need to make a
step-change improvement in productivity was paramount. This
implied not only effecting a radical culture change to create
greater workforce flexibility, but also a more stringent and
efficient use of capital focussed on productivity gains. David
Fish outlined his idea of gaining advantage from relocating mail
centres on to greenfield sites, creating both a new platform for
radically different working practices, as well as releasing value
from property disposals:

for reasons of achieving a widespread and sustained culture
change, some form of share scheme remained essential to gain
a greater level of engagement between the Company and its
people. Were the Government to find an actual disposal of
shares impossible politically, then some form of phantom
scheme would be acceptable providing it was seen as a staging
post to a full share scheme. It was in any case necessary to
introduce a new scheme of some form to replace Share in
Success, as the expectations for continued payments from it had
become unaffordable:

the option of establishing some form of partnership with a third
party was potentially timely, in view of the current early stage of
opening of the postal market in the UK. Once third parties had
established themselves as serious operators in the UK market,
the competition authorities would find it more difficult to sanction
a link-up with Royal Mail. This therefore gave impetus to explore
the option further in the near future:

in consideration of the points raised in discussion and in the
papers tabled, the Board agreed the following course of action:

* the POL strategy should continue to be evaluated in the light
of the DWP’s decision to withdraw the Post Office Card
Account;

* the consequent change in the financial position of POL should
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offset the need for a “cost of living” pay increase, due at 1 April
2006;

there was a trade-off to make between the size of ongoing
consolidated pay increase, and the proportion of the cost savings
shared. The proposal was for a 50% sharing ratio, with a
corresponding consolidated pay increase of 2%:

the operational changes would result in headcount reductions of
up to 11,000. It was the intention to facilitate this by means of a
voluntary redundancy programme;

some of the proposed operational changes were likely to be
controversial, and some resistance from the CWU - possibly
resulting in industrial action — was likely. However the savings-
sharing element of the proposed deal would act as a part
counter-balance to this, as people would need to weigh up the
value of gaining directly from the introduction of change rather
than opposing it.

In discussion the Board noted:

the changes were designed not to impair service levels. It was
pointed out that the withdrawal of some night working in delivery
offices would result in some deliveries being made later than
currently, but the revised times would still be within Royal Mail's
published delivery specification;

the Chairman thought the time to be right to send a letter from
him to all front-line people to thank them for their efforts over
Christmas, and to tell them that their Share in Success payments
were currently on track. This would be useful background to the
next few months were the changes to prove controversial:

some directors challenged the proposal to share 50% of the cost
savings with employees, on the grounds that this would set a
benchmark level for the future, which could turn out to be
unaffordable. A level of one third savings was considered to be
more appropriate with a higher ongoing pay increase;

Bob Wigley felt that the proposal should be self-funding,
excluding the one-off costs of redundancies. He was concerned
that the costings of the proposal apparently did not include all the
pension costs associated with the increased pay levels.

In conclusion the Board:

e endorsed the two phase approach to the negotiations and the
proposal to tackle a number of operational efficiency
improvements in phase one;

» agreed that the negotiations with the CWU could begin;

» requested that the views expressed in the discussion about
the desirability of a smaller savings share be considered
further in order not to create an unhelpful precedent;
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