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Royal Mail Way (RMH06/60(b)): John Neill enquired whether
management’s views about Unipart and Royal Mail Way, as
reported in the minutes of the March meeting, had changed in
the light of subsequent discussions. lan Griffiths replied that his
team had held a number of meetings with those working on
Royal Mail Way as a result of which there had been some
noticeable improvements. lan Griffiths undertook to give a full
progress report to the Board about Royal Mail Way within the
following few months:

Vehicle Replacement Programme (RMHO06/71(d)): the Board

noted the paper (RMH(06)60) from Phil O'Gorman which
addressed the issues raised in the discussion at the previous
meeting. Phil O'Gorman supplemented this with an overview of
the achievements of Vehicle Services over the previous few
years, in which time considerable reductions had been made in
the size of the fleet, and the costs of operating and maintaining
it. In response to questions from the Board, Phil O'Gorman
expressed the view that further savings of some 3% should be
possible during the current year, but this depended less on the
activities of Vehicle Services than on operational management.
Frank Schinella confirmed that the balance between purchasing
vehicles and leasing them was being appropriately assessed on
the basis of the marginal cost of capital. In conclusion, the
Board was satisfied with the responses to its questions raised at
the previous meeting, and therefore approved the proposal
sought in paper RMH(06)42: the Board

* approved the annual vehicle plan at a cost of £82.9m, of
which £20m had been drawn under advance authority; and

¢ devolved authority to the Investment Committee for £33.3m

for tranche 2 and £29.5m for tranche 3 of 2006/07 and £25m

for tranche 1 of 2007/08;

Budget 2006/07 ( RMHO06/66(e)): Adam Crozier and lan Griffiths

informed the Board that a substantial revenue risk had come to
light in respect of Pricing in Proportion. An interrogation of the
pricing model used to assess the revenue implications of the
pricing change had revealed that the previous estimate of the
impact of the change had been mis-stated. While it was not
possible to determine the impact with complete accuracy, as
revenues would in part be dependent on customer behaviours
following the change, it now appeared that there could be a risk
of up to some £58m in 2006/07, while for later years the shortfall
could be corrected. Work was currently urgently taking place to
understand why this modelling error had occurred, and to
determine the appropriate course of action. The Board was
concerned to be informed of this new risk: Adam Crozier
undertook for the Board to be given an explanation of why the
error had occurred, and any subsequent actions including how
management proposed to cover the risk in budgetary terms.
David Fish suggested that the assumptions within the pricing

model in respect of changes to product mix be thoroughly tested.
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OTHER MINUTES

The Board noted the minutes of the meetings of

» the Audit and Risk Committee of 14 March 2006

» the GLS Supervisory Board of 15 March 2006

» the Corporate Risk Management Committee of 2 February
2006;

in respect of CRMCO06/02(e), which referred to an action seeking
confirmation of the Company’s ability to insure against fines and
compensation payments, Bob Wigley asked that the Board be
informed of the outcome.

CHAIRMAN’S BUSINESS

The Chairman had no business other than that on the agenda.
REPORTS FROM CHAIRS OF BOARD COMMITTEES
Nomination Committee: Richard Handover updated the Boaré
on progress with finding a new Group Finance Director. There

were two clear front-runners, and the aim was to conclude
interviews by the end of the month:

good progress continued to be made in the search for a General
Counsel. The front-runner candidate had been endorsed by the
Committee and Bob Wigley;

Remuneration Committee: David Fish reported that the position
on the LTIP was looking more positive following further
discussions with shareholder representatives. There was
however some important detail yet to be resolved, including
agreement to the annual ROTA targets;

Audit and Risk Committee: Bob Wigley reported that the
Committee had met informally on 19 April to be updated on the
issues surrounding the Company'’s position as a going concern,
in readiness for the next full meeting of the Committee on 8 May.

EXECUTIVE DIRECTORS’ REPORTS

The Board noted the reports from the executive directors,
including the good Quality of Service outturn results in Royal
Mail Letters, and the commendable profit performance of
Parcelforce. The Board noted further:

Post Office Ltd: Alan Cook reported that he and his team were
continuing to develop the five-year strategy for Post Office Ltd, in
readiness for a discussion at the Board's July awayday.
Meanwhile it had been encouraging that new product sales had
ended the year on a high, with the target to secure 845,000 new
customers being hit. The launch of the instant savings account
had gone well, with it attracting deposits well ahead of plan;
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(h) GLS: Rico Back informed the Board of curren
GLS. The profit outturn for the year was showin o
improvement on the previous forecast. He cautioned the Board
that the coming year was expected to be much toughe
of the significant attack on prices from competitor compa
GLS was experiencing, particularly in Germany.

RMHO06/84 FINANCE DIRECTOR’S REPORT

(a) The Board noted the results for period 12, and the full year
results which showed a Group operating profit before exceptional
items of £355m, which was £53m favourable to the prior year;

(b)  Going concern (RMH(06)50): the Board noted Frank Schinella’s
paper, the analysis within which had been prepared to enable
the Board to determine whether it would be appropriate to sign
the annual accounts on a going concern basis;

(c) the Board noted that detailed analysis prepared by Group
Finance, with appropriate external review by Ernst and Young’s
audit and insolvency teams, together with Slaughter and May,
had demonstrated that the Group as a whole and its subsidiaries
were going concerns. This analysis had been considered at a
special briefing meeting of the Audit and Risk Committee on 19
April;

(d) this analysis had also concluded that POL's statutory accounts
should include an “emphasis of matter” statement and
appropriate note disclosure with respect to the long-term funding
for POL and the fact that directors had placed reliance on the
Government’s “route map” for determining the future strategy
and funding of POL;

(e) the analysis further showed that in the unlikely circumstances of
POL being forced into a radical closure programme similar, there
. were sufficient management actions available to cover the
financial impact on RMG:

(f) the analysis also showed that the existing financial covenants of
the Company were unlikely to be breached:

(9) taking all these factors into account, the Board was satisfied that
in the scenario of the Government supporting the Company's
commercial case with proposed levels of funding, the Group
accounts could be prepared on a going concern basis. In the
scenario of Government funding not being forthcoming, while it
appeared that there would be sufficient management actions to
ensure that the Group could remain a going concern, some
directors asked for a more detailed analysis of these actions and

ACTION their impacts to show this beyond doubt. Frank Schinella
Frank Schinella undertook to produce this further analysis, which would be made
available to the Audit and Risk Committee, and the Board's
accounts sub-committee. The Board delegated to these
. committees the final confirmation in respect of going concern, in
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and to the Investment Committee authorising the signing of
the contract.

COMPETITOR INTELLIGENCE QUARTERLY REPORT —
RMH(06)55

The Board noted the report.
QUARTERLY DIVERSITY REPORT — RMH(06)56

The Board noted Tony McCarthy's paper which identified key
areas of achievement and concern in connection with Diversity
and Inclusion, based on the analysis of data available from five
key sources during 1 December 2005 to 28 February 2006;

the Board noted further the achievements and concerns
highlighted in the report. Of particular concern was from a total
of 65 recommendations for Conduct Code action made during
the quarter in respect of bullying and harassment cases, only 14
had been applied. This followed a similar trend in previous
quarters. The Board endorsed the action being taken to
communicate a clear message to managers that appropriate use
should be made of the conduct code, in line with the Business’
stated values of zero tolerance of bullying and harassment.

YEAR-END INVESTMENT REPORT — RMH(06)57

The Board noted the report. The Board noted further that the
Transport Review post-implementation review showed a large
difference between the authorised business case and outturn,
and requested an explanation of the disparity.

REGULATION REPORT — RMH(06)58

The Board noted the report. Adam Crozier reported that Mike
Prince was taking over from Stephen Agar as Group Regulation
Director. With Luke March, Mike Prince was putting in place
procedures to ensure that information flows between Royal Mail
and Postcomm/Postwatch were properly controlled, with
appropriate sign-offs being given.

COMPANY SECRETARY’S REPORT — RMH(06)59

The Board noted the report.

CLOSE

In the absence of any further business, the Chairman closed the
meeting. The next meeting was scheduled for 6 June 2006 at

148 Old Street, London.
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